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level best to exert all the things as much presentable as possible.

Yours faithfully,

S. Q. Ariful Hasan
ID: 09104179




7 e

l l Mercantile Bank Limited
SIS AT =

Acknowledgements

At the beginning, | would like to express my sincere gratitude to Almighty, the most merciful

and beneficial for empowering me to prepare the report within the scheduled time.

I also want to thank especially to my internship supervisor Sohana Wadud, Lecturer, BBS,
BRAC University for her inspiring guidelines, valuable suggestion, constructive criticism and
constant help throughout the work and in preparation of this report

I also express my warm gratitude and cordial thanks to the management and officials of
Mercantile Bank Limited, Bijoynagar Branch who have given me the opportunity to work with
them and helped a lot by providing the information and enabling me to prepare this report. | have
received their generous help and support.

I would like to take the opportunity to express my wholehearted gratitude to my fellow friends,
near and dear ones who offered encouragement, information, inspiration and assistance during

the course of constructing this report.




Table of Contents

7 e

l l Mercantile Bank Limited
SIS AT =

Serial No. Contents Page no.
A Cover page -
B Letter of Transmittal -
C Acknowledgement -
D Table of contents -
E Executive Summary 1
1 Chapter 1: Introduction 2-7
1.1 Origin of the report 3
1.2 Background of the study 3
1.3 Objective of the report 4
1.4 Scope 4
1.5 Methodology of the study 5
1.6 Limitations of the study 6
2. Chapter 2: Company Background 8-23
2.1 Overview of the bank 9
2.2 Vision 9
2.3 Mission 10
2.4 MBL at a glance 11
2.5 Objectives of MBL 12
2.6 Structure of MBL 13
2.7 Operational network Organogram 14
2.8 Management Hierarchy 15
2.9 Products and Services 17
2.10 Features of MBL 19
2.11 Policy and Performance 20
2.12 SWOT Analysis 21
2.13 Departments of MBL 22
2.14 Credit rating 24
3. Chapter 3: Job Description 24-25
3.1 Description of the job 25
3.2 Specific responsibilities 25
3.3 Different aspects of job performance 25
3.4 Critical observation 25
4,
Chapter 4: Foreign Exchange Operations of MBL 26-62
4.0 Foreign Exchange and its functions 27
4.1 Import 31
4.1.1 Requirements for import 31
4.1.2 Import mechanism 32
4.1.3 Source of finance 32
4.1.4 Import procedure 32




7 e

l l Mercantile Bank Limited
SIS AT =

4.1.5 Procedures of Opening L/C to Import 33
4.1.6 Loan against Trust Receipts (LTR) 38
4.1.7 Loan against Imported Merchandise (LIM) 37
4.1.8 Import payments 38
38
4.2 Export
4.2.1 Export Policy
4.2.2 Export incentives
4.2.3 Export procedure 40
4.2.4 Export L/C 10
4.2.5 Mode of payment of export bill under L/C 40
4.2.6 Advising L/C a1
4.2.7 Export financing 42
4.2.8 Export documents checking 48
4.2.9 Export earnings 49
4.2.10 Composition of exports 50
56
4.3 Foreign remittance section 61
4.3.1 Foreign currency accounts 62
4.3.2 Currency in which FC A/Cs can be opened 63
4.3.3 Papers/ Documents required for opening FC A/C 63
4.3.4 Foreign remittance 64
4.3.5 Dealing in Foreign Currency Notes & Coins 64
4.3.6 Remittance inflow 66
4.3.7 Some instruments & process of foreign exchange transactions 68
4.3.8 Foreign exchange income 69
70
71
Chapter 5: Findings Recommendations and Conclusion 77-81
Chapter 6: Appendix and References 82




7 e

l l Mercantile Bank Limited
SIS AT =

Executive Summary:

This report is all about “Foreign Exchange operations of Mercantile bank Limited”. One of the
largest businesses carried out by the Mercantile bank is foreign trading. Main transactions with
overseas countries are respects of import; export and foreign remittance come under the preview
of foreign exchange department of Mercantile Bank. International trade demands, a flow of
goods from seller to buyer and of payment from buyer to seller. In this case Mercantile bank

plays a vital role to bridge between the buyer and seller.

The first part of the report contains origin, objective, methodology, scope, limitations of
preparing the report.

Secondly, it includes a general description about Mercantile bank limited to get a clear view
about the bank. It contains overview, vision, mission, structure, organogram, services, etc of

Mercantile bank limited.
Thirdly, it describes the job responsibilities that | had performed.

Fourthly, this part explains three main functions of Foreign Exchange department in a detailed
way. It contains import, import procedure, mechanism, source of finance, opening of import L/C,
LTR, LIM, import payment, export, export procedure, export policy, mode of payment of export

payments, export L/C, foreign remittance, inward remittance, outward remittance etc.

Lastly, there are performance analysis, SWOT analysis, findings and recommendations were
given to evaluate the position of the bank and how it can perform better in the competition.
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1.1 Origin of the Report

In today’s world only academic education does not make a student perfect to become
competitive with the outside world. Internship is highly needed to gain idea, knowledge and
experience. From this internship program students get the opportunity to learn facing the real
business world. This report is an internship report prepared as a requirement for the completion
of BBA Program (Major in Finance) of BRAC University. The primary goal of internship is to
provide the job exposure to the student and an opportunity to implement theoretical knowledge
in real life situation. The program covers a period of 12 weeks of organizational attachment.

Mercantile Bank Limited is a place where | could learn the business dealings. This organization
has created a positive image to the customer’s mind by providing better service. This bank has
introduced some modern banking scheme that has got high market demand. As it maintain the
pace with the competitive business world, its activities, culture, philosophy and style leads an
intern student to be the best at any field of working life. As an intern, | have got the opportunity
to work with this organization from October 01, 2012 to December 31, 2012 and acquire idea

about foreign exchange division.

1.2 Background of study

All over the world the dimension of Banking has been changing rapidly due to Deregulation,
Technological innovation and Globalization. Banking in Bangladesh has to keep pace with the
global change. Now Banks must compete in the market place both with local institution as well
as foreign ones. To survive thrive in such a competitive banking world, two important

requirements are —

) Development of appropriate financial infrastructure by the Central bank and
i) Development of “Professionalism” in the sense of developing an appropriate

manpower structure and its expertise and experience.
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To introduce skilled Banker, only theoretical knowledge in the field of banking studies is not
sufficient. An academic course of the study has a great value when it has practical application in
real life situation. So, | needed proper application to get some benefit from my theoretical
knowledge to make it more tactful, when I engaged myself in my practical life situation. Such all

application is made possible through Internship.

1.3 Objective of the study

To complete the Internship as per requirement of BBA program of Dhaka City College

To present an overview of foreign exchange division of MBL

To appraise performance of foreign exchange division of MBL

To appraise foreign exchange activities of” MBL

To know about what kinds of risk the bank is facing in the foreign exchange
transaction

To develop practical knowledge about foreign exchange

To have an overall concept about foreign exchange activities relating to import,
export, outward and inward remittances, buying and selling of foreign commission
etc. come under the purview of foreign exchange business

To identify problems of foreign exchange division of MBL

To learn about the import and export dealing of business organization

1.4 Scope

MBL is one of the leading banks in Bangladesh. The report covers the background, functions and
mostly the foreign exchange system of the bank. The scope of the study is just to acquaint with
the foreign exchange scenario of MBL.
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1.5 Methodology of the Study

The study requires a systematic procedure from selection of the topic to final report preparation.

To perform the study the data sources are to be identified and collected, they are to be classified,

analyzed, interpreted and presented in a systematic manner and key points are to be found out.

The overall process of methodology is given below:

A. Selection of the topic:

The topic of the study was suggested by our supervisor. Before assigning the topic it was

discussed with me so that a well organized internship report can be prepared.

. ldentifying data sources:

Essential data sources both primary and secondary are identified which will be needed to
complete and work out the study. To meet up the need of data primary data are used and
study also requires interviewing the official and staffs were necessary. The report also

required secondary data.

This report is mainly prepared by the secondary sources of information and some few primary

sources of information like —

Primary data

Discussion with officials of The Mercantile Bank Limited
Face to face conversation with the clients

Expert’s opinions and comments

Direct involvement in the foreign exchange activities in MBL
Direct Observation

Questioning the concerned persons

Secondary data

Relevant books Newspaper, Journals etc.
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e Annual report of MBL

e Credit rating report of MBL by CRISL (Credit Rating Information and Services Limited)
e Periodicals published by Bangladesh Bank

e Monthly reports and published documents

e Office circular and other published papers, documents and reports

e Various brochures

e Daily summary sheet

e Various type of statement

e Various register books

e Various printed form

C. Collection of data:
Primary data has been collected by observing and discussing with the Bank official.

D. Classification, Analysis, Interpretations and Presentation of data:
Some graphical tools are used in this report for analyzing the collected data and to
classify those to interpret them clearly.

E. Findings of the study:
The collected data were scrutinized very well and pointed out and shown as findings.

Recommendations are also made for the improvement of the current situation.

F. Final report preparation:
On the basis of the suggestions of my honorable supervisor, some corrections were made
to present the report in this form.

1.6 Limitations of the Study
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The report is written mainly on the basis of face to face conversation with the officials and little
practical experience in the bank. So, no perfect study is conducted to measure the viability of the

report.

The following are some other limitations —

Limitation of time was one of the most important factors that shortened the present
study. Due to time constraints, many aspects could not by discuss in the present study.
Lack of comprehension of the respondents was the major problem that created many
confusions regarding verification of conceptual questions.

Confidentiality of data was another important barrier that was faced during the conduct of
this study. Every organization has their own secrecy that cannot be revealed in publics.
Rush hours and business was another reason that acts as an obstacle while gathering
data.

As, | had more dependence on the primary sources, so there might be some level of
inaccuracy with those collected information.

Insufficient books, publications, Facts and figures narrowed the scope of accurate
analysis.

MBL does not have rich and wealthy collection of various types of Banking related
Books and Journals.

Confidential information regarding past profit or product cost, financial information was
not accurately obtained. Alike all other banking institutions, MBL is also very
conservative and strict in providing those information. In those cases, | have relied upon
some assumptions, which in result have created certain level of inaccuracy. Still, I had

tried my best in obtaining that sensitive information, as much as possible.
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2.1 Overview of the Bank

Mercantile Bank Limited was incorporated in Bangladesh as a Public Limited Company with
limited liability under the Bank Companies Act, 1991 on May 20, 1999 and commenced
commercial operation on June 02, 1999. The Bank went for public issue of shares on in 2003 and
its shares are listed with Dhaka Stock Exchange and Chittagong Stock Exchange. The Bank has
84 branches spread all over the country. MBL is a highly capitalized new generation Bank with
an Authorized Capital and paid-up Capital of Tk. 8000.00 million and Tk. 4968.90 million
respectively. With assets of TK. 116,655,283,665 and more than 1668 employees, the bank has
diversified activities in retail banking, corporate banking and international trade.

MBL undertakes all types of banking transactions to support the development of trade and
commerce in the country. MBL’s services are also available for the entrepreneurs to set up new
ventures and BMRE of industrial units. The bank gives special emphasis on Export, Import,
Trade Finance, SME Finance, Retail Credit and Finance to women Entrepreneurs. To provide
clientele services in respect of International Trade it has established wide correspondent banking
relationship with local and foreign banks covering major trade and financial centers at home and

abroad.

MBL emerged as a new commercial bank to provide efficient banking services and to contribute
socio-economic development of the country. With the passage of time it has expanded its
number of branches and variety of services along with its core business of taking deposits and
granting loans. Rising trend of the bank’s profitability over the last 8 years is also materialized.
The MBL is committed to the delivery of the superior shareholders’ value. Foreign Exchange
Department of the bank is one of the most important departments. Now it has become the
backbone of the bank. With the aim to be the ‘Bank of Choice’, it is operating in the industry
with a team of devoted personnel to excel both their own career and the bank’s future.
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2.2 Vision of MBL

“Would make finest corporate citizen” is the main vision of MBL. MBL dreams to become the
“Bank of Choice” of the general public that includes both the consumer and the corporate clients.
It has created a cadre of young professionals in banking profession which has helped boosting
productivity in the bank.

2.3 Mission of MBL

Mercantile Bank Limited aims to become one of the leading banks in Bangladesh by prudence, flair and
providing quality of operations in their banking sector. The bank has some mission to achieve the

organizational goals. Some of them are as follows as:

e MBL provides high quality financial services to strengthen the well-being and success of
individuals, industries and business communities

e Its aim is to ensure their competitive advantages by upgrading banking technology and
information system

e MBL intends to play more important role in economic development of Bangladesh and its
financial relations with the rest of the world by interlining both modernistic and international
operations

e It encourages investors to boost up share market and also creates wealth for the shareholders

o Mercantile Bank Limited extend highest quality of services, which attracts the customers to
choose them first

e The bank intends to meet the needs of their clients and enhance their profitability by creating

corporate culture
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2.4 MBL at a Glance

Name

Mercantile Bank Limited

Status

Public Limited Company

Date of Incorporation

May20, 1999

Date of Commencement

June 02, 1999.

Subscription for Shares

October 21-22, 2003

Listed in Dhaka Stock Exchange

February 16, 2004

Listed in Chittagong Stock Exchange

February 26, 2004

Head Office 61, Dilkhusa Commercial Area, Dhaka-
1000
Chairman Md. Abdul Jail

Managing Director

Mr. A.K.M. Shahidul Haque

Number of Branches

84

Number of Employees

1668

Services Provided

Deposit Scheme, Credit Facility and
Foreign Exchange Services

Diversification of Product and Services

Corporate Banking and Retail Banking

Technology Used

Member of SWIFT, Online Banking,
UNIX Based Computer System

E-mail mbl@bol-online.com
Website www.mblbd.com
SWIFT MBLBBDDH
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2.5 Objectives of MBL

Strateqgic objectives

e To achieve positive Economic Value Added (EVA) each year.

e To be market leader in product innovation.

o To be one of the top three Financial Institutions in Bangladesh in terms of cost efficiency.
e To be one of the top five Financial Institutions in Bangladesh in terms of market share in

all significant market segments we serve.

Financial objectives

e To achieve 20% return on shareholders' equity or more, on average.
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2.6 The Structure of MBL

The organization structure and corporate culture of Mercantile Bank Limited (MBL) strongly
reflect its determination to establish, uphold and gain a stronger footing as an organization which

IS customer-oriented and transparent in its management.

Board of Directors

The Board of Directors consists of 13 member elected from the sponsors of the Bank. The Board

of Directors is the apex body of the bank.

Board Committees

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

Executive Committee:

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

Audit Committee:

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

Management
The management of the bank is vastly on a Board of Directors, for overall supervision and

directions on policy matters by the board. The power of general supervision and control of the
affairs of the bank is exercise by the president and managing director of the bank who is the chief
executive officer. Above all, the bank will be manned and managed by a galaxy of talented
professionals proficient in their individual fields and dedicated to the cause of the bank.
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2.7 Operational Network Organogram
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2.8 Management Hierarchy
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2.9 Product and Services

MBL has launched a number of financial products and services since its inception. Among these,
Monthly Savings Scheme, Family Maintenance Scheme, Double Benefit Deposit Scheme,
Quarterly Benefit Deposit Scheme, 1.5 Times Benefit Deposit Scheme, Advance Benefit Deposit
Scheme, Consumer Credit Scheme, Small Loan Scheme, Lease Finance Scheme, Overseas
Employment Loan Scheme, Car Loan Scheme, Home Loan Scheme and SME Loan have
received wide acceptance among the people.

1. Retail Banking

a) Deposits b) Loan c¢) Cards
e Current Deposit Account e Consumer credit e Dual card
e Saving Deposit Account scheme e Debit Card
e Fixed Deposit Account e Doctor credit scheme e Prepaid Card
e Double Benefit Deposit Scheme e Rural planning e Supplementar
e Mashik Sanchay Prakalpa scheme y Card
e Family maintenance Deposit e Lease Financing e Visa Card
e Quarterly Benefit Deposit e Any purpose loan
Scheme e Educational loan
e 1.5 times Benefit Deposit e Car loan
Scheme e Home loan
e Advance Benefit Deposit e House furnishing loan
Scheme e Cottage loan
e Special Savings Scheme e Polli loan
e School Banking
e Educational Planning Deposit
Scheme
e Super Benefit Deposit Scheme
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2. Corporate Banking

Short term finance
Long term finance
Real estate finance
Import finance
Work order finance
Export finance
Structured finance
Loan syndication

3. SME Banking

e Chaka

e Annaynna

e Chalti Muldhan

e Single payment Loan

4. Foreign Trade Business

e Foreign correspondents
e Nostro Accounts

5. E-banking

Online banking
Mobile banking
SMS banking
SWIFT

Locker Facility
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2.10 Features of Mercantile Bank Ltd

There are so many reasons behind the better performance of MBL than any other newly established

banks:

Highly qualified and efficient professionals manage the bank

MBL has established a core Research & Planning Division with efficient persons

The bank has established correspondent relationship with 240 of foreign banks

The computerized operation systems in all branches of MBL have provided the frequent
and prompt customer service

The strict leadership along with the supervision of efficient management directs all the
branches

The inner environment and teamwork, of all branches in MBL motivated all experienced
employees to achieve the ultimate object of MBL

MBL has become a member of the SWIFT system expedite foreign trade transaction

MBL has become introduced some scheme for the purpose of saving of low income people
which are not available in other banks like “Family Maintenance Deposit (FMD)”,
“Personal Loan Scheme”, “Car Loan Scheme” etc.

The bank offers attractive saving rate than other financial institutes

MBL provides loan to the customers at lower interest with easy and flexible condition than
the others do

Along with the profit generation Mercantile Bank Limited also maintain social
responsibilities

Mercantile Bank Limited charges lower commission from their customer in comparison
with other banks

The Bank is always guided their potential customers by giving valuable advises
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2.11 Policy & Performance

Policy

Companies operating in international markets should establish management policies on foreign

exchange. Fluctuations in foreign exchange rates affect the cost competitiveness, profitability,

and valuation of a company’s international operations. The primary objective is to establish a

policy that will minimize the effects of adverse exchange rate fluctuations on the financial

position of the company.

Some of policies of Mercantile Bank Limited on the following way-

The Company uses derivative instruments, primarily forward contracts, to hedge foreign
currency exposures

The Company will hedge its known exposures if it is determined that changes in foreign
exchange rates are to have a material impact on earnings or fair values of assets and
liabilities

The Company does not use derivative contracts for speculative purposes

The Company estimates the fair value of derivatives based on quoted market prices and
records all derivatives on the balance sheet at fair value

Performance

Mercantile Bank provides best services to clients by maintaining better performance on the following

way:

In Mercantile Bank have enough highly qualified managers and professionals

Mercantile Bank Limited is maintaining Research &Planning Division with efficient persons
The bank has established correspondent relationship with 240 of foreign banks

The computerized operation systems in all branches of Mercantile Bank Limited have
provided the frequent and prompt customer service

The strict leadership along with the supervision of efficient management directs all the

branches
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e The inner environment and teamwork, of all branches in Mercantile Bank Limited motivated

all experienced employees to achieve the ultimate object of Mercantile Bank Limited

2.12 SWOT analysis of MBL

The comparison of strengths, weaknesses, opportunities and threats is normally referred to as a

SWOT analysis. The central purpose of the SWOT analysis is to identify strategies that align, fit,

or match a company’s resources and capabilities to the demands of the environment in which the

company operates. To put it in other way, the purpose of the strategic alternatives generated by a

SWOT analysis should be to build on company strengths in order to exploit opportunities and

counter threats and to correct company weakens. During my internship period in MBL | have

found some aspects relating to the Bank’s strength, opportunity, weakness and threats, which are

more or less. I think affecting the Bank’s performance in total, which are explained below:

STRENGTHS

WEAKNESS

VVVVYVYYVYYYVY

VVVYVY

Top management

Satisfactory asset quality.

Good internal capital generation.
Satisfactory operating efficiency
Diversified product lines

Low human resource turnover
Experienced Management Team
Favorable reputation in the banking
industry

Skilled Board of Directors

High growth rate

Interactive corporate culture
provider of good quality services

No long-term strategies

Failed to provide a strong quality-
recruitment policy in the lower and
some mid level position

Service quality of this bank is good but
hot high as the customers’ expectation
Having a group of unsatisfied
employees.

Low promotional sector
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OPPORTUNITIES THREATS

Merchant banking or diversify into » Increasing cost of fund

leasing and insurance sector. » Increased Market competition
Investment in the Secondary market » Product Risk

Opportunity in retail banking » The default risks of all terms of loan
Expansion of its product line to » The low compensation package of the
enhance sustainable competitive employees from mid level to lower
advantage level position

Introduction of special corporate
scheme for the corporate customers

2.13 Departments of Mercantile Bank Limited

1. General Banking
2. Credit Department

3. Foreign Exchange Department

General Banking

>

VvV V V VYV VY

Account opening and KYC procedures
Issuance of DD/TT/PO/FDR

Interbank Transaction, OBC/IBC
Account section

Clearing Section

IT Section

Credit Department

>
>
>

Credit Proposals Processing Procedures
Documentation and Loan Disbursement Procedures

Overview on all returns

Foreign Exchange Department

I. CashL/C

>

Opening of L/C




Lodgment of Import Bill
Payment against Import Bill
B/E Matching

IMP Reporting

vV V V V

Il. BTBL/C

Export L/C Checking

Opening of BTB L/C (Local/ Foreign/ EDF/ EPZ)

Lodgment and confirmation of maturity date

Allowing of PC

Payment against realization of Export Proceeds/ Forced Loan
B/E Matching

Reporting

YV V V V V V V

I11. Export

» Scrutinizing/ Negotiation/ Send on Collection
> Follow-up
> Realization
> Reporting

IV. Foreign Remittance

e Inward
» FDD
» FTT
» Others
e Outward

» Endorsement of Traveling
> Education/ Treatment/ Others
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»> Cash Rebate

» FC issuing
» FDD/FTT etc.

2.13 Credit Rating of MBL

Year Long Term Rating Short Term Rating
2011 AA- ST-2
2010 AA- ST-2

Credit Rating Information and Services Limited (CRISL) has upgraded the rating of MBL with
“AA-" (pronounced as double A minus) in Long Term and reaffirms “ST-2” rating in Short
Term based on financials up to December 31, 2010 and other qualitative and quantitative
information.

MBL’s Long Term Rating has been upgraded to “AA-" which testifies its good fundamentals
such as good profitability, increase in NIM, increase in non-funded business, diversified
investment portfolio, increase in loans and advances, augmentation of Asset base etc. This level
of rating indicates a banking entity with high quality, offer higher safety and have high credit
quality.

The Short Term rating “ST-2” indicates high certainty of timely repayment. Liquidity factors are
strong and supported by good fundamental protection factors. Risk factors are very small.

MBL thanks to its all valued stakeholders for making it happen.
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CHAPTER 3:

JOB DESCRIPTION
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3. Job Description

3.1 Description of the job

As an internee my | have performed numerous activities. My main task was to assist officers and

executives in every aspects of their daily work. It includes every activity that the officials

performed like dealing with customers, computer posting, document analysis etc.

3.2 Specific responsibilities of the job

AN N N N SN

D N N N NI NN

Dealing with customers

Assisting employees in their day to day operations

Maintaining different registers

Computer posting of transactions

Sorting of Cheque, vouchers

Entry of cheque and deposits slips number and amount in the registers and give the serial
number to those slips

Sorting of cheque according to serial number

Editing of L/C issue statement

Filling up EXP and IMP forms

Filing different L/C related documents

Matching month wise L/C and Bills transaction value between server and register
Endorsement of different papers

3.3 Different aspects of job performance

v
v
v

It helped me to learn banking activities
It has enhanced my knowledge
I was able to complete almost every task successfully

3.4 Critical observation

v
v
v

Working environment was excellent
Employees were very much helpful
I learned a lot of things in a short time
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Foreign Exchange

Every country has certain natural advantages and disadvantages in producing certain
commodities while they have some natural disadvantages as well in other areas. As a result we
find that some countries need to import certain commodities while others need to export their
surpluses. Foreign trade brings the fruits of the earth to the homes of the humblest among the
countries. These transactions are the basis upon which international trade is made. As more than
one currency is involved in foreign trade, it gives rise to exchange of currencies which is known

as Foreign Exchange.

As per Foreign Exchange Act., foreign exchange means and includes all deposits, credits and
balances payable in foreign currency as well as foreign currency instruments such as drafts, TCs,
Bill of Exchange, Promissory Notes and Letters of Credit payable in any foreign currency. This
definition implies that all business activities relating to Import, Export, Outward & Inward
Remittances, buying & selling of foreign commissions, etc. come under the purview of foreign

exchange business.

Foreign exchange can simply be defined as a process of conversion of one national currency into

another and of transferring money from one country into another.

—

Foreign
Exchange
| Operation

Foreign

Import Export arianes
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Foreign Exchange Division

One of the largest businesses carried out by the commercial bank is foreign trading. The trade
among various countries falls for close link between the parties dealing in trade. The situation
calls for expertise in the field of foreign operations. The bank, which provides such operation, is
referred to as rending international banking operation. Mainly transactions with overseas
countries are respects of import; export and foreign remittance come under the preview of
foreign exchange transactions. International trade demands a flow of goods from seller to buyer
and of payment from buyer to seller. In this case the bank plays a vital role to bridge between the
buyer and seller.

In the MBL Bijoynagar Branch there are six officials are working continuously with great effort
and teamwork there are quite efficient skill and talented the above jobs are performed in this
department. The Bangladesh Bank and the respected AVP of this section control them. There are
more than 95 clients and 29 countries they are dealing with. They believe in teamwork and

extreme hard work.

Foreign Exchange Department is an international department of the bank. It deals
with globally and facilitates international trade through its various modes of services. It bridges
between importers and exporters. Bangladesh Bank issues license to scheduled banks to deal
with foreign exchange. These banks are known as Authorized Dealers. If the branch is
authorized dealer in foreign exchange market, it can remit foreign exchange from local country
to foreign country. This department mainly deals with foreign currency. This is why this
department is called foreign exchange department.

Some national and international laws regulate functions of this department. Among these,
Foreign Exchange Act, 1947 is for dealing in foreign exchange business, and Import and
Export Control Act, 1950 is for Documentary Credits. Governments’ Import and Export policy
is another important factor for import and export operation of banks.
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Foreign Trade

Foreign trade can be easily defined as a business activity, which crosses national boundaries.
These may be between parties or government ones. Trade among nations is a common
occurrence and normally benefits both the exporter and importer. In many countries,
international trade accounts for more than 25% of their national incomes.

Foreign trade can usually be justified on the principle of comparative advantage. According to
this economic principle, it is economically profitable for the country to specialize in the
production of that commodity in which the producer country has the grater comparative
advantage and to allow the other country to produce that commodity in which it has the lesser
comparative advantage. It includes the spectrum of goods, services, investment, technology
transfer etc. This trade among various countries calls for loses linkage between the parties
dealing in trade it has been dealing with more than 40 Countries. The banks, which provide such
transactions, are referred to as rendering international banking operations. International trade
demands a flow of goods from seller to buyer and of payment from buyer to seller. And this flow
of goods and payment are done through Letter of Credit. MBL follows the rules of Bangladesh
government and Bangladesh bank strictly.

Functions of Foreign Exchange Department

4.1 Imports:

R/
L X4

Opening of letter of credit (L/C)

X4

Advance bhills

L)

X4

Bills for collection

L)

R/
L X4

Import loan and guarantees

4.2Export:

R/
°

Pre — Shipment advances

¢+ Purchase of foreign bills

X4

Negotiating of foreign bills

L)

X4

Export guarantees

L)




% Advising/ confirming letters — letter of credit

%+ Advance for deferred payment exports

% Advance against bills for collection

4.3 Remittances:

Issue of DD, MT, TT, etc.

Payment of DD, MT, TT etc.

Issue and enhancement of traveler’s cheque
Sale and enhancement foreign currency note

Nonresident accounts

4.4 Dealings:

*0

R/
°e

R/
L X4

Most Commonly Used Documents in Foreign Exchange

Rate computation

Maintenance of foreign currency account
Forward contracts

Exchange position and cover operations

Documentary letter of credit
Bill of exchange

Bill of Landing

Commercial Invoice
Certificate of origin of goods
Inspection certificate
Packing List

Insurance certificate
Pro-forma invoice/ indent
Master receipt

GSP certificate
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4.1Import

Imports of goods into Bangladesh is regulated by the ministry of commerce and industry in terms
of the Import and Export (Control) Act, 1950, with import policy orders issued by annually, and
Import Registration Certificate (IRC) and Public Notices issued from time to time by the office
of the Chief Controller of Import and Export (CCl & E). Through the process of import some
vital but which are inadequate in our country products are imported to meet the local needs of the
people. MBL also plays an important role of importing goods.

To obtain Import Registration Certificate (IRC) the following certificates are required:

% Trade License

% Income tax clearance certificate

% National certificate

¢ Banks solvency certificate

% Asset certificate

¢ Registration partnership deed (if any)
% Memorandum and article of association
¢ Certificate of incorporation (if any)

% Rent of the business premises

4.1.1 Requirements for Import:

To import through Mercantile Bank Limited a customer / client requires-
% Bank account

% Import Registration Certificate (IRC)

% Taxpaying ldentification Number (TIN)
% Pro-forma invoice/ indent (PI)

% Membership certificate

% L/C application form duly attested

% Insurance cover note with money receipt
% Others
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4.1.2 Import Mechanism

To import, a person should be competent to be and importer’. According to Import and Export
(Control) Act, 1950, the officer of Chief Controller of Import and Export provides the
registration (IRC) to the importer. After obtaining this, the person has to secure a letter of credit
authorization (LCA) from Bangladesh Bank. And then a person becomes a qualified importer.

He requests or instructs the opening bank to open an L/C.

4.1.3 Source of Finance:
Import may be allowed under the following sources of finance:
(a) Cash-
I Cash foreign exchange (balance of the foreign exchange reserve of
Bangladesh Bank);
ii. Foreign currency accounts maintained by Bangladeshi Nationals
working/living abroad.
(b) External economic aid.
(c) Commodity exchange.

4.1.4 Import Procedures:
An importer is required to have the following to import through MBL---
I Applicant has to apply for opening L/C by a prescribed form.
ii. Applicant has to submit the Letter of Indent or Letter of Pro-forma Invoice.
Letter of Indent: Many sellers have their agent in seller’s country. If the contract
of buying is made between the buyers and the agent of the sellers then Letter of
Indent is required.
Letter of Pro-forma Invoice: If the contract is made directly between the buyers
and the sellers then Letter of Pro-forma Invoice is needed.
iii. Applicant has to submit IRC (Indenters Registration Certificate). It is a certificate
being renewed every year. This certificate is necessary if the contract is made
between the buyers and the agents of the sellers. IRC is of two types — COM and
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IND. COM is given for commerce purpose and IND is given for industrial
purpose.

v. Applicant has to submit LCAF (Letter of Credit Authorization Form).

V. Applicant has to submit insurance document.

Vi. Applicant has to prepare FORM-IMP.

Vii. Recently, there has been made a provision to give a certificate named TIN (Tax
Payers Identification Number). Taxation department issues this certificate.

viii.  Then after proper scrutiny bank will open an L/C.

While opening L/C, importer must keep certain percentage of the document value in the bank as

margin.

4.1.5 Procedures of Opening L/C to Import:
To open an L/C, the requirements of an importer are:
a. He must have an account in MBL.
b. He must have Importers Registration Certificate (IRC).
c. Report on past performance with other bank. MBL collects this report from
Bangladesh Bank.
d. CIB (Credit Information Bureau) report from Bangladesh Bank.
e. A proposal approved by the meeting of executive committee of the bank. It is
necessary only when the L/C amount is small or there is no limit.
f. Ifthe L/C amount is large or there is a limit, then an approval from Bangladesh Bank

is needed. Usually this approval is needed for amount more than one crore

Accounting Treatment for Opening L/C:

For opening L/C, importer will apply to the issuing bank. In that case, importer is called
applicant or opener. After opening an L/C bank will create a contingent liability. In that case, the

accounting posting will be the following:
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Customers Liability Dr.
Banker’s Liability Cr.

Generally L/C is opened against some margin.
While paying the money by the issuing bank, issuing bank will reverse the above entry and the

entry will be:

Contingent Liability Dr.
Customers Liability Cr.

Then the issuing bank will give another entry:

Payment Against Document (PAD) Dr.
MBL General Account Cr.
Exchange Gain Cr.

PAD will debit because the bank will pay the money against some documents. MBL General
Account is a miscellaneous account. It will be credited because by this entry MBL creates a
liability. He has to pay the money to the advising bank. And the gain made by the transaction is
shown at Exchange Gain Account.

All these entries are made after receiving some documents from the exporters. The above
procedure is called Lodging. After giving the above entry, MBL will inform the clients for
collecting the documents from the bank. Importers will pay the due to the bank and collects the
documents. In that case, the entry will be -

Party Account Dr.
PAD Account Cr.

After opening the L/C, MBL (issuing bank) must receive the documents for any other
proceedings. These documents are ---
I Bill of Lading,
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ii. Invoice,
iii. Packing List,

v. Country of Origin.

Lodgment of the Documents:

After receiving the documents from the exporters, at first MBL write it in the PAD Register.
PAD Register contains date, PAD number, L/C number, and name of the drawer, name of the
drawee, amount, and number of copies of various documents, name of the imported items. This

written procedure is called Lodgment.

Accounting Application:

While doing lodgment, MBL makes the following entries—

PAD Account Dr.
MBL General Account Cr.
Exchange Gain Account Cr.

MBL makes the payment to the reimbursing bank against the documents. That’s why, it debts the
PAD Account.

Retirement of the Documents:

The process of collecting documents from bank by the importer is called retirement of the
documents. The importer gives necessary instructions to the bank for retirement of the import
bills or for the disposal of the shipping documents to clear the imported goods from the customs
authority. The importer may instruct the bank to retire the documents by debiting his current
account with the bank or by creating Loan against Trust Receipt (LTR). Following steps are
taken while retiring the documents —

e Calculation of interest.

e Calculation of other charges.
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e Passing vouchers.
e Entry in the register.

e Endorsement in the Bill of Lading and other transport documents and in the bill of
exchange.

a. Accounting Treatment:

Suppose the banker has the following information:

Document Value: Tk. 100000.00
Margin: Tk. 10000.00
Date of negotiating 03.07.10

Date of retirement 20.08.10

Rate of interest 16%

Interest paid for (20.08.10 to 03.07.10) = 48 days.

(100000.00 — 10000.00)* 16% * 48

Interest =

360
= TK. 1920.00

Then the following vouchers will be made:
a) For interest:
PAD Account Dr. 1920.00
Interest on PAD Account Cr. 1920.00

b) While receiving the payment:

Party Account Dr. 91920.00
Margin Account Dr. 10000.00
PAD Account Cr. 101920.00
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But when the party takes the endorsement of the non-negotiable copy, then “Other Fees &

Commission “takes place instead of “Interest on PAD Account”. Generally, MBL charges .15%
on the document value for collecting the document at that time.

b. Non-Negotiable Copy Document:

Party can clear goods only after receiving the document by the bank. Exporters send all the
relevant documents to the bank after the shipment. They also send the duplicate copy of the
documents to the importers.

But sometimes bank does not receive the document in due time. In that case, the importers
submit the duplicate copy to the bank and pay the due bills. MBL endorses the duplicate
documents and through these documents importers clear the goods from the customs. These

duplicate copies are called the Non-negotiable copy.

4.1.6 Loan Against Trust Receipts (LTR):
MBL also perform the later mechanize it is a instrument of foreign exchange which is done
through
e Advance against a Trust Receipt obtained from the Customers are allowed to only first
class tested parties when the documents covering an import shipment or other goods
pledged to the Bank as security are given without payment. However, for such advances
prior permission/sanction from Head Office must be obtained.

e The customer holds the goods or their sale-proceeds in trust for the Bank, till such time,
the loan allowed against the Trust Receipts is fully paid off.

e The Trust Receipt is a document that creates the Banker’s lien on the goods and
practically amounts to hypothecation of the proceeds of sale in discharge of the lien.
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4.1.7 Loan against Imported Merchandise (LIM):

MBL create Advance (Loan) against the security of merchandise imported through the Bank may
be allowed either on pledge or hypothecation of goods, retaining margin prescribed on their
Landed Cost, depending on their categories and Credit Restriction imposed by the Bangladesh
Bank. Bank shall also obtain a letter of undertaking and indemnity from the parties, before

getting the goods cleared through LIM Account.

4.1.8 Import Payments

Import payments during FY2010-11 showed 41.79% significant jump from just 5.37% growth in
the preceding FY2009-10. However, in the calendar year 2011 import cost lost its pace and stood
at $36.23 billion compared to $27.82 billion in the year 2010 indicating 30.26% growth in year
2011 over 2010.

Month wise Import cost trend (million USS) over 2009-2011
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ITEM PERCENTAGE
Food 16.14%
Intermediate goods 28.16%
Petroleum and petroleum products 11.8%
Textile and articles 9.2%
Capital machinery 8.2%
Iron steel and other base metals 5.5%
Raw cotton 5.8%
Chemicals 3.9%
Yarn 3.2%
Fertilizer 3.1%

6%

Iron steel

6%
Capit
9%

Raw  chemicals Yarn Fertilizer
Cotton 4% 3% 3%

The Composition of Import
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4.2 Export

In order to Creation of wealth in any country depends on the expansion of production and
increasing participation in international trade. By increasing production in the export sector we
can improve the employment level of such a highly populated country like Bangladesh.
Bangladesh exports a large quantity of goods and services to foreign households. Readymade
textile garments (both knitted and woven), Jute, Jute-made products, frozen shrimps, tea are the
main goods that Bangladeshi exporters export to foreign countries. Garments sector is the
largest sector that exports the lion share of the country's export. Bangladesh exports most of its
readymade garments products to U.S.A and European Community (EC) countries. Bangladesh
exports about 40% of its readymade garments products to U.S.A. Most of the exporters who
export through MBL are readymade garments exporters. They open export L/Cs here to export

their goods, which they open against the import L/Cs opened by their foreign importers.

4.2.1Export Policy

Export policies formulated by the Ministry of Commerce, GOB provide the overall guideline and
incentives for promotion of exports in Bangladesh. Export policies also set out commodity-wise
annual target. It has been decided to formulate these policies to cover a five-year period to make

them contemporaneous with the five-year plans and to provide the policy regime.

The export-oriented private sector, through their representative bodies and chambers are
consulted in the formulation of export policies and are also represented in the various export

promotion bodies set up by the government.

4.2.2 Export Incentives

A. Einancial Incentives:

e Restructuring of Export Credit Guarantee Scheme;

e Convertibility of Taka in current account;
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e Exporters can deposit 40% of FOB value of their export earnings in own accounts in
dollar and pound sterling;

e Export Development Fund;

e Expansion of export credit period from 180 days to 270 days;

e 50% tax rebate on export earnings Duty draw back;

e Bonded warehouse facilities to 100% export oriented firms;

e Duty free import of capital equipment for 100% export oriented firms;

B. General Incentives:

e National Export Trophy to successful exporters

e Training course on external trade

e Arrangement of international trade fairs, commodity-based exhibitions in the country and
participation in foreign trade fairs

C. Other Incentives:

e Assistance in improvement of quality and packaging of exportable items

e Simplification of exports procedures

4.2.3 Export Procedures

The import and export trade in our country are regulated by the Import and Export (Control) Act,
1950.

Under the export policy of Bangladesh the exporter has to get valid Export registration
Certificate (ERC) from Chief Controller of Import & Export (CCI&E). The ERC is required to
renew every year. The ERC number is to incorporate on EXP forms and other papers connected

with exports.
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4.2.4 Export L/C

There are a number of formalities, which an exporter has to fulfill before and after shipment of
goods. These formalities or procedures are enumerated as follows —

1. Obtaining Export Reqgistration Certificate (ERC):

No exporter is allowed to export any commodity permissible for export from Bangladesh unless
he is registered with Chief Controller of Imports and Exports (CCl & E) and holds valid Export
Registration Certificate (ERC). After applying to the CCI&E in the prescribed from along with
the necessary papers, concerned offices of the Chief Controller of Imports and Exports issues
ERC. Once registered, exporters are to make renewal of ERC every year.

2. Securing the order:

After getting ERC, the exporter may proceed to secure the export order. He can do this by
contracting the buyers directly through correspondence.

3. Obtaining EXP:
After having the registration, the exporter applies to MBL with the trade license, ERC and

the Certificate from the concerned Government Organization gets EXP. If the bank is
satisfied, an EXP is issued to the exporter.

4. Signing of the contract:

After communicating with buyer the exporter has to get contracted for exporting exportable
items from Bangladesh detailing commodity, quantity, price, shipment, insurance and mark,

inspection, arbitration etc.

5. Receiving the Letter of Credit:

After getting contract for sale, exporter should ask the buyer for Letter of Credit clearly
stating terms and conditions of export and payment.

After receiving L/C, the following points are to be looked for:

a.The terms of the L/C are in conformity with those of the contract.
b.The L/C is an irrevocable one, preferably confirmed by the advising bank.
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c.The L/C allows sufficient time for shipment and a reasonable time for registration.

d.If the exporter wants the L/C to be transferable, divisible and advisable, he should ensure
those stipulations are specially mentioned in the L/C.

Procuring the materials:

After making the deal and on having the L/C opened in his favor, the next step for the
exporter is to set about the task of procuring or manufacturing the contracted merchandise.

Endorsement on EXP

Before the exporters with the customs/postal authorities lodge the export forms, they should
get all the copies endorsed by MBL. Before shipment, exporter submits exp. form with
commercial invoice. Then MBL officer checks it properly, if satisfied, certifies the exp.
without it, exporter he cannot make shipment. The customer must declare all exports goods
on the EXP issued by the authorized dealers

Disposal of Export Forms:

a.Original: customs authority reports first copy of EXP to Bangladesh Bank after shipment
of the goods.

b.Duplicate: Negotiating bank reports the Duplicate to Bangladesh Bank in or after
negotiation date but not later than 14 days from the date of shipment.

c.Triplicate: on realization of export proceeds the same bank to the same authority reports
Triplicate.

d.Quadruplicate: Finally, the negotiating bank as their office copy retains Quadruplicate

Shipment of goods:

Exporter makes shipment according to the terms and condition of L/C.

Presentation of export documents for negotiation:

After shipment, exporter submits the following documents to MBL for negotiation.
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Cash against Document (CAD) Contract:

Bill of Exchange or Draft;
Bill of Lading

Invoice

Insurance Policy/Certificate
Certificate of origin
Inspection Certificate
Consular Invoice

Packing List

Quality Control Certificate
G.S.P. certificate

Photo — Sanitary Certificate.
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In lieu of export LC export can also be made against execution of contract of sale and

purchase between the buyer and seller. Usually a CAD contract is made in case of exporting

Jute goods.

There are some Bangladesh Jute Mills Corporation (BJMC) enlisted intermediary firms.

They make CAD contract with the importer. Some intermediary firms the client of MBL.

After making contract, the intermediary firm (original exporter) purchases jute from a jute

mill. Then, the jute mill’s bank usually an NCB sends forwarding with the following

documents to MBL.

a)
b)

c)
d)

Commercial invoice made by the jute mill

Bill of exchange drawn on exporter payable to jute mills bank (authorized that bank as *

pay to the order of MBL")
Muills specification

EXP form — triplicate and quadruplicate on which seal and signature of authorized officer

of the jute mill’s bank is given.

Along with these jute mill documents exporter presents documents, which were required by
the CAD contract.
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Exporter presents the documents for negotiation to MBL and request to remit the amount at
which he purchased jute from jute mill to the jute mill’s bank and credit the rest to his
account in MBL.

Examination of Document:

Banks deal with documents only, not with commodity. As the negotiating bank is giving the
value before repatriation of the export proceeds it is advisable to scrutinize and examine each
and every document with great care whether any discrepancy(s) is observed in the
documents. The bankers are to ascertain that the documents are strictly as per the terms of
L/C Before negotiation of the export bill. Bank officers assigned for examining the export

documents may use a checklist for their convenience.

Negotiation of export documents:

Negotiation stands for payment of value to the exporter against the documents stipulated in
the L\C. If documents are in order, MBL purchases (negotiates) the same on the basis of
banker- customer relationship. This is known as Foreign Documentary Bill Purchase
(FDBP).

If the bank is not satisfied with the documents submitted to MBL gives the exporter
reasonable time to remove the discrepancies or sends the documents to L/C opening bank for
collection. This is known as Foreign Documentary Bill for Collection (FDBC)

a. Procedure for FDBP:

I.  After purchasing the documents, MBL gives the following entries -

1] o Dr.

(At OD sight rate)
Customer A/C =-=-==mmmmmmmm oo Cr.
(Before realization of proceeds)

Bank would realize only postage charges from the exporter.
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ii.  Subsequently, Bank will send the documents to the L/C opening Bank for
payment with a forwarding letter detailing the enclosures. Upon realization of
proceeds the Negotiating Bank would pass the following vouchers:

Head Office A/C-----=-mnmomommmmcm e oo oo Dr.

(At T.T Clean rate)

S0] .Y o R U——— Cr.

Income A/C Profit on Exchange Trading----------------------- Cr.
(Adjustment after realization of proceeds)

ilii. A FDBP Register is maintained for recording all the particulars.

b. Foreign Documentary Bills for Collection (FDBC):

MBL forwards the documents for collection due to the following reasons,-
» If the documents have discrepancies.
» If the exporter is a new client.
» The banker is in doubt.

FDBC signifies that the exporter will receive payment only when the issuing bank gives
payment. MBL make regular follow-up with the L/C opening Bank in case of any delay
in getting payment.

The exporter submits duplicate EXP Form and Commercial Invoice. Subsequently, the
value of the bill is calculated and the following accounting entries are given, -

Head Office A/C-----=nmnmomemmmme e oo ee Dr. @ T.T Clean
Client’s A/C-=-=nmmmommmmm e cmem e e oo Cr. @ OD sight
Government Tax A/C--------mmmmmmmmmeeeee e Cr. @ 0.10 % of Invoice value
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Postage A/C--=-=-=nmmmemmmmm oo Cr.
Income A/C profit on Exchange------------------=--=-=meememuo Cr.

After passing the above vouchers, an Inter Branch Exchange Trading Debit Advice is
sent for debiting the NOSTRO account. An FDBC Register is maintained, where first
entry is given when the documents are forwarded to the issuing bank for collection and
the second one is done after realization of the proceeds.

In case of discrepancies of minor nature, Bank may negotiate the documents depending

on their confidence on the customer against execution of the Letter of Indemnity

14. Settlement of Local Bills:

The settlement of local bills is done in the following ways, -

The customer submits the L/C to MBL along with the documents to negotiate

b.  MBL official scrutinizes the documents to ensure the conformity with the terms and
conditions.
The documents are then forwarded to the L/C opening bank.

d. The L/C issuing bank gives the acceptance and forwards an acceptance letter.

e. Payment is given to the customer on either by collection basis or by purchasing the
document.

15. Accounting treatment for purchase of local bills:

Local Bill Purchase Documentary -------=-=-=-======mmmmmmmmmm oo Dr.
Party AJC--=m=nmmmm oo me oo e e e e Cr.
COMMISSION========nmmmmm e oo e e e e e e e e e e Cr.
INterest A/C----m=mmmmmmmmmmeee o oo e e e e e Cr.

A LBPD Register is maintained to record the acceptance of the issuing bank. Until the
acceptance is obtained, the record is kept in a collection register.
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4.2.5 Mode of payment of export bill under L/C

As per UCP 600, 1993 revision there are four types of credit. These are as follows:

a.Sight payment
b.Deferred payment
c.By acceptance
d.Negotiation

a. Sight Payment Credit:

C.

In a Sight Payment Credit, the bank pays the stipulated sum immediately against the
exporter’s presentation of the documents.

Deferred payment Credit:

In deferred payment, the bank agrees to pay on a specified future date or event, after
presentation of the export documents. No bill of exchange is involved. In MBL, payment is
given to the party at the rate of D.A 60-90-120-180 as the case may be. But the Head office is
paid at T.T clean rate. The difference between the two rates us the exchange trading for the
branch.

Acceptance credit:

In acceptance credit, the exporter presents a bill of exchange payable to him and drawn at the
agreed tenor (that is, on a specified future date or event) on the bank that is to accept it. The
bank signs its acceptance on the bill and returns it to the exporter. The exporter can then
represent it for payment on maturity. Alternatively he can discount it in order to obtain

immediate payment.

Negotiation Credit:

In Negotiation credit, the exporter has to present a bill of exchange payable to him in
addition to other documents that the bank negotiates.
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4.2.6 Advising L/C

When export L/C is transmitted to the bank for advising, the bank sends an Advising Letter to
the beneficiary depicting that L/C has been issued.

Test key arrangement:

Test key arrangement is a secret code maintained by the banks for the authentication for their
telex messages. It is a systematic procedure by which a test number is given and the person to
whom this number is given can easily authenticate the same test number by maintaining that
same procedure. MBL has test key arrangements with so many banks for the authentication of
L/C messages and for making payment. Usage period will be up to 180 days

Securitization of master L/C

a.  Defective Points or Clauses appears in the Master L/C:

b.  Issuing bank is not reputed

c.  Advising credit by the advising bank without authentication.

d. Port of destination absent.

e.  Inspection clause.

f.  Nomination of specific shipping/Air line or nomination of specified vessel by subsequent

amendment.
g.  BIL to blank endorses, to endorse to 3" bank, to be endorsed to buyer or 3" party.
No specific reimbursing clause.

i. UCP clause not mentioned.

J. Shipment /presentation period is not sufficient.

k.  Original documents to be sent to buyer or nominated agent.
. FCR or HAWB consigned to applicant or buyer.

m.  “Shippers’ load and count is not acceptable “ clause.

n.  L/C shall expire in the country of the issuing bank.

0.  Negotiation is restricted.
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4.2.7 Export Financing
Financing exports constitutes an important part of a bank’s activities. Exporters require
financial services at four different stages of their export operation. During each of these phases,
exporters need different types of financial assistance depending on the nature of the export
contract. MBL plays a vital role in performing such jobs and help the businessmen’s to carry on
their business operation the activities are -

e Pre-shipment credit

e Post-shipment credit

(a) Pre-shipment credit

Pre-shipment credit, as the name suggests, is given to finance the activities of an exporter prior
to the actual shipment of the goods for export. The purpose of such credit is to meet working
capital needs starting from the point of purchasing of raw materials to final shipment of goods
for export to foreign country. Before allowing such credit to the exporters the bank takes into
consideration about the credit worthiness, export performance of the exporters, together with all
other necessary information required for sanctioning the credit in accordance with the existing
rules and regulations. Pre-shipment credit is given for the following purposes:
e Cash for local procurement and meeting related expenses.
e Procuring and processing of goods for export.
e Packing and transporting of goods for export.
e Payment of insurance premium.
e Inspection fees.
e Freight charges etc.
An exporter can obtain credit facilities against lien on the irrevocable, confirmed and
unrestricted export letter of credit in form of the followings:
i.  Export cash credit (Hypothecation)
ii.  Export cash credit (Pledge)

iii.  Export cash credit against trust receipt.
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iv.  Packing credit.
V. Back to back letter of credit.

vi.  Credit against Red-clause letter of credit.

Export cash credit (Hypothecation):

Under this arrangement, a credit is sanctioned against hypothecation of the raw materials or
finished goods intended for export. Such facility is allowed to the first class exporters. As the
bank has got no security in this case, except charge documents and lien on exports L/C or
contract, bank normally insists on the exporter in furnishing collateral security. The letter of
hypothecation creates a charge against merchandise in favor of the bank. But neither r the
ownership nor the possession is passed to it.

Export cash Credit (Pledge):
Such Credit facility is allowed against pledge of exportable goods or raw materials. In this case

cash credit facilities are extended against pledge of goods to be stored in the go down under
bank’s control by signing letter of pledge and other pledge documents. The exporter surrenders
the physical possession of the goods under banks effective control as security for payment of
bank dues. In the event of failure of the exporter to honor his commitment, the bank can sell the

pledged merchandise for recovery the advance.

Export Cash Credit against Trust Receipt:

In this case, credit limit is sanctioned against trust receipt (TR). Here also unlike pledge, the
3xportable goods remain in the custody of the exporter. He is required to execute a stamped
export trust receipt in favor of the bank, he holds wherein a declaration is made that goods
purchas4ed with financial assistance of bank in trust for the bank. This type of credit is granted
when the exporter wants to utilize the credit for processing, packing and rendering the goods in
exportable condition and when it seems that exportable goods cannot be taken into bank’s
custody. This facility is allowed only to the first class party and collateral security is generally

obtained in this case.
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Packing Credit:
Packing Credit is essentially a short-term advance granted by a Bank to an exporter for

assisting him to buy, process, manufacture, pack and ships the goods. Generally for movement
of goods from the hinterland areas to the ports of shipment the Banks provide interim facilities
by way of Packing Credit. This type of credit is sanctioned for the transitional period starting
from dispatch of goods till the negotiation of the export documents. Practically except for
single transaction, most of the pre-shipment credits are allowed in the form of limits duly
sanctioned by Bank in favor of regular exporters for a particular period. The drawings are
required to be adjusted fully once within a period of 3 to 6 months. Suiting to the breed and
nature of export, sometimes an exporter may also be allowed to avail a combined Cash Credit
and Packing Credit limit with fixed ceiling on revolving basis. But in no case the borrower
would be allowed to exceed individual credit limit fixed for the purpose. The drawings under
Export Cash Credit limits are generally adjusted by the drawing in packing credit limit, which
is, in turn liquidated by the negotiation of export documents.

Charge Documents for P.C.

Banker should obtain the following charge documents duly stamped prior to disbursement:
)] Demand Promissory Note
i) Letter of Arrangement
iii) Letter of Lien of Packing Credit (On special adhesive stamp)
iv) Letter of Disbursement

V) Packing Credit Letter
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Additional Documents for P.C.:

a) Letter of Partnership along with Registered Partnership Deed in case of

Partnership Accounts.

b) Resolution of the Board of Directors along with Memorandum & Atrticles of
association in case of Accounts of Limited Companies. In case of Corporation,
Resolution of the Board Meeting along with Charter.

C) Personal Guarantee of all the Partners in case of Partnership Accounts and of all

the Directors in case of Limited Companies.

d) An undertaking from the Directors of the Public Limited Company to obtain

prior clearance from the Bank before declaring any interim/final dividend.

Back-to-Back L etter of Credit (BTB):
Bangladesh is a developing country. After receiving order from the importer, very frequently

exporters face problems of scarcity of raw material because some raw materials are not
available in the country. These have to be collected from abroad. In that case, exporter gives
lien of export L/C to bank as security and opens an L/C against it for importing raw materials.
This L/C is called Back To Back L/C. In back to back L/C, MBL keeps no margin.

Sometimes there is provision in the export L/C that the importer can use the certain portion of
the export L/C amount for importing accessories that are necessary for the making of the

product. Only in that case, BTB is opened.
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Payment of Back-to-Back L/C:

Client gives the payment of the BTB L/C after receiving the payment from the importers. But
in some cases, client sells the bills to the MBL. But if there is discrepancy, the MBL sends it
for collection.
In case of BTB L/C, MBL gives the payment to the beneficiary after receiving the payment
from the L/C of the finished product (i.e. exporter). Bank gives the payment from DFC
Account (Deposit Foreign Currency Account) where Dollar is deposited in national rate.
For BTB L/C, opener has to pay interest at LIBOR rate (London Inter Bank Offering Rate).
Generally LIBOR rate fluctuates from 5% to 7%.
A schedule named Payment Order; Forwarding Schedule is prepared while making the
payment. This schedule is prepared when the payment of L/C is made. This schedule contains
the followings:

I Reference number of the beneficiary’s bank and date.

ii. Beneficiary’s name.

iii. Bill value.
v. Payment order number and date.
V. Equivalent amount in Taka.

Advance against Red-clause L/C:

Under Red clause letter of credit, the opening bank authorizes the Advising Bank/Negotiating
Bank to make advance to the beneficiary prior to shipment to enable him to procure and store
the exportable goods in anticipation of his effecting the shipment and submitting a bill under
the L/C. as the clause containing such authority is printed in red ink, the L/C is called Red
clause and Green clause respectively. Though it is not prohibited, but it is very rare in

Bangladesh.
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(b) Post Shipment Credit:
This type of credit refers to the credit facilities extended to the exporters by the banks after

shipment of the goods against export documents. Necessity for such credit arises, as the
exporter cannot afford to wait for a long time for without paying manufacturers/suppliers.
Before extending such credit, it is necessary on the part of banks to look into carefully the
financial soundness of exporters and buyers as well as other relevant documents connected with
the export in accordance with the rules and regulations in force. Banks in our country extend
post shipment credit to the exporters through:

1. Negotiation of documents under L/C;

2. Foreign Documentary Bill Purchase (FDBP):

3. Advances against Export Bills surrendered for collection

Negotiation of documents under L/C:

The exporter presents the relative documents to the negotiating bank after the shipment of the
goods. A slight deviation of the documents from those specified in the L/C may raise an
excuse to the issuing bank to refuse the reimbursement of the payment already made by the
negotiating bank. So the negotiating bank must be careful, prompt, systematic and indifferent

while scrutinizing the documents relating to the export.

Foreign Documentary Bill Purchase (FDBP):

Sometimes the client submits the bill of export to bank for collection and payment of the BTB
L/C. In that case, bank purchases the bill and collects the money from the exporter. MBL
subtracts the amount of bill from BTB and gives the rest amount to the client in cash or by
crediting his account or by the pay order.
For this purpose, MBL maintains a separate register named FDBP Register. This register
contains the following information:

# Date

# Reference number (FDBP)

# Name of the drawee

# Name of the collecting bank
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# Conversion rate

# Bill amount both in figure & in Taka.
# Export form number

# Export L/C number

Advances against Export Bills surrendered for collection:

Banks generally accept bills for collection of proceeds when they are not drawn under an L/C
or when the documents, even though drawn against an L/C contain some discrepancies. The
bank generally negotiates bills drawn under L/C, without any discrepancy in the documents,
and the exporter gets the money from the bank immediately. However, if the bill is not eligible
for negotiation, the exporter may obtain advance from the bank against the security of export
bill. In addition to the export bill, banks may ask for collateral security like a guarantee by a
third party and equitable/registered mortgage of property.

4.2.8 Export Documents Checking

1. General verification: -

a) L/C restricted or not.
b) Exporter submitted documents before expiry date of the credit.
c) Shortage of documents et

2. Particular verification:

Each and every document should be verified with the L/C.

3. Cross verification:

a) Verified one documents to another.
b) After proper examination or checking of a described Export document banker may

find following discrepancies:
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General:
e Late shipment
e Late presentation
e L/C expired
e L/Cover-drawn

e Partial shipment or transshipment beyond L/C terms.

BILL OF EXCHANGE (B/E):

Amount of B/E differ with Invoice.
Not drawn on L/C issuing Bank.
Not signed

Tenor of B/E not identical with L/C.

SAREEEE A

Full set not submitted.

COMMERCIAL INVOICE(C/I):

Not issued by the Beneficiary.
Not signed by the Beneficiary.
Not made out in the name of the Applicant

1
2
3
4, Description, Price, quantity, sales terms of the goods not corresponds to the Credit.
5 Not marked one fold as Original.

6

Shipping Mark differs with B/L & Packing List.

PACKING LIST:
1. Gross Wt., Net Wt. & Measurement, Number of Cartoons/Packages differs with B/L.

2 Not market one fold as Original.
3. Not signed by the Beneficiary.
4 Shipping marks differ with B/L.
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BILL OF LADING/AIRWAY BILL ETC (TRANSPORT DOCUMENTYS):

1. Full set of B/L not submitted.
2. B/L is not drawn or endorsed to the Order of MBL Bank Ltd.

3. “Shipped on Board”, “Freight Prepaid” or “Freight Collect” etc. notations are not
marked on the B/L.
4, B/L not indicate the name and the capacity of the party i.e. carrier or master, on whose

behalf the agent is signing the B/L.

5. Shipped on Board Notation not showing name of Pre-carriage vessel/intended vessel.

6. Shipped on Board Notation not showing port of loading and vessel name (In case B/L
indicates a place of receipt or taking in charge different from the port of loading).

7. Short Form B/L

8. Charter party B/L

0. Description of goods in B/L not agree with that of Invoice, B/E & P/L

10.  Alterations in B/L not authenticated.

11. Loaded on Deck.

12. B/L bearing clauses or notations expressly declaring defective condition of the goods
and/or the packages.

OTHERS:

¢ N.N. Documents not forwarded to buyers or forwarded beyond L/C terms.
e Inadequate number of Invoice, Packing List, and B/L & Others submitted.
e Short shipment Certificate not submitted.

While checking the export documents following things must be taken in consideration
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L/C Terms:

Each and every clause in the L/C must be complied with meticulously and ensure the

following:

1. That the documents are not state;

2. That the documents are negotiated within the L/C validity, It a credit expire on a recognized
bank holiday its life is automatically become valid up to the next works day.

3. That the documents value does not exceeds the L/C value.

Draft/Bill of Exchange:

Draft is too examined as under:

1. Draft must be dated

2. It must be made out in the name of the beneficiary’s bank or to be endorsed to the bank.
3. The negotiating bank must verify the signature of the drawer.

4. Amount must be tallied with the Invoice amount.

5. It must be marked as drawn under L/C No...Dated...Issued by........... Bank.

Invoice:

It is to be scrutinized to ensure the following:

The Invoice is addressed to the Importer

The full description of merchandise must be given in the invoice strictly as per L/C.
The price, quality, quantity, etc. must be as per L/C.

The Invoice must be language in the language of L/C.

No other charges are permissible in the Invoice beyond the stipulation on the L/C.
The amount of draft and Invoice must be same and within the L/C value.

If L/C calls for consular invoice, then the beneficiary’s invoice is not sufficient.

Number of Invoice will be submitted as per L/C.

© © N o gk~ w0 DN PRE

The shipping mark and number of packing list shown in the B/L must be identical with

those given in the Invoice and other documents.
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10. The Invoice value must not be less than the value declared in EXP Forms.
11. Invoice amount must be correct on the basis of price, quantity as per L/C.
12. Invoice amount; indicate sale terms/ in co terms VIZ FOB, CFR, CIF etc.
13. Consular Invoice must be stamped by the local consulate/embassy of the country to which

the goods are imported.

Other documents

Beneficiary statement, VISA/Export License issued by EPB, Certificate of Origin, Weight
Certificate, , Packing List, Inspection Certificate.

Certificate of analysis, quality certificate, MCD duly signed and any other documents required
by L/C each of these certificates/documents conform to the goods invoice and are relevant to
L/C.

Negotiating Bank will check the above documents whether it is as per L/C or not. If
Negotiating Bank finds everything in order or as per export L/C; bank will negotiate the
document and will disburse the generated fund as per Banks norms.

If the Negotiating Bank finds any discrepancies in the documents, they will send the documents
on collection or they can negotiate under reserve by the request of the exporter or they can seek
permission/Negotiation authority from issuing Bank to allow Negotiating Bank to negotiate the
documents despite the discrepancies. L/C issuing Bank will inform the matter to buyer, if the
buyer accepts the discrepancies mentioned by Negotiating Bank, issuing bank will authorize the
Negotiating bank to negotiate the discrepant documents

When the Export proceeds realized then the following vouchers are passed:

DR. MBL General A/C. (FAD) ID@ OD sight export for BTB and FCAD (Exp) portion (for

rest amount)

CR. F.C held against BTB L/C @ OD sight export. CR. FCAD (Exp) A/c. (Retention Quota) @
OD sight into. For BTB portion.
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DR. MBL General A/C. (FAD) ID @ B. Bank Ready buying (for purchase amount)
CR. FDBP A/C (which was created at the time of import bill purchased)

CR. Income A/C. Exchange gains on FBP (difference between B. Bank Ready Buying Rate and
OD sight Export Rate.

4.2. 9 Export Earnings

The bank is very much supportive in export financing since its inception. As an outcome of its
positive attitude, in export performance it is holding the top position among leading banks of
new generation. The main export items of the bank were readymade garments, leather, products
etc.

Export (BDT in Million)

81,311.80

43,108.50
46,298.60

32,670.10

2007 2008 2009 2010 2011

Graph: Export amount

The sharp turnaround in world output growth in 2010, from negative growth of 2009, provided
much needed stimulus to market exports. In Bangladesh Economy, surge in export growth
emerged from July of FY 2010-11 and securing a record 41.47% growth in Export earnings.
However in 2011 pace of export earnings growth moderated and amounted to USD 24.44 billion
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compared to USD 19.18 billion in 2010, indicating 27.38% growth in Export earnings in 2011
over 2010.

Month wise Export earning (million US$) over 2009-2011
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Graph: Month wise export earning
4.2.10 Composition of Export

The increase in exports was due to higher demand in both developed and developing countries.

ITEM Percentage
Readymade Garments (RMG) 75%
contributed
Knitwear exports 39%
Woven garments 36.6%
Frozen foods 3.81%
Jute goods 2.3%
Leather 2.1%,
Home textile 2.1%
Chemical products 1.45%
Raw jute 1.2%
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4.3 Foreign Remittance Section

4.3.1Foreign Currency (FC) Accounts

Convertibility of Taka in current account transactions symbolized a turning point in the country's
exchange management and exchange rate system. Now the operation of foreign currency account
has been more liberalized. Funds from this A/Cs are freely remittable to any country according to
the needs of A/c holders. MBL provides the service of foreign remittance through foreign
currency accounts to the clients.

Types of Account:

a) FC Account
b) Resident Foreign Currency Deposit Account

c) Non-resident Foreign Currency Deposit Account.
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4.3.2 Currency in which FC A/Cs can be opened
FC Accounts can be opened either in

a) Pound Sterling
b) US dollar
c) Euro

d) Japanese Yen

4.3.3 Papers/ Documents required for opening FC A/C

a) For Bangladesh wage Earners

- Photocopy of 1% seven pages of valid passport and visa page
- Photocopy of employment contract/ appointment letter/ work permit.
- Two copies of passport size photograph of each account holder and nominee duly attested.

b) For foreign National/ company/ Firm

- Two copies of photograph of account holder for individual operations of other account
holder.

- Copies of relevant pages of passport for individual and operators of other account holder.
- Copies of service contract/ work permit, if any for individual.

Copies of registration in Bangladesh with Board of investment/ Bangladesh Bank for

foreign/ joint venture firm.

- Copies of the memorandum and articles of Association/ Laws/ Bye Laws, etc. on joint

venture Agreement for joint venture co.
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Mode of Operation:

Foreign currency A/c opened in the name of Bangladeshi nationals working abroad or
self employee abroad can now be maintained as long as the current holder desires.

Such accounts may also be opened by the eligible persons within six months of their
return to Bangladesh.

Deposits:

Credit to a foreign currency Account may be made against inward remittance of foreign
exchange in any form of transfer from another FC account on non-resident taka accounts
of bankers abroad.

Portion of repatriated export proceeds of Merchandize service export are allowed to
credit to the exporters retention quota account.

Foreign exchange earned through business done or services rendered in Bangladesh can
into be put into FC accounts.

Withdrawals:

Payment may be made freely abroad from these FC accounts to the extent of balance
lying there in. Local disbursements may also be made freely in Take from such foreign
currency accounts.

Funds lying in FC accounts can be utilizing for import of goods and commodities as per
instructions issues by the CCl & E and Bangladesh Bank.

No payment for foreign exchange may be made to or on behalf of any resident in
Bangladesh out of the FC account except foreign diplomats or privileged person who has
specific authority from Bangladesh Bank to accept such payment.
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4.3.4 Foreign remittance

There are two types of Foreign Remittance:
* Outward Remittance

* Inward Remittance

«» Qutward Remittance:

The term “Outward remittances” include not only remittance i.e. sale of foreign currency by
TT. MT, Drafts, Traveler’s cheque but also includes payment against imports into Bangladesh
& Local currency credited to Non-resident Taka Accounts of Foreign Banks or Convertible
Taka Account.

Two forms are used for Outward Remittance of foreign Currency such as: -
IMP Form: All outward remittance on account of Imports is done by form IMP.
T.M. Form: For all other outward remittances T.M. form is used.

Private Remittance:

Family remittance facility

Remittance of Membership fees/registration fees etc.
Education

Remittance of Consular Fees

Remittance of evaluation fee

Travel

Health & Medical

Seminars & workshops

© © N o o &~ W DD PP

Foreign Nationals
10. Remittance for Hajji

11. Other Private remittance
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B. Official & Business Travel:

1. Official Visit

2. Business Travel Quota for New Exporters

3. Business Travel Quota for Importers and Non-exporting producers
4. Exporters’ Retention Quota

C. Commercial Remittances:

1. Opening of branches or subsidiary companies abroad

2. Remittance by shipping companies airlines & courier service
3. Remittance of Royalty and technical fees

4. Remittance on account of training & consultancy

5. Remittance of profits of foreign firms/branches

6. Remittance of Dividend

7. Subscriptions to foreign media services

8. Costs/ for Reuter monitors

9. Advertisement of Bangladeshi Products in mass media abroad
10. Bank Charges

% Inward Remittance

The term” Inward Remittance” includes not only purchase of Foreign Currency by TT, MT,
Drafts etc. but also purchases of bills, purchases of Traveler’s cheques.

Two forms as prescribed by Bangladesh Bank are used for purchase of Foreign Currencies such

as.

EXP Form: Remittances received against exports of goods from Bangladesh are done by form
EXP.

Form C: Inward remittances equivalent to US$2000/- and above are done by Form” C”.
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However, declaration in Form C is not required in case of remittances by Bangladesh Nationals
working abroad.

Utmost care should be taken while purchasing Currency Notes, Travelers cheque, Demand
Draft & similar Instrument for protecting the bank from probable loss as well as safety of the
Bank officials concerned.

1. Purchase of Currency Notes, Travelers’ cheques, Drafts etc.

Following General observations are required in addition to common  judgment/intelligent
Ivigilance of the dealing officers: -

i) Currency notes to be checked very carefully so as to avoid risk of purchasing
counterfeit Notes.

i) While purchasing Travelers cheque signature of the holder to be obtained on the
TC/s in front of the Bank officials and should be verified with the signature of the
holder already given at the time of issuance of T.Cs,

iii) Drafts should not be purchased under any circumstances unless the holder is a
regular/valued customer of the bank. Indemnity Bond to be obtained for revering the
amount paid in advance to the holder in case of dishonor of the instrument.

iv)The private chgeue should not be purchased under any circumstance without prior
approval of Head Office.

4.3.5 Dealing in Foreign Currency Notes & Coins:

Only Authorized Dealers and Authorized Money Changer are permitted to deal in foreign
currency notes & coins Authorized Dealers and Money Changers may freely buy foreign
currency from incoming passengers regardless of nationality and regardless of whether or not a
declaration on form FMJ is produced at the time of encashment. If this form is produced, the
amount enchased should be endorsed on it.
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The Authorized Dealers may also purchase foreign currency notes, coins and other travel
instruments freely from Authorized Money changers without production of Form FMJ.

Disposal of Foreign Currency notes/Coins & others by Incoming passengers:

Incoming passengers may bring in any amount of foreign exchange with declaration FMC at
the time of arrival. No declaration is necessary for amounts up to US$5000/- for non residents,
the entire amount brought in with declaration or up to US$5000/- brought in without
declaration may be freely taken out at the time of departure or may deposit the amount in F.C
Account subject to submission of form FMJ for excess of US$5000. - Or equivalent.

An incoming person, who is ordinarily resident in Bangladesh

(i) May retain foreign exchange up to US$5000/- or equivalent brought in without declaration
or

(i) Take-out the same freely at the time of departure from Bangladesh without endorsement in
passport and air ticket

(iii) Deposit the amount in RFCD account of the person concerned.

4.3.6 Remittance Inflow

Remittance growth decreased a little bit to 6.03% in FY2010-11 from 13.40% in FY2009-10.
However, in comparison with calendar year, remittance inflow increased to 10.57% in 2011,
from just 2.78% growth in the year 2010. At the end of 2011, total remittance inflow reached to
USD 12.17 billion from USD 11.00 billion in 2010.
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Trend of Monthly Remittance Inflow over 2009-2011
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Graph: Monthly remittance inflow

4.3.7 Some instruments & process of foreign exchange transactions

Letter Of Credit (L/C)
Letter of credit (L/C) can be defined as a “Credit Contract” whereby the buyer’s bank is

committed (on behalf of the buyer) to place an agreed amount of money at the seller’s disposal
under some agreed conditions. Since the agreed conditions include, amongst other things, the
presentation of some specified documents, the letter of credit is called Documentary Letter of
Credit. The Uniform Customs & Practices for Documentary Credit (UCPDC) published by
international Chamber of Commerce (1993) Revision; Publication No. 500 defines

Documentary Credit.

Any arrangement however named or described whereby a bank (the “issuing bank”) acting at
the request and on the instructions of a customer (the “Applicant”) or on its own behalf,

1. Isto make a payment to or to the order of a third party (the beneficiary) or is to accept
and pay bills of exchange (Drafts) drawn by the beneficiary, or

2. Authorizes another bank to effect such payment or to accept and pay such bills of
exchange (Drafts)

3. Authorizes another bank to negotiate against stipulated documents provide that terms

and conditions are complied with.
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Types of Documentary Credit:

Documentary Credits may be either:

(1 Revocable or,
(i) Irrevocable.

Revocable credit:

A revocable credit is a credit that can be amended or cancelled by the issuing bank at any time
without prior notice to the seller.

In case of seller (beneficiary), revocable credit involves risk, as the credit may be amended or
cancelled while the goods are in transit and before the documents are presented, or although
presented before payments has been made. The seller would then face the problem of obtaining
Payment on the other hand revocable credit gives the buyer maximum flexibility, as it can be
amended or cancelled without prior notice to the seller up to the moment of payment buy the
issuing bank at which the issuing bank has made the credit available. In the modern banking the
use of revocable credit is not widespread.

Irrevocable credit:

An irrevocable credit constitutes a definite undertaking of the issuing bank (since it cannot be
amended or cancelled without the agreement of all parties thereto), provided that the stipulated
documents are presented and the seller satisfies the terms and conditions. This sort of credit is
always preferred to revocable letter of credit. According to UCPDC-600, bankers now open
only irrevocable letter of credit.

Sometimes, Letter of Credits is marked as either “‘with recourse to drawer’ or ‘without recourse

to drawer’.




Parties to a letter of Credit:

The parties are:
e The Issuing Bank,
e The Confirming Bank, if any, and

e The Beneficiary.

Other parties that facilitate the Documentary Credit are:

e The Applicant
e The Advising Bank
e The Nominated Paying/ Accepting Bank and

e The Transferring Bank, if any
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Fig: Partiestoa L/C

i. Confirming Bank:

It is the bank, which adds its confirmation to the credit and it is done at the request of issuing
bank. Confirming bank may or may not be advising bank.
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ii.  Advising / Notifying Bank:
It is the bank through which the L/C is advised to the exporters. This bank is actually situated in

exporter’s country. It may also assume the role of confirming and / or negotiating bank
depending upon the condition of the credit.

iii. Negotiating Bank:

It is the bank, which negotiates the bill and pays the amount of the beneficiary. The advising
bank and the negotiating bank may or may not be the same. Sometimes it can also be confirming
bank.

iv.  Paying/ Accepting Bank:

It is the bank on which the bill will be drawn (as per condition of the credit). Usually it is the
issuing bank.

V. Reimbursing bank:

It is the bank, which would reimburse the negotiating bank after getting payment — instructions

from issuing bank.

FORM - IMP:

This form is prepared for maintaining account of the money, which goes outside the country for

the purpose of payment. This form is required by Bangladesh Bank. It is an application for
permission under 4/5 of the Foreign Exchange Regulation Act, 1947 to purchase foreign
currency for the payment of import.

IMP — FORM has four copies:

1. Original copy for Bangladesh Bank.
2. Duplicate copy for authorized dealers. It is issued for processing Exchange Control
Copy of bill of entry or certified invoice.
3. Triplicate copy for authorized dealers’ record.
4. Quadruplicate copy for submission to the bank in case of imports where documents are
retired.
Following documents are sent with FORM-IMP:

a) L/C Authorization Form,
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b) One copy of invoice,
c) Indent copy / Pro-forma invoice.
The following information is included in the FORM-IMP:

I Name and address of the authorized dealer,

ii. Amount of foreign currency in words and figures,

iii. Names and address of the beneficiary,

Iv. L/C Authorization Form number and date,

V. Registration number of L/C Authorization Form with Bangladesh Bank, and

Vi. Description of the goods.

4.3.8 Foreign exchange income

Foreign exchange income is a great source of revenue for the bank. This revenue comes in two
forms: commission and exchange gain. Here, six years data of foreign exchange income is

presented on the following way-
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The different sources of income for foreign exchange business are revealed and the income is
showing a continuous increasing trend. The most dominant variable in foreign exchange income
is exchange gain. This is achieved from both export and remittance business. The graph is
showing that foreign exchange income of MBL is increasing every year.
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6.1 Findings

By analyzing the various data the following finding have been found:

Mercantile Bank Ltd has already established a favorable reputation in the banking
industry in the country.

Most of the clients in Mercantile Bank Ltd are satisfied with Foreign exchange service of
giving statement.

All the officers are so much helpful and have a friendly working environment. They help
each other, when any officer falls in trouble.

The Foreign Exchange Department is very much Strong. Because they use in dealing
with the foreign Bank in term of L/C opening and amendment of L/C, are very much
expedient to the foreign Bank. It is giving a competitive advantage to the Mercantile
Bank Ltd. For this, businessmen like to deal their business with the Mercantile Bank Ltd.

The top executives and officers are very helpful to the clients. Some of our businessmen
do not know the exact procedures of international trade. The officers of Mercantile Bank
Ltd help them to properly execute their business.

Mercantile Bank Ltd provide little assistance in relation with foreign exchange to the
small entrepreneur comparing to large business houses. Small entrepreneur has to keep
higher margin, sometimes 100%, regarding opening a L/C.

MBL has limited promotional activities about foreign exchange services to increase
motivate its present and potential investment client.

Numbers of employees are fewer than the volume of works which creates problem in
prompt service.

The operations of international trade are conducted as per local and international laws,
rules, customs and practices.

Financing in the international trade is very crucial for the economy as well as it is risky.
Sometimes the government imposes restriction to import and export some products. As a
result the rate of opening L/C become reduces.
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The presence of modern data processing and communication equipments is inadequate in
MBL. This cause a considerable degree of inefficiency in the bank’s performance,

especially in the foreign exchange department.

6.2 Recommendations

This complementary study recommends that the Mercantile Bank Ltd to expand their foreign

exchange Services in a planned and well articulated strategy for the long run, in order to have

Customer satisfaction and increase in banks profitability. 1 had the practical exposure in

Mercantile Bank Ltd. for just two months. On the basis of my observation | would like to present

the following recommendations-

Mercantile Bank Ltd should offer some services to attract the foreign remittance. As
Bangladesh has a high number of non residential, collecting remittances can be a good
way of generating revenue for the company.

Need to revise the Foreign Exchange relate charges.

Evening banking allowance may be increased.

At MBL decision making process should be free from ambiguity and be time conscious.
MBL should take various advertisement programs.

Bank should properly aware to stable this type of amount L/C of Agriculture & Food
Industry was very much increased and decreased.

Garments Industry was very much strong Industry of MBL but this sector has lowest L/C
amount in September and bank should increase that month of L/C amount.

Over all L/C growth rate of MBL increased and decreased bank should be tried to accept
maturity level.

Reducing existing charges can successfully attract a huge number of customers to
Mercantile Bank Ltd If charges are made considerable, Mercantile Bank Ltd can capture
a big portion of middle class society who can be proved to be better customer than any
other class of the society. Mercantile Bank Ltd should lower their charges immediately so

as to prevent the loss of customers.
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% The Bank should move to the fully automated banking system. This will save a lot of
time of personnel working here and will increase their and the Bank’s performance
thereby.

% In case of importing goods the Bank should aware about over invoicing so that nobody

can get chance to send money abroad illegally.

% In case of exporting goods the Bank should aware about under invoicing so that nobody
can get chance to avoid Tax, Vat, and Duty.

Finally, Bank mangers need to remain up to date with future trends; in other words, they need
marketing intelligence. If automated service quality converges and becomes an automated
service quality, customer satisfaction and their relationship with financial Performance standard
and non-differentiated attribute among all banks, it will be easy for Customers to compare and
switch from one bank to another. If so, it will be difficult for Banks to maximize their profits out
of the quality aspects of automated services.

6.3 Conclusion

From the beginning of greater change in the world economic structure, Mercantile Bank Limited
is trying to develop banking sector through welfare and servicing to the people. Mercantile Bank
Ltd is committed towards the excellence in the service with efficiency, accuracy and proficiency.
Mercantile Bank, being a bank of twenty first century, is also extending such contributions as to
the advancement of the socioeconomic condition of the country. Like of most of the commercial
banks, foreign exchange department is one of the most important departments of Mercantile
Bank Ltd. Perhaps, it is the most important department of the Bank. This department is driving
the bank from the front.

MBL actively takes place in foreign exchange especially in export and import. Every year bank
earns a lot of money by issuing letter of credit and its growth rate increase at in increasing rate.

—

87

—
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Through the import, export and foreign operations, this department is making a great
contribution to the bank and the economy as a whole. In this study it is found that MBL has
reached the position by its commitment, people’s love and dedicated human resource. Mercantile
has been shown supremacy in all kind of banking operations in our country.

The competent management of Mercantile Bank Limited should come forward to pragmatic
strategic decision like-easy procurement, one stop service, and time service customers’ services
with sufficient logistics supports for future betterment of the bank. Despite problems and
weaknesses, therefore, it is better for Mercantile Bank Ltd to think about their existing steps and
take the necessary initiatives to fix up the problems and imply the recommended steps to be

successful and become the market leader in near future.

To conclude | must say that Mercantile Bank Limited has immense potential in Bangladesh. It
can play vital role in bringing revolutionary changes in our life with both material and moral

world and in individual and collective level.
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Appendix (Financial Statements)

Operating Profit (BDT in Million) Profit after Tax (BDT in million) Export (BDT in Million)
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2007 2008 2009 2010 201 27 M6 w09 A0 A0 D07 208 2009 2010 2011
(BOT In Milicn)

Particulars 2007 2008 2009 2010 2011
Income Statement
Interast Income 4.,450.90 5,604.36 5,741.69 7.6680.42 10,719.68
Interast Expenses 3,150.230 4.045.07 4,755.90 5,176.00 802243
MNat Interest Income 1,204 .60 1,558.30 1,885740 2,403 42 2.697.55
Mon-Interest Income 1,110.05 1,273.14 1,506.12 2282340 3,404 60
Mon-Interest Expansas 1,0416.51 1,250.02 1,580.24 1,928.60 260057
MNat Non-Interast Income a3.54 2312 -74.00 353.70 80442
Profit bafore Provision and Tax 1,385.14 1,581.51 1,8441.70 284742 3,501 .68
Profit after Provision before Tax 1,198.83 1,281.68 1,662.78 243503 3,00447
Profit aftar Tax 540.50 615.88 a0v .52 1,425.34 1,73447
Balance Sheat
Authorized Capital 3000.00 3000.00 8,000.00 8,000.00 8,000.00
Paid-up Capital 1,498.90 1,798.68 2,158.42 4,072.21 4,968.10
Shareholders' Equity 2,820.30 3.470.09 4,206.25 7,185.69 9,650.23
Total Capital Fund 338717 4.131.21 4,095.43 8,684.32 10,700.90
Daposits 39,348.00 48,538.35 28,033.47 75,6209.14 102,262.02
Loans and Advances 1,877.86 43,419.36 48,205 55 BE3TT.70 79,900.80
Investmeants 7,099y 6,264.71 a.eed.72 10,937.20 24,645,248
Fired Aszats 503.20 683.00 1,032.83 1,647.58 2,711.32
Total Assets 44 040 54 55,028.72 B6,166.52 A7.140.11 116,553.04
Foreign Exchange Business
Import 4038010 56,528.80 60,582 .50 8052410 05,008.70
Export 32,670.10 43.108.50 45,208 60 50,404 20 81,311.80
Rermittanca 3,510.40 4.722.00 5,061.30 510810 7,150.00
BIS Capital Measure *
Total Rizk Weighted Assets 20,036.56 40,634.58 47.885.71 95,158.50 100,952.70
Core Capital (Tier [) 2,820,230 3.470.92 4,236.52 7,100.80 8,906,520
Supplemeantary Capital (Tier I} 457.87 660.29 758.01 1,583.52 1,794.40
Tier | Capital Ratio 10.08% 85.54% B.008% 7.46% 8.82%
Tier 1l Capital Ratio 1.58% 1.63% 1.58% 1.67% 1.78%
Capital Adequacy Ratio 11.67% 10.17% 10.48% 9.13% 10.60%
Credit Guality
MNon-perfoming Loans (MPLs) 503,00 1,242.47 1,252.05 1,187.81 2,084.62
Provigion for unclassified Loan 361.03 438.20 518.50 748.00 8a0.63
Provizion for classified Loan 563.85 578.20 620.70 617.53 7i12.42
% of NPLs to Total Loans and Advanceas 2.80% 2.06% 2.50% 1.78% 2.61%
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Met Interes: Margin [NIM) MNumber of Branches Credit Deposits Ratio
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2007 2008 2009 2010 2011 2007 2008 2009 2010 2011 2007 2008 2009 2010 20
Particulars 2007 2008 2009 200 2011
Cormmen 3hare Information ==
Bhara Price (RIOT) 415 A R4R PR A0S .00 RANE a4 AN
M. of Shares Cutstanding ('000) 14,958.08 17,986.78 21,584 13 407,220.1C 406,800.20
Eaming per Share (EPS-Bafora Split) (BOT) 30.05 28.53 30.87 41.04 3490
Earning per Shara (EPS-ATtar Split) (BOT) 3.m Z2.85 3.07 4.1C .48
Dividend par Share (BOT) 20.00% 20.00%4 22.00% 22.00% 22,009

Cash - - - - -

Stock 20.00% 20.00% 22.00% 22.00% 23.00%
Divldend ald (%) 4.81% 5.74% 5.57% 2.7E% 661 %
MNivicland Payonnt Ratin R AR 009 T1.73% R4 Mm% AR AN
Market Capitalization (BOT Million) 6,220.57 6,263.580 852573 2383912 17,288.96
Book Value per Share 185.43 182.02 190,05 17.65 108.44
Ielarbesl Vilae Book Value roulliple 2.13 1.81 .88 3.28 1.79
Pric:a Farning Multipla (Timas) 13 R3 19224 12 AR 1414 a7
Operating Performance Ratio
Mat Interest Margin (MIM) 3.52% 3.72% 1.58% 3.50% 2.93%
Meal Mon-ir Leresl Miarngin 0.25% 0.05% -0 3% 0.51% 0.8T%
Farning hasa in Assets A8 AR, A1 R4, SR AL A a1 % an 57T%,
Operating =fficiency Ratio 75.08% T7.00% TE.82% 71.28% T5.21%
Cicst Income Ratio 42.33% 44 15% 45.25% 40.38% 42.62%
Coreadil Despoesil Ralio &1.02% AT.65% B.22% BT.TTH B 1. GE%
Cieet of Depnsit A TR 0. 109%, RATH 7 04% ORI
Yield on Leans and Advances 12.80% 13.24% 13.12% 12.80% 13.86%
Spraad 4.05% 4.05% 4.31% 4.86% 4.23%
Riealurn o Sssels 1.20% 1 10%% 1L.22% 1.6 % 1425
Return on Squity 18.45% 17.75% 18.80% 10.84% 17.95%
Return on nvestmant 10.95% 10.46% 8.75% B.41% 7.00%
Equity Multiple (Times) 15.34 16.12 15.40 1218 1207
Other Informaticon
Mo, of Branches 4 42 53 62 75
Mo, of Employess 045 1,115 1,303 1,526 1,688
Mo, of Comespondance Relationship 584 586 500 121 638
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CONSOLIDATED BALANCE SHEET
AS AT DECEMBER 31, 2011

www.mblbd.com

Amount in Taka

Motes 31422014 31122010
PROPERTY AND ASSETS
Cash 3a) 6.948 621,454 4.877,118,983
Cash in hand {Including Foreign Currencies) 815,067,987 725,743 332
Balance with Bangladesh Bank & Sonali Bank 6,133 553 467 4,151 ,375,651
{Including Forgign Currencies)
Balance with other Banks and Financial Institutions 4a) 662,821,502 908,549,740
In Bangladesh 518,861,081 336,200 571
Outside Bangladesh 143,060,421 572250168
Money at Call and Short Notice 5{a) - -
Investments 6(a) 24.875,376,497 10,937,201,71
Government 23,348,847 110 9,565, 346,007
Cthers 1,526,520,387 1,371,855,784
Loans and Advances T(a) 79,728,024, T18 66,37T,697.326
Loans, Cash Credit, Overdraft ate. 73,532,017 080 &0,868, 739,460
Bills Purchased and Discounted 5,105 086,720 5,508,057 857
Fixad Assets Inchuding Premises, Furniture and Fixtures 8(a) 2,753,125,268 1,647,581,148
Other Assets 9a) 1.687,314,226 2,391,960 4582
Non Banking Assets - -
Total Assets 116,655,283,665 87,140,109.4T0
LIABILITIES AND CAPITAL
Liabilities
Borrowings from other Banks, Financial Institutions 104a) 5,976, 762,904 864,043,601
and Agents
Deposits and Other Accounts 11(a) 94,064,156,826 73,739,392,053
Current Accounts and Cther Accourts 11.1(a) 12,822,024,620 13,101 835,627
Bills Payable 11.2(a) 1,107,1802337 919,053 615
Savings Bank Deposits 11.3(a) 5,020,735,523 5,238,053,07T1
Fixed Deposits 11.4{a) 38,875,400,400 25,865,967,124
Deposits Under Schames 11.5(a) 35,319, 706,826 28,612,681,716
Crther Liabilities 12(a) 6.8593.475,581 5,350,988 463
Total Liabilities 106,924,395,401 79,954,424 207
Capital/Shareholders' Equity
Paid-up Capital 131 4,068, 002,000 4,072,206,600]
Statutory Resarve 14ia) 2,643,303554 2,042,550,084
Cther Resarve 15(a) 870,028,141 130,563,476 |
Surplus in Profit & Loss Accournt 16(a) 1,197,580,044 040,356,102 |

9.679,114,836 7,185,685,263

Mon Controlling Interest 16(b) 51,773,620 -
Total Shareholders' Equity 9,730.888,265 7.185.685.263
Total Liabilities & Shareholders' Equity 116,655,283,665 87,140,109.470
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CONSOLIDATED PROFIT AND LOSS ACCOUNT
FOR THE ¥EAR EMDED DECEMEBER 21, 2011
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Amount in Taka

HNotes 2011 2010

Interast Income 18(a) 9,760,577,255 6,837 800,076
Less: Interest Paid on Deposits, Borrowings ete, 21ia) 8,022, 501,307 5,176,002,117
Mat Interest Income 1,737,985,858 1,661,897,959
Invastment Incomea 20(a) 1,671,202,448 910,447,774
Commission, Exchange and Brokerage 22(a) 1,455,620,438 1,201,048,112
Other Operating Income 23(a) 1,304,435 120 003 417,661

4,431,348 006 3,113,913,547
Total Operating Income 6,169,333 864 4,775,811,506
Salaries and Allowances 24(a) 1,306,411, 768 Q32082 480
Chief Executive's Salary and Fees 25ia) 6,300,000 4 627,258
Dirsctors' Fees 26(a) 3,864,421 4,538,100
Rent, Tames, Insurances, Electricity ete, 27ia) 285,322125 230,062,874
Legal Expansas 28(a) 10,240, 884 14,550,219
Postage, Stamps, Telecommunication ete. 62,044,104 50,082 585
Stationery, Printings, Advertisaments etc. 20(a) 124,703,820 116,660,521
Auditors' Fees 044,024 750,000
Depraciation and Repair of Fixed Assats A0(a) 165,000,742 120,200,064
Other Expenszes 31 a) 671,335,244 454 142 4096
Total Operating Expenses 2,637,163,197 1,928 685,597
Profit before Provision 3,532,170,667 2.847.125,909
Provision against Classified Loans 12.5a) 345,200,000 20,000,000
Provision against Un Classified Loans 143,000,000 230,500,000
Other Provision 38,300,000 160,700,000
Total Provision 497,500,000 411,200,000
Total Profit before Taxes 3,034,670,667 2,435,925,909
Prowision for Taxation 12.4(a) 1,258,043 230 1,010,587,500
Prowision for Defarred Tax 20,000,000 -
Meat Profit after Taxation 1,766,727,337 1,425.338,409
Retained Surplus brought forward from previous year 44, 470,703 2202876

1,800,198,040 1,427541,285
Appropriations
Statutory Rezerve 600,834,470 487,185,182
Mon Contralling Share of Profit 16(k) 1,773,628 -
Retained Sunzlus 16(a) 1,197,580,841 940,356,103

1,800,198,040 1,427,541,285
Eaming Per Share* (EPS) az 3.53 287

* Baming Per Shars (EFE] has baan calcwated by wsing waighted average number of share outstanding and previous pesr's EPS has baan restalad

aoccandingiy
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