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Subject: Submission of Internship Report
Dear Miss,

I am highly satisfied to submit my report on Credit Risk Management in Prime Bank Limited.
Head Office, Motijheel Dhaka 1000.1 got the opportunity to work in a leading, local,well reputed
private commercial bank, Prime Bank Ltd. and was placed under one of the most important
departments in the bank Credit Administration Division (CAD). | have found the experience to
be quite interesting and the guidance of my supervisors and with the help of all the members of
the department. | have tried my level best to prepare an effective report.

It is a great experience for me to work on this topic. | have tried to make the report vivid and
comprehensive within the scheduled time and limited resources. Here, | have gathered data and
information through actual interviews and the surveys of employees and little working
experience and secondary data from SWIFT, Temonous software and from bank’s website.

I honestly hope that my analysis will help to give the idea of trading rules and regulations, export
procedure into the nature of finance and accounting practice of Prime Bank Ltd. | would request
you to kindly accept the report and provide me with feedbacks and hope that this report will meet
the standards of your judgments.

Yours Sincerely

Ahiduzzaman

ID: 09104059

BRAC BUSINESS SCHOOL
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Banks are exposed to five core risks through their operation, which are-credit risk, asset/liability
risk, foreign exchange risk, internal control & compliance risk, and money laundering risk.
Among these risks management of credit risk gets most attention. Credit risk arises due to the
possibility that the borrower may fail to repay the loan. Following the recent global financial
crisis, which originated from poor management of credit risk, credit risk is the most discussed

topic in banking industry.

Prime bank limited is the emerging commercial bank in Bangladesh. Within a short period of
time PBL has managed to establish itself as a strong performer in the financial market. It is
rapidly expanding and enjoying a high growth rate. Its loan portfolio is increasing every year.
For this reason efficient management of credit risk is crucial for continuous success of PBL. All
commercial banks operating in Bangladesh are strictly regulated by Bangladesh Bank.
Bangladesh Bank has provided a guideline for credit risk management. All banks try to comply

with that guideline. Prime bank is no exception of this practice.

PBL has segregated the credit related activities. Marketing, preparation of credit proposal, other
documentation, credit disbursement, credit monitoring etc are done at branch level. Credit

administration and credit risk management related works are done at head office.

At branch level, branch managers act as Relationship Manager (RM) to explore/find new
business opportunities. If a new business is located he informs Head of Corporate Division using
a call report. Corporate Division shall examine the call reports and communicate their initial
views to the Branch about the proposed business. If the views are positive, HO will direct the
concerned RM to send a complete business proposal to Corporate Division. Then the Branch
submits complete proposal to H.O. CRM examines the proposal from different angles of risk and

compliance and communicate their views.
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The branch shall execute/obtain documents/securities as per sanction advice & documentation
check list and fill-up the documentation checklist and send a copy to CAD seeking authority for
disbursement. Then it becomes the branch’s responsibility to monitor and follow-up the

disbursed credit.

There are several parts of credit risk management process. First of all credit administration and
credit disbursement authorities are segregated. In PBL Head office administers credit while the

branches prepare proposal and disburse credit.

When a party approaches PBL for a loan, a loan proposal is prepared at branch level, which
includes credit risk assessment report, credit risk grading report besides recommended amount of
loan that can be disbursed. This proposal is sent to the Head Office for approval. If Credit
Administration Department of Head Office sanctions the proposal then the amount is disbursed

to that party. Monitoring the loan after disbursement is the branch’s responsibility.
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INTRODUCTION

Risk is inherent in all aspects of a commercial operation. However, for Banks and financial
institutions, credit risk is an essential factor that needs to be managed. Credit risk is the
possibility that a borrower or counter party will fail to meet its obligations in accordance with
agreed terms. Credit risk, therefore, arises from the bank’ s dealings with or lending to corporate,
individuals, and other banks or financial institutions. Credit risk management needs to be a
robust process that enables banks to proactively manage loan portfolios in order to minimize
losses and earn an acceptable level of return for shareholders. It is essential for banks having
robust credit risk management policies and procedures that are sensitive and responsive to these
changes. Bangladesh Bank issued guidelines on the Credit risk management function and it
emphasizes on — Policy guidelines, organizational structure and responsibility and procedural

guidelines.

1.1 Background of the study

Bank is the most important financial institution in the economy. It plays vita role in the
economy by providing means of payment and in mobilizing resources. The economic
development of a country depends on the development of banking sector to a great extent. The
dependence of banking sector in modern economy is increasing day by day because this sector
ultimately contributes to run the wheel of development in a more dynamic way. Today’s modern
banks are not only provides traditional banking, rather banks are expanding the menu of financial
services, banks are making the untouchable service touchable for their customers. The changing
and expanding role of banking has made the banking business more complex and competitive.
For survival and growth of this business demands creativity, specialization and knowledge and
adoption of new technology are used. But technology, creativity, specialization all these cannot
support a bank to survive unless the services are marketed in the right track. For this banks need

experts who will able to run the business even in against the wind.

Banks provide important capital in the form of loan and advances which are subject to non-

repayment which is termed as credit risk, the chance that a loan will not be repaid timely. Hence
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the main concern of the banks is credit risk and its management as credit or loans and advances

are the main source of income for them.

Prime Bank Limited is one of the leading banks in this sector which arranges corporate and retail
credit. This Bank is very much concerned with the credit risk and its management and has a
credit risk management department. The success of the banks is hidden in the proper
management of the all the sorts of risk related to the banking business. Hence credit risk and its
management has become a vital part of the bank. This report will give us an overall idea about

the credit risk and its management as practiced by the Prime Bank Limited.

Bangladesh Bank undertook a project to review the global best practices in the banking sector
and examines the possibility of introducing these in the banking industry of Bangladesh. Four
'Focus Groups were formed with participation from Nationalized Commercial Banks, Private
Commercial Banks & Foreign Commercial Banks with representatives from Bangladesh Bank as
team coordinators to look into the practices of the best performing banks both at home and
abroad. These focus groups identified and selected six core risk areas and produced a document
that would be a basic risk management model for each of the six ‘core' risk areas of banking. The

Six corerisk areas are as follows-

Credit Risk;

Asset-Liability Management/Balance Sheet Risk;
Foreign Exchange Risk;

Internal Control and Compliance Risk;

Money Laundering Risk; and

VvV V V V VYV V

Information Technology risk.

| have worked in the Credit Administration Division of PRIME BANK LIMITED.
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1.2 Oriqgin of the Report

Therefore, like any other “Business School”, an opportunity is also offered by BRAC University
for its potential business graduates to get thirteen weeks practical experience, which is known is
as “Internship Program” that is taken when the student is at the leg of the BBA program. For
the competition of this internship program, the author of the study was placed in a bank namely,
“Prime Bank Limited.” Internship Program brings a student closer to the real life situation and
thereby helps to launch a career with some prior experience. BRAC University has goals to
produces world-class graduates within the local environment with knowledge and skill to provide
leadership in enterprise, public service, and welfare of our society. Internship of Business Studies
Faculty is a step towards fulfilling this commitment by given the students an opportunity to get
ready for the real world before they entire into their practical life.

This report entitled “Credit Risk Management of Prime Bank Ltd.”” originated from the
partia fulfillment of the internship program. For the internship program, each student is attached
with an organization. My internship was at the Credit Administration Division, HO, Prime Bank
Limited.

During my internship, my organizational supervisors were Mr. Md. TaherJamil, Senior Vice
President, Head of Credit Administration Division, Mohammad Yaqub, SAVP, operation and,
Mr. Md. Mahabubul Idam, Assistant vice President. My university supervisor is Rahnuma
Ahmed, Lecturer, BRAC BUSINESS SCHOOL, BRAC University.

Page | 4



@ Prime Bank Limited

a bank with a difference

1.3 Objective of the Report

Broad Objective:

The overall objective of this study is to acquire the practical knowledge about how a banking
financial institution carries out its activities since we have gathered only the theoretica
knowledge in BBA program. In light of this view, this report examines the credit management

system of Prime Bank Limited.

Specific Objectives:

B To give a brief overview of Prime banks Ltd. and the day to day function and service
offered by the bank.

B To have a close view as well as analyze the performance of the specific branch and the
bank as awhole.

B Evauation of credit risk management tools for effective measurement of customer
satisfaction.

B Toidentify problemsand chalenges of Prime Bank Ltd.

B To get an overview of the banking system of Prime Bank Ltd.

B To anayze performance of the bank in terms of profitability over the entire banking
performance.

B To have better orientation on “Credit Risk Management” activities of Prime Bank
Limited, especially on various Credits and loan services offered by the bank.

B To find out the feasibility and practical market issues about new credit risk evaluation
model and credit pricing model for the commercia banks in Bangladesh.

B To minimize the proportion of nonperforming assets to performing assets.

B Findly, identify the mgor problem of PBL and provide subsequent recommendations.

Page | 5



@ Prime Bank Limited

a bank with a difference

1.4. Methodology of the Study:

Methodology is generally a guideline system for solving a problem with specific component
such as phases, task, methods, techniques and tools. It is the systematic study of methods that
are applied within a discipline. It aso refers how to organize data from various sources to

complete a successful study.

1.4.1. Methods of collecting Data:

The techniques of collecting primary data are not same as the techniques of collecting secondary
data. The different methods and tools of collecting primary data and secondary data used in this

report are described as follows:

1.4.1.1. Collection of Primary Data:

Various types of the data and information were collected from my practical experience and
gueries from the executives while doing my internship at The Prime bank Ltd.A questionnaireis
made to collect Information and data regarding Overview of the Prime bank Ltd, evaluating
criteria of Credit, credit disbursement, credit policy, credit limit, recovery system of defaulters,
sound credit, necessary actions to the defaulters, controlling procedures over the credit etc. were

collected from these sources. The questionnaire is added to the appendix.

1.4.1.2. Collection of Secondary Data:

Data regarding the credit risk management of Prime Bank Ltd. were collected from secondary
sources like: Annual Reports, Brochures, Manuals and Publication of The Prime Bank Ltd.,
annual report of Bangladesh Bank, books, various business related articles and internet were the

major sources of secondary data
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1.5 Instruments Used in Analysis:

There are some tools which are used in analysis. There are various figures, tables, charts, which

are easier to understand.

This overall process of the study is as follows:

{ Identifying Data Sources

{ Selection of the Topic

{ Collection of Data

,- Classification, Analysis, Interpretation and
Presentation of Data

{ Findings of the Study ‘

1.6 Rationale of the Study:

Credit risk is one of the most vital risks for any commercial bank. Credit risk arises from
nonperformance by a borrower. It may arise from either an inability or an unwillingness to
perform in the pre-commitment contracted manner. The credit risk of a bank is aso effect the
book value of a bank. The more credit of a particular isin risk, the more probability of a bank to
be insolvent. Therefore, the status of depositor in the bank is at risk and probability of incurring
loss from their deposited value. That’s why; | am interested to prepare the report on the basis of
Credit Risk Management of PBL.
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1.7 Scope of the Study:

The study would focus on the following areas of Prime Bank Limited.
B Credit Risk Management process.
B The Credit operations
B Preferred Organization structures and responsibilities of Credit Risk management.
B The analyses of some factors related to the credit risk.
Each of the above areas would be critically analyzed in order to determine the efficiency of

PBL’s Credit appraisa and Management system.

1.8 Limitations of the Study:

Though | tried my level best to produce a comprehensive and well-organized report on the Credit

Risk Management of Prime Bank Ltd., some limitations were yet present there:

B PrimeBank Ltd. maintains strict confidentiality about provide their financial information;
therefore, it was quite difficult to obtain all the necessary data that was required to
complete the report. In some cases assumption had to be use for some particular figures.
Thus in those cases there could be a certain level of inaccuracy.

B Maor part of this report is based on the face to face interviews, which consists of view
and opinion of those people. In some cases some of them were not able to provide
concrete facts or figures. In these cases as well some assumption had to be made.

B Theallocated time of the study was limited for 3 month. Within this short period, | could
not study properly about whole procedures of Foreign Exchange Department in details
except my work responsibilities.

B Findly the nature of information of the project part is somewhat confidential and critical
to analyze. It was quite difficult to have the sufficient knowledge and understanding in

that particular field, in a short period of internship program.
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Prime Bank Limited isfast growing private bank. This Bank is aready at the top slot in teams of
quality service to the customers, and at the value addition to the shareholder. Prime Bank Ltd has
been operating in this industry since 1995 and belongs to the second generation of private banks
to be incorporated since the independence of Bangladesh

Prime Bank Ltd. has already made significant progress within a very short period of its
existence. The bank has already occupied an enviable position among its competitors after
achieving success in al area of business operation. The bank offers all kind of Commercia
corporate and Personal banking service covering all segment of society within the framework of
Banking Company Act, rules and regulation laid down by our central bank.

Prime Bank Ltd. is determined to explore the different ways to accommodate with the needs of
its clients. One of these ways includes Foreign Exchange Operation and transactions which offer

customers a medium of doing business globally with minimum risk associated.

2.1 CORPORATE INFORMATION

B February 5, 1995: Memorandum and Articles of Association by the sponsors.

B February 12, 1995: Incorporation of the Bank and Certificate of Commencement of
Business.

February 20, 1995: License issued by Bangladesh Bank.

November 15, 1999: Listed in Chittagong Stock Exchange Limited (CSE).

March 14, 2000: Dividend declared in the 5th AGM (First after the 1PO).

March 27, 2000: Listed in Dhaka Stoke Exchange Limited (DSE).

March 29, 2000: Trading of Shared in DSE and CSE.

March 29, 2001: Registered as Merchant Banker with Securities and Exchange
Commission (SEC).

April 17, 2005: Formal launching of the Bank & Commencement of the business from
the Motijheel Branch.

June 30, 2005: Agreement with Temenos for Core banking software T24.

August 29, 2005: Initia Public Offering (1PO).

December 11, 2007: License issued from Bangladesh Bank as Primary Dealer.

March 29, 2008: Registered as depository participant of CDBL.

June 15, 2008: Trading of share started in Demat form in Stock Exchanges.
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2.2. COMPANY VISION

Every Company has their own vision. By fixing vision, they can set their future growth. Prime

Bank Ltd. hasits own vision to be leader in the banking industry.
“To be the best Private Commercial Bank in Bangladesh in terms of efficiency, capital adequacy,
asset quality, sound management & profitability having strong liquidity”

2.3. COMPANY MISSION

W To build Prime Bank Ltd. in to an efficient, market driven, customer focused institution
with good corporate governance structure.
B Continuous improvement in business policies, procedure & efficiency through integration
of technology at al levels.

2.4. OBJECTIVES

" m To have a strong customer focus & to build a relationship based on integrity superior
services & mutual benefit.

To work as ateam to serve the best interest of the group.

To work for continuous business innovations & improvements.

To value & respect people & make decisions based on merits.

To provide recognition & rewards on performance.

To have sustained growth, improved & wide spectrum of products & service.
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2.5. ORGANIZATION STRUCTURE

Highly skilled professionals having long experience in banking are managing Prime Bank Ltd.
They constantly focus in understanding & anticipating customer needs & operate according to it
to survive in the changing market condition. Now we would look in to each of the four basic
management activities Planning, Organizing, Controlling and Leading that the bank practices, in

order to stay on top of its competitors.

PLANNING:

The overall planning approach in Prime Bank is top-down. Management of Prime Bank Ltd. can
be categorized in to two broader teams, one is the Top Management team and other one is the
Mid Level Management team. The Top-Management team usually comprises of the Board of
Director’s where the Bank’s Chairman heads the meetings. Long terms goals are usually been
discussed in these high profile meetings, where the bank owners decides everything. For
example, what should be the targeted profit for the next fiscal year. During their regular meeting
each month the directors tries to review the feedback from decisions given earlier. Changes are
made if needed and new issues are also discussed.

The Mid Level Management team on the other hand deals with short term goals. They are here to
see whether the short terms goals are in line with the long-term targets. Moreover, they also
provide solutions to everyday challenges that can come up all the time. Most of the employeesin
the mid level are usually head of individual branches and is entitled to with responsibility to see

the smooth operation of the branch.
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ORGANIZING:

The term organizing for Bank indicates the way through which the day to day activities of the
bank are carried out for smooth operation. Prime Banks follows two approaches for organizing
its business, one the Branch Based Approach and the other is the Department Based Approach.
In the Branched Based Approach, each individual branch is treated as the separate identity and is
head by a branch manager. The branch manager is liable to the top management for the
performance of that particular branch. Before the starting of afacial year and from than onward,
it is the duty of the branch manager to see that targets are being met. Given below is an organ

gram of an individual branch for better understanding.

Fig2.1: Organizational hierarchy of an ideal Branch

The Department Based Approach is similar to that of the branch based approach, where each
department operates as a separate unit but sometimes collaborates in order operates more
efficiently or to solve a common problem. Such departs are also treated as a separates entity but
are much more specialized in on particular area of business unlike a branch, which has to be
involve a multiple tasks. Examples of few other departments at Prime Bank Ltd are as given
below:
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Human resource Department.

Financial and Administration Department.
Monitoring and Inspection Department.
Marketing.

Personal and Relation Department.
Merchant Banking.

Investment Banking.

Treasury Division.

International Division.

General service Division.

Computer and Information Technology Division.

Credit Administration Division.
Corporate Affairs Division.

Card Division.
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Organizational Set-up at Credit Division:

Managing Director

Deputy Managing Director (RISK) Deputy Managing Director (Recovery)

Head of Credit Division

Head of Credit
Administration

Head of
Recovery
Department

Head of CRM

Department
P Department

Fig 2.2: Organizational Set-up at Credit Division
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Organizational Set-up of CRM and CAD Department:

Managing Director

Deputy Managing
Director(Risk)

Head of Credit Division

Head of CRM Head of Credit

Department Administration
T Department
L L L] L] L L]
Credit
Credit Credit
i ) i Manager Manager M Manager
Risk Risk Risk Documentatio iapaesy Custodgian Coni;ﬁag:ze Concurrent
Manager Manager Manager n Monito Audit &
1 2 3 and ring l Inspection
I Disbursement '_I_|
Executive Officer
CREDIT i (BB :
CREDIT CREDIT ; , E Senlgr (Custo (ciB Return, ;xecutlvet
RISK RISK xecutive xecutive dian) Reporting) ) ( &;n%l:trrgn
RISK OFFICER OFFICER( OFFICER( (Limit ( Condition & Enlistme M Up)
ZONE ZONE ZONE Resister & Covenants, I nt.of
1. DHAKA L A = Follow Up) Branch Third
CENTRAL NORTH 1. Monitoring)
2. DHAKA WEST CHITTAGON ]
3. RAJSHAHI 2.188 © Oificey
3. KHULNA 2. DHAKA J— Executive (CIB Inquiry )
SOUTH (Doctme (Past Due,
3. SYLHET imif i
ntation) Limit Expiry,
Documen
tation Assistant
Deficienc: Officer
(c1B
Executive Inquiry)
Inspection
(Audit, Internal
Inspection
Compliance)

Fig 2.3: Organizational Set-up at Credit Division
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STAFFING:

Hiring the right people for the right position is one of the most important functions of any banks
since it operates in the service industry. The Human Resource Department of Prime Bank Ltd
performs this function. Staffing not only deals with recruitment but also involve in giving
training to employees, performance appraisal and many other related activities.

Recruitment at Prime Bank is of two basic type, one is the hiring of fresh new employees and
other is the recruitment of experienced employee. Every year new graduate students are recruited
a the entry level of Management Trainee or Trainee officer, depending on individual
gualification. For each of this entry level post, applicants have to sit for severa written
assessment test before moving on to a series of interview, from where the best are chosen. On the
other hand, someone having previous banking experience might not have to sit for any written
exam but it directly assessed by the top or mid level management through interviews.

LEADING AND CONTROL LING:

Prime Bank Ltd achieved its current success because of its expert team of management whether

it be the Branch Manager or the Department Head, each has their equal shares in making this
Bank a success.

The head of each branch belongs to the mid-level management unlike the department heads who
usually belongs to the higher level in the corporate ladder. An employee form the top
management level is likely to be responsible for several small departments of the bank, until and
unless department requires very high skills. The executives from the mid and the top level
management is also responsible for the well-being of all the employees working under them. He
or She has to make sure that all the employees are working in accordance with the company
policy is being fairly treated. For this appraisal function the manger of each branch has to fill out
Annua Appraisal Report (AAR) each year to evaluate the performance of individua employee,

based on which promotions, increment and bonuses are given out.
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2.6. FUNCTIONAL STRUCTURE

General Service Division (GSD)
The functions of GSD are classified as Establishment and General Banking (GB).

(8)ESTABLISHMENT:

The main function of GSD isto procure and supply the tangible goods to branches of PBL.

Those are:

B Tangible function of opening a branch, for example, interior decoration, making lease
agreement.

B Print al security papers and bank stationeries, forms, registers and distribute them to
the branches.

B Purchase and distribution of bank’s furniture and fixtures.

B Find out the demand of equipment from the branches and division and arrange the
purchase and delivery of them to the branches concerned.

B Install and maintain different facilities in different branches.

(b)GENERAL BANKING:
Genera Department performs the majority functions of a bank. It is the core department of any
bank. The activity of GB of PBL are mainly divided the following categories:

B Account opening section B Clearing section
B Loca remittance section B Collection Section
B Online branch banking section B Cash section

B Deposit scheme section B Accounts section

HEAD OFFICE ACCOUNTS
Its deals with the Head Office transactions with banks & it's different branches and these are
recorded under the following headings:

B Income & expenditure positioning: It maintains al the income & expenditure

information.

B Cash section: It handles cash expenditure for office operations & payments.

B Billssection: It deals with inland bill transactions.

B Sday & wages section: Salary & wages of head office executives are given from this

account.
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Provident fund: Employee provident fund has maintained here.

CONSOLIDATION OF BRANCH ACCOUNTS

All branches of PBL have to send periodically their income & expenditure, profit and loss

accounts to head office. This division consolidates all these information and makes statements to
submit to Bangladesh Bank.

CREDIT DIVISION

The main functions of thisdivision are:

To manage PBL’s credit portfolio.

Receive credit proposal from branches.

Appraise & approve the proposals.

Sanction letters and send them to branches.

Monitor and follow up the loans and advances provided by the bank.
Set up pricesfor credits and ensure their effectiveness.

Prepare various statements to submit to Bangladesh Bank.

INTERNATIONAL DIVISION

This division is responsible for monitoring and supervising the foreign exchange dealings of the

bank. It performs the following functions:

B Making guidelines & frameworks for foreign dealings complying the rules of Bangladesh
Bank.

B Circulating instructions of Bangladesh Bank.

B Maintain correspondence with foreign banks and exchange houses with which it has
exchange arrangement.

B Maintain NOSTRO accounts with banks in abroad.

B Fixing & sending foreign exchange rates to authorized Dealer branches and Bangladesh
Bank.

TREASURY

Treasury is an important division for income generation purpose of the company. The treasury of

PBL continues to manage the bank’s cash flow efficiently. It optimizes the investment of the

bank’s excess liquidity. Treasury is also expects to provide quality services and products to meet

the demand of the customer needs and play amajor role in raising bank’s income.
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COMPUTER DIVISION
This division operates and keeps the record of all transactions, assets, liabilities of the PBL by
using integrated software. Though the technology of PBL is not advanced, the computer division
tries to provide the following functions:

B Supply and install computer as per requirement.

B Design software to support accounts operation.

B Train the officers and employees about the operation of different software.

B Update the softwareif thereis any lagging in its operation.

MARKETING DIVISION

The marketing division is divided into two forms. These are:

Asset Marketing: It refers to various kinds of loans & advances. This divison maintains
communication with corporate clients gives incentives to take loan from PBL & approaches
them to borrow from PBL in profitable projects.

Liability Marketing: Thisrefers to marketing for collecting funds through buying of depository
products from large depositors. The division communicates to the persons or the organization
having excess fund of deposit, informs them about the attractive features of the depository

products and convince them to invest in PBL in various deposit scheme.

HUMAN RESOURCE DEVISION
The human resources division performs the activities related to administration and personnel.
The main functions of HRD are:
Selection & recruitment of new personnel
B Appropriate placement of human resources.
B Maintain the detail about transfer, promotion & leave of personnel.
B Traning & development of human resources.
B Keeping employee records & personal file.
"a

Taking disciplinary action if necessary.

Page | 20



@ Prime Bank Limited

a bank with a difference

CREDIT CARD DIVISION

In 1999, PBL obtained the membership of Master Card & a separate division has been assigned
to look after the credit card operation. There are four types of credit card: Local Silver Credit
Card, International Silver Credit Card, Local Gold Credit Card, and International Gold Credit
Card.

RESEARCH & DEVELOPMENT
This division is maintained to do both the research & development work to innovate new

products & services as well as to improve existing products & services.

COMMITTEES & GROUP DIVISION

Prime Bank Ltd. has both democratic & consultative decision making process. The subordinates
are given chance to participate in the goal & objective setting of the bank. In this regard, there
are three committees functioning in the bank. These are:

Policy Committee: In this case, the committee members are drawn from the board of Directors.
The committee reviews the principles, policies, rules & gives adecision, which later requires the

approval of the Board.

Executive Committee: This committee consists of the members of the board. To approve the
matters beyond the delegation of the board, this committee exercises the power delegated by the
board from time to time.

Management Committee: This committee consists of the Managing directors & Head Office
Executives. They discuss about the progress & improvement on the guidelines regarding deposit,
loans, gives different ideas, decision regarding various i Ssues.
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2.7. PRODUCT, PRICE, PLIACE & PROMOTION

In this section the product & services offered by Prime Bank Ltd. along with the price is briefly
discussed. Besides that, the place of the bank and the promotional activities the bank conductsin
order to attract customers are also discussed.

Product & Price

The success of a company depends exclusively on the products & services it offers with a
reasonabl e price compared to the competitor. It isthe main source to attract customers. Banks are
operating in the service industry & their business would become successful only when they can
offer quality services to the customers within an affordable price. The products and services of

Prime Bank Ltd. and the price related to those are as follows:

Bank is the largest mobilize of surplus domestic savings. For poverty alleviation, we need self
employment, for self-employment we need investment and for investment we need savings. In
the other words, savings help capital formations and the capital formations help investments in
the country. The investment in its turn helps industrialization leading towards creation of wealth
of the country. And the wealth finally takes the country on road to progress and prosperity. As
such, savings is considered the very basis of prosperity of the country. The more the growth of
savings, the more will be the prosperity of the nation.

The savings rate in Bangladesh is one of the lowest in the world rate of domestic saving being
17.78 %. In order to improve the savings rate, Financia Institutions responsible for mobilization
of savings should offer attractive Savings Schemes so that the marginal propensity to save
increases. The savings do not, of course, depend only on the quantum of income but largely
depend on the habit of savings of the people.

Interest rate of Savings Deposit is 5.50%.

DEPOSITORY PRODUCTS
Contributory Saving scheme: Thisis a Savings Scheme in which a person gets the opportunity to

build up savings by contributing monthly installments and receives an attractive fixed amount at
the end of a specified term. Under this scheme: Minimum size of monthly installment shall be
Tk. 500/- and multiplies of Tk. 1000/-. Maximum installment size shall be Tk. 25,000/-, The
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Deposit shall be for a period of 5 years, Lump sum amount shall be paid after maturity or

monthly Pension shall be paid for the next 5 years according to the size of deposit.

Education Savings Scheme: Name of the Scheme shall be "Education Savings Scheme".
The Scheme shall be implemented through our Islamic Banking Branch. Deposit under
the Scheme is acceptable at any branch of the Bank. The fund shall be transferred to
Islamic Banking Branch. Similarly, the issuing Branch shall aso make the payment of
the Instrument under the Scheme on behalf of the Islamic Banking Branch. Deposit of
Tk. 50,000/- and multiples thereof at atime will be accepted under the Scheme.

Short Term Deposit: A short term deposit (STD) account is a running account with
amounts being paid into and drawn out of the account continuously. These accounts are
called Demand Deposits or Demand Liabilities since the banker is under obligation to
pay the money in such deposits on demand. These accounts are generally opened by
Business Organization, Public Institution, and Corporate Bodies. An STD account may
be opened by an individual person. It is an interest bearing deposit. Interest is calculated
on daily basis as per Banks Prescribed Rate and is credited to account on half yearly

basis.

Double Benefit Deposit Scheme: The Scheme shall be implemented through all the
branches of Prime Bank Limited. Deposit of Tk. 25,000/- and multiplies thereof but
maximum limit of Tk. 25, 00,000/- (Taka twenty five lac) at a time will be acceptable
under the scheme. A specially designed Receipt shall be issued for the deposit under the
Scheme in the same manner as issued in case of FDR. Branches shall use the existing
SDS receipts for issue of instruments under this schemetill separate receipts are supplied.
The instrument shall be issued for 7.5 years term. At maturity after 7.5 years double the

amount of deposit will be paid to the depositor.

Monthly Benefit Deposit Scheme: Deposit of Tk. 25,000.00 and multiples thereof shall
be acceptable for the Scheme. The Deposit shall be for a period of 5 (five) years. The
Principal amount is refundable on maturity. Profit shall be paid on monthly basis @ Tk.
800.00 per Tk. 1, 00,000.00. The payment of monthly profit will start after minimum gap
of 30 days from the date of deposit. Normally, the deposit will not be encashable before 5
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(Five) years. But if any depositor intends to withdraw his deposit due to certain

unavoidable reasons the clients has to go through some rules & formalities.

v. Lakhopati Deposit Scheme: Under this scheme size of the monthly installments are
Tk.250.00, Tk.500.00, Tk.1285.00, Tk. 2400.00 depositor will receive Tk. 1,00,000.00
after a number of period depending on the installment size. Higher the installment size

lower the maturity period.

vi. Prime Millionaire Scheme: Monthly installment shall be Tk. 12,810.00 /Tk. 8200.00
/Tk. 4,845.00 for the tenor of 5/7/10 year’s respectively and terminal amount on maturity
shall be Tk. 10.00 lac.

vii.  Fixed Deposit Receipts Scheme (FDR): Under this scheme customer can devote a fixed
amount of money for one month, three months, six months or twelve months for interest
rate of 7.5%, 11%, or 11.5%.

viii.  Current Account: Current Account is anon interest bearing checkable deposit (Demand

Deposit) which alows the owner of the bank accounts to write check to third parties.

iX.  Savings Account: Savings Account is an interest bearing checkable deposit (Negotiable
order of withdrawal) which allows the owner of the bank account to write check to the

third parties.

L OAN/ADVANCE PRODUCTS

Loan and advances have primarily been divided into two major groups.

Fixed Term: These are the loans made by the bank with fixed repayment schedules. Fixed term
loans are categorized into three based upon its tenure which is defined as follows:

i.  Short term: Up to 12 months

ii.  Medium terms: More than 12 and up to 36 months.

iii.  Longterm: More than 36 months.

Continuing L oans: These are the loans having no fixed repayment schedule, but have an expiry
date a which it renewable on satisfactory performance of the customer. Furthermore, all
categories of loans are accommodated under the following prime sectors:

i.  Agriculture: Credit facilities to the customers of doing agro business falls under this

category.
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Term Loan to Large & Medium Scale Industry: This category of advances
accommodate the medium and long term financing for capital formation of new
Industries or for an existing units who are engaged in manufacturing of goods and
services.

Term Loansto Small & Cottage Industries: These are the medium and long term loans
allowed to small & cottage manufacturing industries. No short term or continuous credits
will be included in this category.

Working Capital: Loans allowed to the manufacturing units to meet their working
capital requirements, irrespective of their size-big, medium or small, fall under this
category. These are usualy continuous credits and as such fall under the head “Cash
Credit”.

Export Credit: Credit facilities allowed to facilitate export of all items against Letter of
Credit and/or confirmed export orders fall under this category. It is accommodated under
the heads " Export Cash Credit (ECC)”, Packing Credit (PC)”, Foreign Documentary Bill
Purchased (FDBP) etc.

Commercial Lending: Short term loans and continuous credits allowed for commercial
purposes other than exports fall under this category. It includes import financing for local
trade, service establishment etc. No mediumé& long term loans are accommodated here.
This category of advance is alowed in the form of (a) Loan against Imported
Merchandise (LIM), (b) Loan against Trust Receipt (LTR), (c) Payment against
Documents (PAD), (d) Secured Overdraft (SOD), (e) Cash Credit etc. for commercial

purpose.

TYPESOF CREDIT FACILITIES

Depending on the various nature of financing, al the credit facilities have been brought under

two major groups: (a) Funded Credit and (b) Non-funded Credit, there are basically two major

products namely Letter of Credit and Letter of Guarantee.

L oan (General): Short, Medium & Long term loans allowed to individual /firm/industries
for a specific purpose but for a definite period and generaly repayable by installments
fall under this type. These are mainly allowed to accommodate financing under the
categories (a) Large & Medium Scale Industry & (b) Small & Cottage Industry.
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Housing Loan (Commercials): Loans allowed to individual/enterprises for construction
of house for commercia purpose only fall under this type. The amount is repayable by
monthly/quarterly installments within a specific period.

Home Loan: Loan allowed to individuals for purchase of apartment or construction of
house for residential purpose fall under this type. The amount is repayable by monthly
installments within a specified period.

House building L oan (Staff): Loans allowed to thee employees of PBL for purchase of
apartment/construction of house shall be known as House Building Loan (Staff).

Lease Financing: Lease financing is one of the most convenient sources of acquiring
capital machinery and equipment where by a customer is given the opportunity to have an
exclusive right to use an asset usually for an agreed period of time against payment of
rental.

Customer Credit Scheme (CCYS): It is a specia credit scheme of the bank to finance
purchase of consumer durable by the fixed income group to raise their standard of living.
The loans are alowed on soft terms against personal guarantee and deposit of specified
percentage of equity by the customers. The loan is repayable by monthly installments

within afixed period.

Apart from the above |oans there are some other loans which are:

Household Durables
Doctors Loan

Any Purpose Loan
Travel Loan

CNG Conversion Loan
Car Loan

Advance against Salary
Education Loan
Marriage Loan
Hospitalization Loan
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o

LAC

The location of the organization plays a significant role in how the organization is performing.

e

Before setting a location for, the organization should keep some important things in mind,
especially the accessibility of the location, the target market, transportation facility, business
prospectus etc.

In case of the Prime Bank Ltd., the Head Office is located in Motijheel commercial area. Thisis
avery suitable place for business, has good transportation facility. The area is business oriented
S0 it is possible to capture the target market. Lots of Industries & organization are located in that

commercial area, so it is not too hard to attract clients.

PROMOTION

A broad range of product with attractive price and a suitable location is not enough for a business
to survive. It is very important to make the people aware about the existence and operation of
that organization. This is why the promotional activity is very vital. Prime Bank Ltd. is engaged
in various kinds of promotional activity. From time to time PBL sponsors cricket tournament in
national level. The bank advertises on newspaper, TV, billboard etc. It also participates in social
activities, for example, in 2007, the bank donated Tk.50 lac to the Prime minister’s relief fund
for the cold stricken poor people of North Benga. Moreover, to create pollution free
environment, PBL encourages CNG sector financing under direct supervision of USAID aiming
a making the Dhaka city as “Green Dhaka, Clean Dhaka’ by the year 2007. These are

contributing the society as well as promoting the bank.

PBL aso has souvenirs for example, wallet, key ring, diary, desk calendar, wall clock etc. that
work as promotional activity. To attract and retain corporate clients, the Head Office maintains
personal relationship with the clients; arrange party or events in various occasions. These are the

main promotional activity conducted by Prime Bank Ltd.
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2.8. Achievements oi the Prime Bank at a glance:

PBL continues to earn recognition and trust for its strong and sustained financial performance
and product management. In 2011 PBL received 4 most valued awards for its published accounts
and reports and corporate governance viz.

e “Best Presented Accounts Award” from SAFA (South Asian Federation of Accountants)
for Annual Report-2010.

e “Best Presented Accounts and Corporate Governance Disclosures Award” from SAFA
(South Asian Federation of Accountants) for Annua Report-2010.

e “Best Published Accounts and Reports Award” from ICAB (Institute of Chartered
Accountants of Bangladesh) for Annual Report-2010.

e “Best Published Accounts and Corporate Governance Disclosures Award” from ICAB
(Institute of Chartered A ccountants of Bangladesh) for Annua Report-2010

e “ICMAB Best Corporate Award 2011” from ICMAB (Institute of Cost & Management
Accountants of Bangladesh).

e ‘International Star for Leadership in Quality (ISLQ) Award” in the Gold Category on the
basis of ISLQ Regulations and criteria of the QC100 Total Quality Management Model
by B.1.D (Business Initiative Directors) during the International Quality Convention held
in Paris on 11" April 2011.
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2.9. SWOT ANALYSIS

SWOT Analysis is a strategic planning method used to evaluate the Strengths, Weaknesses,

Opportunities, and Threats involved in a project or in a business venture. SWOT is an acronym
for the internal strength and weakness of a firm and the environmental Opportunity and Threat
facing that firm. It involves specifying the objective of the business venture or project and
identifying the internal and external factors that are favorable and unfavorable to achieving that
objective. The technique is credited by Albert Humphrey.

Helpful Harmful

1o acharwving the objoctrve o achiewing the objocties

Strengths Weaknesses

Opportunities Threats

External origin  Internal origin
{attributes of the envirgament]  (attributes of the argandation)

Fig. 6.17-: SWOT Analysis

Here, the internal strength and weakness of Prime Bank Ltd. as well as the external opportunities
and threats are discussed:

STRENGTH
i. Capital Adequacy: Prime Bank Ltd. is maintaining a strong capital base. By the end of
year 2008, the capital adequacy ratio of the bank was 11.50% which was well above the
stipulated requirement of 9%. The bank had a target to have Tk. 3000 million of capital
fund by the year 2010, whereas it already reached capital fund of almost Tk. 2000 million
by 2008, positioning the bank as one of the strong capital based bank of Bangladesh.

ii.  Customer Service: Prime Bank Ltd. has avery good relationship with its customers. The
bank believes in maintaining personal relationship with its clients. One of the major goals
of the bank is to build long term relationship with the customer and to create value for

them. To maintain this relationship, PBL sometimes waive high charge for those valued
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clients who are linked with the bank for along period of time. As aresult of such strong
customer service, the bank currently has more than 154000 customers, highest in the

private sector commercial banks of our country.

Liquidity Position: Liquidity position is a major criterion to measure a bank’s strength.
By the end of 2008, PBL’s liquid assets ratio was 18.92%. So the liquidity risk of the

bank islow and it makes its position stronger.

Efficient Administration: Prime Bank Ltd. has a very efficient management. The work
is done in a timely and systematic manner for which the efficient administration is
responsible. This is close relationship between the employees and the management
though the chain of command is maintained strictly. Overal, there is a good balance
between the administration and the employees.

Quality of asset: The asset of PBL isvery high quality. The mgor portion of this asset is
loan and advances. The default rate is less than 2% where as the average default rate in
Bangladesh is 30%. This proves that the credit risk of PBL isvery low.

WEAKNESS

Technology: One of the major weaknesses of Prime Bank Ltd. is the technology used by
the bank. With the change of time, technological advancement is essential to survive in
the competition. Hence, PBL is lagging far behind in this area. Most of the branches are
not well equipped. There are not enough computers, telephones or fax machines in the
branches which are often slower the pace of work. PBL was the pioneer in “Online
Banking” but the online facility which the bank is providing currently is not up to the
standard.

Remuneration: The pay scale of employeesin PBL is not competitive compared to other
private banks of the country. The employees of PBL get compensation of around 60% of
what other private banks, for example, Dhaka Bank, Bank Asia, Mercantile Bank,
Southeast Bank etc. offer to their employees. This creates dissatisfaction among the
employees which carries the risk of rise in employee turnover rate. Those who cannot

switch bank are often discouraged to give their best effort in the job.
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Promotion: When an employee gets a promotion to the next level, he/she gets more
compensation. PBL is regular in giving promotion, but the employees get late effect of
this promotion. Often there is a long gap, for example a six month gap in getting the
effect.

Deposit Amount: Prime Bank Ltd. has acquired high amount of deposit till now. By the
end of November 2008, the deposit amount was 2542 million. Most of this deposit
amount remains idle in the bank. Not even half of this amount is used as loan and
advance. The lending rate has been lowered by the government, so the interest rate from
loans cannot cover the interest given on deposit. The high amount deposit bears high cost.
To reduce this cost, most of the deposit schemes have been discontinued. This has a

negative effect on clients who expects a broad range of deposit services from the bank.

Training: Prime Bank Ltd. has its own training Institute PBTI (Prime Bank Training
Institute) to strengthen the capabilities of human resources. However, it is not always
possible to give thorough training. Especialy, there is a lack of specific training for
specific jobs. As a result, the employee has to learn things from the job by doing it

practically.

OPPORTUNITY

Branch Expansion: Prime Bank Ltd. is growing very quickly all over the country.
Besides expanding in the urban areas, PBL has the prospect to open more branches in
suburban areas which will eventually enhance the government’s effort at reviving the

rural economy. It will also serve the people of those areas better.

Training Facility: Prime Bank Training Institute (PBTI) is supporting the bank by
offering in house training courses, workshop and seminar. As the bank has its own
training institute to enhance the capability of their human resources, PBL can use this
opportunity to train their employees in specific areas and create specialize and expert

people for the bank.

Banking Software: Provide quality service is one of the mgjor goals of PBL. The PBL is
still lagging behind in upgrading their software system; the bank has the prospect to
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select high quality banking software which will make the banking operation fast and

smooth.

THREAT

Level of Competition: Competition is aways a major threat for any organization. In
recent years, the number of private bank is increasing. These banks always pose a threat
for others by coming up with new product line, innovative technology, quality services
etc. Thusthe level of competition raises and creates threat for Prime Bank Ltd.

Technological Advancement: With time, technology is getting advanced. However,
Prime Bank Ltd. is lagging behind. As the technology is getting advanced, most of the
banks, especially private banks are upgrading their operating system to survive in the
industry. PBL is still mostly dependent on manua work rather than technology. With
time, the advancement of technology is posing athreat for the bank.

Compensating Package: Compared to other private banks of Bangladesh, the
compensation package of Prime Bank Ltd. is not attractive. Though the employees of
PBL gets fair financia and other benefits, the base pay is not sufficient. This poses a

threat of switching banks as other private banks are giving lucrative offer.

Palitical Unrest: The political unrest as well as the law and order situation of
Bangladesh is always athreat for banking industry. Especialy, the events of recent years,
the corruption level of our country, the poor infrastructure are affecting the national
economy. The current economic situation is very likely to worse further. In this case, the

whole banking industry is facing a big threat.
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| have been assigned as an intern at Prime Bank Ltd. for 3 months to fulfill my academic
requirement of Bachelors of Business Administration. The duration of my Internship program
was from 10 September, 2012 to 11 December, 2012. | was assigned to perform my Internship in
CAD (Credit Administration Division) for three months at Prime Bank Ltd, Head office. In my
Internship report | focused on Documentation, briefly on preparing Memo, DA letter as | have
learned more from there. There are three sections under CAD, which are-Documentation Unit,

Limit Creation — Authorization Unit, CIB Unit. | was assigned to work in Documentation Unit.

| have worked in the Documentation Unit as an intern. | had to do all the activities related to
documentation during my whole internship period. | have regularly checked and updated
different DA letters of 126 Branches for their all customers | aso learned to work on the
GLOBUS software. | also learned the detail about loan sanction, Disbursement procedure details
of Prime Bank Ltd. to Bangladesh Bank. During my intern period, | have learned about the
necessary documents which are related with loan sanction and other stuffs. | have also worked
with CIB unit to collect report from Bangladesh Bank CIB (Credit Information Bureau),

3.1. SPECIFIC RESPONSIBILITIES OF MY JOB

My main responsibility as an intern was to assist the officers of Documentation Unit by
preparing DA letter and Memo - who deal with Documents for loan Disbursement. In order to

assist them, | have done a lot of jobs:

B Check out the Memo.

B Put down the unique identification number for each and every Memo.

B Maintain records of those unigue numbers.

B Preparing DA letter through those Memo’s.

B Sending those DA letters to the Branches according the Memo.

B Finding mismatch of the amount of total in old system matrix and new system before
reporting Bangladesh Bank.

B Reporting the Branched who have the mismatch between the old System and new system

forcethem to fix it.
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3.2. DIFFERENT JOB ASPECT OF JOB PERFORMANCE

Job performance depends on many factors like job responsibility, working condition, knowledge
and expertise on the work activities; job satisfaction etc. The specific responsibilities of my job
were not so tough to do, but too much workload affects the job performance a lot. The working
environment at this Division of PBL was very friendly, which helped me to consider myself as a
part of my jobs with greater satisfaction. Sometimes the job seems much boring. | could

perform well due to the cordial assistance from all of the employees and staffs of this division.

3.3. A brief of Credit Administration Division:

There are 126 Branches of Prime Bank Ltd., which are controlled fir the purpose of credits from
the Credit Administration Division. From the very beginning, this division is contributing a lot to

the bank. A brief of Prime Bank Ltd. Credit Administration is given below:
Head of Division: Mr. Taher Jamil, Senior Vice President.
Second in command (Operation): Mr.Mohammad Yaqub, Vice President.
Mr. Bidyut Kumar Das, Senior Assistant Vice President
Mr. Md. Mahbub Alam, Senior Assistant Vice President
Mr. Mohd. Noor- E-Alam Siddique, First Assistant Vice President

Mr. Imran Ahmed, First Assistant Vice President

Total Number of employees: 27
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4.0 Guidelines of CRM by Bangladesh Bank

Overview:

Credit risk management in financial terms refers to the process of risk assessment that comes in
an investment. Risk often comes in investing and in the allocation of capital. The risk must be
assessed so as to derive a sound investment decision. Likewise the assessment of risk is aso so

crucia in coming up with the position to balance risks and returns.

4.1 The Importance of Credit Risk Management for Banking:

The importance of credit risk management for banking is tremendous. Banks and other financial
ingtitutions are often faced with risks that are mostly of financia nature. These institutions are
often faced with risks that are mostly of financial nature. These institutions must balance risks as
well as returns. For a bank to have a large consumer base, it must offer loan products that are
reasonable enough. However, if the interest rates in loan products are too low, the bank will
suffer from losses. In terms of equity, a bank must have substantial amount of capital on its
reserve, but not too much that it misses the investment revenue, and not too little that it leads
itself to financial instability and to the risk of regulatory non-compliance.

Banks are constantly faced with risks. There are certain risks in the process of granting loans to
certain clients. There can be more risks involved if the loan is extended t unworthy debtors.

Certain risks may also come when banks offer securities and other forms of investments.

Therisks of losses that result in the default of payments of the debtorsisakind of risks that must
be expected. Because of the exposure of banks to many risks, it is only reasonable for bank to
keep substantial amount of capital to protect its solvency and to maintain its economic stability.
The second Basel Accords provides statements of its rules regarding the regulations of bank’s
capital alocation in connection with the allocation in connection with the level of risks the bank
is exposed to. The greater the bank exposed is risks, the greater the amount of capital must be

when it comes to its reserves, so as to maintain its solvency and stability. To determine the risks
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that come with lending and investment practices, banks must assess the risks. Credit risk
management must play its role then to help banks be in compliance with Basel I Accord and

other regulatory bodies.

To manage and assess the risks faced by banks, it isimportant to make certain estimates, conduct
monitoring, and perform reviews of the performance of the bank. However banks are into
lending and investing practices, it is relevant to make reviews on loans and to scrutinize and
anayze portfolios. Loan reviews and portfolio analysis are crucia then determining the credit
and investment risks.

The complexity and emergence of various securities and derivatives is a factor banks must be
active in managing the risks. The credit risk management system used by many banks today has
complexity; however it can help in the assessment of risks by analyzing the credits and
determining the probability of defaults and risks of losses.

Credit risk management for banking is a very useful system, especidly if the banks are in line
with the survival of banksin the business world.

4.2 BANGLADESH BANK'S GUIDELINES FOR MANAGEMENT OF CREDIT RISKS

Bangladesh Bank has provided directional guidelines to the banking sector with a view to
improve the Credit Risk Management culture, establish minimum standards for segregation of
duties and responsibilities and assist in the ongoing improvement of the banking sector in
Bangladesh. These guidelines were prepared and endorsed by the senior credit executives from
private sector, foreign and nationalized commercia banks operating in Bangladesh. Credit Risk
Management is of utmost importance to Banks, and as such, policies and procedures should be
endorsed and strictly enforced by the MD/CEO and the Board of the Bank.

The guidelines of Bangladesh Bank related with Management of Credit Risks have been

organized into the following segments:
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Fig 4.1: Guidelines of Bangladesh Bank on Management Credit Risks

4.2.1 POLICY GUIDELINES:

Policy Guidelines focus on fundamental credit risk management policies that are recommended

for adoption by al banks in Bangladesh. The guidelines outline general principles that are

designed the implementation of more detailed lending procedures and risk grading systems

within individual Banks.

4.2.2 DIFFERENT SEGMENTS OF POLICY GUIDELINES ARE DISCUSSED AS

FOLLOWS:

All banks should establish Credit Policies (Lending Guidelines) that clearly outline the

management’s view of business development priorities and the terms and conditions that should

be adhered to in order for credits to be approved.
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The lending guidelines should be updated at least annually to reflect changes in the economic
outlook and the evaluation of the bank’s credit portfolio. The lending guidelines should be
approved by the MD/ CEO and the Board of Directors of the Bank based on the endorsement of
the bank’s Head of Credit Risk Management and the Head of Corporate.

Any departure and deviation from the lending guidelines should be explicitly identified in credit
applications and ajustification for approval provided. Approval of credits that don’t comply with
lending guidelines should be restricted to the bank’s Head of Credit or Managing Director/ CEO

and the Board of Directors.

The lending guidelines should provide the key foundations for account officers relationship
managers to formulate their recommendations for approval and should include the following

ones.

Industry and Business Segment Focus - The lending guidelines should clearly identify the
business/ industry sectors that should constitute the majority of the bank’s credit portfolio. For
each sector, a clear indication of the bank’s appetite for growth should be indicated for example

Textiles: Grow; Cement: Maintain; Construction: Shrink.

Types of Credit facilities — The type of credits that are permitted should be clearly indicated,
such as Working Capital, Trade Finance, Term Loan, etc.

Single Borrower/ Group Limits - Details of the Bank’s single Borrower/ Group limits should
be included as per Bangladesh Bank guidelines. Banks may wish to establish more conservative

criteriain thisregard.

Lending Caps - Bank should establish a specific industry sector exposure cap to avoid over

concentration in any one industry sector.

Discouraged Business Types — Banks should outline industries or lending activities that are

discouraged. As a minimum the following should be discouraged:
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Military Equipment/ Weapons finance.
Highly leveraged Transactions.
Finance of Speculative Investments.

Logging, Mineral Extraction/ Mining, or other activity that is ethically or
environmentally sensitive.

Lending to companies listed on CIB black list or known defaulters.
Counterparties in countries subject to UN sanctions.

Share Lending.

Taking an Equity Stake in Borrowers.

Lending to Holding Companies.

Bridge Loans relying on equity/ debt issuance as a source of repayment.

Credit Facility Parameters- Facility parameters e.g. maximum size, maximum tenor, covenant
and security requirements, etc. should be clearly stated. As a minimum the following parameters
should be adopted:
B Banks should not grant facilities where the Bank’s security position is
inferior to that of any other financia institution.
B Assets pledged as security should be properly insured.
B Vauations of property taken as security should be performed prior to
credits being granted. A recognized 3" part professional valuation firm

should be appointed to conduct the valuations.

Cross Border Risk — Risk associated with cross border lending. Borrowers of a particular
country may be unable or unwilling to fulfill principle and/ or interest obligations. Distinguished
from ordinary credit risk because the difficulty arises from a political event, such as suspension

of external payments:

B Synonymous with political and sovereign risk.
B Third world debt crisis. For example, export documents negotiated for

countries like Nigeria.
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4.3Credit Assessment & Risk Grading:

Credit Assessment — A thorough credit and risk assessment should be conducted prior to the
granting of credits and at least annually thereafter for all facilities. The results of this assessment
should be presented in a credit application that originates from the Account Officer/ Relationship
Manager (RM), and is approved by Credit Risk Management (CRM). The RM should be the
owner of the customer relationship, and must be held responsible to ensure the accuracy of the
entire credit proposal submitted for approval. RM(s) must be familiar with the bank’s Lending

Guidelines and should conduct due diligence on new borrowers, principals and guarantors.

All Banks should have established KYC (Know Your Customer) and Money Laundering
guidelines which should be adhered to at all times.

Credit Applications should summaries the results of the risk assessment and include, as a

minimum, the following details:

Amount and Type of Credit(s) proposed.

Purpose of Credit(s) applied for.

Credit Structure (Tenor, Covenants, Repayment Schedule, Interest)
Security Arrangements.

In addition the following risk areas should be addressed:

Borrower Analysis. The magority shareholders, management team, and group or affiliate
companies should be assessed. Any issues regarding lack of management depth, complicated
ownership structures or inter—group transactions should be addressed and risks mitigated.
Industry Analysis: The key risk factors of the borrower’s industry should be assessed. Any
issues regarding the borrower’s position in the industry, overall industry concerns or competitive
forces should be addressed and the strengths and weaknesses of the borrower relative to its
competition should be identified.
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Supplier/ Buyer Analysis. Any customer or supplier concentration should be addressed, as
these could have a significant impact on the future viability of the borrower.

Historical Financial Analysis: An analysis of a minimum of 03(three) years historical financial
statements of the borrower should be presented. Where reliance is placed on a corporate
guarantor, guarantor financial statements should also be analyzed. The analysis should address
the quality and sustainability of earnings, cash flow, leverage and profitability.

Projected Financial Performance: Where term facilities are being proposed, a projection of the
borrower’s future financia performance should be provided, indicating an analysis of the
sufficiency of cash flow to service debt repayments. Credit should not be granted if projected
cash flow in insufficient to repay debts.

Account Conduct: For existing borrowers, the historic performance in meeting repayment
obligations (trade payments, cheques, interest and principa payments, etc.) should be assessed.
Adherence to Lending Guidelines: Credit applications should clearly state whether or not the
proposed application isin compliance with the bank’s Lending Guidelines.

Mitigating Factors: Mitigating factors for risks identified in the credit assessment should be
identified. Possible risks include, but are not limited to: margin sustainability and /or volatility,
high debt load (leverage/ gearing), overstocking or debtor issues; rapid growth, acquisition or
expansion; new business line/ product expansion; management changes or succession iSsues;
customer or supplier concentration; and lack of transparency or industry issues.

Credit Structure: The amount(s) and tenor(s) of financing proposed should be justified based
on the projected repayment ability and credit purpose. Excessive tenor or amount relative to
business needs increases the risk of fund diversion and may adversely impact the borrower’s
repayment ability.

Security: A current valuation of collateral should be obtained and the quality and priority of
security being proposed should be assessed. Credit should not be sanctioned based solely on
security. Adequacy and the extent of the insurance coverage should be assessed.

Name Lending: Credit proposas should not be unduly influenced by an over reliance on the
sponsoring principal’s reputation, reported independent means, or their perceived willingness to
inject funds into various business enterprises in case of need. Rather, credit proposals and the
granting of credits should be based on sound fundamentals, supported by a thorough financial
and risk analysis.
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Risk Grading - All banks should adopt a credit risk grading system. The system should define
the risk profile of borrower’'s to ensure that account management, structure and pricing are

commensurate with the risk involved.

Risk grading is a key measurement of a Bank’s asset quality and as such, it is essentia that
grading is arobust process. All facilities should be assigned arisk grade. Where deterioration in
risk is noted, the Risk Grade assigned to a borrower and its facilities should be immediately
changed. Borrower Risk Grades should be clearly stated on Credit proposal.

Approval Authority: The authority to sanction/ approve credits must be clearly delegated to
senior credit executives by the Managing Director/ CEO and the Board based on the executive's
knowledge and experiences. Approva authority should be delegated to individual executives and
not to committees to ensure accountability in the approva process. The following guidelines

should apply in the approval/ sanctioning of credits:
B Credit approval authority must be delegated in writing from the MD/CEO and
Board (as appropriate), acknowledged by recipients and records of al delegation
retained in CRM.

B Delegation approval authorities must be reviewed annually by MD/ CEO/ Board.

B The credit approva function should be separate from the marketing/ relationship

management (RM) function.

B The role of Credit Committee may be restricted to only review of proposals i.e.

recommendations or review of bank’s credit portfolios.

B Approvas must be evidenced in writing, or by electronic signature. Approval
records must be kept on file with the Credit applications.
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All credit risks must be authorized by executives within the authority limit
delegated to them by the MD/ CEO/ Board. The “pooling” or combining of
authority limits should not be permitted.

Credit approval should be centralized within CRM function. Regional Credit
Centers may be established.

The aggregate exposure to any borrower or borrowing group must be used to
determine the approva authority required.

Any Credit proposal that does not comply with the Lending Guidelines, regardless
of amount, should be referred to Head Office for approval.

MD/ Head of Credit Risk Management must approve and monitor any cross—
border exposure risk.

Any breaches of lending authority should be reported to MD/CEO, Head of
Internal Control and Head of CRM.

It is essentia that executives charged with approving credits have relevant
training and experience to carry out their responsibilities effectively. As a

minimum, approving executives should have:

% At least 5(five) years experience working in corporate/ commercial
banking as a relationship manager or account executive.

« Training and Experience in Financial Statement, Cash Flow and Risk
Analysis.

% A thorough working knowledge of Accounting.

++ A good understanding of the local industry/ market dynamics.

«» Successfully completed and assessment test demonstrating adequate

knowledge of the following areas :
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- Introduction of accrua accounting.
- Industry/ Business Risk Analysis

- Borrowing causes.

- Financia Statement Analysis.

- The Asset Conversion/ Trade Cycle.
- Cash FHow Analysis.

- Projections.

- Credit Structure and Documentation.

- Credit Management.

A monthly summary of all new facilities approved, renewed, enhanced and a list of proposals
declined stating reasons thereof should be reported by CRM to the MD/ CEO.

Segregation of Duties: Banks should aim to segregate the following lending functions:

- Credit Approval/ Risk Management.
- Relationship Management/ Marketing.
- Credit Administration.

The purpose of the segregation is to improve the knowledge and expertise in each department, to
impose controls over the disbursement of authorized credit facilities and obtain an objective and

independent judgment of credit proposals.

Internal Audit: Banks should have a segregated internal audit/ control department charged with
conducting audits of all departments. Audits should be carried out annually and should ensure
compliance with regulatory guidelines, internal procedures, Lending Guidelines and Bangladesh
Bank requirements.
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4.4 PREFERRED ORGANIZATIONAL STRUCTURE & RESPONSIBILITIES:

The appropriate organizationa structure must be in place to support the adoption of the policies.

The key feature is the segregation of the Marketing/ Relationship Management/ Administration

functions.

Credit approval should be centralized within the CRM function. Regiona Credit Centers may be
established; however, all applications must be approved by the Head of Credit and Risk
Management or MD/ CEO/ Boards or delegated Head Office Credit executives.

Key Responsibilities: The key responsibilities of the above functions are as follows

Credit Risk Management (CRM):

Oversight of the bank’s credit policies, procedures and controls relating to al credit risks
arising from corporate/ commercial/ institutional banking, personal banking and treasury
operations.

Oversight of the bank’s asset quality.

Directly manage al Substandard (SS), Doubtful (DF) and Bad & Loss (BL) accounts to
maximize recovery and ensure that appropriate and timely Loan Loss Provisions (LLP)
have been made.

To approve (or decline) within the delegated authority, Credit Applications recommended
by RM. Where aggregate borrower exposure is in excess of approval limits, to provide
recommendation to MD/CEO for approval.

To provide advice/assistance regarding all credit matters to line management/RM(s).

To ensure that lending executives have adequate experience and/or training in order to
carry out job duties effectively.

Credit Administration:

B To ensure that all security documentation complies with the terms of approva and
Is enforceable.
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To monitor insurance coverage to ensure appropriate coverage is in place over
assets pledged as collateral, and is properly assigned to the bank.

To control credit disbursements only after all terms and conditions of approval
have been met and all security documentation isin place.

To maintain control over al security documentations.

To monitor borrower’'s compliance with covenants and agreed terms and

conditions and general monitoring of account conduct/ performance.

Relationship Management/ Marketing (RM):

To act as the primary bank contact with the borrowers.

To maintain thorough knowledge of borrower’s business and industry through
regular contact, factory/ warehouse inspections, etc. RMs should proactively
monitor the financial performance and account conduct of borrowers.

To be responsible for the timely and accurate submission of Credit Applications
for new proposals and annual reviews, taking into account the credit assessment
requirements.

To highlight any deterioration in borrower’s financia standing and amend the
borrower’s Risk Grade in a timely manner. Changes in Risk Grades should be
advised to and approved by CRM.

To seek assistance/ advice at the earliest from CRM regarding the structuring of

facilities, potentia deterioration in account or for any credit related i ssues.

I nternal Audit/ Control:

B Conducts independent inspections annually to ensure compliance with Lending

Guidelines, operating procedures, bank policies and Bangladesh Bank directives. Reports
directly to MD/ CEO or Audit Committee of the Board.

Credit Monitoring: To minimize credit losses, monitoring procedures and systems should bein

place that provides an early indication of the deteriorating financial health of a borrower. At a

minimum, systems should be in place to report the following exceptions to relevant executivesin
CRM and RM team:
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B Past due principa or interest payments, past due trade bills, account excesses and
breach of credit covenants.

B Credit terms and conditions are mentioned, financial statements are received on a
regular basis and any covenant breaches or exceptions are referred to CRM and
the RM team for timely follow-up.

B Timely corrective action is taken to address findings of any internal, externa or
regulator inspection/ audit.

B All borrower relationships/ credit facilities are reviewed and approved through the
submission of credit application at least annually.

Computer systems must be able to produce the above information for central/ Head Office as
well as loca review. Where automated systems are not available, a manual process should have

the capability to produce accurate exception reports.

Credit Recovery: The Recovery Unit (RU) of CRM should directly manage accounts with
sustained deterioration (a Risk Rating of Sub Standard i.e. 6 or worse). Banks may wish to
transfer EXIT accounts graded 4-5 to the RU for efficient exit based on recommendation of
CRM and Corporate banking. Whenever an account is handed over from Relationship
Management to Recovery Unit, a Handover/ Downgrade Checklist should be completed.

The RU’ s primary functions are:
B Determine Account Action Plan/ Recovery Strategy.
B Pursue al options to maximize recovery, including placing customers into receivership or
liguidation as appropriate.
B Ensure adequate and timely loan loss provisions are made based on actual and expected

| osses.
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5.0 Credit Risk M anagement Pr ocess of
Prime Bank Limited

Overview

Risk isinherent in all types of business. However, for Banks and financial institutions credit risk
is considered to be the toughest one. Though Banks and Financial Institutions have been facing
difficulties over the years for a multitude of reasons, the major cause of serious banking
problems continues to be directly related to lax credit standards for borrowers and counterparties,
poor portfolio management or lack of attention to changes in economic or other circumstances

that can lead to a deterioration in the credit standing of a bank’s counterparty.

Credit risk is most simply defined as the potentia that a borrower or counterparty will fail to
meet its obligations in accordance with the agreed terms and conditions. In other words, it is the
loss associated with degradation in the credit quality of the borrowers or counterparties. In a
Bank’s portfolio, losses stem from outright default due to the inability or unwillingness of the
customer or counterparty to meet commitments in relation to lending, trading, settlement and
other financial transactions. Alternatively, losses result from reduction in portfolio value arising
from actual or perceived deterioration in credit quality. Credit risk emanates from a bank’s on
and off balance sheet dealings with an individual, corporate, bank, financia institution or a

sovereign. Credit risk may take the following forms:

B Inthe case of direct lending: principal and/or interest may not be repaid;

B In the case of guarantees or letters of credit: funds may not be forthcoming from the
constituents upon crystalization of the liability;

B In the case of treasury operations. the payment or series of payments due from the
counter parties under the respective contracts may not be forthcoming or ceases;

B Inthe case of security trading business: funds/securities settlement may not be effected,;

B In the case of cross border exposure: the availability and free transfer of foreign currency

funds may either cease or restrictions may be imposed by the sovereign.
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5.1.1 Credit Risk Management (CRM) Department

The Credit Risk Management Department shall perform the following duties:

a)

b)

Assess risks inherent in the credit proposal sent by Corporate Division and also evaluate
proposed facility pricing based on risks, security, structuring and terms and conditions to
suit the business condition and to protect Bank’s interest.

Compliance to the existing rules and regulations of the Bank and al regulatory authorities
and laws of the country and to advise the Corporate Division for rectification, if required.
Advise the Corporate Division about changes, if required, in the structure and terms and
conditions of the proposed facility.

Process credit proposal for approval of the competent authority.

I ssue sanctions advice for credit facilities or decline.

Maintain Limit Sanction Register.

Review the performance of the customer on Off-site Basis and prescribe appropriate
remedial measures, if required until the loan account becomes a* Special Mention” one.
Review/revise risk grading of the customer from time to time based on the “Early Alert

Report” and Downgrade Proposal submitted by Corporate Division.

Handover loan to the Recovery Department as and when it is degraded to Special Mention

Head of
Credit

or below.

Management
Information
System

Head of
Assessment

Head of
Recovery

Head of Sales
& Marketing

Credit Credit
Analysis Administrati Sales Team
Team on Team

Collection
Team

Fig. 5.1 Organization Structure of Credit Risk Management Dpt.
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5.1.2 Major Functions of CRM

a) To update Bank’s Credit Policy/Lending Guideline, procedures and control mechanisms
related with all credit risks arising from corporate/commercial banking and retail banking etc.

b) To approve/decline credit proposal received from Corporate Division (presently from
Branches) within delegated authority and to recommend to the higher authority if it is beyond
delegation.

c) To provide advice/assistance regarding all credit matters to Corporate Division/Branches.

d) Periodical review of different types of credits, maintain effective follow-up and supervision
and take all possible measures in time to save from classification.

5.1.3 Duties and Responsibilities of CRM:

a) Examine/review credit proposals (new/renewal) sent by corporate division/branches to:
& Processfor approva
& Placing credit proposalsin the Head Office Credit Committee.
& Decline credit proposalsif they do not meet criteria
& Recommendation credit proposal to Additiona Managing Director/Managing

Director/EC/ Board for their approval
& Preparefacility sanction letter and send copies to:
v Corporate division/Branches
v Credit Administration Division
b) Review on a periodical basisin the light of:
Structuring
Adequacy of security
Pricing and profitability
Financia analysis &
Form and content
Performance

Turnover

Repayment
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c) Review delegated credit approval authorities on an annual basis

d) Review approval procedures of Retail Credit from timeto time

e) Review and update bank’s credit manual and credit operating procedures on an annual basis.

f) Conduct industry analysis and detect risk involved with each industry.

g) Formulate strategy to minimize risk of lending to specific industry.

h) Guide and educate officers of al Departments of Credit Division and Corporate
Division/branches.

i) Reviseand ratify borrower’srisk grade developed by Corporate Division/branches.

5.2.0 Credit Risk Review and Monitoring Process

The credit review and monitoring process of PBL mainly based on the risk grading and its
review. The overall processis discussed here.

5.2.1.0 Credit Risk Grading

While providing credit facility to a customer, Bank undertakes many risks among which credit
risk is considered to be the most important one. As such, an in-depth study should be conducted
on the borrower’s creditworthiness which will help the bank to identify all possible risks
underlying in a particular credit transaction. A formal evaluation of borrower’s financial health
and ability to repay debt obligation is called credit rating which helps the Bank to grade the
concerned customer. As such, it is also called credit risk grading. And, risk identified through
credit rating/risk grading is quantified for better understanding and taking appropriate mitigating
technique. Besides, it helps the Bank to charge commensurate risk premium on a particular credit
facility. Therefore, it is important to accurately measure the risks in a transaction and rate/grade

the facility accordingly.

5.2.1.1 Basic Framework

As per recommendation of the Financial Sector Reform Project (FSRP), Bangladesh Bank made
it mandatory for the Banks to conduct a“Lending Risk Analysis (LRA)” in the prescribed format
before sanction of aloan which is still in force.
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Later, Bangladesh Bank instructed all commercial Banks to develop its own credit risk grading
system vide its Guidelines on Credit Risk Management. In the said Guideline, Bangladesh Bank
provided a sample Risk Grading Model and advised Banks to design their own model in line
with that one.

5.2.1.2 Prime Bank’s Risk Grading Framework

All credit proposals must be supported by a comprehensive risk analysis. It will encompass the
following three things: (a) Lending Risk Analysis (LRA), (b) Risk Grading Scorecard and (c)
Risk Grading. No proposal can be put up for approval unless there has been a complete written
analysis subject to the condition that LRA will be conducted where it is applicable as per
Bangladesh Bank Guideline. It is the absolute responsibility of the proposal originating officer to
conduct comprehensive risk analysis and affix its result e.g Risk Grading Score, Risk Grade etc
in the proposal. He/she will also ensure that all necessary documents/papers/information in
support of the proposed risk grading are annexed with the proposal before the facility request is
sent to the competent approval authority.

5.2.1.3 Lending Risk Analysis (LRA)

Lending Risk Analysis (LRA) will be conducted for the credit facilities of Tk 50 lac or abovein
the prescribed form. The lending risk analysis tool concentrates on analysis of both the business
risk and security risk. The important part of this analysis is the assessment of risk of failure to
repay which deals with the overall lending risk composed of the business risks and security risks
i.e (i) Suppliersrisk, (i) Salesrisk, (iii) Performance risk, (iv) Resilience risk, (v) Management
Competence Risk, (vi) Management Integrity Risk, (vii) Security Cover Risk and (viii)
Security Control Risk. The overall matrix provides four kinds of lending risk for decision makers
i.e. () Good, (ii) Acceptable, (iii) Marginal and (iv) Poor. Prime Bank will not approve any
credit facility having overall risk at “Margina” or “Poor” level without proper justification

except for renewal of existing facilities under compelling circumstances.
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5.2.1.4 Risk Grading Scorecard

As per instruction of Bangladesh Bank, Prime Bank Limited has developed Risk Grading
Scorecard which will be used to find out rating of all credit facilities and/or customers of the
bank except the loans under Retail Credit Division. A copy of the Risk Grading Scorecard is
enclosed in Annexure-4. The score of the risk grading scorecard will be weighted one. There are
10 (ten) rating criteria and separate parameters have been set to measure borrower’s position
against each criterion. After analyzing borrower’s financials or other relevant documents, the
Relationship Officer will first find out the points the borrower earns against each criterion based
on the parameters set and then multiply the points obtained by the relevant risk weight which
will produce Weighted Score. A snapshot of criteria and weight assigned to each criterion is as

follows:

Sl. No. | Criteria Weight (%)
a) Gearing 15
b) Liquidity 10
C) Profitability 15
d) Account Conduct 10
€) Business Outlook 10
f) Management/K ey Person 15
0) Age of Business 5
h) Size of Business 5
1) Personal Banking Relationship 5
) Security 10

The Relationship Officer of the Branch will prepare Risk Grading Scorecard in case of new
proposal, renewal and/or enhancement of existing facility, any deterioration in the borrower’s
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business position, any breach of contract by the borrower or as and when he/she fedl it necessary.
In addition, aggregate weighted score of the customer is to be affixed in the relevant field of the
Credit Assessment Sheet.

5.2.2 Downgrading

The Relationship Officer of particular customer shall continuously monitor the customer and
bear the responsibility of rating/grading surveillance. If any deterioration in risk, whatever may
be the reason, is noted or adverse information is received, the Relationship Officer will propose
change(s) in the risk grading of the customer and prepare Early Alert Report and forward the
same to the Credit Risk Management Unit, Credit Division for approval. Changes in the risk
grade will be in effect only when it is approved by the Credit Risk Management Unit, Credit
Divison. Once a credit facility/customer is downgraded to a lower grade, it will not be
postponed until the next annual review process. In case of downgrading, credit facility to the

customer may be immediately changed/restructured, if possible.

5.2.3 Asset Migration

Risk Grading Model will be used for assessing / measuring risk in the credit exposure taken on a
particular customer. It is the key measurement of Bank’s asset quality. Therefore, all facilities
will be assigned a risk grade. And, asset portfolio of the Bank will be reviewed quarterly. At
each quarter end, Credit Risk Management Unit, Credit Division will report summarizing the
migration of the assets with respect to risk grade and place before the management for review.

The Management will ensure non-concentration of assetsin lower grades.

5.2.4 External Rating

At least top twenty five clients/obligors of the Bank may preferably be rated by an outside credit
rating agency.
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5.2.5 System Review
Proper application of the Risk Grading Scorecard and Risk Grading Model in Credit operation is

reviewed at least once in a year. And, if change is required, it is done a the year-end.
Furthermore, accuracy and consistency of the concerned officers/executives is reviewed

annually.

5.2.6 Credit Monitoring Process

Credit monitoring process starts immediately after disbursement of the facility. Stepsinvolved in

monitoring process are as follows:

Customer startsrepayment of theloan

Branch relationship officer starts monitoring the loan
on-site basis.

-

[ Branch relationship officer regularly remindsthe ; )
customer as per the of the CRM dept about the
irregular repayment, if any.

Credit Administration Dept. monitorstheloan on an
off-sitebasis & reportsthefindingsto the CRM dept.

Fig. 5.2 Credit Monitoring Process

Step-1: The customer starts repayment of the loan. Simultaneously, Branch relationship officer
starts monitoring the loan on on-site basis. If he/she finds any deviation to the terms and
conditions of the sanction or borrowers financial health, he/she prepares an Early Alert Report
and sends it to the Corporate Banking Division, Head Office.
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Step-2: Simultaneously, Credit Administration Department monitors the loan on an off-site basis
and reports its findings to the Credit Risk Management Department. On the other hand,
Corporate Banking Division informs the Credit Risk Management Department about the
customer’ s position on the basis of Early Alert Report received from Relationship Officer. It may
propose revising the customer’s risk grading. Credit Risk Management Department ultimately

decides on the customer and directs Corporate Banking Division to take necessary action.

Step-3: The Relationship Officer regularly reminds the customer as per decision of the Credit
Risk Management Department about the irregular repayment, if any and/or breach of contract
through letter and/or phone call and/or visit in person.

Early Alert Reporting

An Early Alert Account is one that has risks or potential weaknesses of a material nature
requiring monitoring, supervision, or close attention of the management. If such weaknesses are
left uncorrected, they may result in deterioration of the repayment prospects for the asset or in
the Bank’s credit position at some future date with a likely prospect of being downgraded to
Grade 5 or worse (Impaired status), within the next twelve months.

Therefore, early identification, prompt reporting and proactive management of Early Alert
Accounts are prime responsibilities of all Relationship Managers/Officers and the whole process
must be a continuous one. An Early Alert Report is completed by the RM and sent to the
approving authority in CRM for any account that is showing signs of deterioration within seven
days from the identification of weaknesses. The Risk Grade is updated as soon as possible and
no delay is taken in referring problem accounts to the CRM department for assistance in

recovery.
Recovery Process
The recovery department is responsible for the recovery of the loan. The Recovery Department

of Credit Division manages accounts with sustained deterioration (a Risk Grade of Sub-Standard

Page | 59



@ Prime Bank Limited

a bank with a difference

“6” or worse). Sometimes, as per recommendation of the Credit Risk Management Department

and Corporate Banking Division the Management decides to transfer some EXIT accounts

graded 4-5 to the RU for efficient exit. Whenever an account is handed over from Corporate

Banking Division/Relationship Management to RU, a Handover/Downgrade Checklist is

prepared. Down grading process is done immediately and is not postponed until the annual

review process.

The RU’ s primary functions are to:

Determine Account Action Plan/Recovery Strategy

Pursue all options to maximize recovery, including placing customers into
receivership or liquidation as appropriate.

Ensure adequate and timely loan loss provisions are made based on actua and
expected |osses.

Regular review of grade 6 or worse accounts.

Management of classified loans and special mention accounts.

Waiting off B/L loan accounts and related works with the approval of the Board.

The recovery of problem loans is a dynamic process, and the associated strategy together with

the adequacy of provisionsisregularly reviewed.
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Chapter Six

“PROJECT PART”

“Summery of Findings and Aualysis”
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5.1 Findings:

During my internship period | have some findings related with Credit appraisal & credit

management system of Prime Bank Limited. The findings are shown in parts of credit appraisal,

credit recovery and credit default.

5.2 Findings of Credit Appraisal:

% PBL uses credit appraisal technique comprising technical, market, financial, economic,

and management & organization analysis.

+ Credit appraisal technique is good enough itself, but the problems lie with personnel

involvesin appraisal process

% The main problems can be summarized in the following way:

One of the problems with credit appraisal isinadequate and inaccurate data.
Sponsors always tend to overstate their future cash flow, revenue and income and
understate the risk with capturing market and expenses.

Market don’t remain same over the years especialy over the time gap between
loan sanction and |oan recovery.

Lengthy procedure and long time involved in the appraisal of project

Sometimes, thereis pressure groups' involvement in sanctioning loan.

Many viable projects do not get sanctioned loan due to absence of bribe and
pressure from political and other pressure group.

The personnel involve in project appraisal are either not quite expert in their
respective field or corrupt.

Physical verification is not rigorously done for every project that is why the
project appraisal techniques do to bring any outstanding results.

Sometimes, the amount of loan sanction is more than that is required by the

project because of over invoicing from the part of sponsors.
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5.3 Findings about the Credit Recovery:

Usually PBL inform the borrowers before 7 days of the scheduled date of payment about
his/her next upcoming installment due.

Visiting to the borrowers premisesis hardly done before the loan is defaul ted.

The recovery department cannot coerce or make bound to repay the loan because of
pressure from political and other higher management.

Sometimes sponsors do like to linger the repayment time to have the replacement
facilities.

The recovery amount has been increasing for last 5 years, and the variance between

recovery targets.

Findings about Credit Defaults

R/
A X4

The causes of the |oan defaults are:

B Willing defaults

B Government policy, sometimes, causes a firm to stop business operation or due to
changes in the government policy afirm may incur loss.

B Due to market changes firms may not get buyers to sell production resulting in a
no sale, no cash, and no repayment.

B Technologica change may also lead a firm to incur losses because of obsolete
technology cannot compete with modern technology resulting in less cash
generation.

B Sometimes, project is not implemented because the shortages of fund from the
part of borrower.

B Lack of financial commitment from the part of borrower the result is the failure of
mobilization of equity. They divert their equity in other purposes after getting the
loan amount

Default amount shows a down-ward trend during 5 years

Law department functions very slowly and follow adifficult bureaucratic process.

After enactment of the legal action has got speed and the number law suits have
increased.

Most of the cases settled outside the court.
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There are some problems of taking over the company, like maintenance of the property
and selling the property.

It takes time to settle a suit, because the borrower has right to writ against the verdict.

Analytical Findings

Throughout credit analysis of Prime Bank Limited some mentionable results are found-
Bank isdoing well inits credit operation. The amount of interest earning shows the
success.

The bank’ s Net Interest Margin isin the decreasing trend.

ROI isvery as compared with NBL, though Prime bank limited invested more amount
than NBL.

PBL has good credit ratings. That is aplus point for it.

Strong financial condition helps the bank to be a market leader.

From regression analysis it has shown that loan amount of the bank isinversely related
with Interest rate.

PBL ismainly focusing on Industrial credit beside other type of credit.
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6.1. Recommendation:

A banker cannot sleep well with bad debts in his portfolio. The failure of commercial banks
occurs mainly due to bad loans, which occurs due to inefficient management of the loans and
advances portfolio. Therefore any banks must be extremely cautious about its lending portfolio
and credit policy. So far Prime Bank Limited has been able to manage its credit portfolio
skillfully and kept the classified loan at a very lower rate ---thanks go to the standard and
stringent credit appraisal policy and practices of the bank.

But all things around us are changing at an accelerating rate. Today is not like yesterday and
tomorrow will be different from today. Given the fast changing, dynamic global economy and
the increasing pressure of globalization, liberalization, consolidation and disintermediation, it is
essential that Prime bank limited has a robust credit risk management policies and procedures

that are sensitive to these changes.

Prime bank Limited has an efficient & excellent credit management team and performing with
great expertise and care. There are some limitations that can be overcome by some measures to
make the performance outstanding. There are some suggestions for prime banks credit

management team from my observation.

B In credit management, it is conventiona that proposals of credit facilities must be
supported by a complete analysis of the proposed credit. More importance should be
given on refund of loans out of funds generated by the borrower from their business
activities (cash flow) instead of redlization of money by disposing of the securities
held against the advance, which is very much uncertain in present context of
Bangladesh, where a number of creditors are willful defaulters.

B For commercia lending, most of the time clients are unabl e to submit audited financial
statements. The reason is no legal bounding to prepare audited financial statements for
all commercial organization. So the credit officer has to face difficulties about the
reliability of financial statements submitted. So there should be some flexibility for
proprietorship concerns.

B Credit officer measures the risk associated with the credit facility. He should not be
liberal in this respect; he should strictly follow the credit evaluation principle setup by
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the bank. It should improve in file management system to faster the dealings with the
client's proposal.

On the basis of that Return on Equity (ROE) model, risk and return of the bank is
analyzed. Prime Bank has a good return in the following years from its operation. But
Bank should be careful in itsriskiness. It should improve its liquid assets to reduce the
liquidity risk. It should also try to increase its reserve.

Prime Bank’s approving credit is sometimes very conservative. Through it classified
loans can be minimized but the credit committee should be more liberal to faster the
growth of its credit operation.

In Bangladesh there is no risk measuring Model. Bangladesh Bank should take
immediate steps to introduce a risk measuring model by which all Banks can measure
the credit risk. Besides Bangladesh bank must enforce al the banks to introduce risk
based credit pricing. There should be detailed guidelinesin this regard.

Bangladesh Bank should create a data storage cell for industry/business data so that
while credit risk grading bankers can access those data.

The lending guideline should include Industry and Business Segment Focus, Types of
loan facilities, Single Borrower and group limit, Facility Parameters and Cross boarder
Risk.

It should adopt a credit grading system All facilities should be assigned a risk grade.
And the borrowers risk grades should be clearly stated on credit application.

Approva authority should be delegated to individual executives rather than Executive
Committee/ Board to ensure accountability. This system will not only ensure

accountability of individual executives but aso expedite the approval process.
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{ 6.2. CONCLUSION }

Researchers support the fact that economic and financial development of a country are highly
correlated to the development of its banking and financia system. The more developed and
efficient the banking sector of a country is, the more developed is the business industry sectors

will be.

With a view to improving the quality and soundness of loan portfolio, credit risk management
methods were updated in 2005. The Bank is now applying a new system of credit risk
assessment and lending procedures by striker separation of responsibilities between risk
assessments and lending decisions and monitoring functions. The Bank monitors its exposure to
particular sectors of economy on an ongoing basis. The Bank has undertaken the changes in
policy of credit risk management, credit risk administration and credit monitoring and recovery
in line with the guidelines of Bangladesh Bank, formulated in the last year.

Credit Appraisal system of this bank is pretty efficient. From the beginning of the process of
credit appraisal system the credit committee is sufficiently committed and caring. After received
loan application from the client, in-depth study of various related documents & gathering of
information from different banks and other sources are performed. The loan proposal that is
prepared by the credit officer and submitted to the higher authority for approval is the most
important part of credit appraisal system because based on this proposal the granting of credit
decision is made. Credit collection process of PBL is also strict and satisfactory.

We hope that PBL will lead by example by continuing its efficient lending policy in keeping the
bank’s financial performance indicators at above industrial average and contribute to country’s

economic devel opment-thus attaining a middle income status in the world.
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