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Executive Summary

This report aims at providing an overall analysis of the repayment behavior of the SME loan borrowers of
BRAC Bank Limited. Before going to the analysis, it is mandatory to know something about the
organization, its core products that it offers to its customers; about the SME loan, its classifications and

the whole of its process starting from loan sanction to recovery and closing of the loan.

That’s why, first of all, I’ve made an overview of the organization, BRAC bank Limited, where | had
completed my internship program. Here | tried to focus the bank’s history of origination, its mission and
vision, major departments and business units and major products and services. Then, in the next part, |
said something about the methodology of the report. How the data have been collected, how the study has
been conducted. Next, comes the focal part of the report. The module of SME is the most vital part if this
report, where | gave my concentration. Here | focused on SME products, the terms and conditions of
giving SME loan, enterprise selection criteria and documentation. Then talked about the procedure of

SME loan where | delineated the sanction, disbursement, repayment and closing of SME loan.

After talking about the whole process of SME loan, | made an attempt to analyze the repayment behavior
of SME loan borrowers in the last part. For this end in view, | have collected information about 40 SME
borrowers. Then | have chosen eight major variables which have an impact on the recovery rate of SME
loan. That is, these are the variables which may change the repayment behavior of SME borrowers. |
found some significant variable like age, experience and income of the entrepreneurs which might have

an impact on repayment of the loan.

Finally I got some findings from the analysis of the repayment behavior of SME loan borrowers. Then |

conclude my report saying some policy implications and limitations of the report.



Chapter: 1

(The organization)



1.1: Historical Background

BRAC Bank is a scheduled commercial bank established under the Banking Companies Act,
1991 and incorporated as a public company limited by shares on 20 May, 1999 under the
Companies Act, 1994 in Bangladesh. The primary objective of the Bank is to carry on all
kinds of banking business. The Bank could not start its operation till 03 June, 2001 since the
activity of the Bank was suspended by the High Court of Bangladesh. Subsequently, the
judgment of the High Court was set aside and dismissed by the Appellate Division of
Supreme Court on 04 June, 2001 and accordingly, the Bank has started operations from 04
July, 2001.

. A fully operational Commercial Bank, BRAC Bank focuses on pursuing unexplored market
niches in the Small and Medium Enterprise Business, which hitherto has remained largely
untapped within the country. Almost 40% of BRAC Bank’s clients had no prior experience
with formal banking. The Bank has 313 regional marketing unit offices offering services in
the heart of rural and urban communities and employs about 1,200 business loan officers —
around 70% of total staff.

The reason BRAC Bank is in business is to build a profitable and socially responsible
financial institution focused on markets and businesses with growth potential, thereby
assisting BRAC and stakeholders to build a "just, enlightened, healthy, democratic and
poverty free Bangladesh." Which means to help make communities and economy of the
country stronger and to help people achieve their dreams? We fulfill the purpose by reaching
for high standards in everything we do: For our customers, our shareholders, our associates

and our communities, upon which the future prosperity of our company rests.

As such a career in the BRAC Bank Limited requires one to be versatile, to have genuine
love and understanding towards others and to be able to take on different roles.

Remarkably, BRAC Bank, despite being one of the newest Banks in the country, has attained
a reputation for being in the forefront of the industry. Our retail business and corporate
business have gained new ground over the last two years and today BRAC Bank can claim
itself to be among the top financial service providers.

BRAC Bank began its operations with a mind to provide formal banking services to all levels

of people in the urban, semi-urban and rural spectrum, and through the nearly 300 unit offices
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across the country, the Bank has seen that goal a long way through - providing Bangladesh
with a degree of service and professionalism that the traditionally underserved class could
ever dream of.

Since inception in July 2001, the Bank's footprint has grown to 26 branches, 349 SME unit
offices and 37 ATM sites across the country, and the customer base has expanded to 210,000
deposit and 55,000 borrowers through 2006. In the last four and half years of operation, the
Bank has disbursed over BDT 2,100 core in loans to nearly 50,000 small and medium
entrepreneurs. The management of the Bank believes that this sector of the economy can
contribute the most to the rapid generation of employment in Bangladesh. The Bank operates
under a "double bottom line" agenda where profit and social responsibility go hand in hand as

it strives towards a poverty-free, enlightened Bangladesh.

1.2: BRAC Bank: At a Glance
1.2.1. Name of the Organization
BRAC Bank Limited (BBL).
1.2.2. Location Head Office
BRAC Bank Limited

1 Gulshan Avenue

Gulshan -1

Dhaka 1212

Web: www.bracbank.com

1.2.3. Logo of BRAC Bank

P BRAC BANK
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www.bracbank.com

1.2.4. Shareholding Structure

Name of Shareholder % of Shareholding
BRAC 38.79%
International Finance Corporation 5.38%

ShoreCap International Limited 6.99%
Non-Resident Bangladeshi 0.45%

Mutual Funds 4.07%

Institutions and General Public 45.48%

1.3: Corporate Information
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Registered Office: 1, Gulshan Avenue, Gulshan-1, Dhaka-1212

Company registration Number: C-37782(2082) of 1999

Inauguration of Banking Operations: 4™ July 2001

First SME Unit Office: 1* January2002

Signing with Shore Cap as investor: 29" December 2003

Signing with IFC as investor: 8" May 2004

First ATM installed: 3" April 2005

Preferential share issued: 31% January 2006

Signing with Infosys and 3i InfoTech for changing Bank’s IT platform: 1% August 2006
Listing with CSE: 24" January 2007

Listing with DSE: 28™ January 2007

Commencement of share trading in DSE and CSE: 31°* January 2007

Auditor — S.F Ahmed & Co (Chartered Accountants, House # 25, Road # 13A, Block #
D, Banani, Dhaka-1213.

Legal Advisor, Law Valley, Shajan Tower, Commercial Block, Suit-202 (First Floor). 4
Shegun Bagicha, Dhaka-1000.



1.4: Corporate Vision

BRAC Bank will be a unique organization in Bangladesh. It will be a knowledge-based
organization where the BRAC Bank professionals will learn continuously from their
customers and colleagues worldwide to add value. They will work as a team, stretch
themselves, innovate and break barriers to serve customers and create customer loyalty
through a value chain of responsive and professional service delivery.

Continuous improvement, problem solution, excellence in service, business prudence,
efficiency and adding value will be the operative words of the organization. BRAC Bank will
serve its customers with respect and will work very hard to instill a strong customer service
culture throughout the bank. It will treat its employees with dignity and will build a company
of highly qualified professionals who have integrity and believe in the Bank’s vision and who
are committed to its success. BRAC Bank will be a socially responsible institution that will
not lend to businesses that have a detrimental impact on the environment and people. So
BRAC Bank operates following a specific vision like:

“Building a profitable and socially responsible financial institution focused on Markets and
Business with growth potential, thereby assisting BRAC and stakeholders build a "just,

enlightened, healthy, democratic and poverty free Bangladesh™.

1.5 Corporate Mission

v’ Sustained growth in 'small & Medium Enterprise’ sector

v Continuous low cost deposit growth with controlled growth in Retained Assets

v Corporate Assets to be funded through self-liability mobilization. Growth in Assets
through Syndications and Investment in faster growing sectors

v" Continuous endeavor to increase fee based income

<\

Keep our Debt Charges at 2% to maintain a steady profitable growth

v" Achieve efficient synergies between the bank's Branches, SME Unit Offices and
BRAC field offices for delivery of Remittance and Bank's other products and services

v' Manage various lines of business in a fully controlled environment with no
compromise on service quality

v' Keep a diverse, far flung team fully motivated and driven towards materializing the

bank's vision into reality



1.6: Organizational Structure

Boards of directors are the sole authority to take decision about the affairs of the business.

Now there are 5 directors in the management of the bank. All the directors have good

academic background and have huge experience in business. The board of directors holds

meetings on a regular basis. The current management teams and board of directors’ name are

given in the following table:

1.6.1. Board of Directors:

Mr. Muhammad A. (Rumee) Ali, Chairman

Mr. Shib Narayan Kairy, Director

Mr. Quazi Md.Shariful Ala, Director

Dr. Hafiz G.A. Siddiqi, Director

Ms. Nihad Kabir ,Director
(Independent)

Ms. Tamara Hasan Abed, Director

Mr. Syed Mahbubur Rahman
Managing Director and CEO

1.6.2: Management Team:

Mr. Syed Mahbubur Rahman
Managing Director and CEO

Mr. Mohammad Mamdudur
Rashid
Deputy Managing Director

Mr. Rais Uddin Ahmad
Company Secretary &
Head of Legal, Regulatory & Internal

Control

Mr. Nabil Mustafizur Rahman
Chief Credit Officer

Mr. Syed Faridul Islam
Head of SME Banking

Ms. Tahniyat Ahmed Karim

Head of Human Resources Division

Mr. Firoz Ahmed Khan
Head of Retail Banking

Mr. Mohammed Rahmat Pasha
Head of Treasury

& Financial Institutions

Mr. Khwaja Shahriar
Head of Cash Management
Custodial Services

Probashi Banking

Mr. Zeeshan Kingshuk Huq
Head of Corporate Affairs




1.7 Hierarchy
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1.8: Location of Branches, SME Centers & ATM

BRAC Bank Ltd is now going on with 69 Branches, 179 ATM Booths, 30 Cash Deposit
Machines(CDM), 1558 POS ternminals,19 Utility service bill payment booths & also 1900
Remittance delivery points.

1.9: Currently offered Product & Service of BRAC Bank L td

1.9.1: SME Banking
BRAC Bank, being the youngest bank, took a step to break away from usual tradition and tapped

into the true suburb entrepreneurial initiatives.

Today, with over 10,000 crores of loans disbursed till date, BRAC Bank is country’s largest
SME financier that has made more than 265,000 dreams come true!

1.9.2: L oan Products

Anonno Rin Durjoy
Apurbo Rin Trade Plus
Aroggo Rin Business Equity Loan
Digoon Rin Proshar Rin
Prothoma Rin Bizness Loan
Suppliers Finance

Deposit Products
Prapti Current Account

1.9.3: Retail Banking
With over 100 outlets, 300 ATMs and over 500,000 plastics in the market, BRAC Bank offers a

wide range of financial solutions to meet everyday need.

Be it home loan, car loan, or simply a quick loan.




Deposit Products

Savings Account

Triple Benefit Savings Account
Savings Classic Account
Aporajita Account
Current Accounts
Current Classic Account
Current Plus
EZee Account

Salary Account

Campus Account

Term Deposits

DPS

Fixed Deposit

Flexi DPS

Interest First Fixed Deposit
Freedom Fixed Deposit (FFD)
Abiram Fixed Deposit

Loan Products

Salary Loan Home Loan
Quick Loan Secured Loan/Overdraft
Auto Loan
Cards
Credit Card Fast Rewards Programs
- VISA Classic - Fast Rewards Program
- VISA Gold - Partners outlet with logo

- Dual Universal Card
Co-branded ATM Card
- ICDDR, B

-Pay Flex Program
- Pay Flex Program

Exciting Offers & Discounts




Non-Stop Banking

v Nonstop banking from 10 a.m. to 8 p.m.

v Online banking facility in all of the sections
v' Up to 5 p.m. for the fixed branches
v

More Information

1.9.4: Wholesale Banking

BRAC Bank offers a full array of Financial Services to Corporations and Institutions. Having

access to the deepest end of the country, BRAC Bank is there to assist businesses in Bangladesh.

Corporate Banking

v" Corporate Loan Products
Overdraft
Short Term Loan
Lease Finance
Loan against Trust Receipt
Work Order Finance
Emerging Business
Syndication
Term Loan
Project Finance
Bill Purchase
Bank Guarantees
Trade Finance
Letter of Credit (LC)
Letter of Guarantee (LG)

DN N N NN Y U U U N N VR N N
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Cash Management
Cash & Trade Overview
Liability Products

Securities Services

Custodial Service

Probashi Biniyog

1.9.5: Probashi Banking
When any one send his/her hard-earned money from abroad to dear ones at the farthest end of

Bangladesh, ask them to collect it from over 3,500 pay out locations of BRAC Bank.
Every month, Probashi Banking executes around 150,000 transactions; which has made BRAC
Bank one of the largest players among private commercial banks in channelizing inward
remittance in the country.
And with ELDORADO, now can withdraw money from any of the Eldorado member banks in
addition to BRAC Bank outlets - that's too, instantly!
Accounts & Deposits

v" Probashi Current Account

Probashi Savings Account

v
v" Probashi Fixed Deposit
v" Probashi Abiram
v" Probashi DPS
Investments
v Probashi Wage Earners' Bond
v US Dollar Premium & Investment Bond

v" Probashi Biniyog

Remittance Info
v" Western Union Money Transfer

v Exchange Houses

11



Chapter: 2

(Description of the Job)
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2.1:Introduction:

In 2010, BRAC Bank Limited has established a Research and Development department (R&D)
wing with a View to equip the Bank with innovation in existing products , processes, service
outlets and business strategies. This wing will work to gain valuable market insight to make
product and informed business decisions. With the increasing degree of competition among
different financial institutes, constant innovation and re-engineering in products and services is a
key differentiating factor for a bank to achieve and sustain the leading market position in the
industry. For this, a small team of highly skilled researchers has been appointed to pioneer the R
&D Division of the Bank in becoming a one stop center for providing all kinds of research needs

of commercial Bank.

2.2:Nature of the Job:

According to the proposed organ gram, six functional wings will blend the research activities of
the Bank in seamless way in order to consolidate and create and upswing in its growth cycle.
Among the six functional wing of the department only three are currently active:

e Product Development
e Consumer Insight

e Decision Support System
As a intern | have to work for the Consumer Insight wing of R & D.

2.3: Specific Responsibilities of the Job:

e Mystery Shopping:

The objective of the mystery shopping was to track and assess service standards of
selected branches of the bank. The service tracking was done on selected activities
through assessing their service delivery levels with a view to identify areas of
improvement. The whole function of mystery shopping is done by a third party agency in
doing their work properly in the field as well as when giving their feedback to the bank.
According to the job I had to visit different branches of BRAC Bank in the Dhaka

division to monitor the mystery shopping.
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e During the budget week, we have to assist the product development manger in collecting
information regarding the major changes that were made from the previous year’s budget.
e We have visited different SME client’s projects for data collection and the project was

named “DPS product likeability test”.

2.4: Observation:

e The Environment of BRAC Bank is very friendly and people addressed their seniors as
“Bhai” and “Apa”.

e The work activities are always set and divided for each of the employees. He/ she have to
carry the duty throughout the day.

e Generally work is never kept pending for the next day unless it is necessary.

e The corporate culture of BRAC Bank limited the employees can only leave the office

after their boss leaves.

e The employees are always available to help each other’s out in times of need.

14



Chapter: 3

(Description of the report)
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This paper is entitled “The process of SME loan and repayment behavior of Customers:

BRAC Bank Limited” originated from the fulfillment of the internship program.

3.1: Objective of the Report

3.1.1 Broad Obijective

The prime objective is to gain practical experience by working in an office of an organization

and thus relate theoretical knowledge with reality.

3.1.2 Specific Objectives
e To know the SME loan activities in BRAC Bank

e To find out basic appraisal of SME loan

e To know the enterprise selection criteria to provide SME loan

e To know the terms and conditions of SME loans

e To know the internal strength of SME related services of BRAC Bank Ltd.
e To know the disbursement and recovery procedures of SME loans

e To analysis SME loan repayment Behavior

3.2: Limitations:

The presented study was not out of limitations. Some limitations are presented as follows:

e They did not disclose much information for the sake of the confidentiality of the
organization.

e Updated information is not available.

e The clients were very busy to provide me much time for interview.

e Time is also a big constraint for my research. | have to submit a broader deal in a
shorter form of outcome.

e | had to go under my day to day job responsibility that | was supposed to do so. So |
could get few more time to spend in collecting data for preparing my internship

report.
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3.3: Methodology

The study uses both primary data and secondary data. The report is divided into two parts. One is
the Organization Part and the other is the Project Part. The parts are virtually separate from one
another.

The information for the Organization part of the report was collected from secondary sources
like books, published reports and web site of the BRAC Bank Limited (www.bracbank.com). For
general concept development about the bank short interviews and discussion session were taken
as primary source.

The information for the Project” Analysis of SME loan in BRAC Bank Limited” both were
collected from primary and secondary sources. For gathering concept of SME loan, the Product
Program Guideline (PPG) thoroughly analyzed. Beside this observation, discussion with the
employee of the SME department and loan administration division they said bank was also
conducted. To identify the implementation, supervision, monitoring and repayment practice-
interview with the employee and extensive study of the existing file was and practical case

observation was done.

3.3.1: Data requirements

In fact, my aim was to collect as much information as it can be possible for me to make an
overview of the bank, its mission and vision, its departments and its functions. Of course | had to
collect enough information so that I can make an analysis of SME loan and the specific behavior
of its borrowers. | have collected around forty customers’ information so that | could know
something about their age, education, experience, loan repayment behavior and so on. The data
collected allowed me to make an analysis regarding SME loan, its process starting from sanction
of loan to closing of loan and especially regarding SME loan borrowers behaviors that is whether

they are paying dully or lately or they have any default tendency.
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3.3.2: Sources of data

For collecting the required data, | have used different sources or methods like the following:

Primary data sources:

e Interviews of Customer relationship officers(CROSs)
e Focus group meetings

e Direct observation

Secondary data sources:
e Operational manual
e Official Website
e Banking journals
e BBL newsletters

e Research paper



We can show it in a data flow diagram:

Data Collection

v

v

Primary Data

Secondary Data

l

Source

Operational Manual

v

A 4

Direct Observation= 3 Months

Official Web Site

A\ 4

A4

Interview

Banking Journals

v

BBL Newsletter

v

Research Paper

Figure: Data Collection Method
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Chapter: 4

(Main part of the report)
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Part-1
4.1: The process of SME Loan

Financial and development assistance designed especially for small and medium enterprises in
Bangladesh is a new and upcoming trend. After the surge of micro-finance in the last two
decades, small and medium enterprises have come to the limelight in the financial sector on
account of their contribution to economy and yet limited access to finance. Both micro-finance
institutions and banks are beginning to realize the potential of this market and designing new
financial products for it. BRAC Bank started providing credit to small and medium enterprises in
2002 in recognition of their special needs. With this end in view-BRAC Bank was opened to
serve these small but hard working entrepreneurs with double bottom line vision. As a socially
responsible bank, BRAC Bank wants to see the discharge of grass-roots level to their economic
height and also to make profit by serving the interest of missing middle groups. BRAC Bank is
the market leader in giving loans to Small and Medium Entrepreneurs and they have been doing
it for the last Eight years since 2002. BRAC Bank’s SME Unit is the first of its kind to provide
financial services on a national scale to small and medium sized entrepreneurs. After 18 months
of operation, BRAC Bank approached BRAC RED to undertake an exploratory study on the
effect of BRAC Bank’s SME Unit lending on.

4.1.1: Brief Descriptions of SME Product

Anonno Rin

“Anonno Rin” is a business loan designed to finance small scale trading, manufacturing and
service ventures, especially to help small and medium entrepreneurs to meet their short-term
cash flow shortages and bridge the fund-flow gaps.

Apurbo Rin

Apurbo is a loan facility for Small & Medium Entrepreneurs. APURBO is a combination of term
loan and overdraft facility for the entrepreneurs involved in trading, manufacturing, service,

agriculture, non-farm activities, agro-based industries etc.

Aroggo Rin
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Aroggo is a term loan for small & medium size private Health Services Provider Like private
clinics, diagnostics centers and doctors' chambers. The product offers fixed assets purchase
financing under equated Monthly Installments.

Digoon Rin

This is a double loan on your deposit. Now you do not need to put in your savings rather you can
take double amount of loan on your deposit for your business expansion.

Prothoma Rin

"PROTHOMA RIN" is a loan facility for small and medium sized business, which are operated
by women entrepreneur. The product offers terminating loan facilities for the purpose of working
capital finance and/or fixed assets purchase.

Durjoy

Durjoy is a banking facility (combination of term loan and overdraft without any tangible
security for working capital purpose and/or fixed asset purchase) targeted to SME customers.
Trade Plus

Trade plus is a composite facility for small & medium sized import-oriented businesses to meet
their trade finance requirements.

Business Equity Loan

Business loan is a commercial loan in which borrower can borrow loan from bank with mortgage
of their home or business.

Proshar

"Proshar" is a loan facility for small & medium sized manufacturing business. The product offers
loan facilities for working capital finance and/or fixed assets purchase.

Bizness loan

Bizness loan is an equated monthly loan facility for all types of business who have healthy bank
transactions for the purpose of working capital finance and/or fixed assets purchase.

Supplier Finance

Supplier Finance is a loan facility for the enlisted Suppliers of various large retailers, marketing
companies, distributors, exporters etc. This product’s main objective is to help various Suppliers

to meet their short-term cash flow shortages or bridge the fund-flow gaps.
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4.1.2: Terms and Conditions of SME Loan
The SME department of BRAC Bank will provide small loans to potential borrower under the

following terms and condition:
e The potential borrowers and enterprises have to fulfill the selection criteria
e The loan amount is between Tk. 2 lacks to 3.5 crore.
e Loan can be repaid in two ways:
a) In equal monthly loan installment with monthly interest payment, or
b) By one single payment at maturity, with interest repayable a quarter ends residual on
maturity
e Loan may have various validates, such as, 3 months, 3 months, 6 months, 9 months, 12
months, 15 months, 18 months, 23 months, 30 months and 36 months.
e The borrower must open a bank account with the same bank and branch where the SME has
its account
e Loan that approved will be disbursed to the client through that account by account payee
cheque in the following manner: Borrower name, Account name, Banks name and Branch’s
name
e The loan will be realized by 1% every month, starting from the very next month’s whatever
the date of disbursement, through account payee cheque in favor of BRAC Bank Limited A/C.
With Bank’s named and branches name
e The borrower has to issue an account payable blank cheque in favor of BRAC Bank Limited
before any loan disbursement along with all other security.
e The borrower will install a signboard in a visible place of business of manufacturing unit
mentioned that financed by “BRAC Bank Limited”.
e The borrower has to give necessary and adequate collateral and other securities as per bank’s
requirement and procedures.
e SME, BRAC Bank may provide 100% of the Net Required Working Capital but not
exceeding 75% of the aggregate value of the Inventory and Account Receivables. Such loan may
be given for periods not exceeding 18 months. Loan could also be considered for shorter periods
including one time principal repayment facility, as stated in loan product sheet.
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4.1.3: Procedure of BRAC Bank SME Loan

Loan Sanction activities:

e Select potential enterprise: For SME loan, in this step the CRO conduct a survey and
identify potential enterprise. Then they communicate with entrepreneurs and discuss the SME
program.

e Loan Presentation: The function of CRO is to prepare loan presentation based on the
information collected and provided by the entrepreneur about their

e Dbusiness, land property (Where mortgage is necessary)

e Collect confidential information: Another important function of a CRO is to collect
confidential information about the client from various sources. The sources of information are
suppliers regarding the client’s payment, customers regarding the delivery of goods of services
according to order, various banks where the client has account, which shows the banks
transactions nature of the client.

e Open clients accounts in the respective bank: When the CRO decided to provide loan to
the client then he/she help the client to open an bank account where BRAC bank has a STD a/c.
BRAC bank will disburse the loan through this account. On the other hand the client will repay
by this account. Although there is some exception occur by the special permission of the
authority to repay by a different bank account.

e Fill up CIB form: CRO give a CIB (Credit Information Burue) form to the client and the
client fill and sign in it. In some case if the client is illiterate then the CRO fill the form on behalf
of the client. Then CRO send the filled and signed form to the SME, head office.

e Sending CIB to Bangladesh Bank: The SME, head office collects all information and sends
the CIB form to Bangladesh Bank for clearance. Bangladesh Bank return this CIB form within
10-12 days with reference no.

e CIB report from Bangladesh Bank: In the CIB report Bangladesh Bank use any of the
following reference no:

e NIL: if the client has no loan facility in any bank or any financial institution then BB
(Bangladesh Bank) use ‘NIL’ in the report

e UC (Unclassified): if the client has any loan facility in any bank or financial institution and
if the installment due 0 to 5.99 then BB use UC in the report
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e SS (Substandard): if the client has any loan facility in any bank or financial institution and
if the installment due 6 to 11.99 then BB use SS in the report

e DF (Doubtful): if the client has any loan facility in any bank or financial institution and if
the installment due 12 to 17.99 then BB use DF in the report

e BL (Bad lose): if the client has any loan facility in any bank or financial institution and if the
installment due 18 or above then BB uses BL in the report. This report indicates that the client is
defaulter and the bank should not provide loan the client.

e Loan decision considering CIB report: Considering CIB report, BRAC bank decide
whether it will provide loan the client or not. If the bank decides to provide loan then the SME of
head office keep all information and send all papers to the respective unit office to apply with all

necessary charge documents.

Loan Sanction

The respective unit office sanctions loan to the client if it is 2 to 5 lacs, and then sends the
sanction letter including all necessary charge documents to the loan administration division for
disbursing the loan. If the amount is higher than 5 lacs then the respective unit office sends the
proposal to SME, head office for sanction. The head of SME sanctions the loan and sends the
sanction letter including all documents to the loan administration division for disbursement and

inform the respective unit office regarding sanction of the loan.

Disbursement of SME loan

i. Pre Disbursement Manual Activities

e Prepare loan file: Receiving all documents, Loan Administration Division prepare a loan
file with all documents received from the unit office.

e Charge documents checking: The loan administration division checks all charge
documents. Following charge documents are checked:

e Money receipt (Risk fund).

e Sanction letter.

e Demand promising note (With stamp of Tk 20/=)

e Letter of arrangement (With stamp of Tk 150/=)

e General loan agreement (With stamp of Tk 150/=)
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e Letter of undertaken (With stamp of Tk 150/=)

e Letter of stocks and goods (With stamp of Tk 150/=)

e Letter of hypothecation book debt and receivable (With stamp of Tk 150/=)

o Letter of disbursement

e Photocopy of trade license (attested by CRO)

e Insurance (Original copy)

e Blank claque with signature (one cheque for full amount and others same as no of installment
on Favor of BRAC bank, no date, no amount)

e Two guarantors (one must be Spouse/parents)

e |f the loan provide for purchase of fixed assets or machineries and if the loan amount is over

Tk 50,000/= then the stamp of a certain amount is require)

e Documents deficiency and problem resolving: If there is any error found then it informed
to the respective CRO. If the application form is not filled properly then the file send to the CRO
to fill the application properly. If any document error found then the loan administration division
asked the CRO to send the require documents and the file stored to the loan administration
division.

e Prepare disbursement list: The loan administration division lists all new sanctioned clients’
details and send a request to the treasury through internal mail.

e Disbursement of the amount: Sending the list to the treasury of BRAC bank for disburse
the amount, the treasury disburse the amount to the client through the mother account of the
clients bank. BRAC bank disburse amount through any of the following banks corporate branch
nearer the BRAC bank head office and the corporate branch of the respective bank send the

amount to the client account in the respective branch. These banks are:

e BRAC Bank Limited

e The City Bank Limited
e Janata Bank

e Bangladesh Krishi Bank
e Pubali Bank

26



e Agrani Bank

Ii. Message sent to the unit office: Completing the disbursement, loan administration division
sent a SMS to the respective CRO informing the disbursement of the sectioned loan.

MBS (Millennium Banking System) entries for loan disbursement:

e Initial ID generation: After sending the list to the treasury, the loan administration division
generates an initial ID against the borrower. Entering required information, the banking software
MBS automatically provide a ID no for the borrower.

e Loan account opening: According to the ID, the loan administration division opens a loan
account in MBS against the borrower. Entering all required information, the MBS automatically
give an account no. For the borrower.

e Cost center assign: The loan administration division enter the following information in
MBS:

e Security details set-up
e Guarantor details set-up

e Loan other details set-up

e Risk fund collection: The loan administration division opens a different account risk fund of
the client. This is known as loan processing fees. Receiving the risk fund, the loan administration
division prints voucher and posting the voucher in the MBS. The amount of risk fund is not
refundable.

e Activision of the loan: Loan administration division do the following tasks to activate the

loan

e Loan sanction details set-up

e Repayment schedule set-up and printing
e Loan activation

e Disbursement and CC wise voucher print

e Disbursement voucher posting
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Post Disbursement Manual Activities

e Repayment schedule sent to unit office: Completing the disbursement of the sanctioned
amount the loan administration division prepare a repayment schedule in MBS and send it to the
unit office. CRO from the unit office collect it and reached to the respective client. The client
repays the loan according to this schedule.

e Loan details MBS entry: The loan administration division enters details information
regarding the loan in MBS. Each officer has an ID no in MBS and if there is any error found then
the respective officer would be responsible for it. So everybody remain alert at the time of MBS
entry.

e Document stamp cancellation: The loan administration division cancels all document
stamps. In future if any client found defaulter and the bank file sued against him then stamps of
these document help to get the judgment favor of the bank. But If these stamps are not canceled
then the judgment may not on favor the bank.

e Send the loan file to archive: completing all activities, loan administration division sends
the loan file to the archive for future requirement. In future if any document of the loan account
requires then the bank can collect the file from archive and get the necessary document. If the
clients take repeat loan then it is not require applying all documents because his all documents
stored to the bank.
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Part-2

4.2: Analysis of SME Loan Repayment Behavior

SME loan in fact, a small loan ranging from 2 lacks to 30 lacks given to small or medium
enterprises not for initiating the business but for the purpose of working capital management or
for purchasing any long term asset. Any sound organization after one year of their starting of
business can apply for this loan. It almost a rare case for BRAC Bank that an SME borrower will
default to repay the loan he/she has taken even the loan is given without taking any collateral.
There are several reasons for which the SME loan borrowers hardly default. These reasons may
like:

v'The loan amount is not as large as it would be difficult to repay it.

v'Mediocre entrepreneurs hardly default to repay loans. They are very conscious about their

reputation in the market.
v'As the loan is taken for meeting up of working capital, it can be easy to repay after the sales

revenue is collected from respective customers.

However, from the observation of 40 SME loan borrowers’ personal and repayment information
we find the following results:
v'Average age of SME borrowers is 39
v'Average education of most of the SME borrowers is Class I1X or X.
v'Average Experience (As a promoter of the business) is 11 years (along with some extreme
values.
v'Average Experience(As an employee of the same business) is 8 years
v'"Monthly income and expenditure of the Entrepreneur is around TK. 30000 and TK. 23000
respectively.
v'Average personal and family assets are around TK. 150000 and TK. 240000 respectively
v'Almost all of the borrowers are 55% retailer and 45% whole seller
v'Average number of employees they have is 3
v'Average Amount of loan taken by them is around TK. 379729.7
v'Average time period of loan they take to repay is 26 months

v'Average amount of loan suppose to be paid is 275314.47
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v'Average amount of loan currently repaid is TK. 286847.62 per person.

v'Average amount of loan due for recovery is TK. 6679.62 per person.

We have gathered 8 variables to analyze the relationship of each variable with recovery rate.

These variables are:

v

AN N N N N

Age of the borrowers

Education of the borrowers

Experience of the borrowers related to their business.

Amount of loan taken by the borrowers

Term of loan

Income of the borrowers

Personal Asset of the borrowers

Nature of business

4.2.1: Relationship of recovery rate with age of the borrowers:

We can analyze the relationship sequentially:

The relationship of recovery rate with the age of the customers can be described from the

following charts:

Age group Frequency Recovery rate (%)

21-25 1 80%
26-30 4 96%
31-35 9 100%
36-40 9 98%
41-45 7 98%
46-50 4 96%

51+ 3 100%
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From the above chart we can see that recovery rate increases as the age of the borrowers

increases. Here the recovery rate is lowest at the age group of 21-25 for the lacking of experience

and knowledge in the related business. They can’t make the proper use of funds. And that’s why

their business fails. At the age of 31-35 recovery rate is 100%. At that age group people like to

behave professionally and control everything with strict discipline. They are highly concerned

about their career which brings success to their business. So at that time recovery rate is the

highest. Again at the age of 50 and above recovery rate is also 100% because of their huge

experience and success in business.

4.2.2: Relationship of recovery rate with education of the borrowers:

Education Frequency | Recovery rate

(%)
Alphabetic-5 8 97%
6to 10 20 98%
11to 15 9 96%

From the above chart we can see that Small and medium businesses are not highly affected with

the educational background of the borrowers. That’s why recovery rate also is not much affected

with the education of the borrower. There should be some other variables affecting it as well.
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4.2.3: Relationship of recovery rate with experience of the borrower:

Experience(year) Frequency Recovery rate (%)

1to5 13 94%
6to 10 9 100%
11to 15 5 100%
16-20 6 100%
20 above 4 99%

From the above table we see that recovery rate is highly affected with the experience of the
borrowers in the business he is engaged with. In fact, it is all out true that a business and its
success is greatly affected by the experience the entrepreneur have on the same line of business.
At the initial periods of the business lack of experience can cause the business to fail which
ultimately results in the default of loan repayments. So BRAC Bank is always concerned about
the related experience of the entrepreneur. They don’t give SME loan to anybody having no

experience or for initiating any business. And here also we see that recovery rate is lowest at the

experience of 1 to 5 years.

4.2.4: Relationship of recovery rate with Amount of loan taken:

Amount of Loan Frequency Recovery rate (%)
200,000 4 95%
250,000 1 100%
300,000 12 97%
350,000 2 100%
400,000 6 100%
450,000 1 94%
500,000 10 97%
850,000 1 100%

From the above chart we see that it’s tough to make a relationship with both the recovery rate
amount of loan taken by the borrowers. But still it can be said that loan amount ranging from
250000 to 400000 have a good recovery rate on an average. That’s why maximum amount or

size of SME loan the authority like to disburse is 300000.
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4.2.5: Relationship of recovery rate with term of loan:

Term Of Loan(Month) Frequency Recovery rate (%)
15 3 98%
18 3 100%
21 10 100%
24 11 98%
27 1 94%
36 5 94%
48 4 91%

The above table shows that, as the loan duration increases the rate of recovery decreases. This
may be the inherent reason of why the authority of BRAC Bank likes to disburse loan at a shorter

term of 18 to 24 months.

4.2.6: Relationship of Recovery Rate with Income of the Borrowers:

Income group Frequency Recovery rate (%)

1000-10000 5 94%
10001-20000 15 98%
20001-30000 8 96%
30001-40000 1 100%
40001-50000 3 100%
50000 above 5 100%

In fact, income of a borrower can be a vital factor to repay his loan. And the above graph is a
replica of this truth. Here we see that people with higher income group like 30000 to 50000 or
above have the highest recovery rate. Entrepreneurs having a good skill, knowledge and
experience in business can make success in their business which ultimately increases their
income as well. So their recovery rate is good than those group of people who have lower

income.
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4.2 7Relationship of Recovery Rate with the Personal Asset of the Borrower:

Personal asset Frequency Recovery rate (%)

100000-500000 9 94%
500001-1000000 14 98%
1000001-1500000 5 99%
1500001-2000000 3 100%
2000000 above 7 97%

Entrepreneurs who have sufficient personal assets and mortgage them for taking the loan have
the record of higher recovery rate. They don’t have the tendency to make a default in paying the
installments. BRAC Bank likes to pay SME loans after collecting title deeds of those personal or
family assets. People who don’t have much personal asset must show that they have sufficient
family asset. Here from the above chart we see that entrepreneurs having lowest personal asset
have the lowest recovery rate of 94%.

4.2.8: Relationship of Recovery Rate with the Nature of Business:

Nature of business Frequency Recovery rate (%)
Whole sale 13 98%
Retail 21 92%

From the above chart we see that entrepreneurs having retail business have a less recovery rate
than the entrepreneurs having whole sale business. This may happen because whole sale business
transactions happen at a large scale. So they can convert their stocks as well as accounts
receivables into cash very quickly before the occurrence of any misfortune. On the other hand,
retail business transactions happen at a small lot. So they cannot make swift conversion of their

current asset in to cash.
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4.2.9: Findings

BRAC Bank, as we know, is one of the fastest growing banks in Bangladesh. SME banking
which has made the performance of this bank so enlightened is its core product to offer to the
small and mediocre business entrepreneurs. In fact no businessman could think ever before that
they could take loan so easily, without any collateral and without going to bank. But BRAC

Bank has made this improbable process so successfully through SME banking.
However from the analysis of SME loan repayment behavior | can make the following findings:

Age have a significant impact on the recovery of SME loan. Young entrepreneurs have a lower
rate of recovery. On the other hand as middle aged and experienced entrepreneurs are very loyal
with their loan repayment they can make proper and timely repayment of their loans. And that’s

why most of the SME loan borrowers age rages from 30 to 40.

Education does not have any direct relationship with the recovery rate. In fact, Most of the
entrepreneurs of retail and whole business (small or medium in size) are not highly educated.
Most of them studied up to class 9 or 10. Sometimes there are some entrepreneurs who have only
alphabetic knowledge or who can give their signature only. But still they are running their
business so well for many years. In this case experience makes them successful in their business.
So, education does have much impact on these small and medium enterprises and also on the

recovery rate of SME loans.

Experience is the most significant variable which has a great impact on any kind of business and
recovery rate as well. Experienced entrepreneurs run their business so tactfully, identify the exact
time what is their pick time of sales and when they need fund. They take the loan in the pick
season when they have excess demand but short of capital. Then they ensures the best use of the
loan and finally they reach to success and make the dully installments. So their recovery rate is

good and that’s why BRAC Bank looks always for experienced entrepreneurs.

Number of installments (term of loan) and amount of loan taken do affect recovery rate slightly.
But trends show that BRAC bank prefers to disburse loan of an amount of 300000 and at a term
of 18 to 24 months.
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Another variable affecting recovery rate very much is the income of the borrowers. The higher
the existing income of the borrowers, the lower the rate of default. Higher income groups make
the best use of the loan they have taken and get success. On the other hand lower income group

may misuse the loan and ultimately may default in paying installments.

Personal or family asset might have some impact while sanctioning the loan as well as when
recovering the loan installments. Suppose if a borrower fails to pay one of his installments, bank
can find his personal assets as back up for the recovery of the installments.

Retail business and whole sale business both types of businesses get loans from BRAC Bank but
whole sellers have a higher recovery rate as their business transactions occur at lot size and their

collection is much quick.

Finally we can say that SME loan is a loan given especially to entrepreneurs who are
experienced small or medium businessmen, more or less middle aged, at least moderate income
generated and who have reasonable personal or family asset. That’s why their recovery rate is so
high that is 97%. And their default rate is so small compared to other loan categories. Sometimes

borrowers go for early settlements of their loans.
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Chapter: 5

(Conclusion and Policy implication)
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5.1. Conclusion and Policy Implications

BRAC Bank Limited is proving itself as the fastest growing bank with establishing its 36™
branch only in 10 year of its journey and showing remarkable progress of its financial position
with the mission of being countries leading bank providing world class services in a cost
effective manner. This bank first introduced the SME loan in commercial banking sector which
help the people of poor society both in rural and urban area. SME loan is one of such quality
product through which they offer the small and mediocre entrepreneurs a quality banking
services and earn the maximum profit as well. The recovery rate of this loan is 97% which is
extremely good in comparison to any other bank’s recovery rate. BRAC Bank has made it
possible as the loan is given to experienced, small and mediocre entrepreneurs most of whom are
middle aged, slightly educated and having moderate income and this class of people is very
loyal. But they can serve this class of customers with more commitment and loyalty and they can
turn the recovery rate to 100%. For this they can make the following policy implications:

Redefine mission/vision towards achievement of “Double Bottom-line”
Commit resources specifically for growth of SME business.

Implement strict and continuous monitoring system of the whole recovery process.

D N N NN

Train the Customer Relationship officers more comprehensively and realistically so

that customers may not face any trouble while getting and repaying the loan.

v" Analyze customers’ behavior that what type of customer makes default and stop
giving them SME loan.

v Risk Management department’s audit report should be more strict and reliable so that

possible defaulter may not get the loan.

Whether the borrowers are utilizing the loan on the right purpose should be ensured.
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5.2. Limitations and Scope of Further Research:

The study has suffered from a number of barriers

v

Data from BRAC Bank is highly confidential for the outside people and | had no
authority to use the core banking software.

BBL changes its core banking software, MBS to Finacle that’s why all the employees
are very busy with their work, sometimes | had to wait more than one week for a
piece of information.

This report is prepared based on the SME Loan activities, so it doesn’t provide
information regarding Financial Statement and ratio analysis.

Time is also a big constraint for my research. | have to submit a broader deal in a
shorter form of outcome.

It was difficult to communicate with the customers, as many of them were unable to
give me much time for interview.

As | have taken a sample of 37 observations, there may be sampling error.

I had to go under my day to day job responsibility that | was supposed to do so. So |
could get few more time to spend in collecting data for preparing my internship

report.

I have done a small study basing the SME Sector of BRAC Bank limited. But, BRAC Bank

alone does not practice SME in Bangladesh. So, here is a scope of further study regarding the

other banks and their customer’s repayment behavior. | have conducted my research in urban

area. So, it does not focus the scenario rural area. So, here exists a scope of study.
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