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Date: 04.08.2018
Mis. Tanzina Hossain
Subject: Submitting the internship report on “Working Capital Financing: A Study on United Commercial Bank Limited at Uttara Branch”.
Dear Madam,
With a great pleasure, I here submit the report titled “Working Capital Financing: A Study on United Commercial Bank Limited at Uttara Branch” that I have prepared for as you assigned for a Course of internship in BBA Program, Daffodil International University taken and supervised by you as a course teacher.
You asked me to prepare this report as a voluntary work on Daffodil International University of the above mentioned title of the course. I collected information regarding the topic from the branch and tried to analyze them. Despite many constraints like lack of scope and access to information, I have tried to relate them with my conceptual knowledge and to make something satisfactory.
As you go through the paper you will find my effort. Following the procedure, I tried my level best to make the report resourceful and informative. I left no stone unturned to bring out the highest result about the study.
I am confident that this study will provide fulfill findings. As the student of Business and Economics, I am highly grateful having this type of work because it helps me broaden my knowledge on the banking sector of our country.
I hope this report will attract your kind appreciation.

Sincerely,
Md. Abrar Hossain Sikder
Id: 152-11-950
Major: Finance
Daffodil International University
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I further undertake to indemnity the department as well as the faculty of Daffodil International University against any loss or damage arising from breach of foregoing obligations.
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Main activities of a bank are to give loan and receive deposit. Lending activities are crucial for any bank’s performance and survival. In this report I have worked on the lending activities especially on the working capital financing of the UCBL at Uttara branch.

Working capital is a capital that a company needs to maintain its regular business activities. The bank provides loan to the borrowers and allow them to meet their short-term fund requirements and allow them to run their business smoothly. In the theoretical part I have also shown different sources of working capital financing.

The branch provides working capital loans under corporate and SME banking activities in the form of CC (HYPO), SOD (Secured overdraft) etc. Then, I have shown all the loans that are provided under the corporate and SME loans. I also described the minimum requirements the bank needs to provide loan. Such requirements include minimum income, age, collateral etc. Here I have also mentioned loan size, term of loan and required charges for each loan.

In the next chapter I demonstrated the process for working capital loan approval, required documents and securities used as collateral etc. Before providing loan the branch selects the customer through critical investigation, analyze his financial information and collateral required against the loan and estimate the working capital requirement of the borrower very carefully.

After that I perform analysis of working capital loan. Over the year, working capital loan reduces as with the reduction in total loans and advances. This occurs due to higher NPL and payment of outstanding retail loan. Around 40%-49% of the total loan contributes to the working capital loan. But it also can be seen that net interest margin from total loan is decreasing whereas the net interest margin from working capital loan is increasing. It is because higher interest expenses for retail lending that reduces net interest income and net interest margin also. On the other hand, lower interest expenses for working capital loan causes increased net interest income so does net interest margin. So, it can be said that the performance of working capital finance of this branch is good.
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[bookmark: _Toc530449365]1.1 Origin of the report

This internship report has been prepared to complete a compulsory requirement for BBA program. I have completed my internship from a reputed private commercial bank named United Commercial Bank Ltd. at Uttara branch. Such internship program helped me to gain knowledge about corporate environment, culture and practice. This will be helpful for my future career. As a part of the internship program, I had to prepare this report also on my selected topic- “Working Capital Financing: A Study on United Commercial Bank Limited at Uttara Branch”. While preparing the report, I gave my best effort to incorporate the theoretical aspects of the working capital financing while emphasizing on the bank’s practice of such financing, guidelines, requirements and performance for United Commercial Bank Ltd. Uttara branch.

[bookmark: _Toc530449366]1.2 Objectives of the report

The objectives of the report are-
· To achieve deep knowledge about lending activities of UCBL specially working capital lending.

· To analyze bank’s management, control and monitoring system to identify and manage risks associated with the working capital financing.
· To gain knowledge about borrower selection, analyzing borrower’s financial condition, terms of the loan, working capital need estimation etc. through analyzing the actual loan proposal.
· To analyze the performance of the working capital financing of the branch and recommend some measures to overcome the problems.

[bookmark: _Toc530449367]1.3 Scope of the report

[bookmark: page15]The report includes theoretical aspects of the working capital financing, lending activities of the bank, the bank’s practices of working capital financing, associated risk, presentation risk mitigation attempts, post-sanction monitoring and loan performance of such loan.

[bookmark: _Toc530449368]1.4 Methodology

To prepare the report I used information from-

· Website of United Commercial Bank Ltd. 
· Brochure on loan,

· Documents provided by the officers of the branch.
· Annual report of the branch

· Face-to-face communication with the officers of the branch

· Bangladesh Bank’s websites for guidelines and credit risk grading manual. Internet
[bookmark: _Toc530449369]1.5 Limitations of the report

Limitations encountered while preparing the report are-

· Lack of information due to security and corporate obligations.
· Lack of opportunity to assess internal information
· Lack of knowledge about quantitative data analysis


[bookmark: _Toc530449370]Chapter 2: Organization
	

[bookmark: _Toc530449371]2.1 United Commercial Bank History
With a firm commitment of the economic and social development of Bangladesh, United Commercial Bank (UCB) started its journey in mid 1983 and has since been able to establish itself as one of the largest first generation banks in the country. With a vast network of 184 branches the Bank has already made a distinct mark in the realm of Private Sector Banking through personalized service, innovative practices, dynamic approach and efficient Management.
The Bank has expanded its arena in different and diverse segments of banking like Retail Banking, SME Banking, Corporate Banking, Off-shore Banking, and Remittance etc. Besides various deposit and loan products of Retail Banking, the Bank caters export and import loan to deserving candidates which in turn helps the overall economy of the country through increased earning of foreign exchange. Other consumer products like UCB Cards have been showing tremendous success and growth since its inception in 2006 and soon became the leader in local market with around 40000 card holders.
The Bank also provides its clients with both incoming and outgoing remittance services. Thus the expatriates find an easy way to send money through proper channel.
With a firm commitment to promote SME sector, the Bank is also assessing and monitoring business loans, managing business financing risks, pricing products and working for further development of SME. Its Corporate banking service consists of simple business of issuing loans to more complex matters, such as helping minimize taxes paid by overseas subsidiaries, managing changes in foreign exchange rates or working out the details of financing packages necessary for the construction of a new office, plant or other facility. Its area of expertise is in-depth knowledge in financial analysis with analytical capability of financing large project including RMG and infrastructure development projects.
The Bank, aiming to play a leading role in the economic activities of the country, is firmly engaged in the development of trade, commerce and industry by investing in network expansion and new technology adoption to have competitive advantage.
[bookmark: _Toc530449372]2.2 UCBL at a glance
	Name of the Company
	: United Commercial Bank Ltd.

	Legal Form
	: A public limited company incorporated in Bangladesh on 26th June

	
	1983 under the companies Act 1994 and listed in Dhaka Stock

	
	Exchange Limited on 30th November 1986 and Chittagong Stock

	
	Exchange Limited on 15th November 1995.

	Commencement of
	: 27 June 1983

	Business
	
	
	
	
	
	
	
	

	Head Office
	: Bulus Center Plot - CWS- (A)-1,Road No – 34, Gulshan avenue, Dhaka-1212

	Telephone No.
	: +88-02-55668070
	
	

	
	+88-09611999999
	
	

	Fax No.
	: +88-02-55668070-6000, +88-09611999911-5200

	Website
	: www.ucb.com.bd

	SWIFT
	:
	UCBL BDDH
	
	
	
	

	E-mail
	: info@ucb.com.bd

	Chairman
	:
	Mr. M. A. Sabur
	
	
	

	Managing Director
	: Mr. Muhammed Ali

	Auditors
	: HodaVasi Chowdhury & Co. Chartered Accountants

	Tax Consultants
	: Mr. Md. Mosharrof Hossain, Advocate

	Legal Consultant
	: T.I.M NurunNabi Chowdhury

	No. of Branches
	: 158
	
	
	
	
	
	

	No. of ATM Booth
	: 135
	
	
	
	
	
	

	No. of SME Centers
	: 2
	
	
	
	
	
	

	Off-Shore Banking Unit
	: 1

	No. of Employees
	: 3,374 (31.12.2012)
	
	

	
	
	
	
	Stock Summary

	Authorized Capital
	: Tk. 15,000 million

	Paid up Capital
	: Tk. 10,541.31 million

	Face Value per Share
	: Tk. 10

	Registered Office
	: Bulus Center, Plot - CWS- (A)-1, Road No – 34, Gulshan avenue, Dhaka-1212

	
	Phone : +88-02-55668070, +88-09611999999

	
	E-Mail : info@ucb.com.bd

	
	Web site
	: www.ucb.com.bd
	
	

	Chairman's Office
	: Plot - CWS- (A)-1 Road No - 34 Gulshan avenue, Dhaka-1212
E-Mail : chairman@ucb.com.bd



[bookmark: _Toc530449373]2.3 UCBL Product and Services: 
UCB has versatile product and services. Services and products are 3 categories-
· Deposit Products
· Current Deposit
· Service Deposit
· Special Notice deposit
· Fixed Deposit
· Foreign Currency Deposit A/C
· UCB multi millionaire
· UCB money Maximizer
· UCB Earning Plus
· UCB DPS Plus
· UCB youngsters saving
· UCB Youngsters DPS
· UCB Saving Plus
· UCB women’s saving
· UCB women DPS plus
· UCB NRB Saving
· UCB NRB DPS plus
· UCB RMG DPS plus

Loan Products
· Trade finance
· Industrial finance
· Import finance
· Export Finance
· Loan Syndication
· Working Capital Finance
· Packing credit
Transport Loan
· Lease Finance
· Hire Purchase Loan
· House Building Loan
· Home Loan
· Consumer credit Scheme
· Auto Loan
· Doctors Loan
· Marriage Loan
· Education Loan
· Hospitalization Loan
· Travel Loan
· CNG Conversion Loan
· Home Mortgage Loan
· House Hold Durable Loan
· Credit Card

Other Services
· Western Union Money Transfer
· SMS banking service
· Online services
· Inward & outward Remittances
· Travelers Cheques
· Underwriting and bridge Financing
· Locker Services
· Offshore Banking
· Loan syndication
· Ucash (Mobile Financial service)

[bookmark: _Toc530449374]3.4 Vision, Mission and Core Values of UCBL

VISION: To be the Bank of first choice though maximizing values for our clients, shareholders & employees and contributing to the national economy with social commitments.

MISSION: To offer financial solution that creates, manage and increase our client’s wealth while improving the quality of life in the communities we serve.

Core Values:
· We put our customer first.
· We emphasize on professional ethics
· We maintain quality at all levels
· We believe in being a responsible corporate citizen
· We say that we believe in.
[bookmark: _Toc530449375]3.5 Green Banking at UCBL
The Green Banking Policy of United Commercial Bank Limited has already been formulated by the ‘Green banking Cell’ and the Board of Directors approved it. In line with the Policy, adequate funds will be allocated in the next budget of the Bank for related activities.

As per the guideline of Bangladesh Bank, a separate policy has been formulated as Environmental Risk Management (ERM) Policy, aligned with Credit Risk Management Policy. The Board of Directors also approved the ERM Policy. Besides, Formulation of a draft ‘Green Office Guide’ for the purpose of development of In-house Environment Management is at the final stage.

In the meantime, the following activities and programs have been undertaken in compliance with Green Banking Guidelines of Bangladesh Bank:

1. Variable Refrigerant Flow (VRF) system Air Cooler, lessening around 25% electricity consumption, has been installed at Bank’s Corporate Head Office.
2. Since the inception of 2011, the Bank has started installing energy efficient bulbs in the newly established Branches.
3. As an initial initiative of establishing environment friendly Branches, the Bank has introduced solar energy system at Noapara Branch, Chittagong and other Branches will be equipped with the same system phase by phase.
4. Different divisions of the Bank are disseminating operational guidelines, circulars and Management decisions as well as collecting statements through email reducing use of paper.
5. The Data Center built inside the Corporate Head Office at Gulshan uses In-Row Precision Air-Cooling System which ensures minimum power consumption to maintain necessary temperature for the Data Centre Equipments.
6. Number of Application and Database Servers has been consolidated in high capacity Servers which has reduced power consumption.
7. Managed Rack based Structured Network has been implemented at Data Center. As such required space and dissipated heat is much less compared to traditional Data Centre.
8. Central UPS (Uninterrupted Power Supply) installed at each floor which reduces total backup power requirement.
9. Separate Network Switch room at each floor reduces unnecessary cable laying in the Data Center.
10. CRT (Cathode Ray Tube) Monitor has been replaced by LCD (Liquid Cristal Display) Monitor in all work stations in Head Office which reduces dissipated heat and power requirement for the computer system.
11. UCB is the pioneer in introduction of Bangladesh Electronic Fund Transfer Network (BEFTN) transaction system which reduces dependency on paper-based transaction.
12. Sixty numbers of ATM Booths have been installed which reduce operation time and consumption of cheque book.
13. Bank’s all printers are with double sided printing facility and enabled with ‘Eco-font’.
14. HR Management software has been installed for generation of salary advice which is reducing manual paperwork.
15. In-house CIB software has been installed which is allowing Branches to input data as and when required hence complimenting paperless work flow.
16. In-house MIS software installed for capturing operational data, centralized processing and KPI which has reduced use of paper and saving time and work hour.
17. The Bank has been giving emphasis on financing eco-friendly business activities and energy efficient industries like Effluent Treatment Plant. The Bank has recently financed Term Loan of Tk.16.85 Crore to establish two brick fields using Hybrid Hoffman Kiln (HHK) technology.
UCB is already providing online banking services to its valued clients through 158 branches. Our valued clients are also using SMS Banking services offered by the Bank.

UCB is on the verge of selecting a robust Core Banking Software (CBS) covering all banking operations including delivery channels as well as Offshore Banking and Islami Banking. With the implementation of CBS, UCB will be equipped to offer more paperless and eco friendly banking services.

To automate work flow, increase operational efficiency and to reduce carbon emission, UCB has also taken the following measures and projects which are underway for implementation of corporate objectives on green banking:

1. Implementation of Enterprise Resource Planning (ERP) software for Office Automation
2. Implementation of Corporate Intranet Portal
3. Implementation of a new Green Disaster Recovery Site (DRS)
UCBL exerts utmost effort to implement Green Banking and always eager to embrace latest technology any methods to ensure eco-friendly banking operation.


[bookmark: _Toc530449376]Chapter 3: Conceptual Framework of Working Capital
	

[bookmark: _Toc530449377]3.1 Definition of working capital:

Working capital is the capital which is required to meet the day to day operation which depends on whether it is a service company or manufacturing company. It is a measure of both a company’s liquidity, efficiency and its short-term financial health. It also reflects a company’s activity like inventory management, revenue collection, payments to suppliers and debt management etc.
Working capital is calculated as

Working Capital = Current Assets - Current Liabilities

Positive working capital reflects that the company is able to pay off its short-term liabilities quite immediately. Negative working capital indicates that the company is unable to do so.

[bookmark: _Toc530449378]3.2 Types of working capital:

There are two approaches to categories types of working capital. Here they are
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[bookmark: page17]Basis of concept: According to the basis of concept working capital is two types

Gross working capital:

Gross working capital means an amount funds used in the various forms of current assets of a company. Current assets are used in the ordinary courses of action for a business. These assets can be converted into cash within a short period of time. They are assets like as cash, inventory, accounts receivable, short-term investments and marketable securities, checking and savings account balances etc.

Net working capital:

Net working capital is the excess of current assets over current liabilities. It is used to measure the short-term liquidity of a business and to obtain a general impression of the ability of company management to utilize assets in an efficient manner. It indicates company’s ability to meet its operating expenses and short-term liabilities. It reflects the financial soundness of the business entity.

Basis of time: According to basis of time working capital is two types.

Permanent Working Capital:

Permanent working capital is permanent in nature and it does not vary due to variation in sales. It is also known as fixed working capital. It means the investment in all types of current assets which is maintained at all times to carry on business activities. Even though, there is fluctuation in sales, there is a need of maintaining a minimum level of current assets to carry on the business activities effectively. The size of the business and the amount of permanent working capital are positively correlated. To finance permanent working capital only long-term sources of funds are used.

Temporary Working Capital:

[bookmark: page18]Temporary working capital is also called as fluctuating or variable working capital. There are a close relationship between temporary working capital and the level of production and sales. There is no uniform production and sales throughout the year. If sales increase at a higher rate, there will be a more amount of credit sales, and then more amount of temporary working capital will be required. At the same time, if production is carried on based on in anticipation of demand in the near future, temporary working capital is required. Shortly speaking, temporary working capital is an extra working capital, which is required to support the changing production and sales activities. It represents as additional assets required for business in favorable seasons.
[bookmark: _Toc530449379]3.3 Working capital management

Working capital management reflects a company's managerial strategy which is designed to monitor and utilize the two components of working capital, current assets and current liabilities and to ensure the efficient operation of the company. Working capital management ensures that a firm is able to continue its business operations and it has the capacity to pay short-term debt and other operational expenses.
[bookmark: _Toc530449380]3.4 Sources of working capital finance

There are many sources of working capital. Here they are

Bank overdraft

A bank overdraft is the facility that allow someone to withdraw more than what is actually available in his bank account up to a certain limit. Here the customer has to pay interest on the withdrawn amount. This facility is extended to current account holder of a bank for a short-period. It is the most useful and appropriate type of working capital financing extensively used by all small and big businesses. It is a facility offered by commercial banks whereby the borrower is sanctioned a particular amount which can be utilized for making his business payments. This is a cost effective working capital financing.

Factoring

[bookmark: page19]Factoring is a way for businesses to fund cash flow by selling their account receivables to a third party at a discount. The third party is known as the factor who provides factoring services to business. The factor would provide financing by purchasing the accounts and collects the amount from the debtors. Factoring is of two types – with recourse and without recourse. In case of with recourse, the risk of nonpayment by the debtor is borne by the business and in case of no recourse, it is borne by the factor. This facility arrangement tends to be restrictive and can lead to aggressive chasing of outstanding invoices from clients, and a loss of control of a company’s credit function.

Letter of credit
A letter of credit is a document that a financial institution issues to a seller of goods or services which guarantees that the issuer will pay the seller for goods/services. The issuer then seeks payment from the buyer or from the buyer’s bank. The document is a guarantee to the seller that the bank will make the payment regardless of whether the buyer ultimately fails to pay the obligation. In this way, the risk of supplier passes to the bank. For such arrangement the bank charges the customer.
Customer advances

In many business customers are asked to make an advance payment before selling goods or providing services to them. This is true while dealing with large orders that take a long time to complete. This method also ensures that the company has some funds to channelize into its operations for fulfilling those orders. It is temporary source of working capital.

Working capital loans


Working capital loan is a loan which fulfills the purpose of financing of a company. Such loans are not used to buy long term assets or investments. These loans are used to cover regular business activities like purchasing raw-materials, paying the creditors and labors. These loans are as good as term loan for a short period. These loans can be repaid in installments or a lump sum at the end. The borrower should take such loans for financing permanent working capital needs. The cost of funding would not allow using such loans for temporary working capital.

Purchase / discount of bills

[bookmark: page20]This is a good service provided by commercial banks to a business for working capital financing. In the normal courses of business every business creates bills as it sells goods to the customers. Ultimately, that bill acts as a document to receive payment from the debtor. The seller will approach the bank with that bill and bank will apply discount on the total amount of the bill based on the prevailing interest rates and pay the remaining amount to the seller. On the due date of that bill, the bank will approach the debtor and collect the money from him. It is used to finance working capital without waiting for the customer to make payment.

Bank guarantee

It is primarily known as non-fund based working capital financing. Bank guarantee is acquired by a buyer or seller to reduce the risk of loss to the opposite party. It may happen due to non-performance of agreed commitment that may be repaying of money or providing of some services etc. A bank guarantee is revoked by the holder only in case of non-performance by the other party. Bank charges some commission for this and may also ask for security.

Commercial papers

A commercial paper is an unsecured, short-term debt instruments by a corporation. It is a money-market instrument issued by large financially sound corporations to get fund to meet short term debt obligations. It is only backed by an issuing bank or corporation’s promise to pay the face amount on the maturity date specified on the note. It is not backed by collateral, so only firms with excellent credit ratings will be able to sell their commercial paper at a reasonable price.

Inventory financing


[bookmark: page21]For these secured loan inventory is used as the security. Working capital financing may be acquired through its inventory financing. But they cannot sell them until the loan is repaid. Because the lender has the right to the inventory until the loan has been repaid.


[bookmark: _Toc530449381]Chapter 4: Loans and Advances of UCBL


United Commercial Bank Limited (UCBL) is one of the first-generation private sector banks in Bangladesh. It started its commercial operations from June 26, in 1983. It has established one of the largest networks of 119 branches over the country.

United Commercial Bank Ltd. offers all kinds of commercial, corporate and personal banking services covering all segments of society by following the banking company act and rules and regulations imposed by our central bank.

UCBL perform four types of general banking activities. Through these activities it provides different types of loans and advances. These are mentioned below-
[bookmark: _Toc530449382]4.1 Loans under retail banking activity of UCBL

Retail banking is the typical mass-market banking in which individual customers use local branches of larger commercial banks. The services offered here include savings and checking accounts, mortgages, personal loans, debit/credit cards and certificates of deposit (CDs). In retail banking, the focus is on the individual consumer.

UCBL provides different types of loans to different customers. Here they are-

Home loan: Details of the loan is shown below

[image: ]
	Particulars
	Description

	
	

	
	Purchase of apartment, house

	Purposes:
	construction of building

	
	Renovation of house/flat

	
	

	
	Any Bangladeshi

	
	Employees of Govt./ Semi Govt./ Autonomous institution,

	Customer segment:
	Employees of financial institution

	
	Employees of different  public limited company/ private limited

	
	company and other profession,

	
	Businessmen and landlord

	
	



[bookmark: page22][image: ]

	Minimum income:
	Tk.50, 000 for business man

	
	Tk.25,000 for salaried individual

	
	

	Age limit:
	Min 25 Years and maximum 65 years

	
	

	Loan size:
	Maximum 1.0 crore but not exceeding 70% of the property value

	
	

	Maximum term of loan:
	10 (Ten) year

	
	

	
	

	Service charges:
	Below 10 lac 1.50% & above 10 lac 1.00% on loan amount + VAT

	
	

	Early settlement/Partial
	Allowed anytime without any charges

	Payment
	

	
	



Table 4.1 Home loan (Source: Website of United Commercial Bank Limited)

Auto loan- Details of the loan is shown below
[image: ]

	Particulars
	Description

	
	

	Purposes:
	Purchase of non-commercial vehicles for personal use.

	
	

	Customer segment:
	Salaried executives, UN bodies, any tax paying businessmen

	
	

	Minimum income:
	TK.20,000 for salaried individuals and Tk. 40,000 for businessman

	
	

	Age limit:
	Min 25 Years and maximum 65 years

	
	

	Loan size:
	Tk. 2,000,000 for vehicles but not exceeding 30% of the vehicle price

	
	

	Maximum Term of Loan:
	05 (Five) years

	
	

	Service charges:
	1% on loan amount

	
	

	Early settlement/Partial
	Allowed anytime without any charges

	Payment
	

	
	



Table 4.2 Auto loan (Source: Website of United Commercial Bank Limited)

House Hold Durable Loan: Details of the loan is shown below
[image: ]

	Particulars
	Description

	
	

	Purposes:
	Purchase of household durables for personal use

	
	

	Customer segment:
	Salaried executives, UN bodies, any tax paying businessmen

	
	

	Minimum income:
	TK .15, 000 for salaried individuals and Tk. 35,000 for businessman.

	
	

	
	



	[bookmark: page23][image: ]Age limit:
	Min 25 Years and maximum 65 years

	
	

	Loan size:
	Maximum Limit of Tk. 500,000.

	
	

	Maximum Term of Loan:
	05 (Five) years

	
	

	Service charges:
	2% on loan amount + VAT

	
	

	Early settlement/Partial
	Allowed anytime without any charges

	Payment
	

	
	



Table 4.3 House hold durable loan (Source: Website of United Commercial Bank Limited)

Doctors loan: Details of the loan is shown below
[image: ]

	Particulars
	
	Description
	
	
	

	
	

	Purposes:
	For the purchase of different medical equipment’s, machineries and

	
	tools to support professional needs
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	
	

	Customer segment:
	Any   Bangladeshi
	Citizen
	and
	graduate
	in
	Medical

	
	Science/Dentist/Eye/Allopathic.
	
	
	
	

	
	
	
	

	Minimum income:
	10000 tk for salaried doctor and 25000 tk for practitiers
	
	

	
	

	
	For salaried person, must be confirmed employees of an established

	Minimum service:
	company
	
	
	
	
	

	
	For self-employed person, a professional experience of minimum 2

	
	

	
	years.
	
	
	
	
	

	
	
	
	
	

	Age limit:
	Min 25 Years and maximum 65 years
	
	
	

	
	

	Loan size:
	Tk. 5 lac for general practitioner and tk 10 lac for specialist doctors.

	
	
	
	
	
	
	

	Maximum term of loan:
	5 years
	
	
	
	
	

	
	
	
	
	
	

	Service charges:
	1% on loan amount + VAT
	
	
	
	

	
	
	
	
	

	Early settlement/partial
	Allowed anytime without any charges
	
	
	

	payment
	
	
	
	
	
	

	
	
	
	
	
	
	



[bookmark: page24]Table 4.4 Doctors loan (Source: Website of United Commercial Bank Limited)





Advance against salary: Details of the loan is shown below
[image: ]

	Particulars
	Description

	
	

	Purposes:
	To meet the financial need of any acceptable purpose.

	
	

	Customer segment:
	Salaried executives, UN bodies, any tax paying businessmen

	
	

	
	

	[image: ]
Minimum income:
	
TK.10,000 for salaried individuals

	
	

	
	

	Minimum service
	For salaried individual, minimum 2 years of business

	
	And govt. employees must be confirmed on job

	
	

	
	

	Age limit
	Minimum 21 years

	
	Maximum 65 years

	
	

	
	

	Loan size:
	Tk. 10 lac

	
	

	Maximum term of loan:
	5 years

	
	

	Service charges:
	1% of Loan amount VAT

	
	

	Early settlement/partial
	Allowed anytime without any charges

	payment
	

	
	



Table 4.5 Advance against salary (Source: Website of United Commercial Bank Limited)



[bookmark: _Toc530449383]4.2 Loans under SME banking activity of UCBL

Under SME banking activities UCBL provides some SME loans. They are-
[image: ]

	SME loans
	
	UCB SME Installment Loan (USIL)
	
	
	UCB SHOPNO

	
	
	
	
	
	
	

	
	
	
	Loan limit: Up to BDT 1 crore
	
	
	Loan Limit: Up to BDT 5 lac

	
	
	
	Facility type: Term Loan
	
	
	Facility Type: Term Loan

	
	
	
	Loan tenure: 1 year to 5 years
	
	
	Loan Tenure: 6 to 36 months

	Loan
	
	
	For any business purposes
	
	
	For  any business  purposes/  asset

	Features:
	
	
	Competitive Interest rate
	
	
	purchase

	
	
	
	No processing fees
	
	
	Competitive Interest rate

	
	
	
	No collateral required
	
	
	No processing fees

	
	
	
	
	
	
	No collateral required

	
	
	
	
	
	
	

	
	
	
	Proprietorship,
	Partnership &
	
	
	Partnership

	
	
	
	Private Limited Company
	
	
	Target  group:  Cottage  &  Micro

	Borrower’s
	
	
	At least last 3 years continued
	
	
	Business

	Eligibility:
	
	
	business experience
	
	At least 2 years continued business

	
	
	Age limit: In between 21 years
	
	
	experience

	
	
	
	to 65 years.
	
	
	Age limit: In between 21 years to 65

	
	
	
	
	
	
	
	years.

	
	
	
	
	
	
	
	



Table 4.6 USIL and UCB SHOPNO (Source: Website of United Commercial Bank Limited)













Other SME loans are-
[image: ]
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	Particulars
	
	UCB Dhrubo
	
	UCB Onkur
	UCB Durjoy

	
	
	
	
	
	

	Product
	
	Overdraft Lending
	
	Terminating lending
	Fixed Asset Purchase

	
	
	Product for Small
	
	product for Small
	Lending Product for Small

	Features
	
	
	
	
	

	
	
	Enterprises
	
	Enterprises
	Enterprises

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	Working capital,
	
	Working capital,
	Fixed asset for small sized

	
	
	agriculture
	
	agriculture
	

	Purpose
	
	
	
	
	trading, service,

	
	
	production/trading, and
	
	production/trading, and
	

	
	
	
	
	
	manufacturing concerns

	
	
	other business purposes
	
	other business purposes
	

	
	
	
	
	
	

	
	
	
	
	
	

	Amount
	
	Up to Tk. 500.00 lac
	
	Up to Tk. 500.00 lac
	Up to Tk. 500.00 lac

	Range
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	Tenor
	
	01 years, renewable each
	
	12 to 60 months.
	12 to 60 months.

	
	
	year
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


[bookmark: page26]
The business must be a

going concern with a
Eligibility
minimum 1-year

operation.

Table 4.7 Other SME loans (Source: Website of United Commercial Bank Limited)



[bookmark: _Toc530449384]4.3 Loans under corporate banking activity of UCBL

Under corporate banking activity UCBL provides following corporate loans:

Export Finance

Pre-shipment financing:

This loan is offered to exporters to help them to finance purchase or import of raw materials, processing and packing of the goods.

Post-shipment Financing:

This loan is offered to exporters to finance export sales receivables after shipment of goods till the realization of export proceeds.

Advances against accepted bills for collection:

This facility is provided in the form of loan to the exporter to bridge the working capital gap that arises before the export proceeds are realized. After getting the proceeds the loan is liquidated.

Import Finance:

UCBL provides post import finance in the form of loan to the importers against Imported Merchandise (LIM), Loan against Trust Receipt (LTR), and Payment against Documents (PAD).

House Building Finance:

[bookmark: page27]UCB provides House Building Loan (HBL) for medium and long-term commercial purpose and post-shipment financing.

Industrial Loan:

UCB is providing short, medium and long-term financing as a socially responsible bank to the industrial enterprises to accelerate the economic development of the country and to generate employment for the mass people. UCB provides industrial loans to RMG, textile, food processing chemical industries and transport and communication industry etc.


Working Capital Finance

UCB offers working capital finance in three ways-cash credits, overdraft, and working capital loans these are structured to reflect customers’ needs and risk profile. These products are designed to ease the liquidity position of the client.

Letter of Credit

For export and import business UCB meets letter of credit requirements of the client. Such as opening, negotiating or discounting, advising, confirming, reimbursement, foreign exchange services etc.

Other corporate banking loans-
[image: ]

	Loans
	Description

	
	

	Equity Finance
	Providing equity and venture capital financing to the entrepreneurs

	
	

	Hire Purchase
	Providing such facility to buy capital machinery, equipment and industrial

	
	vehicles

	
	

	
	

	Lease Finance
	Extending loan under lease agreement to buy capital machinery, equipment

	
	and vehicle to the manufacturing and other business units

	
	

	
	

	Transport Loan
	Allowing such facility to the transportation sector by providing loan to buy

	
	vehicles that will be used in the public transportation services.

	
	

	
	

	Developer Finance
	Providing all kinds of finance to the real estate developers who are involved

	
	in the real estate business

	
	

	Off-Shore Banking
	Offering  all  kinds  of  commercial  banking  services  to  non-resident

	
	customers through its off-shore banking units.

	
	


[bookmark: page28]
UCB provides both foreign and local letter of guarantee on behalf of it’s
Guarantee	valued customers. This services include-bid-bond, customs guarantee, advance payment guarantee, performance guarantee, shipping guarantee, etc.

Table 4.8 Other corporate banking loans (Source: Website of United Commercial Bank Limited)

[bookmark: _Toc530449385]4.4 Interest rates on lending
Interest rates of United Commercial Bank Limited on different types of loans are shown in the following table
	Sl #
	Categories of Lending
	MID Rate
	
	
	Maximum Rate

	
	
	
	
	
	
	
	
	
	

	A
	Agriculture
	
	
	
	
	9.00% (Maximum)

	B
	Export Credit (PC)
	
	
	
	7.00% (Maximum)

	C
	Working Capital Industries
	
	
	
	9.00% (Fixed)

	D
	Small Industries
	
	
	
	
	
	

	
	1
	Term Loan
	
	
	
	
	
	

	
	
	a)
	Secured
	14.00%
	
	
	
	
	

	
	
	b)
	Unsecured
	15.50%
	
	
	
	
	

	
	2
	Working Capital
	
	
	
	
	
	

	
	
	c)
	Secured
	14.00%
	
	
	
	
	

	
	
	d)
	Unsecured
	15.50%
	
	
	
	
	

	
	3
	Import Finance
	13.00%
	
	
	
	
	

	
	4
	Export Oriented ( Term Loan, Working capital)
	13.00%
	
	
	
	
	

	
	5
	Work order Financing (WOF, EMF etc)
	13.00%
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	E
	Medium Industries
	
	
	
	
	
	

	
	1
	Term Loan
	
	
	
	
	
	

	
	
	e)
	Secured
	13.00%
	
	
	
	
	

	
	
	f)
	Unsecured
	15.50%
	
	
	
	
	

	
	2
	Working Capital
	
	
	
	
	
	

	
	
	g)
	Secured
	13.00%
	
	
	
	
	

	
	
	h)
	Unsecured
	15.50%
	
	
	
	
	

	
	3
	Import Finance
	12.50%
	
	
	
	
	

	
	4
	Export Oriented (  Term Loan, Working capital)
	12.00%
	
	
	
	
	

	
	5
	Work order Financing (WOF, EMF etc)
	12.50%
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	F
	Large Industries
	
	
	
	
	
	

	
	1
	Term Loan to Export oriented
	10.50%
	
	
	
	
	

	
	2
	Term Loan to others
	10.50%
	
	
	
	
	

	
	3
	Working capital  to Export oriented
	10.50%
	
	
	
	
	

	
	4
	Working Capital to others
	10.50%
	
	
	
	
	

	
	5
	Import Finance
	10.50%
	
	
	
	
	

	
	6
	Trade & Service
	10.50%
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	G
	House Building Loan (Commercial)
	14.00%
	
	
	
	
	

	H
	Loan to NBFIs
	13.00%
	
	
	
	
	

	I
	Retail Credit
	
	
	
	
	
	
	

	
	A
	Home Loan
	12.00%
	
	
	
	
	

	
	B
	Home Loan (Take over)
	11.50%
	
	
	
	
	

	
	C
	Auto Loan
	12.00%
	
	
	
	
	

	
	D
	Advance Against Salary and Doctors Loan
	13.00%
	
	
	
	
	

	
	E
	Advance against salary account with UCB(CEP)
	12.00%
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	

	J
	Credit Card
	
	
	
	
	2.08% per month

	K
	Others
	
	
	
	
	
	
	

	
	A
	SOD against FDRs/Scheme deposit products of UCB
	
	
	3.00%  above  the  rate  of

	
	
	
	
	
	
	Relevant
	FDR/Scheme

	
	
	
	
	
	
	Deposits
	at  20%
	margin.

	
	
	
	
	
	
	 However
	Rate  of
	interest

	
	
	
	
	
	
	and margin may be reduced

	
	
	
	
	
	
	By
	competent  authority  of

	
	
	
	
	
	
	Corporate Office
	

	
	
	
	
	
	
	
	
	

	
	B
	Retail Cash Secured Term Loan against Scheme Deposits/FDRs of UCB
	11.50%
	
	
	
	
	

	
	C
	Home Mortgage (Imperial only)
	13.00%
	
	
	
	
	

	
	D
	Education Loan and Household Durable
	13.50%
	
	
	
	
	

	
	E
	Micro & Cottage Industries Term Loan
	20.00%
	
	
	
	
	

	
	F
	Loans/Advances against ICB units/ WEDBs / FDRs and other term
	13.00%
	
	
	
	
	

	
	G
	Transport Loan
	13.00%
	
	
	
	
	

	
	H
	LBPD
	
	10.50%
	
	
	
	
	

	
	I
	Force Loan / Converted Term Loan/ Converted Time Loan)
	
	
	2.00 % above the rate of

	
	
	
	
	
	
	relevant Loan account

	
	
	
	
	
	
	
	
	

	
	J
	Woman Enterprise
	10.00%
	
	
	
	
	

	
	K
	Short term loan to corporate
	11.50%
	
	
	
	
	


[bookmark: page29][bookmark: page30]Table 4.9 UCBL’s interest rates on lending (Source: Website of United Commercial Bank Limited)


[bookmark: _Toc530449386]Chapter 5: Working Capital Financing by UCBL

United Commercial bank provides working capital financing in the form of-cash credit, overdraft and working capital loan under SME and corporate banking sector. The bank provides such short-term financing to help the clients to run their regular business activities and ease their liquidity position.

Working capital financing under SME Banking-
· UCB Dhrubo,
· UCB Onkur 
and 
· UCB Jyoti
Working capital financing under Corporate Banking-
· Working capital loans
· Letter of credit services and
· Guarantee
This branch provides working capital financing in the form of cash credit and secured overdraft.
[bookmark: _Toc530449387]5.1 Procedure for providing working capital loan:
To provide working capital, United Commercial Bank follows some sequential steps. These steps include receiving loan application, preparing loan proposals and conducting detailed analysis to decide whether to sanction the loan or not, if so what will be rate of interest etc. These steps are normally followed for granting loans to the customers. These steps are discussed here-

Step 1
[bookmark: page31]At first a potential borrower collects the required credit application form from the relationship officer. The borrower mentions what type of credit facility the company wants from the bank. Then he submits the filled in form along with other required documents back to the relationship officer.

Step 2

After receiving the application and other documents the relationship officer scrutinizes and assesses on the creditworthiness of the respective borrower. If the borrower officer thinks the application is worthy enough, he will forward all the necessary papers and forms by attaching his comment on it to the designated relation manager. However, if the relationship officer finds the credit application to be unsatisfactory, he will reject the application and send a letter to the client shortly.

Step 3

Then the relationship manager visits the potential client’s business premises and inspects thoroughly to get proper understanding of the business environment, business position, reputation of the borrower and sources of repayments and the assets used as collateral for the loan etc. After that the manager assesses the value of the securities and constructs a valuation report. On the other hand, relationship officer obtains duly filled CIB Inquiry Form from the client and send it to the Credit Administration Department of Head Office to get the latest CIB report from Credit Information Bureau of Bangladesh Bank. The purpose of the report is to be informed that whether or not the borrower has taken loans from any other bank and if so, what is the status of those loans.

Step 4

If the CIB report is found negative on any ground the process will be stopped at that point and a refusal letter will be sent to that applicant.

Step 5

If the CIB report is found clean, Relationship Manager constructs a credit proposal and attaches the recommendation made by the manager and sends to the Credit Risk Management Division.

Step 6:

[bookmark: page32]After that Pre-sanction Inspection Report is sent to corporate division at the head office. Then the head of corporate division assesses the credit proposal.

Step 7

After altering and reviewing the proposal, Corporate Banking Division places the proposal before the credit committee along with the recommendations made by the head of Corporate Banking Division.

Step 8

Credit Committee will critically analyze the proposal. If the committee finds it suitable to recommend, it will endorse the proposal. Then the corporate banking division will prepare a memo specifying the risk factors and adding on suggestions of the authoritative bodies. After receiving the memo, it distributed to the respective credit officer to scrutinize it further. After assessing the credit information and risk factors, Credit Officer will attach his observation on it and forward it to Head of Credit to find his agreement in opinion. Finally, if the memo is accepted, the Credit Risk Management Division will take it forward for approval.

Step 9

After that Corporate Banking Division will pass a copy of the approval memo. Upon receiving the approval, sanction advice is issued to the branch by attaching a checklist of documentation, specifying the date of disbursement. Copy of the sanction advice is then forwarded to Credit Administration Department and Corporate Banking Division.
Step 10

A sanction letter is then issued to the client having authorized signatures. Usually the sanction letter is issued for the client. It contains signatures of the Relationship Manager and Credit Administration Officer of the originating branch.

Step 11

After issuing sanction advice, the bank will collect necessary documents. These documents vary on the basis of types of loan facility and types of collateral.

Step 12

[bookmark: page33]Finally, loan is disbursed by the branch through in a loan account in the name of the borrower and monitoring of the loan also starts formally.
[bookmark: _Toc530449388]5.2 Required documentation for credit approval-

Pre-sanction documents:

Prior to, the credit proposal is placed before the granting authority; the initial part of documentation is needed to complete. During the time of initial documentation, following documents are required-

Loan application form

· CIB form dully filled-up Updated E-TIN, NID
· Updated trade license
· Board resolution (Mentioning credit facilities, security and operation/signatory) Updated company profile and group profile (if any)
· Latest license copies from Govt. regulatory body

· Certificate of incorporation

· Certificate of commencement for public limited company
· Certified copy of memorandum and articles of association, both for public and private limited company

· Certified copy of Form XII of Joint Stock Company, if there is any change in the directors. Annexure “ka” form of Bangladesh Bank duly signed and sealed for collecting CIB report Net worth of the Directors including Chairman and Managing Director, name & address of them & their percentage of shares. Name and address of sister concern

· Last 3 year’s audited balance sheet (for old company)/ three year’s projected balance sheet (for new company)

· Production plan, feasibility and capacity of the project

· [bookmark: page34]Stock (hypothecation and pledge) report of the borrower company Partnership deed for Partnership Firm
Post-sanction documents:

After the final approval received by the branch, the client is informed about the approval highlighting the credit amount, the rate of interest, repayment procedure etc. After that major part of the documentation is started.

The required post-sanction documents are listed below-


Documents related to primary security (cash, stock, account receivable) 
Documents related to collateral (Land, building and margin)
Documents related support security (Cheque, personal guarantee, counter guarantee, corporate charges) and charge forms.

Charge forms:

· Single promissory notes 
· Joint promissory notes
· General hypothecation of negotiable instruments
· Guarantee by third person

· Hypothecation of goods to secure a demand credit or overdraft loan account
· Letter of continuity

· Letter of arrangement
· Letter of undertaking
· Debit balance confirmation slip
[bookmark: _Toc530449389]5.3 Securities obtained for working capital loan by UCBL

United Commercial Bank Ltd requires primary, collateral and secondary security against working capital loan. They are discussed below-

[bookmark: _Toc530449390]5.3.1 Primary security

[bookmark: page35]Primary security is the asset which is purchased out of the credit facility provided to the borrower. In other words, it is the asset for which the credit is extended. For example, in a cash credit limit (Working capital loan), primary security is stock and accounts receivable. UCBL also receives stock, accounts receivables and machinery as primary security for working capital loan.
Account receivable:

Account receivables means money owed by different entities to the firm on the sale of products or services on credit. This account receivable is used as security against loans provided by the bank. In such case the UCBL insists on weekly reports on sales and collections and other internally generated financial statements with detailed accounts receivable information. In case of account receivable hypothecation borrower pledges the asset while retaining the ownership and receiving benefit from it. In case of account receivable factoring borrowers get a line of credit which is less than the full value of the trade credit. It is a flexible way of obtaining credit. In this case the bank collects the debt and borrower does not worry about loan repayments.

Stock:

UCBL obtain hypothecation of stock as primary security against its working capital loan. here the stocks/ goods remain with the borrower but the goods are charged to the bank. In this case the borrower will have o sign a hypothecation agreement. According to the agreement borrower bind himself to give the possession of the goods to the lender. The agreement allows the bank to take the possession of the goods without the help of court’s proceedings.

[bookmark: _Toc530449391]5.3.2 Collateral security:

Collateral security is any other security in addition to the primary security to secure the loan. UCBL obtains fixed assets like land and building as collateral security

Fixed assets:

[bookmark: page36]Fixed assets are the tangible assets which cannot be easily converted into cash. These assets are not directly sold to the customers but they are needed to run a firm’s operation. They are land, building, equipment and machinery etc. Such collateral securities are preferred because they are durable and well valued. Though UCBL obtains such collateral securities to secure the loan, it does not procure the asset soon after the default. Rather it follows legal procedure to recover the loan.
[bookmark: _Toc530449392]5.3.3 Support security:

In addition to primary and collateral security UCBL requires some support security also. They are-

•	Post-dated MICR cheque
•	Personal guarantee
•	Corporate guarantee 
•	Counter guarantee
[bookmark: _Toc530449393]5.4 Estimating working capital requirements


Estimating working capital requirements means calculating future working capital needs. It is very important to estimate the working capital needs as accurate as possible. Because any company will plan it’s working capital based on such estimation. Bank and other financial institution finance the working capital needs based on this estimated working capital needs of a company.

[bookmark: _Toc530449394]5.4.1 Methods for estimating working capital requirements

There are three methods of estimating the working capital requirement of a company.
	
Percentage of sales method:

It is the easiest method for estimating working capital requirement of a company. Under this method, it is assumed that sales can be a good predictor of working capital. And if such relation between sales and working capital is found for a company, the working capital requirement of that company can be easily estimated. If a company’s working capital is a certain percentage of its sales, then working capital needs for future will be calculated by multiplying the percentage with the expected sales.

Advantages

· Very simple to understand and calculate.

Disadvantages

The method will not be applicable

· If there is no linear relationship between the sale and working capital.
· In case of new start up projects.

Regression analysis

This method is used to establish trend relationship. This method expresses the relationship between the revenue and working capital in the form of following equation –

Working capital = intercept + slope * Revenue

Here the slope is the rate of change of working capital with one-unit change in revenue.

And intercept is the point where the regression line and working capital axis meets.

Operating cycle method

This method is the best because it considers actual business situation while estimating the working capital needs. A longer working capital operating cycle means a higher working capital requirement and vice-versa. In the method working capital is estimated by using the following formula-
[image: ]
Working capital = Estimated cost of goods sold*(Operating cycle/ 360) + Bank and cash balance

[bookmark: _Toc530449395]5.4.2 Working capital needs estimation by UCBL

UCBL determines the working capital requirement of its borrower by following operating cycle method. It attempts to provide its customer the needed fund and avoid under and over financing. Because due to under financing a firm cannot run its business properly and in case of over financing a firm will miss use the fund or use the fund in other ways.

To determine working capital requirement UCBL performs the following calculation

Day sales outstanding (DSO):
[bookmark: page38]Day sales outstanding are also called average collection period. It indicates how efficiently a firm can collect its outstanding receivables. A low DSO means the company can convert its receivable into cash quickly. It may also reflect firm’s strict credit policy. On the other hand, a higher DSO proves a firm’s inefficiency in collecting its receivables. In this case, the bank suggests the firm to improve its collection process. Days sales outstanding is calculated by using the following formula-

[image: ]
Days sales outstanding = (Accounts receivables/ Sales) *360


UCBL uses this ratio to assess a firm’s ability to turnaround its inventory into sale. It measures how quickly a company is able to convert its inventory into sales. A slower turnover indicates that the company is not efficient to sale its product. In that case it suggests firm’s management to improve its turnover. The ratio is calculated by using the following formula-

[image: ]
Day inventory held = (Inventory/COGS) *360



Payment deferral period (PDP):

Payment deferral periods measure the speed with which pays its suppliers and creditors. A lower deferral period reflects firm’s lenient payment policy and it is not taking advantage of credit policy rather the company is using discount offered the suppliers for early payments. A higher deferral period means the company is paying its suppliers more slowly. Payment deferral period is calculated by using following formula-

[image: ]
Payment deferral period = (Accounts payable/COGS) * 360


Cash cycle:

After that cash cycle is calculated by adding days sales outstanding and day inventory held and deducting payment deferral period. A larger cycle indicates the firm is insufficient and lack of liquidity might cause the firm to default on the loan. So, when the bank sees that the cash cycle is much greater that it should be, it refuses the borrower. The formula is –
[image: ]

Cash Cycle = DSO+ DIH- PDP
[bookmark: page39]

Working capital requirement

Finally working capital requirement is calculated by using the formula

[image: ]
Working capital requirement = (COGS/360* Cash cycle)

[bookmark: page40]After determining the working capital requirement of the bower, UCBL provides maximum amount of the loan that it can provide by analyzing borrower’s creditworthiness, financial condition and other factors. Such estimation of working capital helps the bank to avoid the risk of under financing and over financing and default.


[bookmark: _Toc530449396]Chapter 6: Working Capital Loan Performance of UCBL



Loan performance can be analyzed by calculating some ratios like net operating margin, net interest margin, net non-interest margin, return on asset and return on equity. As the main topic of the report is working capital financing, the performance of working capital loan will be compared to that of other loan.

In the following table, total loan and advances of UCBL Uttara branch is shown. The branch provides loan under three categories. They are corporate loan, SME loan, and retail loan. It also provides working capital loan under its corporate and SME customers under continuous and demand loan categories. Here I have calculated the working capital loan by adding those continuous and demand loan under corporate and SME division and by deducting other loan those are part of continuous loan but not part of working capital loan. Here it is-


	Particulars
	2015
	2016
	2017

	Loans and advances
	2,322,367,584.12
	2,656,028,945.93
	3,104,325,202.87

	Corporate Loan (WC)
	1,392,112,384.26
	1,645,784,195.29
	2,029,351,102.85

	SME Loan
	438,002,645.65
	583,903,084.13
	690,841,410.79

	Retail Loan
	492,252,554.21
	426,341,666.51
	384,132,689.23

	 
	 
	 
	 

	Corporate Continuous Loan
	295,280,229.92
	83,288,543.94
	184,870,667.68

	Corporate Demand Loan
	802,342,444.40
	1,319,255,980.52
	1,081,169,740.49

	SME Continuous Loan
	166,784,755.80
	243,052,381.33
	203,408,588.98

	SME Demand Loan
	128,921,136.49
	196,557,233.42
	211,560,761.84

	Total working capital loan
	1,393,328,566.61
	1,842,154,139.21
	1,681,009,758.99



[bookmark: page41]Table 6.1 Calculation of working capital loan (Source: Bank’s record)



[bookmark: _Toc530449397]6.1 Different types of loans as a percentage of total loans


Now the proportion of corporate, SME and retail loan as a percentage of total loans is shown below.

First one is the corporate loan. Here it can be seen that the branch provides corporate loan in higher percentage in all the past 3 years. In the past 3 years it consistently provided around 60% out of its total loan. And in the last years it provided 65.38% which is the highest proportion in the last three years.

Now there is the SME loan. Here it can be seen that the branch provides SME loan on an average above 18%. It shows getting increase over the years and an increase of 0.27% in the last year due to payment of outstanding loan.

Finally there is the retail loan. The branch provides a little percentage of retail loans from previous year. In 2015 there was get higher then SME loan in percentages of retail loan are seen. After that the branch consistently gave lower percentage of retail loan. But the percentage is still very low compared to other loan offered.
Loan and Advance (%)

Figure 6.1: Proportions of different types of loan as a percent of total loan (Source: Self drawn from bank’s record)

Working capital loan as a percentage of total loan and advances:

[bookmark: page42]The branch provides working capital loan mainly under SME and corporate lending activity. This loan contributes major portion of the total loans and advances of the branch. The branch provides working capital loan which is more than 50% of the total loan. To fulfill the demand of local customers, the branch provides working capital loan than other types of loan. Over the year it provides working capital loan at a consistent portion of total loan. And last year the proportion of working capital loan was the lowest, which is 54.15%.
Working capital as a percent of total loan

Figure 6.2: Proportions of working capital as a percent of total loan (Source: Self drawn from bank’s record)
But from the following graph we can see that total amount of loans and advances was rising up constantly from 2015-2016 and in 2017 total loans and advances rise from 2656 million to 3104 million. Total loan is not getting affected because of the corporate loan and SME loan reducing.  Other retail loan reduced a little bit. Greater rose in corporate loan resulted in higher in total loan. 
[bookmark: page43]
Figure 6.3: Trend in total loan and working capital loan (Source: Self drawn from bank’s record)

The same downward trend is seen in case of working capital also. But the working capital loan decrease at a little bit lower rate than the total loan. Because components of working capital loan (Corporate loan and SME loan) did not increase as much as the components of the total loans and advances did.

So, we can see that, total loans and advances increase, but total working capital loan not increase that much. As a result, total portion of the working capital loan as a percentage of totals increased.
[bookmark: _Toc530449398]6.2 Income from different types of loans and advances as a percentage of total income


[bookmark: page44]Total income of a bank includes interest income, non-interest (fees, commission etc) and other income. Here the proportion of total income of UCBL Uttara branch from different loans is shown in the following graph. Over the year, income from corporate loan increases but it contributes to the total income very significantly. Due to the geographical position of the branch where the numbers of corporate people are much, the branch can extend corporate loans so much. So the branch earns much income from this sector. Alternatively, SME contributed to the total income not much. About 11%-13% of the total income comes from SME but over the year the income is seen fluctuating. This was due to lower interest rate, higher non-performing loan and take-over of loan by other bank by providing lower interest rate. Lastly the retail loan contributes to the total loan quite decreasing then other year’s proportion of 6.63%%
Percentage on total Income

Figure 6.4: Income from different types of loan as a percent of total income (Source: Self drawn from bank’s record)
In the graph also can be seen that income from working capital almost matches with the income from corporate loan. It is because the branch provides corporate loan mainly as working capital loan. We can see that the income from working capital loan covers 20%-26% of the total interest income. But reduction in the proportion of income from working capital loan was due to slight reduction in such loan and higher non-performing loan.
[bookmark: _Toc530449399]6.3 Interest income from different types of loans and advances as a percentage of total interest income


[bookmark: page45]Interest income is the main source of a bank’s income earned on different loans and advances offered by the bank. Here the proportion of interest income of UCBL Uttara Branch from different loans will show a graph like the previous graph. As banks mainly earn interest income and earn a little portion of income from other sources. Such income contributes banks total income a little.
In the following graph, it has been shown that the little bit proportion of total interest income comes from working capital loan exhibits a declining trend as with reduced total interest income. The reduction in interest income from was due to reduction in working capital loans and higher non-performing loan.
Trend in interest income

Figure 6.5: Trend in interest income over the three years (Source: Self drawn from bank’s record)

[bookmark: _Toc530449400]6.4 Net interest margin:

It measures efficiency and profitability. It indicates how well management has been able to keep growth of revenues ahead of rising costs. It measures a bank’s efficiency to enhance the spread between the interest income and expense, by ensuring close control over its earning assets and pursuit of cheapest source of funding. Here, I have calculated net interest margin for total loan and also for working capital for the UCBL Uttara branch.

To calculate NIM for total loan, I took total interest income and total interest expense. And divided is the difference by total earning assets which consist of total loans and advances and investment in securities. But for calculating NIM for working capital financing, I took interest income on demand and continuous loan from corporate and SME loan and took interest expense on corporate loan and SME loan. As here the continuous and demand portion of the loan was not defined. As significant portion of the corporate and SME loan contributed to the working capital loan, full amount will not divided the result significantly.
Net Interest Margin

Figure 6.6: Net interest margin (Source: Self drawn from bank’s record)

Here we can see that, NIM from total loan is increasing over the time from 12.80% to 15.37%. It means the branch earns 15% to 12% after paying cost of funding. Here the graph shows an upward sloppy trend it means increase profitability and the branches’ inefficiency to generate more income above cost. 
On the other hand, net interest margin from working capital loan from 7.33% to 9.19%. The reasons behind such increasing trend are change in deposit mix from high cost to low cost, reduction in deposit rate on corporate and SME loan. As profitability of the total loan is reducing and profitability of working capital loan is increasing, it can be said that performance of working capital loan is good.

[bookmark: _Toc530449401]Chapter 7: Managing Risk Associated with Working Capital Financing at UCBL



[bookmark: _Toc530449402]7.1 Risk associated with working capital financing

Some of the risk associated with working capital financing is common for any types of loan and some risk are mainly associated with the working capital loan. There are mainly two types of risk related to working capital financing. They are

Under financing:

If the bank fails to estimate the working capital loan requirement of the borrower, it may under financing. It means the bank may provide less than the amount the borrower needed to run its business activities. If this happens the borrower will not fulfill his business purpose and may not complete production/ projects which may lead to non-performing of the loan also.

Over financing:

If the bank fails to estimate the working capital loan requirement of the borrower, it may provide over financing. It means the bank provide more than what the borrower needed. When this happens, the borrower diversifies the loan to other sectors. It also makes difficult for the borrower to repay the loan and as a result bank faces losses.

Other risks are-

Credit risk:

It is the risk that the borrower will fail to meet its obligation. Borrower may default due to failure in running business properly, due to unsteady income, political unrest, business cycle effect etc. All these things may force a borrower to default on its working capital loan

Liquidity risk:

[bookmark: page49]It is the risk that an asset cannot be converted into cash with little loss in value. As working capital loan is short-term loan, bank’s liquidity risk from such loan is comparatively lower. But if a bank’s proportion of working capital loan is higher it will reduce its profitability also.
Security risk:

To secure working capital loan banks requires collateral or securities. But it may also happen that the value of the security declines or it becomes unmarketable and bank may not able to recover the loan in case of default.
[bookmark: _Toc530449403]7.2Presanction attempts towards risk mitigation by UCBL

UCBL investigates the risk associated with the loan and tries to reduce the risks. The bank consciously chooses the client to whom it will provide the loan by critically analyzing his personality, financial worth and business condition. In this case it follows 5C analysis. The bank performs CIB inquiry with the help of Bangladesh Bank. It also performs credit risk grading to determine the risk exposure and to decide whether to allow the credit or not. It also visits the site and examines the security used as collateral. The details about such risk mitigation attempts is given below-

[bookmark: _Toc530449404]7.2.1 Borrower selection

The selection process includes identifying the eligible borrower, his source of repayment, expected future cash flows and assessing his willingness and ability to repay the loan and his past dealings with the bank. UCBL also identify the key drivers of the borrower’s business and key risks to their business.

To select the right customer/ borrower UCBL follows 5C principles. They are-

Character:

It is the borrower’s honesty, integrity and intention to repay the loan taken from the bank. To assess the characteristic of the borrower, the Uttara branch of the bank investigate the following things-
· Purpose of the loan CIB report
· Past payment records

Credit rating Capacity:


Capacity refers to customer’s ability to pay the loan. Capacity is evaluated by the financial position of the firm as indicated by the trend in firm’s cash and working capital position
To determine the capacity of the borrower, the branch investigates-

· Copies of resolution and other legal documents
· Expected cash flow from sales or income
· Real worth of assets offered as collateral
Capital:

It reflects the financial strength of a borrower to cover a business risk. It is measured by financial condition of the borrower through financial statement analysis. The bank calculates the net worth and other financial ratios to analyze borrowers’ financial condition and possibility of default.

Collateral:

It is borrower’s ability to produce additional securities. It is an alternative source of repayment.

UCBL receives accounts receivables, inventory, and machinery as collateral for working capital loan.

The bank also makes valuation for collateral to examine –

· Ownership of the assets

· Market value and forced sale value of the collateral

· And lien, encumbrance and restrictions against the collateral property held

Condition:

It reflects general condition of business environment and industry outlook. To define the condition of the borrower the bank analyzes

· Borrower’s current position in the market
· Total exposure with different banks and financial institutions Borrower’s performance in his business

[bookmark: _Toc530449405]7.2.2 CIB Inquiry:

[bookmark: page51]Before sanctioning loan to the customer banks need to know customer’s whole information. A customer’s all information is stored in Bangladesh Bank. When a borrower is applies for loan. UCBL fills up CIB form and sends to the Bangladesh Bank. Then Bangladesh Bank provides all information about the borrower. Whether the borrower has any loan with other banks or not, if any then what is the condition of those loans. If CIB report is not satisfactory, bank does not sanction loan to the borrower.
[bookmark: _Toc530449406]7.2.3 Credit risk grading analysis:

CRG is very important tool for risk management because it reflects credit risk of a particular loan exposure, credit worthiness of the borrower and ability to repay the loan. It helps the bank to decide whether to provide the loan or not, what should be the extent of the credit facility. Banks provide loan if the grading is acceptable or even better position. For the CRG analysis every bank follows the credit risk grading manual provided by Bangladesh Bank
[bookmark: _Toc530449407]7.2.4 Security analysis

For secured loan, UCBL requires security against the loan to ensure the recovery of the loan and reduce risk and loss from default. It takes three types of security or collateral. They are lien, pledge, and mortgage.

· Lien: In this case the bank provides loan against client’s assets.

· Pledge/hypothecation: The bank hypothecates client’s accounts receivables and stock

· Mortgage: The bank also takes fixed assets to secure loan

In case of mortgage UCBL makes valuation of the property. It calculates the market value and forced sale value of the property. Here a valuation by third-party is also used. Here the bank requires the client to provide relevant documents regarding the ownership and letter of disclaimer.

[bookmark: _Toc530449408]7.2.5 Site visit:


[bookmark: page52]The authorized officers of the branch visit the customers and their business to analyze their business condition, their operation, products, inventory, accounts receivable and payable etc. they also visit borrowers’ property to determine the value of the property. After that they prepare a visit report and forward the report to the Head Office of UCBL.
If such investigation indicates that there is higher risk of default, the branch will not work on the loan further and will reject. If the investigation ensures that the loan is less risky and profitable, the branch will place the proposal for approval. Such thorough investigation helps the bank to identify the appropriate customer and reject the risky customer. And it reduces bank’s credit risk and risk of default. So, such evaluation of customer is very important for the bank.
[bookmark: _Toc530449409]7.3 Preparation of working capital loan proposal


After examining all these things, the branch makes loan proposal and places the proposal to the Head Office for approval. Here I have provided a working capital loan proposal of United Commercial Bank Ltd’s Uttara branch by changing the borrower’s name, business’s name and key confidential information. Here the branch analyzes the borrower and his financial condition and assess risks associated with loan. Here the information is obtained from bank’s documents and I performed the calculations based on that information.

[bookmark: _Toc530449410]7.3.1 Working capital loan proposal of XYZ Fashion

United Commercial Bank Ltd

SME Division
[image: ]


	Account:
	
	XYZ Fashion
	

	
	
	
	
	

	Key Person
	
	Mr. A

	
	
	
	
	

	Branch:
	
	Uttara Branch

	
	
	
	
	

	
	
	
	

	Subject
	
	
	Proposal for,

	
	
	
	a)  Renewal with Enhancement of CC(HYPO) limit from TK. 70 lacs to Tk.

	
	
	
	100 lacs for the period further one year

	
	
	
	
	


[image: ][image: ][image: ]

Details of the customer
[image: ]

	1
	
	Name & address
	XYZ Fashion

	
	
	
	Business address: House-5 Road-2,Uttara, Dhaka

	
	
	
	

	2
	
	Establishment
	2007

	[image: ]
	
	
	

	3
	Legal status
	Proprietorship firm

	
	
	

	4
	Owner
	Mr. A

	
	
	Experience-10 years

	
	
	

	5
	Personal net worth
	Tk. 160 lacs



· Date of account 01.01.2014 opened
	7
	
	Borrower since
	2014

	
	
	
	

	8
	
	Nature of business
	Knit garments manufacturing

	
	
	
	

	9
	
	Purpose
	To meet up working capital requirement

	
	
	
	



[bookmark: page53]
10. Liability position of the party with existing and proposed limits:



[image: ]
	Nature
	Existing facility
	
	Proposed facility
	
	Security
	Collateral

	
	
	
	
	
	
	
	
	coverage

	
	
	
	
	
	
	
	
	

	
	Limit
	Expiry
	
	Limit
	Expiry
	
	a) Hypothecation of
	CCR-1.6

	
	
	
	
	
	
	
	stock and receivables
	times

	
	
	
	
	
	
	
	for tk. 55lac
	

	
	
	
	
	
	
	
	
	

	CC(HYPO)
	70 lacs
	30.2.18
	
	100 lacs
	1 year
	
	b) Personal guarantee
	

	
	
	
	
	
	
	
	of Mr. P
	

	
	
	
	
	
	
	
	
	





11 a) Brief background of the customer:

[bookmark: page54]XYZ Fashion is a proprietorship concern owned by Mr. A, is engaged I the business of knit garment manufacturing since 2010. He produces knitwear like t-shirt, trouser etc. He is an experienced and energetic entrepreneur, running his business with sound profit, increased market demand and reputation. He is maintaining banking relationship with our bank since 2015. He is availing a CC (HYPO) for 70 lacs and recently he approached the branch for 100 lacs for the period further one year through renewal of CC (HYPO) to support increased business activities. Currently he received some work order for long pant production for mans and boys. So, he will have to deliver 20000 pcs per week approximately.
11 b) Present approach of the customer
Now the customer approached the branch for renewal with enhancement of CC(HYPO) limit from TK. 70 lacs to Tk. 100 for the period further one year










12) Key financial information
	
	
	
	
	
	Amount in lac

	
	
	
	
	
	
	

	Particulars
	2015
	2016
	2017
	
	2018(Projected)

	Sales
	450
	500
	530
	571.5

	
	
	
	
	
	
	

	Cogs
	390
	430
	450
	480.93

	
	
	
	
	
	
	

	Gross profit
	60
	70
	80
	90.56

	
	
	
	
	
	
	

	Operating expense
	22.66
	27.94
	32
	37.05

	
	
	
	
	
	
	

	Net profit
	37.34
	42.06
	48
	53.52

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Particulars
	2015
	2016
	2017
	
	2018(Projected)

	
	
	
	
	
	
	

	Current assets
	226.32
	276.38
	321.38
	372.99

	
	
	
	
	
	
	

	Fixed assets
	45
	45
	48
	49.5

	
	
	
	
	
	
	

	Total assets
	271.32
	321.38
	369.38
	422.49

	
	
	
	
	
	
	

	Current liabilities
	115
	118
	120
	122.53

	
	
	
	
	
	
	

	Non-current liabilities
	10
	12.5
	15
	17.75

	
	
	
	
	
	
	

	Total liabilities
	125
	130.5
	135
	140.27

	
	
	
	
	
	
	

	Net worth
	271.32
	321.38
	369.38
	422.49

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Major ratios
	
	
	
	
	
	

	
	
	
	
	
	
	

	Gross profit margin
	13.33%
	14.00%
	15.09%
	15.85%

	
	
	
	
	
	
	

	Net profit margin
	8.30%
	8.41%
	9.06%
	9.36%

	
	
	
	
	
	
	

	Return on assets
	13.76%
	13.09%
	12.99%
	12.67%

	
	
	
	
	
	
	

	Return on equity
	25.52%
	22.03%
	20.48%
	18.96%

	
	
	
	
	
	
	


[image: ]

[bookmark: page55]Table 7.1: Key financial information of XYZ Fashion (Source: Bank’s record)


13. Working capital estimation

[image: ]
	Particulars
	Amount in lac

	
	

	Projected sales
	571.5

	
	

	COGS
	480.93

	
	

	Inventory
	120

	
	

	Receivable
	80

	Payable
	45

	Inventory Turnover In days {Inventory/COGS* 360} (a)
	90

	 Receivable Turnover In days{Receivable/Sales*360} (b)
	50

	Payable Turnover In days {Payable/COGS* 360} (c)
	34

	Cash cycle(a+b-c)
	107

	Working capital requirement (COGS/360* Cash cycle)
	142

	Bank contribution (70%)
	100

	Equity (30%)
	42



Table 7.2: Estimation of working capital requirement XYZ Fashion. (Source: Self calculated from bank’s rescored)

14. CIB report: CIB report dated 10.9. 2017 shows ‘UC’ liability with UCBL in the name of the customer.

15. Credit risk grading:
[image: ]

	Aggregated score
	
	
	Corresponding Grade
	Short name
	
	Numeric grade

	
	
	
	
	
	
	
	
	
	

	76
	
	
	Acceptable
	Accept.
	03
	

	
	
	
	
	
	
	
	
	
	

	The grading will be shown in the appendix.
	
	
	
	

	16. Details of facilities:
	
	
	
	

	
	
	
	
	

	Nature
	CC(HYPO) (Renewal with Enhancement)
	
	
	

	
	
	
	
	

	Purpose
	To meet working capital requirement
	
	
	

	
	
	

	Amount
	Tk 100 lac only [Enhanced from TK. 70 lac to Tk. 100]

	
	
	
	
	
	

	Margin
	50% on stock and receivables
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


[image: ]

	[bookmark: page56][image: ]Rate of interest
	@ 12% p.a (Subject to changes that may be made by the bank from time to

	
	
	time)

	
	
	

	Expiry
	
	One year

	

	Primary security     Hypothecation of stock and receivables

	
	

	Support security
	One postdated MICR cheque for full amount in favor of the bank

	
	
	Personal guarantee of brother of the proprietor

	
	
	

	Mode of
	
	Stocks to be verified before the disbursement of the limit

	disbursement
	
	Stocks to be verified once in a month and reported to be countersigned

	
	
	by Credit in Charge

	
	
	Advance value shall be determined by appropriating stipulated margin

	
	
	from the stock value

	
	
	Drawing power shall be maximize up to limit or advance value,

	
	
	whichever is lower.



	Disbursed period
	All documentation formalities to be done within 3 months of overdraft sanction

	
	
	and limit will be allowed to draw as per the requirement of the business.

	
	
	

	Mode of
	
	All documentation formalities to be done within 10 days from the date

	repayment
	
	of charging.

	
	
	Daily sale proceeds to be deposited in the account

	
	
	

	
	
	

	Insurance
	
	Insurance policy for 110% of the loan amount covering fire & RSD risk on stock



in joint name of the bank and the client.


17. Audit objection: NIL

18. Visit report:

Branch officials have visited the customer and shop on 30.11.2017 when the business running smoothly with market reputation. Stock value is 65 lacs, receivable amount 80 lacs and payable 45 lacs
19. Status of documentation


	[image: ]Particulars
	Remarks

	
	

	The property under mortgage is in possession of the owner and is in safe condition
	Complied

	
	

	All deed and documents relating to the mortgaged property have taken properly in
	Complied

	[image: ]terms of credit sanction advice and they are safe under joint custody at the branch.
	


[bookmark: page57]All the irregularities detected by internal and external auditors in respect of the 	    Complied mortgaged property have been mitigated.

20. Observation:

Proprietor has 10 years’ experience in the line of business. Working capital assessment supports proposed limits.
CRG grade is acceptable. Personal net worth is 160 lacs and Stock value is 65 lacs CIB report on the borrower shows ‘UC’ liability with UCBL in the name of customer.

21. Recommendation:

Considering past performance, personal net worth, collateral security, and the branch has recommended for a credit facility of tk 100 lacs in terms of renewal with enhancement of CC (HYPO) limit from TK. 70 lacs to Tk. 100 for the period further one year.

Delegation: The proposal is within the delegated business power of the Managing Director of the bank

[bookmark: _Toc530449411]7.3.2 Credit Risk Grading of XYZ Fashion

Here I have done the credit risk grading of the XYZ Fashion whose loan proposal is shown in the previous section. Here I did this to what is the credit score of the borrower and whether it is acceptable or not and to match with the branch’s assessment. (Working related to the credit risk grading is shown in the appendix)
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	Reference no:
	
	
	
	Date
	14/03/2018

	
	
	
	
	
	

	Borrower
	XYZ Fashion
	
	
	
	

	
	
	
	
	
	

	Group name (If any)
	N/A
	
	
	Aggregate score:
	76

	
	
	
	
	
	

	
	
	
	
	
	

	Sector
	RMG
	
	
	
	

	
	
	
	
	
	

	Date of financials
	31/12/2017
	
	
	
	

	
	
	
	
	
	



	[bookmark: page58][image: ]
	Completed by
	Mr. K
	
	
	
	
	
	
	
	Acceptable

	
	
	
	
	Risk grading
	
	
	
	

	
	Approved by
	Mr. K
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Number
	Grading
	Short
	
	
	
	Score

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	Fully cash secured, secured by

	1
	
	Superior
	SUP
	
	
	the Government

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	2
	
	Good
	
	
	GD
	
	
	
	85+

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	3
	
	Acceptable
	ACCPT
	
	
	
	75-84

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	4
	
	Marginal/Watch list
	MG/WL
	
	
	
	65-74

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	5
	
	Special Mention
	
	SM
	
	
	
	55-64

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	6
	
	Substandard
	
	
	
	SS
	
	
	
	45-54

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	7
	
	Doubtful
	
	
	DF
	
	
	
	35-44

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	8
	
	Bad & loss
	
	
	
	BL
	
	
	
	<35

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Criteria and weight
	Parameter
	
	
	
	Score
	
	
	Actual
	
	
	
	Score

	
	
	
	
	
	
	
	
	
	parameter
	
	
	
	obtained

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	A. Financial risk 50%
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	1. Leverage: (15%)
	Less than 0.25x
	15
	0.58
	12

	
	Debt equity ratio (×)-
	0.26x to 0.35x
	14
	
	
	
	
	
	
	

	
	Times
	0.36x to 0.50x
	13
	
	
	
	
	
	
	

	
	
	
	0.51x to 0.75x
	12
	
	
	
	
	
	
	

	
	
	
	0.76x to 1.25x
	11
	
	
	
	
	
	
	

	
	
	
	1.26x to2.00x
	10
	
	
	
	
	
	
	

	
	
	
	2.01x to 2.50x
	8
	
	
	
	
	
	
	

	
	
	
	2.50x to 2.75x
	7
	
	
	
	
	
	
	

	
	
	
	More than 2.75x
	0
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	[bookmark: page59][image: ]2. Liquidity: (15%)
	Greater than 2.74x
	15
	2.68
	14

	Current ratio (x) -
	2.50x to 2.74x
	14
	
	

	Times
	2.00x to 2.49x
	13
	
	

	
	1.5x to 1.99x
	12
	
	

	
	1.10x to 1.49x
	11
	
	

	
	0.90x to 1.09x
	10
	
	

	
	0.80x to 0.89x
	8
	
	

	
	0.70x to 0.79x
	7
	
	

	
	Less than 0.70x
	0
	
	

	
	
	
	
	

	3.Profitability: (15%)
	Greater than 25%
	15
	8.30%
	10

	Operating profit
	20% to 24%
	14
	
	

	margin (%)
	15% to 19%
	13
	
	

	
	10% to 14%
	12
	
	

	
	7% to 9%
	10
	
	

	
	4% to 6%
	9
	
	

	
	1% to 3%
	7
	
	

	
	Less than 1%
	0
	
	






4. Coverage: (5%) Interest coverage ratio (x)- times




	More than 2.00x
	5
	3.49
	5

	More than 11.51x less than
	
	
	

	2.00x
	4
	
	

	More than 1.25x to less than
	
	
	

	1.50x
	3
	
	

	More than 1.00x less than
	
	
	

	1.24x
	2
	
	

	Less than 1.00x
	1
	
	

	
	0
	
	





	Total financial risk
	50
	41






[bookmark: page60][image: ]
B. Business or industry risk 18%

	1. Size of business
	
	> 60.00
	5
	5.3
	2

	(Sales in BDT crore)
	30.00 - 59.99
	4
	
	
	
	

	
	
	
	10.00 – 29.99
	3
	
	
	
	

	
	
	
	5.00 – 9.99
	2
	
	
	
	

	
	
	
	2.50 – 4.99
	1
	
	
	
	

	
	
	
	<2.5
	0
	
	
	
	

	
	
	
	
	
	
	
	
	

	2. Age of business
	
	>10 years
	3
	
	> 10 years
	3

	The number of years
	>5-10 years
	2
	
	
	
	

	the borrower has been
	2-5 years
	1
	
	
	
	

	engaged
	In
	the
	<2 years
	0
	
	
	
	

	primary
	Line
	of
	
	
	
	
	
	
	

	business
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	3. business outlook
	
	Favorable
	3
	
	Favorable
	3

	A critical assessment
	Stable
	2
	
	
	
	

	of the medium-term
	Slightly uncertain
	1
	
	
	
	

	prospects of the
	
	Cause for concern
	0
	
	
	
	

	borrower
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	4. Industry growth
	
	Strong (10%+)
	3
	10%
	2

	
	
	
	Good (> 5% - 10%)
	2
	
	
	
	

	
	
	
	Moderate (1%- 5%)
	1
	
	
	
	

	
	
	
	No growth (<1%)
	0
	
	
	
	

	
	
	
	
	
	
	
	

	5. Market competition
	Dominant player
	2
	
	Moderately
	1

	
	
	
	Moderately competitive
	1
	
	competitive
	
	

	
	
	
	Highly competitive
	0
	
	
	
	

	
	
	
	
	
	
	
	

	6. Entry/ exit barriers
	Difficult
	2
	
	Average
	1

	
	
	
	Average
	1
	
	
	
	

	
	
	
	Easy
	0
	
	
	
	

	
	
	
	
	
	
	
	
	
	



	[bookmark: page61][image: ]Total score-
	
	18
	
	
	
	
	12

	Business/ industry
	
	
	
	
	
	
	
	

	Risk
	
	
	
	
	
	
	
	

	C. Management risk          12%
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1.Experience
	More than 10 years
	5
	
	>10 years
	5

	(Management and
	5-10 years
	3
	
	
	
	
	

	management team)
	1-5 years
	2
	
	
	
	
	

	
	No experience
	0
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	2. Secondary line/
	Ready succession
	4
	
	Succession
	3

	Succession
	Succession within 1-2 years
	3
	
	within 1-2
	

	
	Succession within 2-3 years
	2
	
	years
	

	
	Succession in question
	0
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	3. Team work
	Very good
	3
	
	Very good
	3

	
	Moderate
	2
	
	
	
	
	

	
	Poor
	1
	
	
	
	
	

	
	Regular conflict
	0
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Total score-
	
	12
	
	
	
	
	9

	Management risk
	
	
	
	
	
	
	
	

	D. Security risk
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1.Security coverage
	Fully pledged facilities/
	4
	
	Registered
	3

	(primary)
	substantially cash covered/
	
	
	
	hypothecation
	

	
	Reg. mortgage
	
	
	
	
	
	
	

	
	Registered hypothecation
	3
	
	
	
	
	

	
	2nd charge/ inferior charge
	2
	
	
	
	
	

	
	Simple hypothecation
	1
	
	
	
	
	

	
	No security
	0
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	2. Collateral coverage
	Registered mortgage on
	4
	
	No collateral
	0

	(Property location)
	municipal corporation/
	
	
	
	
	
	
	

	
	prime area property
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	



	[bookmark: page62][image: ]
	Registered mortgage on
	3
	
	
	
	
	
	
	

	
	pouroshava / semi urban
	
	
	
	
	
	
	
	
	
	

	
	area property
	
	
	
	
	
	
	
	
	
	

	
	Equitable mortgage
	2
	
	
	
	
	
	
	

	
	Negative lien on collateral
	1
	
	
	
	
	
	
	

	
	No collateral
	0
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	3. Support
	Personal guarantee with
	2
	
	
	Personal
	1

	(Guarantee)
	high net worth or strong
	
	
	
	
	
	guarantees
	or

	
	corporate guarantee
	
	
	
	
	
	corporate
	
	
	
	

	
	Personal guarantee or
	1
	
	
	guarantee with

	
	corporate guarantee with
	
	
	
	
	
	average
	
	
	
	

	
	average financial strength
	
	
	
	
	
	financial
	
	
	
	

	
	No guarantee
	0
	
	
	strength
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	Total score- security
	
	10
	
	
	
	4

	Risk
	
	
	
	
	
	
	
	
	
	
	

	E. Relationship risk 10%
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	1. Account conduct
	More than 3 years account
	5
	
	
	More than 3
	5

	
	with faultless record
	
	
	
	
	
	(three) years
	
	
	
	

	
	Less than 3 years accounts
	4
	
	
	accounts with a

	
	with faultless record
	
	
	
	
	
	faultless record

	
	Accounts having
	2
	
	
	
	
	
	
	

	
	Satisfactory dealings with
	
	
	
	
	
	
	
	
	
	

	
	some late payments
	
	
	
	
	
	
	
	
	
	

	
	Frequent past dues &
	0
	
	
	
	
	
	
	

	
	irregular dealings in account
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	2. Utilization of limit
	More than 60%
	2
	70%
	2

	(Actual/projection)
	40%-60%
	1
	
	
	
	
	
	
	

	
	Less than 40%
	0
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Full compliance
	2
	
	
	Full
	2

	
	Some non-compliance
	1
	
	
	Compliance



	[bookmark: page63][image: ]3. Compliance of
	No compliance
	0
	
	
	
	
	

	covenants/ conditions
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	4. Personal deposit
	Personal accounts of the key
	1
	
	Personal a/c of
	1

	
	business sponsors/
	
	
	
	the
	key
	
	

	
	principals are maintained in
	
	
	
	business
	
	
	

	
	the bank
	
	
	
	principals
	
	
	

	
	No depository relationship
	0
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Total score-
	
	10
	
	
	
	10

	relationship risk
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Grand total- all risk
	
	100
	
	
	
	76

	
	
	
	
	
	
	
	
	



Table 7.3: Credit risk grading of XYZ Fashion (Source: Self calculated from bank’s record)

Comment: In this case, XYZ Fashion scored 76. So, the credit risk grading of the company is acceptable. And it matches with the branch’s grading of the borrower.
[bookmark: _Toc530449412]6.4 Post-sanction monitoring to manage risk


Even if bank provides loan after critically analysis, it is not the end of banker’s responsibility. It is important to keep the loan under regular observation to ensure that the loan performs well and borrower does not default.
[bookmark: _Toc530449413]7.5 Purposes of post-sanction monitoring

Purposes of post-sanction monitoring are given below-
[bookmark: page64]Proper utilization of loan most important purpose of post-sanction monitoring of loan is to investigate the actual use of the loan. It is done to make sure that the loan is used to fulfill the purpose for which it was sanctioned. Analysis of financial condition and business activities
[bookmark: _Toc530449414]7.4.1 Purposes of post-sanction monitoring

Another important purpose of such monitoring is to verify the financial position of the borrower and regular business activity. Here the bank verifies the sales, stock level, collection from debtors and payment to creditors.
Maintenance of the security

Post sanction monitoring is done to make sure that the securities held as collateral are in good condition and to ascertain the value of the securities. It also ensures that the securities are insured and the borrower pays the premium properly.

It may happen that initially the borrower’s demand for loan seemed to be acceptable but later it may have found that he is not utilizing the loan properly, does not make the payment timely and the borrower turns to a defaulter. As the post-sanction attempts, bank monitors the loan on timely basis.

[bookmark: _Toc530449415]7.4.2 Credit monitoring process by UCBL

UCBL follows some sequential steps for monitoring the sanctioned loan. Here they are-

· At first the bank keeps the loan under observation. It examines whether the loan servicing is properly done or not.

· If the loans are not serviced properly and there is a chance of default, the bank reports them as suspense account. And the bank’s communicate with the borrower and tell him to pay the installment properly. If the borrower needs any advice the bank also advise him to maintain his loan account properly.

· Even after the communication, if the borrower does not pay his obligation the bank gives him remainder that the loan will be considered as non-performing loan. If, the borrower does not take any attempts to make payments, the authorized officer of the bank physically meet him or communicate through letters or by telephone.
· If such attempt does not work bank give legal notice to the client. In such circumstance the bank does not charge interest but tell the borrower to repay the outstanding loan.
· After that the bank takes legal actions to recover the loan.
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Figure: 7.1 Credit monitoring process by UCBL (Source: Self calculated from bank’s record)

[bookmark: page66]A borrower may default for different reasons. There may be political unrest, sales decline, failure in new project, natural disaster etc. In such case if the borrower approaches the bank to allow him to extend the time or change any credit term the bank may allow by analyzing borrower’s condition and future prospects. During the extended time the borrower will try to make profit and make the loan payments. If he fails, then the bank will follow the regular legal procedure. Sometime the bank adjusting the loan by reducing the principal amount or reduce the interest that will reduce the monthly installment. Such adjustment allows the borrower not to default. The bank will do this if it sees such adjustment is worth doing.


[bookmark: _Toc530449416]Chapter 8: Findings, Recommendations and Conclusion

Findings


While working at United Commercial Bank, Principal Branch, I have attainted to the newer kind of experience. After the collecting and analyzing of my all information and from my working experience, I have got some findings. Those findings are completely from my personal point of view. Those are:

· Branch Manager makes efforts to achieve the targets and knows how to motivate employees and how to represent the Bank well in the local community.
· The employees of the bank are young, energetic, co-operative and friendly. They are dealings with the clients co-operatively and friendly which create positive perception about the bank.
· The credit analysts have a strong background in accounting financial statement analysis, business law and economics along with good negotiating skills. This lessens the possibility of bad debt.

· The Customer service of UCBL is very much impressive than other financial institution. The working environment of the office is not good because of shortage of open spaces.

· The bank provided online banking in all branches .The operations of the Bank are computer oriented to ensure efficient services to the customers.
· The web-site of UCBL is not updated. Only a few amount of information are given.


Recommendation


United Commercial Bank gives a minimal authority to its branches regarding giving out loans. As a result most decisions which are taken, has to be approved by the head office. United Commercial Bank is more efficient in processing legal actions against its defaulters for their non-repayment of loans.
Therefore, it shows that United Commercial Bank is efficient in managing their credit risk. Thus I would suggest some recommendations from my own point of view. These are given below:
· Rules and regulations of the bank should be simple.
· The bank should encourage employees who performs well and should motivate other employees to complete their tasks on time.
· To attract more clients, united commercial bank should implement new marketing strategy.
· More information should be added in the website of the bank.
· To increase the knowledge and the process to work effectively, the bank should make training programs for the employees.

Conclusions


UCBL started its journey on 26 June, 1983 with the commitment of economic and social development of Bangladesh. The bank is always committed to deliver satisfaction to the customers. The bank is dedicated to provide unique service to its customers, come up with innovative products and services while emphasizing on the latest technology. The image created by the bank is very good and the total condition is almost within their control. Through this study, I myself gained some practical knowledge about credit business in Bangladesh and other banking stuffs. I am quite satisfied with their overall performance so far and wish a good success and bright future of the United Commercial Bank limited. The management of UCB is taking strategic steps to enable the bank to come out as a strong and progressive institution. With a bulk of qualified and experienced human resource, the bank can exploit any opportunity in the banking sector. It is continuing to make efforts to refine its products and operations to make them more compatible. New deposit schemes have been introduced and action plans have been taken to maintain revenue growth in future. Some kinds of changes in the entire terms can make a significant change in the total banking system.

[bookmark: _Toc530449417]
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[bookmark: page69][bookmark: _Toc530449418]Appendix


[bookmark: page70]Profit and Loss Account for United Commercial Bank-Uttara Branch-
	Particulars
	2015
	2016
	2017

	Total Income
	514,220,231.20
	571,622,294.59
	625,517,632.63

	Interest Income
	428,337,609.16
	472,089,510.98
	505,002,059.74

	Interest on Corporate Loans
	125,963,460.43
	147,724,139.30
	225,467,838.36

	Interest on SME Loans & Adv.
	67,840,170.27
	66,188,775.95
	77,224,855.45

	Interest on retail Loans & Adv.
	61,004,153.31
	46,713,192.14
	41,482,437.81

	Interest Income on Head
 Office General
	173,529,825.15
	211,463,403.59
	160,826,928.12

	 
	 
	 
	 

	Income From Investment
	621,953.15
	2,022,982.74
	836,678.66

	NON-interest income
	621,953.15
	2,022,982.74
	836,678.66

	 
	 
	 
	 

	Commission Fee Exchange &
 Brokerage
	80,362,921.92
	92,647,701.90
	112,910,728.82

	Commission Corporate
	35,122,063.91
	35,579,969.21
	47,393,275.99

	Commission SME
	2,986,012.08
	4,345,860.90
	5,177,971.00

	Commission Retail
	603,304.00
	566,980.37
	832,363.00

	Fees and charges Corporate
	16,063,321.28
	21,570,340.15
	28,813,308.13

	Fees and charges SME
	4,992,549.80
	4,947,746.44
	5,383,938.65

	Fees and charges Retail
	1,786,896.46
	1,774,775.88
	2,072,850.68

	Exchange Gain
	18,808,774.39
	23,862,028.95
	23,237,021.37

	 
	 
	 
	 

	Other Operating Income
	4,897,746.97
	4,862,098.97
	6,768,165.41

	Corporate 
	3,444,600.00
	3,546,000.00
	5,112,000.00

	SME
	784,500.00
	507,000.00
	381,000.00

	Retail
	668,646.97
	809,098.97
	1,275,165.41

	 
	 
	 
	 

	Total Expenditure
	224,555,798.86
	227,209,972.21
	207,270,274.24

	 
	 
	 
	 

	Interest Expenses
	174,857,251.61
	164,941,665.13
	142,858,782.44

	Corporate
	41,916,312.13
	20,357,707.46
	11,274,873.93

	SME
	6,177,294.87
	6,001,835.01
	6,752,737.24

	Retail
	109,227,954.75
	120,494,737.27
	109,691,440.74

	Interest Paid on Borrowings
	17,535,689.86
	18,087,385.39
	15,139,730.53

	 
	 
	 
	 

	Operating expenses
	49,698,547.25
	62,268,307.08
	64,411,491.80

	Salaries & Allowance
	34,929,620.00
	44,960,006.00
	46,594,636.00

	Rent & Taxes Insurance  Electricity
	4,529,636.50
	5,076,198.15
	5,641,303.99

	Legal & Professional Exp.
	38,100.00
	89,900.00
	-19,800.00

	Stationery Printing and
 Advertisements etc.
	1,264,274.94
	1,962,467.88
	1,476,295.00

	Depreciation
	4,718,478.81
	4,841,313.01
	5,076,917.57

	Other Expenditure
	4,218,437.00
	5,338,422.04
	5,642,138.84



	Total Income
	514,220,231.20
	571,622,294.59
	625,517,632.63

	Total expense
	224,555,798.86
	227,209,972.21
	207,270,274.24

	Profit
	289,664,632.34
	344,412,322.38
	418,247,358.39





Balance Sheet for United Commercial Bank-Uttara Branch-

	Particulars
	2015
	2016
	2017

	Cash and Bank Balance
	27,636,895.48
	16,417,075.73
	30,909,882.56

	Investment
	23,000.00
	200.00
	11,300.00

	Loans and advances
	2,322,367,584.12
	2,656,028,945.93
	3,104,325,202.87

	Corporate Loan
	1,392,112,384.26
	1,645,784,195.29
	2,029,351,102.85

	SME Loan
	438,002,645.65
	583,903,084.13
	690,841,410.79

	Retail Loan
	492,252,554.21
	426,341,666.51
	384,132,689.23

	Fixed Assets
	16,761,862.99
	25,832,118.99
	26,247,058.99

	Other Assets
	1,902,073,299.81
	2,589,997,515.87
	3,091,278,079.87

	Stock of Stationery & Stamps
	412,163.00
	322,792.80
	3,331,649.00

	Advance Deposit
	9,200.00
	9,200.00
	9,200.00

	Suspense Account
	5,553,490.00
	1,041,970.00
	1,657,370.00

	Head Office General Account
	1,901,098,446.81
	2,588,507,263.07
	3,089,165,360.87

	Sundry Receivable
	 
	116,290.00
	114,500.00

	Total asset
	4,268,863,242.40
	5,288,275,856.52
	6,252,771,524.29

	 
	 
	 
	 

	Borrowing from other Banks &Agent
	544,266,900.06
	789,743,475.33
	604,810,220.09

	Deposits
	3,358,026,797.95
	4,115,004,170.11
	5,231,276,793.71

	Corporate Deposit
	1,774,318,330.17
	1,801,380,183.67
	2,422,758,109.69

	SME Deposit
	206,751,738.92
	256,121,534.00
	415,488,761.00

	Retail Deposit
	1,376,956,728.86
	2,057,502,451.88
	2,393,029,923.02

	Other Liabilities
	58,249,780.42
	68,760,786.82
	72,272,188.11

	Interest Payable
	36,308,600.80
	30,621,929.78
	72,272,188.11

	Accumulated Depreciation
	6,388,287.58
	10,934,643.48
	14,613,315.81

	Interest Suspense Account
	3,394,810.77
	13,746,816.20
	17,635,621.36

	Payable Tax VAT Excise Duty
	9,714,419.72
	13,076,518.07
	5,718,681.00

	Other Sundry Liabilities
	2443661.55
	380,879.29
	695,771.55

	Total liabilities
	3,960,543,478.43
	4,973,508,432.26
	5,908,359,201.91

	 
	 
	 
	 

	Total Equity
	308,319,763.97
	314,767,424.26
	344,412,322.38

	 
	 
	 
	 

	Total liabilities & Equity
	4,268,863,242.40
	5,288,275,856.52
	6,252,771,524.29
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