NPL: Non-performing loan

Grace period in credit:

Classification Non-performing tenure Provisioning rate
(changes over time)

Standard loan 1%
Unclassified

Special Mentioned Account 90 days or more 5%

Sub standard 6 months — less than 9 months 20%
Classified Doubtful 9 months — less than 12 months 50%

Bad and loss More than 12 months 100%



Reasons for high NPL in BD-

1. Political pressure for sanctioning loan

2. Weak governance in the banking industry

3. Weak client selection at the time of loan sanction

4. High interest rate and high installments

5. Weak business and industry analysis, mismatched cash flow forecast and
wrong evaluation of payment behavior

6. Lack of security coverage of the loan amount

7. Weak regulatory framework to sanction and recover loan



Impact of NPL -

1. Impact on profitability: higher the NPL, higher the provision. Higher the
provision, lower the profit.

2. Impact on liquidity: higher the NPL, lower the inflow of loan installment.
Lower the inflow from loan installment, lower the cash in hand and
lower the liquidity.

3. Impact on capital adequacy: CRAR (Capital to Risk — weighted asset
ratio) (%). Higher the NPL, higher the risk. Higher the risk ,higher the
capital requirement.

4. Reputational hazard



Key measures to handle or mitigate NPL problem-

1.

Strengthening of corporate governance and ensuring due
diligence in credit worthiness evaluation

Strengthening and properly implementing the Bankruptcy Act,
1997.

Govt and central bank need to ensure the rigorous
implementation of banking rules and regulations
Consolidation, merging, divesting, restructuring or
privatization of state owned commercial banks or any bank
that is financially too weak to continue on its own
Awareness creation among all stakeholders about proper
financing and repayment and overall credit process



BN e

Current NPL rate in the banking sector

NPL in south asia and world

Ranking of the commercial banks in terms of credit performance
Capital short fall and provisioning amount



Write an essay on NPL in the banking sector of BD

Submit by 10.33 PM at rayhanmd099@gmail.com
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