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Major Rating Factors

Strengths: Weaknesses:

• Satisfactory franchise and management

• Above-industry-average earnings and capitalization

• Challenging operating environment

Outlook: Stable

The stable outlook on BRAC Bank Ltd. reflects our view that the bank will steadily navigate competitive operating

conditions in Bangladesh and maintain its financial profile over the next 12-18 months.

Upside scenario

We could upgrade BRAC Bank if its profitability improves while remaining higher than the industry average, and

the bank increases its market share in a sustainable fashion without strategic or operational missteps. This could be

shown by sustained good asset quality metrics, prudential underwriting standards, and healthy capitalization over

the next 12-18 months.

Downside scenario

We may lower the rating if the bank's asset quality deteriorates sharply, for example due to a weakness in the

bank's corporate portfolio.
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Rationale

The rating on BRAC Bank reflects its satisfactory franchise, asset quality, and funding, with above-industry-average

earnings and capitalization. The bank's credit exposures remain concentrated in Bangladesh, where banks face

relatively high competition and substantial credit risk versus international peers. We assess the bank's stand-alone

credit profile as 'b+'.

Anchor:'b+' for a commercial bank operating in Bangladesh

In our opinion, Bangladesh's low-income economy, heavy development needs, and fiscal constraints limit its economic

resilience. However, Bangladesh has healthy growth prospects and relatively low economic imbalances, with credit

growing in line with nominal GDP and benign inflation and current account positions. Bangladesh's credit risk remains

extremely high, with weak foreclosure laws and underwriting standards, weak governance at some banks, and client

concentration leading to sizable stressed assets in the banking industry.

Bangladesh is aiming to implement international regulatory standards. However, supervision has gaps and results in

limited market discipline. Weak asset quality and capitalization of some banks in the country reflect gaps in monitoring

and in the system's ability to address problems early. In our view, Bangladesh's banking system has overcapacity and

market distortions. A supportive core customer deposit base and low reliance on external funding temper these

weaknesses.

Table 1

BRAC Bank Ltd.--Key Figures

--Year ended Dec. 31--

(Mil. BDT) 2019* 2018 2017 2016 2015

Adjusted assets 385,596.8 346,359.5 309,359.1 258,807.5 221,772.7

Customer loans (gross) N.A. 238,400.4 203,431.0 175,841.4 149,934.1

Adjusted common equity N.A. 38,600.1 26,204.9 21,414.2 18,111.0

Operating revenues N.A. 26,000.9 23,687.3 20,181.7 17,474.0

Noninterest expenses N.A. 16,691.1 14,248.9 11,544.5 10,323.2

Core earnings 3,155.2 5,587.5 5,509.6 4,103.4 2,368.7

*Data as of Sept. 30. BDT--Bangladesh taka. N.A.--Not available.

Business position:Diversified business mix in a growing economy

We expect BRAC Bank to continue to grow its franchise in the competitive yet underpenetrated financial services

industry in Bangladesh. The bank competes with more than 50 other banks in the country. It is among the top 15

banks in the country and accounts for about 2.5% of the system's loans and 2.3% of deposits. Expansion is likely to

drive growth, along with better use of its distribution network--which includes 187 branches, 200+ agent banking

outlets, 424 ATMs, and 457 unit offices that service small and midsize enterprises (SMEs).

BRAC Bank has a diversified loan exposure to SMEs (45% of loans as of Sept. 30, 2019), corporates (37%), and the

retail segment (18%). The bank has a higher focus on retail and SME segments than other local banks (industry

average is about 70% of loans to corporates). BRAC Bank uses mobile banking solutions (through its subsidiary bKash
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Ltd.) to reach a sizable underbanked and unbanked population in the country. Banks in Bangladesh have traditionally

focused on the wholesale segment due to relationship-based lending and higher operating costs associated with SMEs

and retail businesses. BRAC Bank's fee income comes mainly from mobile banking, trade finance, and card products.

This income constitutes about 25% of the bank's operating revenues and adds to its business diversity.

We consider BRAC Bank's management to be satisfactory. The management team has identified SME and retail

segments as the bank's niche and has since 2015 embarked on strategies to improve operating competitiveness. These

strategies involve increasing products at branches, improving customer service levels, and technology enhancements.

BRAC Bank was incorporated in May 1999 and commenced its commercial operations in July 2001.

Table 2

BRAC Bank Ltd.--Business Position

--Year ended Dec. 31--

(%) 2019* 2018 2017 2016 2015

Loan market share in country of domicile N.A. 2.5 2.4 2.5 N.A.

Deposit market share in country of domicile N.A. 2.3 2.1 2.0 N.A.

Return on average common equity 12.3 17.9 21.3 18.3 11.5

*Data as of Sept. 30. N.A.--Not available.

Capital and earnings:Above average profitability

We expect the bank to sustain its prediversification risk-adjusted capitalization (RAC) ratio above 5% over the next

12-15 months. This ratio was 5.5% as of end-2018. The bank's capitalization improved last year due to foreign

investment in its subsidiary bKash Ltd.

The bank's ratio of core earnings to average assets averaged about 1.5% over the past five years and is better than the

industry average of 0.6%. BRAC Bank's profitability is characterized by high net interest margins owing to: (1) higher

yields on its SME and retail portfolio; (2) fee income contribution from mobile banking and trade finance; and (3)

competitive cost of funds due to sizable low-cost deposits. The bank's operating revenues help to offset elevated

operating and credit costs.

We expect the bank to grow in mid-teens over the next 12-15 months. The growth of BRAC Bank and the broader

banking industry reduced in the last couple of years as Bangladesh's regulator tried to moderate credit growth in the

system, which had reached a peak of 19% in 2017, thereby tightening the liquidity in the system. The credit and

deposit growth are now aligned, with both growing about 11% and the regulator is looking to maintain adequate

liquidity in the system.

The bank's core earnings to average assets has reduced in the last few quarters due to a combination of declining net

interest margins and rising operating cost. Net interest margins declined as the industry faced rising costs of funds

amid competition for liquidity from banks and other players. The operating cost increased due to the bank's continual

investment in staff, infrastructure, and technology initiatives, especially through its subsidiary bKash Ltd. We expect

profitability to be more stable, given the spread pressures are likely to ease due to better liquidity in the system.

However, BRAC Bank's operating expenses are likely to continue increasing.
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Table 3

BRAC Bank Ltd.--Capital And Earnings

--Year ended Dec. 31--

(%) 2019* 2018 2017 2016 2015

Tier 1 capital ratio N.A. 14.5 10.6 10.4 10.4

Adjusted common equity/total adjusted capital N.A. 100.0 100.0 100.0 100.0

Net interest income/operating revenues N.A. 67.3 65.6 68.9 65.9

Fee income/operating revenues N.A. 25.1 25.5 24.3 24.7

Market-sensitive income/operating revenues N.A. 7.0 9.8 4.5 7.3

Noninterest expenses/operating revenues N.A. 64.2 60.2 57.2 59.1

Preprovision operating income/average assets N.A. 2.8 3.3 3.6 3.4

Core earnings/average managed assets 1.1 1.7 1.9 1.7 1.1

*Data as of Sept. 30. N.A.--Not available.

Table 4

BRAC Bank Ltd.--Risk Adjusted Capital Framework Data

Exposure* S&P Global Ratings RWA

Average S&P Global Ratings

RW (%)

Credit risk

Government & central banks 50,400,548,377.2 34,937,577,608.8 69.3

Of which regional governments and local

authorities

0.0 0.0 0.0

Institutions and CCPs 53,032,075,359.5 101,943,558,463.6 192.2

Corporate 213,172,667,658.2 387,508,732,052.7 181.8

Retail 41,109,507,898.8 53,863,827,999.9 131.0

Of which mortgage 15,822,752,038.9 14,634,463,360.8 92.5

Securitization§ 0.0 0.0 0.0

Other assets† 17,173,275,130.5 45,239,150,835.1 263.4

Total credit risk 374,888,074,424.3 623,492,846,960.1 166.3

Credit valuation adjustment

Total credit valuation adjustment -- 0.0 --

Market Risk

Equity in the banking book 1,237,157,527.4 13,918,022,182.7 1,125.0

Trading book market risk -- 20,451,594,627.1 --

Total market risk -- 34,369,616,809.8 --

Operational risk

Total operational risk -- 48,751,625,668.1 --

Exposure S&P Global Ratings RWA

% of S&P Global Ratings

RWA

Diversification adjustments

RWA before diversification -- 706,614,089,438.1 100.0

Total Diversification/ Concentration

Adjustments

-- 246,676,286,740.1 34.9

RWA after diversification -- 953,290,376,178.2 134.9
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Table 4

BRAC Bank Ltd.--Risk Adjusted Capital Framework Data (cont.)

Total adjusted capital

S&P Global Ratings RAC

ratio (%)

Capital ratio

Capital ratio before adjustments 38,600,106,737.0 5.5

Capital ratio after adjustments‡ 38,600,106,737.0 4.0

*Exposure at default. §Securitization Exposure includes the securitization tranches deducted from capital in the regulatory framework. †Exposure

and S&P Global Ratings’ risk-weighted assets for equity in the banking book include minority equity holdings in financial institutions.

‡Adjustments to Tier 1 ratio are additional regulatory requirements (e.g. transitional floor or Pillar 2 add-ons). RWA--Risk-weighted assets.

RW--Risk weight. RAC--Risk-adjusted capital. BDT--Bangladesh taka. Sources: Company data, S&P Global Ratings.

Risk position:Credit costs to remain within expected loss range

We expect BRAC Bank's credit losses to remain within our normalized loss expectations over the next 12-15 months,

albeit they should increase from cyclically low levels of 2018, given the borrowers have faced an interest rate increase

in past few quarters. Moreover, credit losses are susceptible to one-off stress in the corporate book given some sectors

are facing sluggish business conditions.

We expect the bank's growth of unsecured exposures in the SME and retail segments to be balanced by the granularity

and high spreads on these exposures. BRAC Bank has corporate client concentration; however, less so than the

industry average in Bangladesh. In addition, BRAC Bank has a more balanced overall loan book comprising

corporates, SMEs, and retail. Its main corporate exposures include readymade garments and textiles (a key export

sector in Bangladesh) and core sectors such as telecommunications, power, and steel.

BRAC Bank's SME business caters to entrepreneurs and small businesses with average ticket sizes of

US$7,000-US$75,000; loans are given for business expansion. The smaller ticket-size loans are unsecured while the

larger ones are secured by mortgages. The bank's retail loans consist of home loans (where the loan-to-value ratio has

a regulatory cap of 70%), followed by personal loans and credit cards.

BRAC Bank had a lower gross nonperforming loan (NPL) ratio of 5.1% on average over the past six years as compared

with the industry average of 9.4%. However, given inherently weak borrower profiles and low recovery prospects in

Bangladesh, we believe the bank will need to continue to have adequate NPL coverage (over 90% on average over the

past three years) in times of low charge-offs. The banking system is also prone to moral hazard due to forbearance

allowed in the form of rescheduling of loans which constituted 10.2% of total loans for the industry as of end-2018.
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Chart 1

Table 5

BRAC Bank Ltd.--Risk Position

--Year ended Dec. 31--

(%) 2019* 2018 2017 2016 2015

Growth in customer loans N.A. 17.2 15.7 17.3 20.6

Total managed assets/adjusted common equity (x) N.A. 9.1 11.9 12.2 12.3

New loan loss provisions/average customer loans N.A. 0.3 0.6 1.0 1.7

Gross nonperforming assets/customer loans + other real estate owned N.A. 3.6 4.2 5.2 5.9

Loan loss reserves/gross nonperforming assets N.A. 99.6 94.0 88.4 94.6

*Data as of Sept. 30. N.A.--Not available.

Funding and liquidity:Deposit franchise supports funding

We expect BRAC Bank to maintain its diversified deposit franchise over the next 12-18 months. BRAC Bank's deposits,

particularly its sizable low-cost current and saving accounts (CASA), support its funding profile. Deposits contributed

more than 80% to the bank's funding base on average over the past five years. Household deposits accounted for

about half of deposits in past five years, followed by corporates and SMEs. Its CASA ratio of about 42% is in line with

the industry average as of Dec. 31, 2018. BRAC Bank's ratio of loans to customer deposits averaged 93% over the past
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five years, higher than the industry average (82%). This is partly because some state-owned banks in Bangladesh have

very low ratios given their capital constraints and due to BRAC Bank's offshore banking unit, which has relatively

higher wholesale funding.

BRAC Bank's assets in the form of cash and short-term funds underpin its liquidity. The bank's ratio of broad liquid

assets to short-term wholesale funding is 3.4x as of Dec. 31, 2018, in line with global peers'.

Table 6

BRAC Bank Ltd.--Funding And Liquidity

--Year ended Dec. 31--

(%) 2019* 2018 2017 2016 2015

Core deposits/funding base 88.0 84.6 82.2 80.4 79.3

Customer loans (net)/customer deposits N.A. 94.9 94.6 98.7 99.9

Long-term funding ratio N.A. 92.2 90.3 89.6 86.7

Stable funding ratio N.A. 113.4 104.9 103.3 99.9

Short-term wholesale funding/funding base N.A. 8.9 10.8 11.5 14.7

Broad liquid assets/short-term wholesale funding (x) N.A. 3.4 2.7 2.4 2.0

Short-term wholesale funding/total wholesale funding N.A. 57.5 60.6 58.5 70.9

*Data as of Sept. 30. N.A.--Not available.

Related Criteria

• Criteria - Financial Institutions - General: Risk-Adjusted Capital Framework Methodology, July 20, 2017

• General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

• General Criteria: Group Rating Methodology, Nov. 19, 2013

• Criteria - Financial Institutions - Banks: Quantitative Metrics For Rating Banks Globally: Methodology And

Assumptions, July 17, 2013

• Criteria - Financial Institutions - Banks: Banks: Rating Methodology And Assumptions, Nov. 9, 2011

• Criteria - Financial Institutions - Banks: Banking Industry Country Risk Assessment Methodology And Assumptions,

Nov. 9, 2011

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009
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Anchor Matrix

Industry

Risk

Economic Risk

1 2 3 4 5 6 7 8 9 10

1 a a a- bbb+ bbb+ bbb - - - -

2 a a- a- bbb+ bbb bbb bbb- - - -

3 a- a- bbb+ bbb+ bbb bbb- bbb- bb+ - -

4 bbb+ bbb+ bbb+ bbb bbb bbb- bb+ bb bb -

5 bbb+ bbb bbb bbb bbb- bbb- bb+ bb bb- b+

6 bbb bbb bbb- bbb- bbb- bb+ bb bb bb- b+

7 - bbb- bbb- bb+ bb+ bb bb bb- b+ b+

8 - - bb+ bb bb bb bb- bb- b+ b

9 - - - bb bb- bb- b+ b+ b+ b

10 - - - - b+ b+ b+ b b b-

Ratings Detail (As Of December 1, 2019)*

BRAC Bank Ltd.

Issuer Credit Rating B+/Stable/B

Issuer Credit Ratings History

26-Feb-2018 B+/Stable/B

Sovereign Rating

Bangladesh BB-/Stable/B

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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