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BRAC Bank Limited
Update following rating downgrade

Summary
BRAC Bank Limited's (BRAC Bank)'s B1 long-term deposit and issuer ratings are at the same
level as Government of Bangladesh's (B1 stable) rating. The ratings reflect the bank's better-
than-peer-average asset quality and capitalization, which balances its moderate profitability.
The ratings also reflect the bank's strong deposit franchise and access to funding, and good
liquidity.

The B1 ratings aslso incorporate our assessment of a moderate probability of support from
the government in times of need, which is underpinned by the bank's modest market share,
and the government's propensity and ability to support the banking system.

On 31 May 2023, we downgraded BRAC Bank long-term deposit and issuer ratings to B1
from Ba3. We also confirmed the bank's b1 Baseline Credit Assessment (BCA).

Exhibit 1

Rating Scorecard - Key financial ratios
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Credit strengths

» Strong funding and liquidity, supported by its sizable distribution network

» Good core capital ratio, the highest among the Bangladeshi banks we rate

Credit challenges

» Rising asset risk because of the lingering effects of the pandemic

Outlook
The stable outlook on the LT deposit and issuer ratings of BRAC Bank is in line with the stable outlook on Bangladesh's sovereign rating.
The stable outlook also reflects our expectation that the bank’s credit fundamentals will remain stable as gradual improvements in
funding conditions will balance rising asset risks.

Factors that could lead to an upgrade
We are unlikely to upgrade BRAC Bank’s LT deposit and issuer ratings and its BCA because these are already at the same level as the
sovereign rating.

Factors that could lead to a downgrade
We could downgrade the bank’s ratings and BCA if (1) there is a deterioration in the sovereign’s credit profile and the bank’s operating
environment, or (2) there is significant deterioration in the bank’s solvency such as a material increase in stressed loans, or weakening in
the bank's funding structure.

Key indicators

Exhibit 2

BRAC Bank Limited (Consolidated Financials) [1]

12-222 12-212 12-202 12-192 12-182 CAGR/Avg.3

Total Assets (BDT Million) 640,550.3 513,915.1 444,326.9 405,068.5 349,375.0 16.44

Total Assets (USD Million) 6,238.9 5,993.2 5,242.8 4,771.4 4,164.2 10.64

Tangible Common Equity (BDT Million) 56,511.5 52,217.6 40,762.2 37,631.6 32,373.9 14.94

Tangible Common Equity (USD Million) 550.4 609.0 481.0 443.3 385.9 9.34

Problem Loans / Gross Loans (%) 4.0 4.3 3.4 4.4 3.6 3.95

Tangible Common Equity / Risk Weighted Assets (%) 11.6 13.1 10.7 12.0 11.6 11.86

Problem Loans / (Tangible Common Equity + Loan Loss Reserve) (%) 22.9 20.8 17.6 24.8 21.0 21.45

Net Interest Margin (%) 4.0 4.6 4.4 5.5 5.5 4.85

PPI / Average RWA (%) 2.6 2.6 2.4 3.0 3.6 2.86

Net Income / Tangible Assets (%) 1.0 0.9 0.9 1.1 1.6 1.15

Cost / Income Ratio (%) 69.6 68.0 71.3 67.8 64.2 68.25

Market Funds / Tangible Banking Assets (%) 13.5 10.0 8.2 9.7 12.3 10.75

Liquid Banking Assets / Tangible Banking Assets (%) 31.2 32.5 33.5 29.1 27.4 30.75

Gross Loans / Due to Customers (%) 92.3 89.4 82.0 89.6 95.9 89.85

[1] All figures and ratios are adjusted using Moody's standard adjustments. [2] Basel III - fully loaded or transitional phase-in; LOCAL GAAP. [3] May include rounding differences because of
the scale of reported amounts. [4] Compound annual growth rate (%) based on the periods for the latest accounting regime. [5] Simple average of periods for the latest accounting regime.
[6] Simple average of Basel III periods.
Sources: Moody's Investors Service and company filings

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the issuer/deal page on https://ratings.moodys.com for the
most updated credit rating action information and rating history.
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Profile
BRAC Bank Limited (BRAC Bank) was established in 2001 as a private commercial bank based in Bangladesh, listed on both the Dhaka
Stock Exchange and the Chittagong Stock Exchange in 2007. The lender has developed a competitive advantage in the small and
medium-sized enterprise (SME) segment and has established a strong domestic presence, supported by 187 branches, 1,000 agent
banking outlets and 372 ATMs as of year-end 2022.

Moreover, the bank is a market leader in the mobile financial services industry with its subsidiary, bKash Limited (bKash), which
provides electronic payment and remittance services.

As of year-end 2022, the bank was majority owned by BRAC (46%), which is the world's largest nongovernmental organization (NGO)
in terms of employees, and supports various social and environmental causes. BRAC Bank is also one of the pioneers of microfinance,
and its expertise provides the bank with a competitive advantage in the SME segment. As a result of its ownership by a nonprofit NGO,
BRAC Bank is less susceptible to corporate governance issues faced by other private commercial banks that are owned by corporate
entities or individuals.

As of year-end 2022, SMEs accounted for 46% of total loans, followed by corporates (36%) and consumer loans (19%).

Detailed credit considerations
Asset quality will remain better than peers despite rising risks
We expect BRAC Bank's asset quality to remain better than peers because of its limited stock of rescheduled and restructured loans
and good loan loss coverage, although asset risks are increasing because of the bank's high loan growth of 28% in 2022 and expected
loan growth of around 30% in 2023 and 2024 as the bank sees continued expansion of SME lending market, and looks to capture
more market share in microfinance. According to the bank, new loans origination will be coming from sectors that have displayed good
repayment behaviors. Nevertheless, we expect the high loan growth will increase the unseasoned risks in the loan portfolio, leading to
increase in stressed loans in next 12 to 18 months, with the backdrop of high domestic inflation and import costs impacting borrowers
in the SME segment.

BRAC Bank's standalone nonperforming loan (NPL) ratio remained stable at 3.7% as of year-end 2022 from 3.9% as of year-end 2021
as economic conditions recovered from the disruptions caused by the pandemic. The current NPL ratio is comparable with the pre-
pandemic levels (see Exhibit 3) and remains low among the Bangladeshi banks that we rate. Its gross NPLs increased 14% in 2022
because of high NPL formation in the SME segment (53%) and small NPL formation in the corporate segment (7%), while the stock of
NPLs fell in the consumer segment (-2%) from a year earlier.

Despite asset-quality deterioration in the SME and corporate segments, the bank has a long track record of low NPL ratio in this
segment. As of year-end 2022, the NPL ratio for the SME segment was 3.6%, much lower than the 7%-11% level of its rated peers.
Most of its SME borrowers operate essential services focusing on the domestic market in Bangladesh and are less susceptible to
demand disruptions. At the same time, the bank's strong physical presence, with 457 dedicated SME offices spanning various locations
in Bangladesh, has allowed more effective monitoring of and collections from its SME borrowers. The high share of SME loans also
renders the bank less vulnerable to single-party concentration risks compared with its Bangladeshi peers.

Performing loans with modified payment terms on a standalone basis constituted 2.3% of gross loans as of year-end 2022, with 1.6%
coming from loans restructured under pandemic-related forbearance measures and 0.7% from rescheduled loans.1 These loans will be
classified as performing as long as borrowers service their loans based on the relaxed payment terms.
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Exhibit 3

BRAC Bank's NPL ratio decreased in 2022
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[1] The NPL ratio does not include rescheduled loans and restructured loans because of the pandemic.
[2] Data is on a standalone basis.
Source: Moody’s Investors Service

Loan loss reserves (consolidated) decreased to 93% of NPLs as of year-end 2022 from 102% a year earlier driven by an increase in
NPLs. The ratio would decrease to 65% if we include the performing loans with modified payment terms in the denominator, but
remains highest among the Bangladeshi banks we rate. We expect the bank to maintain adequate loan loss coverage.

The assigned b3 Asset Risk score takes into account the above considerations.

Capitalization will decrease but remain above that of peers
We expect BRAC Bank's capital to decrease from a high level as loan growth accelerates while profitability remains moderate in the
next 12-18 months. The bank's Moody's-adjusted tangible common equity (TCE)/adjusted risk-weighted assets2 under Basel III capital
norms decreased to 11.6% as of year-end 2022 from 13.1% as of year-end 2021 because of high loan growth of 28% over the same
period.

In 2021, the bank's capital was boosted by its subsidiary bKash's issuance of preference shares to Softbank, which added BDT7.4 billion
to the bank's retained earnings. As a result, the bank's TCE ratio increased to 13.1% as of year-end 2021 from 10.7% as of year-end
2020.

The bank's reported Common Equity Tier 1 (CET1) capital ratio was 17.9% as of year-end 2022. Its CET1 capital ratio was the highest
among its peers we rate as of year-end 2022 (see Exhibit 4).

Exhibit 4

BRAC Bank's CET1 capital ratio is the highest among its peers we rate
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Source: Moody's Investors Service
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We expect BRAC Bank to continue to pursue a relatively conservative dividend payout policy, which will support capital retention. In
2022, the bank approved the payout of 15% of its capital as dividends for 2021, with 7.5% in the form of cash and 7.5% in the form of
stock. Cash dividends amounted to 22% of net profit earned in 2021.

The b2 Capital score reflects the above considerations.

Profitability will improve if lending rate cap is lifted
BRAC Bank's profitability will improve moderately in the next 12-18 months if lending rate cap is lifted, because expansion in the net
interest margin will be partially offset by an increase in credit costs, while operating costs remain high.

The bank's return on tangible assets was largely stable at 1.0% in 2022 compared with 0.9% in 2021, because of increases in cost
of deposits and operating expenses that offset lower credit costs. Its annualized loan loss provision as a percentage of gross loans
decreased to 0.5% as of year-end 2022 from 0.9% as of year-end 2021, although mainly driven by the 27% increase in the gross loans
base. We expect credit costs to increase somewhat as the bank's new loans season.

The bank's interest rate spread has traditionally been among the highest in the industry, supported by the high proportion of loans to
the higher-yielding SME segment. However, this advantage was curtailed by the lending rate cap of 9% imposed by Bangladesh Bank
since 1 April 2020.

The bank's net interest margin narrowed to 4.0% in 2022 from 4.6% in 2021, driven by an increase in costs of deposits because the
bank raised more term deposits during the period. Cost of funding increased to 2.7% in 2022 from 2.0% in 2021. Nevertheless, we
expect the interest rate spread and net interest margin to remain above those of its peers and improve somewhat if cap on lending rate
is lifted, given its easier access to low-cost deposits than that of peers and focus on the higher-yielding SME segment. The bank's net
interest margin of 4.6% in 2021 was higher than the 3.7% asset-weighted average of other Bangladeshi banks we rate.

BRAC Bank's subsidiary bKash will continue to spend heavily on marketing, promotions and IT infrastructure to expand its market share
in the mobile payment market. At the same time, the bank will likely increase its marketing and personnel costs to further grow its
SME lending business. As a result, BRAC Bank's consolidated operating expenses will remain high, straining its profitability. In 2022, the
bank's consolidated cost-to-income ratio increased to 70% from 68% in 2021, and remained the highest among rated Bangladeshi
banks.

Exhibit 5

BRAC Bank's cost-to-income ratio was the highest among its peers
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Sources: Moody’s Investors Service and banks

The Profitability score of b2 reflects the above considerations.

Stable funding and liquidity, backed by an established domestic franchise
We expect BRAC Bank to retain its funding competitiveness in the next 12-18 months, supported by its established domestic franchise.
The bank is primarily funded by deposits which were 70% of the tangible banking assets as of year-end 2022. Loan-to-deposit ratio
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increased to 92% as of year-end 2022 from 89% as of year-end 2021, because loan growth outpaced deposit growth. Customer
deposits increased by 23%, while gross loans increased by 28% in 2022.

The bank's domestic franchise is supported by a sizable network of branches and ATMs, a leading mobile platform (bKash) and a
growing agent banking network. As a result, the bank has strong access to current and savings accounts, which tend to be stickier than
term deposits and borrowings. Its current and savings accounts as a percentage of total customer deposits was at a good level of 47%
as of year-end 2022, although down from 52% a year earlier.

The bank has moderate reliance on confidence-sensitive market funding. Market funds as a percentage of tangible banking assets
increased to 14% as of year-end 2022 from 10% a year earlier. Around 46% of the market funds as of year-end 2022 were concessional
funding from the local central bank, which is disbursed to eligible domestic exporters and SMEs, while another 13% were from
multilateral institutions like the Asian Development Bank (Aaa stable) and International Finance Corporation (Aaa stable)3. The
remaining 35% of the market funds were other borrowings from the central bank or other financial institutions (see Exhibit 5).

Exhibit 6

BRAC Bank's market funds comprised mainly borrowings from Bangladesh Bank and international finance organizations
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Source: Moody's Investors Service

The adjusted Funding score of ba2 reflects BRAC Bank's good deposit franchise, as well as the stable funding provided by the local
central bank and multilateral institutions.

BRAC Bank maintains a robust liquidity buffer. The bank's liquid assets, excluding bKash customers' mobile wallets held in trust
accounts, were 20% of tangible assets as of year-end 2022 and year-end 2021, and mostly comprised interbank assets and government
securities. On a consolidated basis, BRAC Bank's liquid assets as a percentage of tangible assets decreased slightly to 31% in year-end
2022 from 32% in year-end 2021.

The Liquid Resources score of b2 reflects our expectation that the bank's liquidity will moderate as the bank pursues high loan growth
in the next 12-18 months.

BRAC Bank’s BCA is based on Bangladesh's Weak - macro profile
BRAC Bank operates mainly in Bangladesh, which has a Weak - macro profile.

Bangladesh's economy is supported by the country's robust growth prospects and moderate debt burden against its narrow
government revenue base that restricts fiscal flexibility and institutional weaknesses that constrain competitiveness. While the globally
competitive ready-made garments (RMG) industry will continue to contribute significantly to GDP, exports and incomes over the long
term, and high commodity prices have weakened Bangladesh's external position and increased liquidity pressures. Meanwhile, access to
concessional financing mitigates risks from a higher government debt burden.
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The banking system is characterized by a high degree of market fragmentation with persistent weaknesses in underwriting standards, a
high credit concentration in domestic corporates and growing trend of regulatory forbearance, which constitute weaknesses in credit
conditions despite moderate growth in credit relative to GDP.

ESG considerations
BRAC Bank Limited's ESG Credit Impact Score is Neutral-to-Low CIS-2

Exhibit 7

ESG Credit Impact Score

Source: Moody's Investors Service

BRAC Bank Limited's (BRAC Bank) ESG Credit Impact Score is neutral-to-low (CIS-2), reflecting the limited credit impact of
environmental and social risk factors on the ratings to date, as well as the bank’s good governance framework.

Exhibit 8

ESG Issuer Profile Scores

Source: Moody's Investors Service

Environmental
BRAC Bank faces moderate environmental risks, specifically from carbon transition risk and waste and pollution because of its
exposures to industries such as readymade garment and other manufacturing. The country's very high risk of seasonal flooding could
also have negative impact on the economic activities of the bank's borrowers. However, the risks are partially mitigated by the bank's
diversified loan book and efforts to expand green financing.

Social
BRAC Bank faces moderate social risks related to customer relations, tightening regulatory and compliance standards, and the impact
of potential technological disruptions associated with an increasingly digitally active customer base. However, the bank is generally
focused on intermediation with simpler product ranges with few identified conduct issues and has been subject to looser regulatory
scrutiny on consumer protection. Furthermore, the bank will benefit from Bangladesh’s favorable demographics.

Governance
BRAC Bank faces neutral to low governance risks, and its risk management and compliance functions are in line with industry best
practices. The bank is 46% owned by BRAC, a nongovernmental organization, and the governance risks associated with ownership
concentration are mitigated by the majority presence of independent directors on the board, and the regulated nature of the bank. The
bank also has a strong management credibility and track record of maintaining good capital and liquidity buffers.
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ESG Issuer Profile Scores and Credit Impact Scores for the rated entity/transaction are available on Moodys.com. In order to view the
latest scores, please click here to go to the landing page for the entity/transaction on MDC and view the ESG Scores section.

Support and structural considerations
Government support considerations
BRAC Bank's b1 long-term foreign- and local-currency deposits and issuer ratings are in line with the bank's b1 BCA, based on our
assumption of a moderate probability of government support. Our support assumption is based on the bank's small market share, but
balanced by the government's willingness and ability to support the bank.

Counterparty Risk (CR) Assessment
BRAC Bank’s CR Assessment is positioned at Ba3(cr)/NP(cr)
The CR Assessment, before government support, is positioned one notch above BRAC Bank's Adjusted BCA of b1. We then assign
government support assumptions, in line with our support assumptions on deposits and senior unsecured debt. Such assignments
reflect our view that any support provided by governmental authorities to a bank, which benefits senior unsecured debt or deposits,
is very likely to benefit operating activities and obligations reflected by the CR Assessments as well. Such a view is consistent with our
belief that governments are likely to maintain the banks' operations as a going concern to reduce contagion and preserve the banks'
critical functions.

Counterparty Risk Ratings (CRRs)
BRAC Bank’s local- and foreign-currency CRRs are positioned at Ba3/NP
Bangladesh is a nonoperational resolution regime. For nonoperational resolution regime countries, the starting point for the CRRs is
one notch above the bank's Adjusted BCA, to which we then typically add the same notches of government support as applied to the
CR Assessment.
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Methodology and scorecard
About Moody's Bank Scorecard
Our scorecard is designed to capture, express and explain in summary form our Rating Committee's judgment. When read in
conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the output of our scorecard may
significantly differ from that suggested by raw data alone (though it has been calibrated to avoid the frequent need for strong
divergence). The scorecard output and the individual scores are discussed in rating committees and may be adjusted up or down to
reflect conditions specific to each rated entity.

Rating methodology and scorecard factors

Exhibit 9

BRAC Bank Limited

Macro Factors
Weighted Macro Profile Weak - 100%

Factor Historic
Ratio

Initial
Score

Expected
Trend

Assigned Score Key driver #1 Key driver #2

Solvency
Asset Risk
Problem Loans / Gross Loans 4.0% b2 ↔ b3 Quality of assets Unseasoned risk

Capital
Tangible Common Equity / Risk Weighted Assets
(Basel III - transitional phase-in)

11.6% b2 ↔ b2 Risk-weighted
capitalisation

Profitability
Net Income / Tangible Assets 0.9% b2 ↔ b2 Expected trend

Combined Solvency Score b2 b2
Liquidity
Funding Structure
Market Funds / Tangible Banking Assets 13.5% b1 ↔ ba2 Deposit quality Market funding quality

Liquid Resources
Liquid Banking Assets / Tangible Banking Assets 31.2% b1 ↔ b2 Stock of liquid assets

Combined Liquidity Score b1 ba3
Financial Profile b1
Qualitative Adjustments Adjustment

Business Diversification 0
Opacity and Complexity 0
Corporate Behavior 0

Total Qualitative Adjustments 0
Sovereign or Affiliate constraint -
BCA Scorecard-indicated Outcome - Range ba3 - b2
Assigned BCA b1
Affiliate Support notching 0
Adjusted BCA b1

Instrument Class Loss Given
Failure notching

Additional
notching

Preliminary Rating
Assessment

Government
Support notching

Local Currency
Rating

Foreign
Currency

Rating
Counterparty Risk Rating 1 0 ba3 - Ba3 B1
Counterparty Risk Assessment 1 0 ba3 (cr) - Ba3(cr)
Deposits 0 0 b1 - B1 B1
Senior unsecured bank debt 0 0 b1 - B1 B1
[1] Where dashes are shown for a particular factor (or sub-factor), the score is based on non-public information.
Source: Moody’s Investors Service
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Ratings

Exhibit 10

Category Moody's Rating
BRAC BANK LIMITED

Outlook Stable
Counterparty Risk Rating -Fgn Curr B1/NP
Counterparty Risk Rating -Dom Curr Ba3/NP
Bank Deposits B1/NP
Baseline Credit Assessment b1
Adjusted Baseline Credit Assessment b1
Counterparty Risk Assessment Ba3(cr)/NP(cr)
Issuer Rating B1
ST Issuer Rating NP

Source: Moody's Investors Service

Endnotes
1 Rescheduled loans refer to NPLs that were classified as performing after the Bangladesh Bank granted approvals for banks to amend the payment terms

and interest rates. This is a case-by-case restructuring done outside of the pandemic-related payment tenor extension schemes.

2 Bangladesh government securities are adjusted with 100% risk weight per our methodology.

3 The ratings are long-term issuer ratings and senior unsecured debt ratings.
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