CVC Finance Limited (CVCFL) ” CVC FIiNnance

Capital is the foundation of any business. In a Financial Institution, capital is a prime factor to consider
when assessing the safety and soundness. It acts as a cushion in case the value of the bank’s assets decline
and liability rises. Maintaining a minimum capital level is of extreme importance for a Financial Institution
so that adequate protection against risk can be ensured. A strong Capital Management Policy protects an
organization by identifying and mitigating risks, as well as establishes a base of confidence by depositors,
creditors, and other stakeholders.

Capital Adequacy gives a view on a Financial Institution’s financial strength and stability. Adequate capital
provides assurance to the stakeholders on the company’s ability to provide consistent services.

CVC Finance Limited (CVCFL) is a progressive financial institution in the field of financial Market by
establishing its brand image through its diversified products and services. The company also intends to
create its image as a trusted company in the mind of the customers. Continuing to maintain this reputation
and also enrich to the signified goodwill it always ensure timely submission of every reports and
disclosures.

The Basel-Il disclosures presented in these documents are related to CVCFL for the year ended December
31, 2018. These disclosures have been made in accordance with Prudential Guidelines on Capital
Adequacy and Market Discipline for Financial Institutions introduced by Department of Financial
Institutions and Markets. The Basel-Il framework consists of the following three pillars:

Pillar-1: Minimum Capital Requirement

CVCFL must hold minimum regulatory capital against Credit, Market and Operational Risk inherent with
its financing sector.

Pillar-1l: Supervisory Review Process (SRP)

SRP basically deals with other risks factors faced by CVCFL but not covered in pillar-1. The key principle of
SRP is that CVCFL have a process for assessing overall capital adequacy in relation to their risk profile and
a strategy for maintaining their capital at an adequate level.

Pillar-Ill: Market Discipline

The purpose of Market Discipline in the Revised Capital Adequacy Framework is to complement the
minimum capital requirement and the supervisory review process. The aim of introducing Market
Discipline in the revised capital framework is to establish more transparent and more disciplined financial
market so that stakeholders can assess the position of CVCFL regarding holding of assets and to identify
the risks relating to the assets and capital adequacy to meet probable loss of assets.
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1) Scope of Application

Qualitative Disclosures:

The name of the corporate entity in the group to which the guidelines applies:

% CVC Finance Limited

The financial statements have been prepared in accordance with Bangladesh Accounting Standard
(BAS). Any restrictions, or other major impediments, on transfer of funds or regulatory capital within
the group are not applicable.

2) Capital Structure

Qualitative Disclosure:

The assets, liabilities, revenue and expenses of all profit centre divisions are related in CVCFL’s audited
financial statement as of year ended December 31, 2018.

Summary information on the terms and conditions of the main features of all capital instruments,
especially in the case of capital instruments eligible for inclusion in Tier | or in Tier II.

Tier Il capital includes:

X3

%

General provision up to a limit of 1.25% of Risk Weighted Asset (RWA) for Credit Risk;
Revaluation reserves;

50% Revaluation reserve for fixed assets;

All other preference shares;

X3

%

X3

S

R/
0’0

Conditions for maintaining regulatory capital:
The calculation of Tier | capital, and Tier Il capital shall be subject to the following conditions:

+* The amount of Tier 2 capital will be limited to 100% of the amount of Tier | capital.
% 50% of revaluation reserves for fixed assets and 45% of revaluation reserves for securities are
eligible for Tier Il capital.
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Qualitative Disclosure:

Particulars Amount in Crore
Paid-up Capital 105.00
Statutory Reserve 2.97

Non-repayable Share premium account -
General Reserve -
Retained Earnings 11.46
Minority interest in Subsidiaries -
Non-Cumulative Irredeemable Preference Shares -
Dividend Equalization Account -
Other (if any item approved by Bangladesh Bank) -
Total Tire-1 Capital 119.43
Deduction from Tier-1 Capital -
Tire-2 (Suplementary Capital)

General Provision (Unclassified loans up to specified limit + SMA+ off 5.08

balance sheet exposure)

Total Tire-2 Capital 5.08

Total Eligible Capital 124.51
Total Tire-2

Capital

Total Tire-1
Capital
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3) Capital Adequacy

Qualitative Disclosure:

CVC Finance Limited (CVCFL) with its focused strategy on risk management has always been consistent
in maintaining capital adequacy ratio above the regulatory requirements. CVCFL has been successfully
managing the incremental growth of the Risk Weighted Assets by ensuring diversification of the
portfolio in SME, Retail and Corporate segments. However, RWA is also managed by taking collaterals
against its loans. CVCFL strives to extend its relationship with corporate clients having good credit
ratings. While computing the capital adequacy, CVCFL has applied Standardized Approach.

Quantitative Disclosure:

RWA for Credit Risk 406.366
RWA for Market Risk 0.479
RWA for Operational Risk 23.800
Total RWA 430.645
Minimum Capital requirement (10% of RWA) 43.0645
Maintained Capital 124.51
Total Capital Adequacy Ratio 28.91%

Based on the data derived, the Capital Adequacy Ratio (CAR) is calculated. CVC Finance follows the
standard CAR measurement method.

Capital Adequacy Ratio = (Core Capital + Supplementary Capital) / Risk Weighted Assets

4) Credit Risk

Credit risk refers to the probability that a counter party will not repay its financial obligations in due
time. As a lending institution CVCFL never eliminates its credit risk, moreover it always tries to manage
and reduce to a minimum level.

Corporate Credit Policy

CVCFL is managing its Credit Risk through a Board directed and approved Corporate Credit Policy in
line with the Bangladesh Bank Core Risk Management Guidelines, which outlined robust processes
and procedures to ensure the quality of its assets portfolio. The Credit Policy also contains the general
principles to govern the implementation of detailed lending procedures and risk grading systems of
the borrowers. And, as such, it specifically addresses the areas of (a) Loan Originating; (b) Credit
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Approval; (c) Credit Administration; (d) Risk Management; and (e) Monitoring, Collection and
Recovery activities.

Credit Risk Management

An independent Credit Risk Management (CRM) Department is in place, at CVCFL, to scrutinize
projects from a risk-weighted point of view and assist the management in creating a high quality credit
portfolio and maximize returns from risk assets. Research team of CRM regularly reviews market
situation and exposure of CVCFL in various industrial sub-sectors. CRM has been segregated from
Credit Administration Department in line with Central Bank’s Guidelines. CRM assess credit risks and
suggest mitigations before recommendation of every credit proposal while Credit Administration
confirms that adequate security documents are in place before disbursement.

Credit Approval Process

To ensure both speedy service and mitigation of credit risk, the approval process is maintained
through a multilayer system. Depending on the size of the loan, a multilayer approval system is
designed. As smaller loans are very frequent and comparatively less risky, lower sanctioning authority
is set to improve the turnaround time and associated risk. Bigger loans require more scrutiny as the
associated risk is higher. So sanctioning authority is higher as well.

Quantitative Disclosure

Industry- wise distribution of exposures, broken down by types of credit exposure as on December
31, 2018:

Sector Amount in Crore
Garments and knitwear 15.90
Textile 2.07
Food products and process industry 91.53
Leather and leather goods 0.63
Iron, steel and engineering 57.36
Cement and allied industry 22.84
Telecom and IT 29.06
Paper, Printing & Packaging 0.36
Ship Manufacturing 22.15
Power, gas, water and sanitary service. 30.62
Trade and commerce 46.29
Agriculture 14.53
Housing 32.97
Hospital 10.71
Service Industry 28.48
Others loan 20.67
Total 426.17
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4) Equities: Banking Book Positions

Qualitative Disclosure

The general qualitative disclosure requirement with respect to equity risk, including: Differentiation
between holdings on which capital gains are expected and those taken under other objectives
including for relationship and strategic reasons; and Total equity shares holdings are for capital gain
purpose.

Discussion of important policies covering the valuation and accounting of equity holdings in the
banking book positions. This includes the accounting techniques and valuation methodologies used,
including key assumptions and practices affecting valuation as well as significant changes in these
practices.

Shares are valued at cost prices and if the total cost of a particular share is lower than the market
value of that particular share, then provision are maintained as per terms and condition of regulatory
authority.

5) Market Risk
Qualitative Disclosure

Market risk is the risk that may affect company’s earnings and capital due to changes in the market
level of interest rates, securities, equities as well as the volatilities of those prices. Volatility of money
market, which ultimately imposes upward pressure on interest rate structure, may erode the
company’s profitability.

Market Risk Management System
Asset Liability Management

ALCO of the company monitors Balance Sheet and liquidity risk of the company. This Committee also
reviews country’s overall economic position, company’s liquidity position, ALM ratios, Interest Rate
Risk, Capital Adequacy, Deposit Advance Growth, Cost of Deposit, Market Interest Rate, Loan Loss
Provision adequacy, deposit and lending pricing strategy.

Market Analysis

Market analysis over interest rate movements are reviewed by the Treasury of the company. The type
and level of mismatch interest rate risk of the company is managed and monitored from two
perspectives, being an economic value perspective and an earning perspective.

GAP Analysis

ALCO has established guidelines in line with central Bank’s policy for the management of assets and
liabilities, monitoring and minimizing interest rate risks at an acceptable level. ALCO in its regular
monthly meeting analyzes Interest Rate Sensitivity by computing GAP i.e. the difference between Rate
Sensitive Assets and Rate Sensitive Liability and take decision of enhancing or reducing the GAP
according to prevailing market situation aiming to mitigate interest rate risk.
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Continuous Monitoring

Company’s treasury manages and controls day-to-day trading activities under the supervision of ALCO
that ensures continuous monitoring of the level of assumed risks.

Quantitative Disclosure

Particulars Amount in Crore

Market risk 0.479

6) Interest rate in the banking book

Qualitative Disclosure

The general qualitative disclosure requirement including the nature of interest risk and key
assumptions, including assumptions regarding loan prepayments and behavior of non-maturity
deposits. Interest rate risk in the banking book arises from mismatches between the future yield of
an assets and their funding cost. Assets Liability Committee (ALCO) monitors the interest rate
movement on a regular basis. CVCFL measure the Interest Rate Risk by calculation Duration Gap i.e. a
positive Duration Gap affect company’s profitability adversely with the increment of interest rate and
a negative Duration Gap increase the company’s profitability with the reduction of interest rate.

7) Operational risk

Qualitative Disclosure

Operational risk addresses the risk associated with fraud, forgery, which are unauthorized activities,
error, omission, system failure and external events among others. Some more operational events are
operational events are including operational errors, non-compliance with internal regulations, non-
compliance of legal requirements; launching new products without adequate operational support.

Quantitative Disclosure

Particulars Amount in Crore

Operational risk 23.800
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