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Abstract: 
Credit risk and default risk are two interchangeable terms. Credit risk arises mainly from the 

lending, trade finance, leasing, and treasury business. This can be described as a potential loss from a 

counterparty's failure to perform as per contractual agreement with the bank being financially incapable or 

unwilling to repay it. Financial incapability arises when the creditor's source of earning becomes volatile. 

The unwillingness comes from the creditor's tendency to cheat and to make a bulk grain from the 

fraudulent activities. At a stretch, credit risk for the bank illustrates that the bank's performing loan portion 

can turn into non-performing ones. And that will decrease the recovery rate of the loan extended, and, as a 

result, the bank will face trouble providing the required interest amount by the depositors. Gradually the 

bank will become insolvent and maybe some days a bankrupt one. 
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I. INTRODUCTION 

This Banks are the pillars of the financial system. 

Especially in Bangladesh, the banking system's health is 

vital because the capital market is little developed here. 

As the banks are still the major sources of credit and 

exercise great influence on the financial system, the 

country's banking system must be in good health in 

investment activities, meeting all kinds of finance and 

related matters' needs. Over the years, NCC Bank has 

built itself as one of the strong and important members 

of Bangladesh's financial sector and plays a significant 

role in extending the private sector of the economy. The 

bank is pledge & bound to perform even better in the 

coming years, opening new branches, adding new and 

better products and service to its customer at their 

doorsteps. Without an efficient policymaker and 

management team, it is not possible to achieve the 

desired goal. NCC Bank also needs that to accomplish 

its mission. The next few sections will present the board 

of directors, the management term, the organizational 

structure, and each division's responsibilities.  
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II. STRESS TESTING-CREDIT SHOCK 

IMPACT 

 

Stress testing is a simulation technique used to 

determine different financial institutions' reactions 

under a set of exceptional but plausible assumptions 

through a battery of tests. At the institutional level, 

stress testing techniques provide a way to quantify 

the impact of changes in several risk factors on the 

institution's assets and liabilities portfolio. For 

instance, a portfolio stress test makes a rough 

estimate of portfolio value using a set of 

exceptional but plausible events in abnormal 

markets. However, one of the limitations of this 

technique is that stress tests do not account for the 

probability of these exceptional events. For this 

purpose, other techniques, such as VAR (value at 

risks) models, are used to supplement the stress 

tests. These tests help manage risk within a 

financial institution to ensure optimum allocation of 

capital across its risk profile. 

Even after following all the necessary techniques, 

a shock from the credit is unavoidable. Some 

borrowers will be defaulter at the end of the day 

whatever the safety measures are taken into account. 

What's the susceptibility of an n respect of a major 

shock in this regard is the major issue to be 

concerned about. NCC Bank Limited is a first-

generation bank. It has a strong customer base. But 

still, profit is fluctuating over the years. Stability in 

respect of NPL is not consistent. So the test of 

Stress regarding the credit shock is assed below, 

given a narrow theoretical overview regarding this 

issue. Though stress testing is done considering 

other shocks also. But the matter of concern here is 

the credit shock. 

III. CREDIT SHOCK  

 

The stress test for credit Shock/risk assesses the 

impact of the increase in nonperforming 

performance. Loans of the bank/FI. The first deals 

with the increase in the NPLs and the respective 

provisioning. The three scenarios shall explain the 

impact of 1%, 2%, and 3% of the total performing 

loans directly downgraded to bad/loss category 

having 100% provisioning requirement. The second 

deals with the negative shift in the NPLs categories 

and hence the increase in respective provisioning. 

The three scenarios shall explain the impact of 50%, 

80%, and 100% downward shifts in the NPLs 

categories. For example, for the first level of shock, 

50% of the SMA shall be categorized under 

substandard, 50% of the substandard shall be 

categorized under doubtful, and 50% of the 

doubtful will be in the bad/loss category. The third 

deals with the fall in the forced sale value (FSV) of 

mortgaged collateral. The collateral's forced sale 

values shall be given shocks of 10%, 20%, and 40% 

decline in the forced sale value of mortgaged 

collateral for all three scenarios, respectively. The 

fourth deals with the increase of the NPLs in 

particular 1 or 2 sectors, i.e., garments & Textiles 

and the respective provisioning. The three scenarios 
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shall explain the impact of 5%, 7.5%, and 10% 

performing loans of particular 1 or 2 sectors 

directly downgraded to bad/loss category having 

100% provisioning requirement. The fifth deals 

with the increase of the NPLs due to the default of 

Top 10 large borrowers and the respective 

provisioning. The three scenarios shall explain the 

impact of 5%, 7.5%, and 10% performing loans of 

Top 10 large borrowers directly downgraded to 

bad/loss category having 100% provisioning 

requirement. The sixth deals with extreme events. 

Due to an increase in the certain percentage of 

NPLs, a bank's whole capital position will erase to 

offset the increased amount of provision due to 

cover respective loan losses. The forced sale value 

of the collaterals and tax�adjusted impact of the 

additional required provision (if any) will be 

calibrated in the CAR for each scenario under all 

categories.  

IV. CORRELATION ANALYSIS 

 

Correlation has been run on the variables Loan, 

Risk weighted asset (RWR), Net profit after Tax 

(NAPT), classified loan, capital adequacy ratio 

(CAR), Default rate, ROE.  

TABLE I 
CORRELATION MATRIX 

 Loan RWA NAPT II CL CAR Default 

rate 

Loan 1.000       

RWA 0.996 1.000      

NAPT 0.941 0.922 1.000     

II 0.885 0.856 0.987 1.000    

CL 0.721 0.755 0.449 0.3226 1.000   

CAR 0.8699 0.832 0.928 0.9400 0.3773 1.0000  

Defaul
t rate 

-0.961 0.957 -0.966 -0.928 -0.564 -0.89 1.000 

 

There exists a strong positive correlation between 

Loans and Risk-Weighted Assets.  So high loan 

amount will increase the need for high tier 1 capital 

and tier 2 capital because the risk will increase the 

weighted risky asset. For Net Profit, after Tax and 

Risk-Weighted Asset Correlation coefficient 

is .9229, the result is significant. The risk-weighted 

asset is mostly formed of debt capital.  More debt 

capital increases the profitability through more 

interest. So there exists a positive relation. The 

correlation between NAPT and loans is .9418, and 

the result is significant. The explanation is as 

follows. For Interest income& Loan, the coefficient 

is .8854. The more unclassified loan, the more 

interest income. The coefficient between Interest 

income & RWA is .8566, and there exists a strong 

correlation. In the case of Net profit & Interest 

income, the coefficient is .9879, and there exists a 

strong correlation. The More the interest, the more 

the income. The Classified loan & Loan correlation 

coefficient is .7214. It indicates a positive and 

strong correlation. Bur the result is not reliable 

because the result is insignificant. Normally the 

more the loan, the more the risk of being classified. 

The correlation coefficient between Classified loans 

and RWA is .7555. So there is a moderately strong 

relationship between these two variables at a 45 

significance level. The more classified loan 

increases the need to have more provision for it. So 

the amount of risk-weighted assets increases. The 

NAPT & Classified loan has a moderate 
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relationship, but the result is insignificant. 

Considering the relationship between CAR and 

Loan, The coefficient is .8699 indicates a strong 

relationship. But the insignificant result does not 

provide any reliable answer. The CAR and RWA 

have a strong coefficient of .8321.indicates a 

positive and strong relationship. The more the risk-

weighted, the more the requirement of CAR. The 

coefficient between CAR and NPAT 

is .9282.indicates a strong positive correlation. 

More CAR will increase the profitability, 

decreasing the risk of insufficient capital. 

The Default rate and Loan have a correlation 

coefficient of -0.9613. So there exists a negative 

relationship between these two variables. The 

default rate will decrease with the decrease of the 

loan. More the RWA, the more the default rate 

because the volume of the loan amount increases. 

So the correlation coefficient shows the result 

of .957. The Interest income and Default rate have a 

correlation coefficient of - .9284. There exists a 

strong negative correlation between these two 

variables. In reality, the increasing default 

decreases the interest income. The NAPT and 

default rate has a coefficient of - .9665. There exists 

a strong negative correlation between these two 

variables. In reality, the increasing default 

decreases the profitability. 

 

 

 

V. ANALYSIS 

 

This analysis CRM of NCC Bank Ltd. provides 

very significant insights regarding NCC Bank 

Limited. The credit Shock impact revealed that 

NCCBL Bank's adaptability in respect of capital 

adequacy is stable. NCC Bank has maintained 

enough capital from the year 2008. And the capital 

adequacy ratio is now satisfactory. It weights its 

assets accordingly. It follows the weighted Basel-I 

accord to weigh its assets according to its risk 

classes. The capital adequacy ratio (CAR) and 

minimum capital requirements (MCR) of NCCBL 

are satisfactory because they maintained the Basel 

accord standard.  The study has calculated some 

ratios of NCCBL to evaluate its liquidity, 

profitability, and leverage conditions. The liquidity 

of NCCBL has been decreased during the year 2020 

in terms of the year 2019. Because all the three 

liquidity ratios (current, cash, and operating cash 

flow) have been decreased in 2020. The 

profitability ratios of NCCBL show that the bank's 

profitability situation is not so much changed or 

remained the same as 2019 during the year 2020. 

Although ROE and ROA have been increased 

slightly, it indicates profitability condition of 

NCCBL is in an increasing pattern. The leverage 

ratios of the bank are satisfactory. Its debt-equity 

and financial leverage conditions have been 

improved. Debt to total assets and liabilities to 

equity ratios are slightly decreased. It did not 
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change much during the year 2020 than 2019. But 

the overall conditions have been slightly improved.  

The bank is more likely to increase its use of 

internal capital, increasing efficiency, and 

profitability. The paid-up capital, the reserve ratio, 

and the retained earnings have increased with 

profitability. The default rate has been decreased 

with the increasing efficiency in credit risk 

management. The bank has increased its 

advance/deposit ratio. But it has become the 

indicator of more profitability, not the default risk 

because it has been possible for the bank to reduce 

the default rate. The capital adequacy has been 

increased, so the investors will be satisfied being 

ensured about the bank's reliability.  

VI. CONCLUSIONS 

By considering the overall findings from the 

analysis, the credit risk management of the bank is 

good. But the amount of the classified in the figure 

has to decrease being more concerned. But it should 

also try to improve the liquidity and profitability 

conditions of the bank. NCC provides services 

more efficiently. Its customers are increasing day 

by day. This bank has captured the part of people 

who want to invest theirs in the risky sector. If the 

bank improves efficiency in its operations and 

customer services, it will increase its profitability 

and growth in the future. 
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