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Financial Summary 2004
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BDT
Interest Income 2,120.82
Interest Expenses 1,509.00
Net Interest Income 611.82
Non-Interest Income 596.85
Non-Interest Expenses 386.91
Net Non-Interest Income 209.94
Operating Revenue 821.76
Financial Ratio
Net Interest Margin 3.24%
Net Non-Interest Margin 0.74%
Earning Base in Assets 94.03%
Operating Efficiency Ratio 69.76%
Balances at Year-end
Loans 17,669.29
Investments 3,715.46
Total Assets 24,705.05
Deposits 22,385.19
Total Liabilities ‘ 23,087.24
Equity 1,617.81
Average Balances
Interest Earning Assets 18,899.17
Interest Bearing Liabilities 16,000.74
Advances 14,372.47
Credit Quality
Non-Performing Loans (NPLs) 726.17

NPLs to Total Credit Outstanding 4.11%

Capital Adequacy Ratio (CAR)
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2003

BDT usb
1,588.67 27.18
1,115.82 19.09
472.85 8.09
401.05 6.86
298.58 5.11
102.47 1.75
575.32 9.84

3.36%
0.73%
91.59%
71.09%

10,775.95 184.36
2,107.26 36.05
18,324.73 313.51
16;285.19 278.62
17,089.50 292.38
1,235.23 21.13

14,092.03 241.10
11,836.38 202.50
9.246.61 158.20

444.02 7.60
4.12%

9.58%
0.90%
10.48%

Conversion Rate : USD 1.00 = BDT 60.7423 for December 31, 2004 and USD 1.00 = BDT 58.4500 for December 31, 2003.




Value Added Statement
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The value added statement for the Bank shows how the value is created and
distributed among different stakeholders of the Bank. Value added to the Bank stood
at BDT 860.87 million at December 31, 2004 as against BDT 607.24 million in 2003,
registering a growth of 41.77% over the previous year. The greatest share of value
added went to the shareholders of the Bank. The percentage of shareholders in
value added increased from 38.03% in 2003 to 44.44% in 2004. The share of
employees in value added marginally increased to 25.17% in 2004 from 24.69% in
2003. The share of Government in value added came down to 28.07% in 2004 from
34.81% in 2003.

Creation of Value Added Use of Value Added
(BDT in million, Previous Year's figure in brackets) (Previous Year's figure in brackets)

Revenue
2,717.67 (1,989.72)

Shareholders 44.44% (38.03%)

— Cost of Liabilities

1.509.00 (1,115.82)

— Provision for Impaired Loans
197.50 (133.00)

& ———————— Government 28.07% (34.81%)

— Rent, Taxes, Insurance, Electricity etc.
55.21 (41.45)

— Stationery, Printing, Advertisement etc.
25.78 (18.53)

— Other Expenses
69.31 (73.68)

= Value Added
860.87 (607.24)

Employees 25.17% (24.69%)

Depreciation 2.32% (2.47%)



Economic Value Added Statement

Economic Value Added (EVA) indicates the true economic profit of a company. EVA
is an estimate of the amount by which earnings exceed or fall short of required
minimum return for shareholders at comparable risks. EVA of the Bank stood at BDT
217.57 million at December 31, 2004 as against BDT 104.92 million in 2003,
registering a growth of 107.32% over the previous year.

Economic Value Added
(BDT in million, Previous Year's figure in brackets)

Revenue
2,717.67 (1,989.72)

— Expenses
2,093.40 (1,547.40)

— Corporate Tax
241.68 (211.41)

— Capital Charges*
165.02 (125.99)

= Economic Value Added
217.57 (104.92)

*Capital Charges = Required Rate of Return X Total Capital.
Required Rate of Return = Return on 5-year Treasury Bills (8.20%) + Risk Premium (2%).
Total Capital: BDT 1,617.81 million in 2004 and BDT 1,235.23 million in 2003.



Market Value Added Statement

Market Value Added (MVA) is the difference between the equity market valuation of
a listed company and the book value of equity invested in the company. A high MVA
indicates that the company has created substantial wealth for the shareholders.
MVA is equivalent to the present value of all future expected Economic Value Added
(EVA). The equity market value of the Bank stood at BDT 4,316.83 million whereas
the book value of the equity stood at BDT 1,617.81 million, resulting a Market Value
Added of BDT 2,699.02 million as of December 31, 2004.

Market Value Added
(BDT in million)

Market Value of Total Equity
4,316.83"

— Book Value of Total Equity
1,617.81

= Market Vaiue Added
2,699.02

* 7,994,125 x BDT 540 = BDT 4,316.83 million.
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Listed in Chittagong Stock Exchange

Opening of 25th Branch

Oct 21-22, 2003



Message from the Chairman

First of all | would like to express my sincere thanks and deep appreciation to you : the
sponsors, shareholders/stakeholders, customers, patrons and well-wishers, business
partners and employees of Mercantile Bank Limited for the enormous support,
patronage and dedicated services. As Chairman of the Bank, | feel honored and
delighted at this opportunity to present your bank’s performance during the year 2004

and its future prospects.

| am pleased to inform you that the total deposits of the Bank stood at BDT 22,385.19
million in 2004, registering a growth of 37.46% over the previous year. The total loans
and advances stood at BDT 17,669.29 million as against BDT 10,775.95 million in
2003. The export and trade finance businesses of the Bank experienced a strong
growth in 2004 over the previous year. The imports and exports stood at BDT
28,325.20 million and BDT 17,411.00 million respectively in 2004 as against BDT
20,380.80 million and BDT 15,250.60 million respectively in 2003.

We believe that building strong relationship with all our stakeholders, particularly our
customers, is crucial for our growth and prosperity. Technology and competition have
made it vital for us to forge strong bonds with our stakeholders and customers to meet
their needs at their convenience. We put emphasis on meeting these continuous
challenges of managing relationship. Our significant achievements over the past
years, both financial and strategic, are solid indications of our strength and potential.

We are very fortunate to have a strong senior management team. They are committed
to continued implementation of our policy decisions and strategic programs. We focus
on creating a culture that places importance on personalized services, customers’
satisfaction and excellence in banking. We believe in strong interpersonal relationship
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with each other. At the same time | would like the decision-making authorities brought
closer to the customers to give them the best services available. Banking is a service-

oriented business and we have drawn excellent people for the purpose.

We will continue to reinforce our efforts to meet the needs and expectations of our
customers. We are now setting goals and challenges for our bankers to respond better
to customers' needs. We want to differentiate ourselves from our competitors through
product development and personalized services.

I am a firm believer in teamwork and feel that a loyal and motivated team can produce
extraordinary results. To achieve this objective, we need excellence of efforts, both of
ourselves and of our officers, in a concerted and harmonious manner. We are also
committed to the performance culture where recognition, promotion and rewards are
based on individual merit and demonstrated performance.

The Board recommended the name of Mr. Shah Md. Nurul Alam for the position of the
Managing Director and CEQO of the Bank. Bangladesh Bank has kindly accorded the
approval for the new assignment of Mr. Alam. Mr. Alam assumed the new position on
July 12, 2004. | personally congratulate Mr. Alam and wish his success as the
Managing Director and CEO of the Bank. At the same time, | express my heartiest
thanks to Mr. M. Taheruddin, former Managing Director, for his leadership and dynamic
role in leading the Bank and wish him good health.

Looking forward to the coming years, we at Mercantile Bank are certain that we can
meet the challenges by leveraging our strengths and banking expertise as well as our
product breadth, technological capabilities and strong customer base. We intend to
enhance our position as the financial bridge for our customers.

The Bank earned operating revenue of BDT 821.76 million before tax and provisions
in 2004, registering a growth of 42.84% over the previous year. The after tax and
provision operating revenue stood at BDT 312.58 million in 2004, registering a growth
of 44.77% over the previous year. Keeping in mind the profitability of the Bank and to
strengthen the capital base, the Board has recommended to the shareholders to
approve the stock dividend @25% for the year 2004.

At this end, | would like to thank once again all the sponsors, shareholders/
stakeholders, customers, patrons and well-wishers, business partners and the
employees for their contribution to a very successful year 2004 for Mercantile Bank

and look forward to even a better future.

~ ~

%VW

Md. Abdul Jalil
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Report of Managing Director and CEO

The year 2004 proved to be an exciting and challenging one for all of us at Mercantile Bank. In the period
under review a substantial growth has been achieved in the areas of business and revenue. Gross revenue
grew by 36.59% to reach at BDT 2,717.67 million in 2004. Interest Income increased by 33.50% to reach
at BDT 2,120.82 million during the period under review. Interest expenses increased by 35.24% to reach
at BDT 1,509.00 in the same year. As a result, Net Interest Income stood at BDT 611.82 million in 2004,
registering a growth of 29.39% over the previous year. Fee Income grew by 48.82% in 2004 over the
previous year resulting a net addition of BDT 209.94 million in the operating revenue of the Bank in 2004.
Due to excellent growth in Net Interest Income and Fee Income, the Bank posted operating revenue of
BDT 821.76 million in 2004, registering a growth of 42.84% over the previous year.

The Bank mobilized total deposits of BDT 22,385.19 million in 2004 as against BDT 16,285.19 miillion in
2003. The total loans and advances (LDOs) stood at BDT 17,669.29 million, registering a growth of 63.97%
over the previous year. The export and trade finance businesses of the Bank achieved tremendous growth
in 2004. Imports stood at BDT 28,325.20 million in 2004 as against BDT 20,380.80 million in 2003. Exports
stood at BDT 17,411.00 million in 2004 as against BDT 15,250.60 million in 2003.

Net Interest Margin (NIM) was 3.24% in 2004 as against 3.36% in 2003. Net Interest Margin (NIM)
decreased as the lower spread is being resulted from the higher deposit rate and lower yield on risk assets.

Return on Assets (ROA) was 1.45% in 2004 as against 1.18% in 2003. Return on Equity (ROE) stood at
21.91% in 2004 as against 22.49% in 2003. The Earning Per Share (EPS) was at around BDT 39.10 in
2004, lower than the position as at Dec 31, 2003 because of increase in paid-up capital. The Capital
Adequacy Ratio (CAR) stood at 10.24% in 2004, reflecting a strong capital base of the Bank.

When | look back what we have achieved at Mercantile Bank, | am proud to say there is one thing that has
not been changed at all: Customer Service. Our customers, large and small, commercial and individual,
come to us because of the quality of our services and the friendly professionalism of our officers. Our ability
to offer personalized services to our customers on day-to-day basis makes Mercantile Bank a truly unique
financial institution. Our goal is to help our customers fulfill their financial dreams by creating a winning
partnership with them, shareholders and associates alike.




We are closely working for acquisition of ‘Integrated Banking Software’ to ensure efficient delivery of
banking services, with the belief that technology will help the Bank to improve productivity and to become
market leader through innovation of products and services. We have already obtained license from Visa
International to introduce debit and credit cards. We have introduced dematerialized (Demat) share
transactions through Central Depository System (CDS) under Central Depository Bangladesh Limited
(CDBL) for smooth and secured transaction of shares.

The core business of commercial banks is accepting deposits and lending money. Money lent, earns
interest in excess of the interest we have to pay for the deposits we accept. This is the main stream of
revenue for commercial banking. To maximize revenue we have to match the maturities of lending and
maturities of funding prudently. Any mismatch in the maturities of assets and liabilities could expose the
Bank to liquidity risk and interest rate risk. Asset Liability Committee (ALCO) of the Bank continuously
monitors deposit and credit portfolioc and advises the management how to minimize risk and to maximize
returns. We also keep close eyes on exchange rate movements to hedge the Bank against unforeseen
risks.

We have created a cadre of Young Professionals (YP) in banking profession. This has helped boosting
productivity in the Bank. All officials are now target driven and more focused on banking. Human
Resources Management Division (HRMD) provides training to the officers of the Bank to develop their
knowledge base about banking activities through Training Institute of the Bank.

Apart from earning profit, the Bank has set up Mercantile Bank Foundation for extending charitable and
beneficial social services to the society. The Bank contributes 1% of operating revenue or BDT 4.00 million,
whichever is higher, to Mercantile Bank Foundation every year.

We are proud that we are one of the largest taxpayers in the country and, therefore, an important source
of revenue for the GOB. During the year we have made provision of BDT 241.68 million as corporate tax
and paid BDT 19.41 million to the National Exchequer in the form of Value Added Tax (VAT).

The strategic direction of the Bank has been clearly identified and laid down in the corporate plan and the
Budget. The corporate plan and the Budget of the Bank, prepared each year, spells out the major goals
and objectives for each major Strategic Business Unit (SBU), such as Corporate Credit, Consumer
Banking, Treasury, Trade Finance, Remittance Services etc. It also contains detailed action plans for the
achievement of these goals, along with specific time frame in keeping with vision and mission of the Bank.

In the context of current global scenario under changed WTO regime, this has become difficult to predict
the profit trends in the Banking and Finance industry on a definite basis. The growth of business may be
hindered because of increased degree of uncertainty, uncontrollable social factors and global economic
changes. Despite uncertainty and predicament, the Bank is having positive growth. We are also confident
to continue to prosper in terms of deposits and business and revenue earnings.

On behalf of the Bank, | would like to thank the Governor and other officials of Bangladesh Bank for their
guidance and initiating reform activities with a view to bringing discipline in the industry. | would also like
to thank the Chairman and the entire members of the Board of Directors for their valuable guidance and
advices. | take special privilege to express sincere thanks and gratitude to the sponsors, shareholders/
stakeholders, patrons and well-wishers, customers and employees of the Bank.

| am proud of the accomplishments and proud of where our institution is heading to. | can only anticipate
continued pride in our improvement and growth as we move into the future.

.

Shah Md. Nurul Alam
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Board of Directors

Md. Abdul Jalil
Chairman

Md. Anwarul Haque
Director

Md. Nasiruddin Choudhury
Director

Dr. Toufique Rahman Chowdhury
Director

Morshed Alam
Director

Golam Faruk Ahmed
Director

Md. Shahabuddin Alam
Director
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Md. Aman Ullah Md. Abdul Hannan Md. Selim
Director Director Director

S.M. Abdul Mannan Saber Hossain Chowdhury Shah Md. Nurul Alam
Director Director Managing Director and CEO
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