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Preface
 

This is the first volume of six presenting the reports of the
 
Rural Finance Project, Phase I. The Rural Finance Project of
 
the Bangladesh Bank and the United States Agency for Interna
tional Development was a multi-component undertaking 
whose
 
objective was to improve the delivery of credit to rural
 
enterprises, both agricultural and non-agricultural,through
 
the formal financial markets as represented by the Krishi
 
Bank (BKB) and the four nationalized commercial banks active
 
in rural areas. These five banks operate some 3,000 branches
 
in rural areas and are engaged in the provision of credit
 
through a large number of specialized programs. The proper
 
delivery of this credit is an essential aspect of the success
ful development of rural Bangladesh. The RFP set out
 
to improve provision of Rural Credit by increasing the
 
efficiency of rural banking, by increasing deposit mobilization,
 
improving the selection of borrowers, and raising recovery
 
rates. Ultimately the resources devoted to the banking system
 
should earn sufficient to cover the 
 costs and earn an accept
able return on investment. One component of the RFP comprised
 
a technical assistance contract under which Robert R. Nathan
 
Associates, the National Council of Saving Institution and
 
S.F. Ahmed & Co worked under the direction of the Agricultural
 
Credit Department, Bangladesh Bank to provide various inputs
 
into the task of strengthening the rural financial sector.
 
The papers produced during this project are contained in
 
these volumes.
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INTRODUCTION
 

This report on lending efficiency in rural Bangladesh was prepared during

January and February, 1985, by Timothy J. Smith, Senior Development Finance
 
Consultant for the National Council of Savings Institutions (Washington,

D.C.), pursuant to a subcontract with Robert R Nathan Associates (Washington,

D.C.). A draft of this report was prepared in Dhaka and presented to the
Bangladesh Bank and AID for commrnent, and their commtents have been incorporated
into this final draft.
 

The Rural Finance Project aims to enhance the viability of Bangladesh's

banking system, mobilize savings above current levels and increase the avail
ability of credit for the rural poor. In this context, Mr. Smith has reviewed
 
the efficiency of rural branch operations, and this report demonstrates how
 
policy and operational decisions at the national level affect rural branches.
 

Four principal types of finance institutions were investigated: nation
alized commercial banks, de-nationalized commercial banks, cooperative barn:s

and the Bangladesh Krishi Bank (the country's principal agricultural lender).
Efforts were made to include the Grameen Bank In this study, but Grameen Bank
essentially refused to be scrutinized by arbitrarily imposing a very high
hourly fee on Mr. Smith for interviewing the bank's staff.
 

In the course of his fieldwork, Mr. Smith visited a number of rural
 
branches, and regional and district offices. Additionally, he collected data
 
on rural branches from head offices' located in Dhaka. The staffs at all the
 
banks visited were forthcoming in providing information, and they seemed
 
candid in reporting both their weaknesses and strengths. While the report's

empirical data 
base is relatively small, most of Mr. Smith's conclusions are
 
supported by other recent studies, 
including the 1983 Agricultural Credit
 
Review undertaken jointly by the World Bank and Bangladesh Bank, and the Rural
 
Finance Experimental Project.
 

The report underscores a basic conflict in how the proper role of the
 
banking sector is perceived and translated into lending activities. A
 
commonly-held view among policymakers is that banks need to serve social
 
objectives, primarily by distributing resources to lower income groups without
 
giving priority to loan recovery.
 

Mr. Smith's report points out that this attitude is counter-productive to
 
developing a viable banking sector, and in the long run can jeopardize the
 
financial well-being of the entire system. fir. Smith's thesis 
is that viabi
lity must be given priority, and In turn social objectives will be better
 
served by the continued availability of credit which is recovered and relent.
 
Until this conflict between tile bank as social programmer versus the bank as
 
finance institution Is resolved in favor of the latter, with accordant changes

in such areas as interest rates, the possibility of achieving viability in the
 
banking system is remote.
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I. Transaction Costs 

A banking system's viability or self-sustainability is a function of its
 
of providing
performance in generating sufficient income to cover the costs 

banking services. A bank's two principal cost areas are: 

The cost of resources, including interest paid on deposits and
 

interest paid on the bank's own borrowings; and,
 
0 

o 	 Administrative expenses, including costs associated with mobilizing
 

resources, processing loan transactions, monitoring borrowers'
 

performance, and ensuring loan recovery.
 

for bad or losses must also considered an
Allowances debts loan 	 be 


expense item, and this issue will be discussed in the following section.
 

Other expenses may include capital expenditures, particularly during the
 

start-up or expansion of operations.
 

The interest earned on loans is a bank's primary source of income, and
 
and earned interest must be
the spread between the bank's cost of funds 


other 	costs if the bank is to sustain its operations
sufficient to cover all 
rates deposits loans are frequently
without subsidies. Interest on and 

case
bank's immediate control. In theestablished by factors outside of the 
set by the Bangladesh Bank and the Ministry
of Bangladesh, interest rates are 


are likewise regulated.
of Finance, and the surcharges or fees banks may levy 


In countries where banks are not nationalized, maximum interest rates may be
 
deposit arid loan rates reflect market
established to prevent usury, but actual 

In either case, the efficiency of aconditions in which banks must compete. 

bank in providing services as measured by administrative expenses is important
 

since this is one area in which a bank maintains direct control over its
 

expenses. By reducing administrative costs, private banks can maximize
 
In fact,
profits arid nationalized banks can ensure their long-term viability. 


rates 	- generally to maintainin the case where government controls interest 


low rates - the need to improve efficiency takes on added importance since the
 
lending rates may be too narrow toallowable spread between deposit rates and 

moderately high administrative expenses,provide sufficiently for even 
are adjustedparticularly when inflation rates are high and interest rates 

only occasionally.
 

In Bangladesh, recent studies have analyzed the ntionoal banking system, 

including the adminstrative costs of the country's thir-e principal rural 
Krishi Barlklenders: nationalized commercial banks (NCh1s), the IIanqtadesh 

(BKB) and the cooperative banks. l /  In general, these studies conclude that 
the cost of funds, administration and
low to cover
loan interest rates are too 


bad debts.
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This report focuses on the operations of rural bank branches, including
the BKB, two nationalized banks (referred to hereafter as "NCR-I" and
"NCB-2"), and representative offices of the de-nationalized commercial banks 
and cooperative banks. The cost of back-up or other services provided to the
 
rural branches by regional, district, zonal, principal or head offices have
 
not been allocated to the rural branches, since an ac:urate prorating of these 
expenses to individual branches would he nearly impossible without a lengthy
and costly analysis. Also, each branch should be regarded as its own cost 
center, generating sufficient income to cover direct expenses. Other, indirect
 
expenses, such as a head office's administrative costs, need to be covered by

the cumulative profits or marg,,is of the branches; 
 thus, 	a bank's overall
 
viability is dependent on the overall profitability of Its branches. If a

branch or branches consistently report a loss, due to inefficiency, poor, loan
 
recovery or bad market location, corrective action is needed to ensure that
individual branches do not jeopardize the viability of the entire system. 

Table 1 shows the administrative costs for 15 of the NCB-l 's rural

branches. Administrative costs include salaries and other overhead, but not

depreciation which 
 is not a cash outlay. As a percentage of total outstanding
advances (loans), administrative expenses range from 1.3 percent to 11.3
 
percent, averaging 3.6 percent for all 15 branches. Total expenditures,

Including interest paid on deposits and the branches' loans from the head
 
office, are shown in Table 2, indicating that total expenditures represent an
 
average of 13.1 percent of total advances. A breakdown by interest payments

made to the head office and on deposits appears in Table 3. Overall, interest
 
payments represent 73 percent of total expenditures, End the interest paid to

the head office and on deposits represents 42 and 31 percent, respectively, of
 
total 	expenditures. Borrowings from the head office are necessitated by the
fa,;t that the branches' loans far exceed the resources mobilized locally, as 
shown in Table 4. Since interest paid to the head office is higher than the
 
rate paid on deposits (12.5 percent compared to approximately 8 percent),

borrnwing from the head office reduces a branch's profit margin.
 

Generally, for purposes of analyzing a bank's operational efficiency, the
 
costs 	of adminstration are shown as a percentage 
of total loans outstanding.

In the absence of a time/motion study, a more explicit breakdown for the costs
 
associated with loan transactions is not possible. Table 1 shows that the
 
average administrative costs for the NCB-l's 15 branches is 3.6 
percent, a

figure which is not excessivp but requires further scrutiny /. Typical

services or tasks normally covered by administrative costs include:
 

e 	 Mobilizing local resources;
 

* 	 Servicing deposit accounts;
 

* Marketing loan programs;
 
e Processing loan requcsts;
 

* 	 Monitoring borrowers' performance; and,
 

Recovering loans.
 0 
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Branch 


A 


B 


C 


D 


E 


F 


G 


H 


I 


J 


K 


L 


M 


N 


0 


Average 


TABLE 1
 

NCB-1 - Year Ending June 30, 1984
 
Salaries and Overhead Compared to Advances
 

(Taka)
 

Total Costs
Total 

of AdministrationAdvance-; 


292,671
4,798,737 


89,399
2,004,110 


19,067
6,253,299 


82,844
2,321,361 


199,963
8,678,277 


304,028
10,457,732 


216,197
6,365,676 


114,940
7,001,623 


141,985
10,550,605 


149,050
2,574,310 


119,954
1,059,251 


98,446
3,517,583 


99,983
6,066,342 


100,520
3,130,999 


227,318
11,685,679 


Expenditures as
 
% of Advances
 

6.1
 

4.5
 

1.9
 

3.7
 

2.3
 

2.9
 

3.4
 

1.6
 

1.3
 

5.8
 

11.3
 

2.8
 

1.6
 

3.2
 

1.9
 

3.6
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TABLE 2
 

NCB-2 - Year Ending June 30, 1984
 
Expenditures Compared to Advances
 

(Taka)
 

Gross Expenditures
 
Branch Expenditures % of Advances
 

A 1,068,114 22.3
 

B 248,240 12.4
 

C 733,034 11.7
 

D 262,512 11.3
 

E 1,262,060 14.5
 

F 1,186,073 11.3
 

G 770,831 12.1
 

H 804,941 11.4
 

I 1,234,879 11.7
 

J 350,253 13.6
 

K 198,318 18.7
 

L 414,787 11.8
 

M 577,720 9.5
 

N 344,098 11.0
 

0 1,568,974 13.4
 

Average 13.1
 



Branch 


A 


B 

C 


D 


E 


F 


G 


H 


I 

3 


K 


L 


M 


N 


0 


AverAge 
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TABLE 3
 

NCB-I - Year Ending June 30, 1984
 

Interest as Percentage of Gross Expenditures
 
(Percent)
 

Interest Paid
Interest Paid 

on Deposits
to Head Office 


66.8
5.0 


40.2
23.0 


22.0
61.4 


23.1
44.4 


25.8
58.0 


46.6
26.8 


44.2
27.3 


10.7
74.6 


12.5
75.7 


53.9
3.0 


35.5
1.9 


16.8
58.4 


10.8
71.6 


20.2
49.5 


36.3
49.1 


31.0
42.0 


Total Interest
 
% of Expenditurc
 

71.8
 

63.2
 

83.4
 

67.5
 

83.8
 

73.4
 

71.5
 

85.3
 

88.2
 

56.9
 

37.4
 

75.2
 

82.4
 

69.7
 

85.4
 

73.0
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TABLE 4 

NCB-1 - Year Ending June 30, 1984 
Advances Compared to Deposits 

(Taka) 

Branch 
Total 

Deposits 
Total 

Advances 
Advances as 
of Deeosits 

A 

B 

C 

D 

E 

F 

G 

H 

1 

J 

K 

L 

M 

N 

0 

14,150,714 

1,266,505 

1,468,818 

1,019,381 

6,832,593 

10,100,511 

5,527,962 

2,003,924 

3,041,550 

4,337,903 

1,498,361 

1,983,131 

1,701,142 

1,001,432 

9,506,823 

4,798,737 

2,004,110 

6,253,299 

2,321,361 

8,678,277 

10,457,732 

6,365,676 

7,001,623 

10,550,605 

2,574,310 

1,059,251 

3,517,583 

6,066,342 

3,130,999 

11,685,679 

33.9 

158.2 

425.7 

227.7 

127.0 

103.5 

115.2 

349.4 

346.9 

59.3 

70.7 

177.4 

356.6 

312.7 

122.9 

Average -- -- 199.1 



as well as the field investigation and data base for

Other studies!/, 


this report, suggest that NCB-l's branches are not adequately carrying out
 

this full range of activities. The extent of borrowings from the head office
 
not being effectively mobilized, assuming
indicates that local resources are 


savings are available in rural communities. tinder the government's

additional 


which represents a significant

Special Agricultural Credit Program (SACP), 


identifi
portion of these branches' loan portfolios, the marketing of loans, 

cation of borrowers and even loan disbursements are commonly handled by Union 
Finally, overall loan recovery is Credit Committees and not the bank's staff. 


not monitoring the use of funds or
 
poor, indicating that the branches are 


ensure repayment. Satisfactory performance of
 
making necessary efforts to 


branches' administrative expenses, unless

these activities would increase the 

overall efficiency improves, an(' any significant increase in these expenses
 

the size of their operations. In other
would make them too costly relative to 

appear
words, at first glance, these branches' administrative cost, do not 

excessive, but their poor performance in carrying out normal banking activi

ties leads to the conclusion that operating inefficiencies exist. Loan
 

policies, paperwork and reporting requirements, and other factors
 
recovery 


discussed in subsequent se.otions of this
 
causing these inefficiencies are 

report.
 

Given the fact that the efforts of NCB-lI's rural branches to monitor and
 
at best, a more acccurate portrayal of
 

recover outstanding loans are modest 

a branch's annual expenses to its
 

administrative costs would be the ratio of 

For the NCB-l branches, a breakdown of loans
 

annual loan disbursements. 

not available. However, such data has
 

disbursed in only fiscal year 1984 was 

for 16 rural branches. lable 5
 

been provided by the Bangladesh Kishi Bank 

outstanding


shows total administrative expenses as a percentage of total 

year 1984, averaging 1.7 percent


advances and total advances made in fiscal 

is operating


and 4.3 percent, respectively. These figures suggest that BKB 

to decrirtral-
Inaddition, recent efforts by 0KB 
more efficiently than NCB-I. 
 trans

ize its operations and improve loan recovery would place the actual 


action or administrative costs somewhere between these two figures, perhaps at
 

about 3 percent which represents their average.
 

for one branch of the Central
 
For comparison, information is provided 


(CCB', 8 branches of a second nationalized commercial bank 
Cooperative Bank banks a of recently denationalized commercial
(NCB-2), and branch one of the 

this smallis difficult to draw definitive conclusions from
(D/NCB). While it transaction
 
sample, the information illustrates interesting trends relevant to 


costs as well as the later discussion on interest rates (see Section III).
 

over a two-year

Table 6 provides information -n CCB's rural branch 


average

As this table indicates, administrative expenses represent an 
period. 
 a much higher 12.8 percent


of 2.7 percent of total outstanding advances, but 

an annual bazis. However, the branch's
 

when viewed in terms of loans made on 

staff provides very few services and performs few banking functions. A large
 

portion of savings are mandatory; loan applications are prepared by the coop

to District Cooperative Office for approval and
 
eratives, submitted the 


staff on a post facto basis; loans are not monitored, and
 
approved by bank 




TABLE 5
 

BKB - Total Costs of Administration as a Percent
 
of Total Outstanding Advances and Total Advances
 

Disbursed in FY 1984
 

(Percent)
 

As % of Total As% of 1984
 
Branch Outstanding Advances Advances
 

A 3.6 8.0
 

B 5.7 12.9
 

C 1.8 3.7
 

D 1.1 2.7
 

E 1.2 7.4
 

F 0.5 1.2
 

G 0.7 2.2
 

H 1.0 2.2
 

I 1.0 3.7
 

J 1.3 1.5
 

K 1".0 3.6
 

L 2.1 5.9
 

M 2.2 4.6
 

N 1.5 3.5
 

0 1.2 2.3
 

P 0.8 3.1
 

Average 1.7 4.3
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borrowers identified in the application are not the actual recipi
sometimes 


is estimated at about 20
 
ents of loan proceeds; the current recovery rate 


far back as 1951 are still on the books.
as
percent; and overdue loans dating 

to be maintaining accounting records
 

The staff's principal functions appear 

thus, any administrative expenses


and serving as a depository for loan files; 


other than the most nominal must be viewed as excessive.
 

TABLE 6
 

CCB - Cost of Administration as a Percent of
 

Total Outstanding Advances and Annual Disbursements
 
1982/83 and 1983/84
 

(Taka)
 

1982/83 1983/84
 

4,568,918
5,306,818
Total Outstanding Advances 


689,235
2,319,294
Total Advances for Year 


138,983
125,624
Total Administrative Costs 


3.04%
2.3%
a % of
Administrative Costs as 

Outstanding Advances
 

20.16%
5.42%
Administrative Costs as a % of 


Annual Advances
 

2.71%
 
Average % of Outstanding Advances 


12.80%
 
Average % of Annual Advances 


Table 7 compares NCB-2's administrative costs to outstanding loan
 

NCB-l, transaction costs
8 branches. Compared to NCO-2's

advances for rural 
5.7 percent and 335.8 percent, with an over

are much higher, ranging between 
data from these branches 

all average 64.1 percent. It should be noted that 
may exist in these figures.somewere inconsistently reported; thus, error 

excluded assumingA and H is -
However, even when information from Branches 

have high percentagesthese branches very
this information is in error since 

high 17.7 percent.- the overall average is still a
of administrative expenses virtually impossible,a net loss in 1984, which seems
Only Branch D reported inreported - an issue discussedabout how income isand raises questions 


of this report.
Section IV 
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TABLE 7
 

NCB-2 - Costs of Administration Compared
 
to Outstanding Advances for Year Ending 12/31/84
 

(Taka)
 

Total Total Cost as % of
 
Branch Advances Costs 
 Advances
 

A 123,152 413,953 335.8
 

B 3,442,725 195,827 5.7
 

C 610,289 129,827 
 21.3
 

D 238,952 106,372 44.5
 

E 6,993,707 1,019,573 
 14.6
 

F 1,080,910 133,065 
 12.3
 

G 3,242,208 251,505 
 7.7
 

H 133,398 94,922 71.2
 

Average .... 
 64.1
 

Average .... 
 17.7
 
Excluding A & 1
 

Conceivably, the figures for NCB-2's branches are correct, based on simi
lar statistics from one of the dc-nationalized commercial banks (D/NCB).
Table 8 provides information on one branch's activities for 1983 and 1984,
showing the ratio of administrative expenses to outstandiny I jans to be 160 
percent and 121.4 percent, respectively. The difference between outstanding

loans for the 
two years provides a rough estimate of loans disbursed in only

1984, totalling TK 79,765. 1984's administrative costs as a percent of the
 
same year's loan disbursements is an astounding 256 percent. In fact, what

this D/NCB branch reports is that it is not making loans unless they 
are fully

secured and the borrowers are 
well known; in other words, only relatively

risk-free loans are considered. Instead, deposit funds are forwarded to the

head office, earning 12 percent interest without the risk or expense of making

loans. 
 Since current accounts and call savings accounts pay a relatively low 
rate of interest, through this arrangerrent the branch makes money - in fact,
more money than if it were to make loans. The NCB-2's branches may be operat
ing in the same fashion; thus, Table 7's figures could be entirely correct.
This disincentive to extending credit, resulting from the interest rate
 
structure, is discussed in Section II.
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TABLE 8
 

D/NCB - Costs of Administration
 
Compared to Outstanding Advances
 

FYs 1983 and 1984
 
(Taka)
 

Figures from One Branch
 

Costs as a %
 

of Advances
Total Costs
Total Advances
Year 

160.0
141,610
88,534
1983 

121.4
204,239
168,299
1984 


79,765

Change in outstanding advances between 1983 and 

1984 


1984 Costs 	of Administration as a Percentage 
of Change : 256%
 

with which loan
The efficiency
decentralization.
Processing time and 	 is an
and processed
or disapproved,
are reviewed, approved
applications 

a bank's services. Borrowers who must wait an
 

important aspect in marketing likely take their business to
 
inordinate amount of time for loan approval will Borrowers


of Bangladesh, to local moneylenders.

another bank or, in the case 	 so to lose a
 

from which 	they receive credit,
at the same bank
tend to save 

loan customer can result in the loss of deposit funds.
 

funds is especially
 
In agricultural lending, timely disbursement of loan 


can affect production and diminish the
 
late disbursements
important, 	since likely to
Lower income, small farmers are not 


possibility of loan recovery. 	
early receipt of loan funds will
 

too far in advance, since

apply for a loan 	 reduce their already narrowprofit
 
simply increase their interest payments 

and 

their respective lending and
 

and farmers alike will make

margins. Bankers 	 and in turn
conditions,
on ever-changing market

production 	decisions based 


to
relatively 	close the start-up of
 
these decisions frequently must be made 


review and
 
For all of these reasons, rural banks must be able to 


production. 

a short period of time.
 process a loan request in 


branches visited report a relatively quick 
turn-around on
 

All of the 	rural 

once a completed application and supporting documents have been
 

loan approval, 	 to a few weeks, depending
range between one day

received. 	Processing time can andrequest the 
on the branch's loan sanctioning authority, the size of the 
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proximity of the office which must approve the request if it exceeds local 
authority. 
 However, this time frame pertains only to the processing time once
 an application is complete, and does not take into account the time spent in
preparing the application or meeting a lender's other requirements.
 

Bank managers report that many borrowers - especially first-time applicants 	or lower income, illiterate borrowers - are not aware of the require
ments to apply for credit. F,,r instance, if a loan is to be secure" by land,
a borrower may not know that he needs to bring in title papers on which the
bank 	will either enter a lien or hold until the debt 
is repaid. By some
accounts, however, bankthe staff itself makes the lean application processunnecessarily difficult by telling an applicant oaly 	 one requirement at atime, 	causing the applicant to make several 
trips 	to the bank. No particular

purpose is served by this process, except to 
frustrat2 borrowers to whom the
bank does not want to make a loan, or to collect extra fees from thr borrower
 
for quicker service.
 

This particular problem could be alleviated leastat in part by posting
loan application requirements in the branch office, and 
making loan applica
tions and explanatory documents readily available at no charge to potential
borrowers. These requirements could include the standards 
 or guidelines
established by the head office for eligibility and loan amounts, includingcollateral requirements and evidence of creditworthiness. In addition, establishing guidelines on the maximum amount of time bank staff can take inreviewing loan requests at each stage in the process - and posting theseguidelines as well as monitoring staff compliance with them - would mitigateagainst the possibility of bank staff taking unfair advantage of clients.
Finally, by establishing an appeals 
process for borrowers who feel they have
been unfairly treated in their efforts 
to secure credit - either through anarbitrary denial of credit, imposition of excessive fees or lengthy processingtime - would foster conformity and equity in the credit system and prevent
unwarranted abuses.
 

Different procedures have been used for approving agri!:ultural loans underthe Special Agricultural Credit Progra r (SACI') and other loari, , such ascommercial credits and agricultural loans under the Normal Progrii (1P). TheSACP process, including the role of Union Credit Committees, is discussedlater in this section. NCB-l reports the following basic steps for making
non-SACP loans:
 

1. A borrower must open an interest-free current account at the

branch, in the amount of TK 500, arid must maintain this 
account for six months. 

2. 	 The borrower must complete a loan application whhich is
processed locally or sent to the appropriate office in tire 
bank's hierarchy.
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all other banks in the immediate area
3. A letter is written to 

to ascertain if the borrower has other loans, or if the 
collateral offered is already encumbered.
 

the proposed project
Naturally, other steps include a review of 

but through these essential steps a
itself, depending on the request, 


This determination appears to
borrower's creditworthiness is determined. 

abe based largely on the client's ability to maintain minimum cash 

cash poor and presumbalance, reflecting the fact that he is not always 
ably will be able to repay a loan. Even when collateral is offered, a 

borrower is still required to maintain a current account for six months, 
long as the bank is willwhich is probably an unnecessary requirement as 


event of default. Adequateing to foreclose on secured property in the 
to apply for credit without necessicollateral should enable borrowers 

to demonstrate savings capability. Except for

tating a waiting period 


for a bank tothis one requirement. however, these steps are appropriate 
take in safeguarding against undue risks, and they should not result in
 

excessive transaction costs.
 

Many bank managers report that borrowers already in default are 

likely to obtain new credit by applying to another bank. Presumably, 

to other banks to determine if a borrowerNCB-l's efforts contact area 
has other loans would prevent this from happening, but this process does 

not always work. The Bangladesh Bank has introduced a "lead bank" system
 

which is intended to coordinate local lending activities, including
 
banks under special
allocating funds to or setting targets for individual 


not developed as envisioned, and its merits
 programs. This system has 

here, but it does suggest the possibility of


will not be discussed 

a bank as a regional clearinghouse which would maintain
designating 


in default, and possibly even
information on new borrowers, borrowers 


liens on real property. Naturally, the cost of such a service would need
 

to be covered, which could be handled by charging a fee for each credit 

report. The availability of such a service potentially could alleviate 

or reduce the present high rate of overdue and default situations.
 

The government is encouraging a policy of decentralization in many 
the BKB appears to have pursued decensectors, including banking, and 


rural branch
tralization to a greater extent than most banks. BKB's 


managers in general have greater loan sanctioning authority than their
 

counterparts in other banks. For instance, BKB's rural branch managers
 

can approve loans up to TK 25,000, compared to TK 5,000 at NCB-l's rural
 
levelshas
offices. Loan sanctioning authority at D/NCB's branches at all 


been revoked awaiting new guidelines from the head office, and in the 
at the head office. As previouslyinterim all loans must be approved 

noted, the CCB's branch manager approves loans only on a post facto
 

basis, with the real loan sanctioning authority vested with the isfit
 

Cooperative Office.
 

As a result of BKB's decentralization, loan processing time has been
 
six months to process
telescoped. Loans which previously took upwards to 
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5/, includingThe UCC generally has between four to six members 
the Union Chairman, a bank representative, two block supervisors of the 

Bangladesh Agricultural Corporation and two relrepsentatives elected at 

the Union level. The SACP is a special program designed to assist lower 

income farmers by providing production credit on concessionary terms. 

Typically, branch managers are not originally from the areas in which 

they work, but are transferred every two to three years; as such, they
 
identity


are not familiar with villagers, and the role of the UCC is to 


creditworthy applicants for agricultural credit.
 

The UCC prepares a list of borrowers for the SACP. Banks do not 

necessarily approve loans for every individual on the list, especially if
 
client is in default or overdue on

it is determined that the proposed 
the list arte
 

other loans. However, only individuals appearing on 


eligible for SACP credits.
 

a branch's burden o,' identifying borrowers,
This process alleviates 

a large extent it also
 

and presumably expedites the loan process, but to 

lending process for which they ar 

removes the bank's staff from tihe 
elected
UCC Chairman and other members are


responsible. Since the 

the potential exists for these committees to become

representatives, 
on the basis of favoritism rather

politicized, with loans recommended 
than the merits of the request. While a bank representative is always on
 

the UCC, 	 some reports indicate that the banker is intimidated by the 

and thus does not play an effective role in representing the
Chairman, 

in the system can result when anbank's interests. Also, inequities 
eligible borrower is not recommended for an SACP loan based on political 

grounds, and he is unable tb apply directly to the bank for SACP credits.
 

The loan recovery record under the SACP is less favorable than under
 

the Normal Program, suggesting that many of the above-mentioned problems 

exist. The branch requires a loan application from each approved
 

borrower, but collecting this application is only perfunctory and is not
 

purposes of determining creditworthiness. In most cases,

reviewed for 


only on the crop for which creditthe application provides information 
and does not provide complete data on a borrower's
will be 	used, 


finances. The UCC which has identified the borrowers plays no active
 
knowingly 	 recommends new

role in loan recovery, and in some cases even 
in default on outstanding loans. As most


loans for 	borrowers who are 

branch managers report, the UCC simply "disappears" when there are
 

problems with loan recovery.
 

identify borrowers and
The only positive role the UCC plays is to 

These tasks could be better handled by a


facilitate loan disbursements. 

in agricultural finance


branch's field representatives who are trained 

own loan portfolios. While this change 

and are responsible for their - would
eliminating UCCs and shifting responsibility back to the branches 


increase in branch staff with a concomitant increase in
likely entail an 

costs, higher rates of loan recovery would offset theseadministrative 

additional expenses. If UCCs continue to operate under the SACP, then 
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they should be required to assume greater responsibility in loan recov
ery, however possible. One option in this regard would be to establishtargets for loan recovery, and failure on the UCC's part to achieve thesetargets would automatically eliminate the role of the UCC in the next
credit cycle. In order to prevent abuses of the UCC system, borrowers

should be permitted to apply for an advance directly to branch offices.If branch managers are unwilling to fairly consider individual requests,
due to political pressure or other considerations, then the appeals
process suggested earlier in this report would still provide prospective

borrowers with access to 
fair consideration.
 

Summary of Findings
 

1. For some banks (in this case, the costs
NCB-I), of administra
tion or transaction costs appear reasonable at first glance. However,

the branches' apparent poor performance in carrying out normal banking

activities, such as mobilizing savings and recovering loans, leads to 
the
conclusion that inefficiencies do exist. Satisfactory performance of
these activities would increase the bank's overall transaction costs

beyond reasonable levels, unless efficiency improves.
 

2. BKB appears to have the most efficient rural branch operations,
and the CCB appears to be the least efficient. Other banks (in this
 
case, NCB-2 and D/NCB) report very high administrative costs when 
com
pared to outstanding loans, which apparently results from a preference to

send surplus deposit funds to the head office rather than extend local
 
credit. This preference reflects disincentives created by current
 
interest rates.
 

3. All banks report a reasonably quick processing time for loan
applications once they are submitted along 
with all required supporting
documerts. However, borrowers are sometimes unfamiliar with application

requirements, and at other times they are subjected to unnecessary delays
and even extra fees before their loan requests are considered.
 

4. Most branches appear to 
make some effort to ascertain whether a

loan applicant already has a loan outstanding, the status of the loan,and if the property offered as collateral is already encumbered. How
ever, many branch managers report that defaulters or poor credit risks
still obtain credit, a problem which is exacerbated by UCCs which
recommend borrowers who are overdue on other loans. 

5. Among all the 
banks, BKB appears to have decentralized its
operaLion tr. the greatst extent. As a result loans which previouslytook 6 months to proce. -n:,in now be handled in 30 days or less. In addition, BKB employs field representatives to identify potential applicants
and handle requests, thus facilitating the process for borrowers.
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credit programs is excessive and
6. The number of specialized rural 

tends to lead to inefficiencies for both borrowers and lenders alike.
 

differentSince not all branches administer all programs, borrowers with 

credit needs are sometimes required to apply for loans from more than one
 

bank, and this seeming lack of responsiveness on the banks' part to a 
the reason why borrowers turn to money

borrower's credit needs is often 

lenders for financing.
 

7. UCCs are more of an impediment than a help to an efficient 

While they facilitate the process of loan disbursements,
credit program. 

the borrowers they recommend are not subjected to any real review of 

and branch staff is one step removed from their legiti
creditworthiness 
mate roles as bankers; as a result, loan recovery rates are poor and the
 

UCC plays no role in ensuring loan recovery. Also, the UCC is largely a 

thus, the potential exists for inequities or abuses, but
political body; atto unfair treatment have no recourseborrowers who are subjected 
present.
 

Recommendations
 

1. To facilitate borrowers' understanding of the application
 
on eligibility,

prucess, all loan requirements, including requirements 
time and fees, should be posted
processing
documentation, collateral, 


Head offices should establish guidelines in
 
publicly in each branch. 

each of these areas, including the maximum time allowed for staff to 

process loan requests, and compliance with these guidelines should be
 

monitored. Application forms should be provided free of charge, though
 

at the time of application could be levied. To foster
 
standard fees 


an appeals process should be
 
conformity and equity in the credit system, 


established, and this process should also be posted in
each branrh office.
 

2. When borrowers offer sufficient collateral as security on a 
a current account
 

loan, they should not be required to open and maintain 

now employed by some
 

for six months prior to consideration, a practice 

banks may want to require that a
 

banks. However, as part of collateral, 


borrower maintain a minimum balance in an account, and this minimum
 

balance should be set by the head office and posted along 
with other loan
 

requirements.
 

All banks should pursue and implement decentralized policies,3. 

thereby granting greater loan sanctioning authority to branch offices 

which will expedite the processing of loan requests. 

to creating area-wide "credit4. Consideration should be given 
system, to

clearinghouses", perhaps ir conjunction with the lead bank 
ther efforts ascertain whether borrowers haveassist branch banks in to 

security is already encumbered.
other loans or if the property offered as 
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5. Consideration should be given to 
consolidating the many special-
Ized rural credit programs, with special programs developed only toaddress sectors or classes 
traditionally under-served 
by tile banking
system, such as women 
and the landless rural 
poor. To ensure that other
rural sectors receive adequate firiancing, the banks should be giver,incentives 
to lend to them, such as allowing banks to charge higher

interest rates.
 

6. UCCs should be el'iminated from the credit system, and the decisions and responsibilities for making loans should be transferred back 
to
the banks. Concurrently, branches should increase their outreach throughfield representatives. If the UCCs continue to play a role in ruralcredit, at the very least borrowers should be able to apply directly to
branch bank for a
 a loan, rather than 
having all allocation of credit

determined by the UCC.
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II. Loan Recovery
 

Loan recovery is essential to the viability of a banking system.
 

The failure to recover loans erodes an institution's capital base,
 

prevents the expansion of credit services, and eventually threatens the
 

solvency of the institution. Standard banking practice is to establish a
 
this rate to new loans, therebybad debt or loan loss rate, and apply 

creating a reserve fund to cover losses. As such, this loan loss rate
 

becomes an operating expense which must be covered by the spread between
 

the cost of funds and interest earnings.
 

In Bangladesh, where defaults have plagued rural credit and overdues 

have reached critical levels, allowances have not been made for bad 

debts. The Bangladesh Bank has prescribed guidelines for classifying 
loans as "overdue", "stuck-up", etc., but in fact such reporting is not 
enforced, and the general tendency is never to write-off a loan on the 
assumption that it will eventually be repaid. As a result, all of the 
country's banks have loans on the books from pre-liberation days, and
 

continue to be regarded as
despite many years of non-payment these loan 

current insofar as interest income on these loans is accrued and included
 

in the banks' operating statements. One branch of the Central Coopera
far back as 1951.tive Bank reports loans still on the books dating as 

The result of these practices, especially the fact that accrued interest
 

on bad debts is reported as income, is to distort the actual financial 
status of individual banks as well as the banking system as a whole. In 

the failure to maintain adequate records on loan recovery,addition, 
efforts to establish a
including arrearages and defaults, hampers any 


covering such expenses by
reasonable loan loss rate for the purpose of 

interest rates.
 

types ofAgricultural lending is always riskier than many other 
credit activities, since market conditions can experience unforeseen 
changes and weather can detrimentally affect production. In Bangladesh, 

even more pronounced, given the general impoverishment
the risk factor is 

of farmers and their lack of resources to secure loans. Even so, the 
rate of overdue loans is unjustifiably high and results from a combina
tion of factors.
 

level, loan recovery problems stem from inadequateAt the branch 
to monitor borrowers' activities or
appraisals of loan requests, failure 


use of funds, and lack of will to protect the bank's interest through 
Under the Special Agriculturallegal remedies in the event of default. 

are exacerbated by the involvement ofCredit Program, these problems 
Union Credit Committees which take no responsibility in loan collections,
 

but by the presence of UCCs in the system, branch employees are largely
 

prevented from performing their role as credit analysts. This arrange

ment also diminishes the bank staff's responsibility for ensuring loan
 

recovery, since bad SACP loans can always be blamed oi the UCC.
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While these problems contribute to poor loan recovery at the branch
level, even greater responsibility can be attributed to the policy
decisions and attitudes formulated at the national 
level which affect the
banking system. Through the promulgation of special programs designed 
to
assist the poor,
rural largely through concessionary interest rates,
banks have been directed to act as 
"social programmers" in the redistribution of resources, rather than giving priority to 
their proper role as
viable financial institutions. 
 Banks are required to provide financing
under these programs, regardless of their perception of the risk 
associated with the programs or assessment of their profitability. As an
incentive for banks to participate in these programs, the central 
government has assumed a large share of 
the risk, but this
in turn practice
creates a disincentive for pursuing loan recovery. 
Moreover, the interest rates allowed under these programs are not adequate to cover the cost
of funds, administrative expenses 
anu bad debts. In other words, primarily due to mandate are banks participating in these programs, and not due
to considerations of profit or viability,

motivation exists bring about 

and at the same time little
to loan recovery. Illustrative of this
situation 
is the fact that as soon as one of the former NCBs became
de-nationalized, it immediately 
withdrew almost entirely from agricultural lending, especially under the SACP prog am.
 

The conflict between the traditional role of a bank and 
the bank as
social programmer affects the banking system 
at all levels. While
"profits" Rer se 
may not seem an appropriate goal 
under a nationalized
system, a respectable profit margin is essential to ensure the system'sviability, but in general the country's banks lack a profit orientation.In turn, a lack of self-motivation permeates to branch sincethe staffs,they perceive their role more as that of carrying out government programsthan serving as bankers, and thus they 
do not assume responsibility for
lending decisions since thay 
have no option but to carry out 
these
programs. Until viability is given priority 
over social ccncerns, it isdoubtful that this situation can change.
 

The roles of a bank in furthering social objectives and in serving
as a financial Intermediary 
are not necessarily exclusionary. The real
issue is which concern 
is given priority. The availability of credit is
important to 
rural economic development, and 
to the extent that resources
are recycled In the economy, development goals 
can be better realized.
If a bank acts as 
a one-way conduit for credit, without concern 
for loan
recovery, the impact of its 
resources is minimized. However, if a bank
is concerned with its viability as a finance 
Institution, and thus
effectuates loan recovery, those same resources can be re-lent indefinitely. 
 As long as interest rates remain affordable to lower incomeclients, in the long 
run 
the viable bank furthers social objectives more
 
so than the 'social' bank.
 

Loan losses result in a direct expense for a bank by virtue of 
the
fact that capital Is lost. The full ramifications of poor loan recovery,
however, extend beyond 
a simple accounting losses.
of Two areas of
indirect expenses need to be considered:
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1. Opportun costs. Both overdues and losiesloan resultin opportunity costs to 
banks and the baikir,g system.
Loan repayments can be recycled into new credits, in turn
generating additional 
 income. 
 When loans are overdue,
the resulting time lapse means a slower recycling offunds and lower earnings for the bank. Despite a latepenalty fee imposed on overdue accounts, this fee is notas high as the interest rate on new loans: 6 percent
compared 
to 16 percent. When overdues actually become
loan losses, obviously the opportunity costs are much
 
higher.
 

2. Subsidies. High overdue rates or loan losses threaten"thesolvency and viability of a bank. In turn, to safeguard the banking system, central banking authorities 
in this case, Bangladesh Bank - find themselves compelledto subsidize the system through such mechanisms as refinance facilities and 
 direct equity injections. These
subsidies are costly in a number of ways. First, bypropping up non-viable institutions, their financial

problems are merely compounded over time, resulting in
still higher subsidy requirements. Second, funds provided to the banks for such non-productive purposes as
covering loan losses represent an opportunity cost -to
society as a whole since these funds could have beeninvested in more productive endeavors. 
 Finally, to the
 extent that the money supply is expanded to provide these
subsidies, inflation rates are pushed higher which again

results in 
a cost to society as a whole.
 

Measuring Loan Recovery Rates. 
 An increased emphasis appears 
to have
been given to improving loan recovery in the last couple of years, but nevertheless high overdue and default rates 
persist. Measuring these rates, however, is made difficult by inconsistencies in reporting requirements
formats, as and
well as a lack of reliable records on overdue loans. 
 As standard
practice, many banks simply roll-over loans on their books which may or maynot be reported as an extension of new credit or overdrafts, and accruedinterest on these loans is reported as income; thus, casesin many overdueloans become designated as recovered.
 

In 1983, the Agricultural Credit Review (ACR) 1/ reported a deteriorating trend in the recovery rate for agricultural loans, as shown in Table 9:
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TABLE 9

ANNUAL RECOVERY OF AGRICULTURAL LOANS
 

FY 1980 
 46%
 
FY 1981 
 42%
 
FY 1982 
 45%
 
Average
While 44%
recovery performance improved between
Improvement was marginal, and 

1981 and 1912, this

the 1982 rate was still lower than 
two years
earlier. 
The ACR also provided a breakdown for loan recovery rates 
under the
Special Agricultural Credit Program and Normal Program, as shown in Table 10:
 

TABLE 10
 
COMPARATIVE RECOVERY PROFILES
 

Loans disbursed during 
 Recovery of loans through
 
June 30, 1982
 

SACP 
 NP
 
FY 1977 
 88% 91%
FY 1978 
 79% 90%

FY 1979 
 71% 87%.

FY 1980 
 54% 75Z

FY 1981 
 35% 52%
 

Table 10 clearly indicates better loan recovery under the Normal
compared to the SACP, with Program

first year recovery 
rates at 52 percent and 35
percent, respectively. 
 Over time, this gap closes, but the 
risk of loss is
still higher under SACP
the if overdues of 
over five years are considered
 

uncollectible.
 

This trend or situation is supported by 
data on NCB-2's Rural Credit
Program as shown in Table 11. 
 SACP loans accounted for 25.4 percent of
rural all
credits through November 1984. 
 Of the SACP loans, overdues represented
38.8 percent of outstanding advances, compared to 
29.6 percent for all other
rural loans.
 

BKB reports an average overdue 
rate of 24.8 percent for the
ending last 8 years
in 1984. Table 12 provides these rates 
on an annual basis
indicate an improvement in loan recovery through 1982, 
which
 

but a deteriorating
situation 
in later years. However, this 
data needs to be interpreted with
caution, because BKB's loans have been increasingly granted as
overdrafts. cash credits or
Overdues under this system are 
commonly extended on a one-year
basis, when normally they should have been deemed overdue.-/
 

Other data on BKB's rural branch operations suggest that Table
figures may reflect 12's
 a lower than actual overdue rate. Table 13 the
overdue rates at the shows 
same 
16 rural branches referred to earlier in this 
report
(see Table 5). Overdue rates range between 11.7 pprcent
averaging 35.6 percent. and 68.5 percent,
These figures were provided by BKB's head office, and
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favorable situation than in fact 	exists.
they may also be presenting a more 

On-site data was collected from Branch F which reports a 38 percent average
 

in January of this year, or a
rate of recovcry for both SACP and NP programs 

62 percent overdue rate. However, Table 12 indicates an overdue rate of only
 

o-her of higher
11.7 percent, conceivably because types loans have much 


recovery rates thereby offsetting poor performance in agricultural credits.
 

The reliability of reported recovery rates, though poor in themselves, is
 

brought into further question by information gathered at one of BKB's regional
 

branch offices. The office has reported a 77 percent recovery rate to the
 
is a much lower 54 percent; the 	lifference
head office, but the actual rate 


results from rolling over or refinancing loans on the books. The problems of
 

unreliable data and poor loan recovery are not singular to BKB, but are
 

endemic to all the banks in Bangladesh. BKB has been highlighted in this
 

discussion only because it provided the most information on overdue loans. At
 
was not
NCB-l's head office, information on loan recovery at the branch level 


a current recovery
available, although one of NCB-l's 	district offices reports 

rate of only 45 percent. Only one bank branch reported a truly favorable 
recovery rate of 100 percent on recently-disbursed lodns - the D/NCB branch 

makes loans only under very securewhich extends no agricultural credit and 
conditions!
 

TABLE 11
 

NCB-2 - Rural Credit Program
 
from inception through 30/11/84
 

(Thousands of Taka)
 

Total Loans disbursed:
 

Tk. 311,145 	 100%
 

Of which SACP:
 

Tk. 78,955 	 25.4%
 

All Loans:
 

a. Total outstanding 165,533
 

b. 	 Total overdue 48,666
 

29.6%
c. Percent overdue (b/a) 


SACP Loans:
 

d. Total outstanding 56,566
 

21,940
e. Total overdue 


38.8%
f. Percent overdue (e/d) 
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TABLE 12BKB - Overdue Loans as a Percent
of All Outstanding Advances FYs
 
1977 - 1984 

Year 
Percent Overdue 

1977 
1978 
19791980
1981 

34.0 
34 
33.428.0 

1982 23.3 

1983 
1984 

16.9 
18.8 
19.6 

Average 24.5 
24.8 

TABLE 13
BKB -
Overdue Loans--asa Percentage of
Total Outstanding Advances for 16 Rural
 
Branches, 1984
 

Branch 

Percent Overdue
 

A 

40.7
 

B 

44.4
 

C 

15.4
 

D 

14.6
 

E 

39.0
 

F 

11.7
 

G 

25.9
 

Hi 

33.8
 

1 

23.2
 

J 

68.5
 

K 

52.0
 

L 

54.0
 

M 

37.0
 

N 

41.5
 

0 

32.5
 

P 

N/A


Average 

35.6
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is reflected in data provided by
An even more negative recovery picture 

CCB reports four principal sources
 one CCB rural branch as shown in Table 14. 


principal repayment on advances, Interest due on advances, collecof income: 

tion charges (imposed on overdue loans), and interest (:ue on advance money.
 

interest(This last category is differentiated in CCB's books from other due 

on advances, but why it is represented by a separate line item is not 
was only 21.7 percent in 1982/83,

explained.) Recovery from all four sources 
to 12.6 percent in 1983/84. The rate of recovery of principal alone


falling 

declined from 26.9 percent to 17.2 percent.
 

TABLE 14
 

CCB - Income Earned Compared to Income Due
 

For 1 Rural Branch, 1982/83 and 1983/84
 
(Taka)
 

1982/83 1983/84
 

1,690,287 1,936,026
Interest due on advances 


Interest earned (realized) 189,616 112,417
 

5.8%
Percent earned (realized) 11.2% 


710,748 819,258
Collection charges due 


60,447 31,029
Amount collected 

8.5% 3.9%
Percent collected 


5,306,818 4,568,918
Advances to be repaid 


1,428,845 785,240
Advances repaid 


26.9% 
 17.2%

Percent repaid 


38,440 40,564

Interest due on advance money 


-
100
Interest realized 

.3% 
 0%


Percent realized 


7,746,293 7,364,766
Total income due 


1,679,108 928,686
Total income realized 

12.6%
21.7%
Percent realized 
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A number of factors account for CCB's poor performance. Bank employeesdo not identify borrowers or approve loans. 
 This authority is delegated to I
government agency; thus, this cooperative lending program takes 
on Lhe characteristics of a social 
rather than a finance program. The bank staff itself isnot 'trained in banking; rather, the branch manager's training was in cooperative organization at the Bangladesh Academy for Rural Developmcnt.
 

Finally the staff has virtually 
no contact with individual borrowers, but
must rely on the veracity of information provided to the bank by the cooperdtive societies which apply for loans 
on behalf of individuals. lhe staff is
aware of several instances in which identified recipients did not actuallyreceive loan proceeds, and where land documentation was bogus. According tothis particular branch's staff, these problems are shared by all CCB branches.
 

Tables 15 and 16 provide a final look at loan recovery rates, in thisinstance under a specialized salt loan program. 
 The tables show the percent
of loans overdue based on the year in which they were disbursed. Table 15reports information provided by a D/1CB regional office for the various ruralbranches it services, and Table 
16 provides aggregate data for several NCB-2
rural branches. 
In both cases, most loans are gradually repaid over time, but
high overdues occur in the first year or two after disbursement. For loansdisbursed by the 
D/NCB branches in 1982/83, overdues represent 105.4 percent
of initial advances, reflecting unpaid interest which 
has been rolled back
into outstanding principal. While some of these salt loans have been made 
to
individuals, most have been made to cooperatives.
 

The poor track record of the cooperative salt loans, as well as CCB'sextremely poor loan recovery record, suggests that cooperative lending inBangladesh is poorly 
structured or at least poorly administered. The problem
is not with cooperative lending per 
se, since many successful cooperative
credit programs have been implemented-throughout developing and developed
countries. Rather, the 
problem appears to be the distance the system puts
between the ultimate borrower and lender. 
 Inmost cases, the loan application
shows the cooperative society to be the borrower, but the loan is secured only
by the crops or real property of the cooperative members. The society itself
does not have any assets with which to secure a loan and the bank's onlyrecourse 
in the event of non-payment is through the cooperative. In the case
of CCB, the staff stated that they thought an agreement was entered intobetween the cooperative and members, 
but copies of these agreements were not
present in the branch office. 
 The cooperative presents the application to the
bank - whether it is CCB, D/NCB or NCB-2 - and the branch staffs must rely 
on
the accuracy of this information, even though case histories demonstrate thatit isnot always correct. The problems embodied in this system are not dissimilar to SACP's problems where the involvement of UCCs essentially preclude
branch staffs from performing their proper roles as credit analysts. 
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TABLE 15
 

D/NCB - Salt Advances and percent
 
overdue for selected years
 

(Taka)
 

Year Total advances Total Overdue Percent overdue
 

1978/79 147,000 18,468 12.6%
 

1982/83 1,347,000 1,420,329 105.4%
 

1983/84 118,300 48,235 40.8%
 

TABLE 16
 

NCB-2 - Salt Advances and Percent Overdue
 
FYs 1978/79 - 1983/84
 

(Taka)
 

Year Total advances Total Overdue Percent overdue
 

1978/79 2,140,200 18,809 .9%
 

1980/81 407,000 72,183 17.7%
 

1981/82 487,000 150,774 31.0%
 

1982/83 4,457,400 3,781,812 84.8%
 

1983/84 5,155,100 5,064,849 98.3%
 

Determining a Loan Loss Rate
 

As noted earlier, loan losses represent an expense in banking, and this
 
cost needs to be covered by the interest rate spread along with other
 
expenses. Common practice in Bangladesh is to assume that all loans will be
 
repaid eventually, thus making it unnecessary to estab- lish a loan loss
 
factor; but convnon sense, conventional banking practices and actual recovery
 
performance all point to the need for determining a loss or bad debt
 
percentage.
 

The data collected during the field investigation for this report is not 
broad-based enough on its own to fairly measure bad debts; however, in general 
it supports the Agricultural Credit Review's analysis of an appropriate bad 
debt factor, and this part of the report will draw upon the ACR study. 8/ 
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Recovery profiles for agricultural loans by program have already

presented in Table 10. Overall recovery 

been
 
profiles for short-term, agriculturalcredits appear in Table 17. This table theindicates percentage of loansstill overdue based on the year of disbursement. Two particular features ofthis data are relevant to this discussion. First, only 43 percent of all
loans are repaid when due; thus, if the same level of financing were to bemaintained, additional sources of financing would need to be found to financethe remaining 57 percent. Second, depending when
on an overdue is finally
considered to be a bad debt, loan loss rates 
could be a very high 21 percent
(if after 3 years overdue loans are written off) or 12 percent (if after 5years overdue loans are written off). Even at 12 percent, this level of baddebt exceeds what can he covered by a I easonahle ItiLeresL rdLe spread. 

TABLE 17
 

Overall Recovery Profile for Short-Term
 
Agricultural Advances 

LoGis disbursed duritiq Loan recovery as of 30/6/82 

1976/77 
 88%
 

1977/78 
 82t
 

1978/79 
 79t
 

1979/80 6,1,., 

1980/81 
 43z1,
 

Without taking into consideration the past accumulation of overdue loan-,the ACR calculated a "marginal" bad debt factor for different banking institutions, as follows: 2% for BKB, 6% for NCBs, and 6% for CCB. 9/ 'hismarginal factor would cover only the increase in loans overdue by more than 3 years. The ACR estimated a second loss factor which does take into accountpast as well as future bad debts, as follow: 4% for BKB, 6., for NCBs, and 6.for CCB. I10/ Only BKB's bad debt percentage has been increased over the
marginal rate, which is puzzling given 
BKB's generally better performance in
loan recovery 'I/ and suggests one of two possibilities: either a differenttime frame for writing off overdue loans has been used (5 years instead of 3years), or the ACR has inaccurately calculated an overall loan loss ratethe NCBs and CCB. When the critical level of overdues for all banks 

for
isconsidered, these rates seem very con-(,rvative. Nevertheless, in the following section of this report on interest rates, these marginal rates will beused: 4% for and for NCBs CCB. lheBKB, 6t and question of what to do with 

accumulated loan losses will be considered in Section IV.
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Improving Loan Recovery
 

Improving loan recovery rates awong Bangladesh's financial institutions
 

to the banking system's viability, even in the short-term. Allis essential 
should be considered and implementedfeasible remedies or corrective actions 

possible
to enforce loan repayments on schedule. The following list of 

or


remedial actions is not considered to be all-inclusive, but their adoption 


implementation should result in a significant improve- ment in loan recovery.
 

role of banks. At the national orClarification of policy vis-a-vis in furtheringhave 9een 


not been given to their viability. This
 
polic mai-T-g-ev-- anks pece-Iv--asplay-ng a role 

social objectives, and priority has 

attitude affects loan recovery. Banks may elect to participate in social
 

programs, such as loan programs designed to assist lower income rural house

holds, but to require banks to commit resources to such proqrams can be detri

mental to their well-being as financial institutions. Until this basic 

is resolved - the bank as social progranmer versus thedilemma or conflict 

bank as finance institution - loan recovery is likely to remain poor.
 

serve
Risk and incentives. In keeping with the notion that banks 


social purposes, the Bangladesh Bank has left banks little option but to
 

participate in special loan programs, but at the same time it has assumed a
 
banks have little incentive tosubstantial portion of the risk. In turn., 

as that of putting
attempt loan recovery. The branch staffs view their roles 

recover it. If banks are to recover fundsout the money, but not needing to 


under these programs, the risks need to be transferred back to the banks. At 

the same time, incentives need to be created to encourage the banks to parti

cipate in these program. In conventional banking, higher interest rates are 

on riskier loans to cover the greater potential of default. In
charged 

as SACP,
Bangladesh, however, programs perceived by banks to be riskier, such 


charge higher interestactually have lower rates. If banks iere allowed to 
in the event of default, suffirates, and at the same time they were at risk 


cient incentive should exist to participate in these special programs and
 

ensure loan recovery.
 

practices allow
Staff evaluation. The banks' current accounting 

loans to be included in year-end
accrued interest on overdue and defaulted 


as or current by
operating statements. Also, loans are reported recovered 

Based on these two standards of performance being rolled over on the books. 


income and recovery rate - employees are awarded year-end bonuses. Until such
 

time that bank employees are evaluated on actual performance, and not on paper
 

entries, there will be a continuing disincentive to improve loan recovery.
 

Legal action. Branch staffs are reluctant to bring legal action
 
from Dhaka. The
against orrowers, partly as a resalt of policy emanating 


legal process is regarded as costly and time-consuming. lHnwever, until such
 
are willing to foreclose on
time that borrowers begin to realize that tanks 


secured property or seek other legal remedies, they will not feel compelled to
 

repay their loans. In this regard, the bottlenecks in the legal system should
 

be identified and remedied, including under-staffing and excessive costs.
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III. Interest Rates
 

viability and efficiency of a banking
Interest rates are key to the 

spread betweenin mobilizing savings, and the 
system. They are a major factor, 

borrowings) and
 
the bank's cost of funds (interest riid on deposits arid 

bank's expenses if it
 
loans must be sufficient to cover tile 


interest earned on 
 are set by the government 
Is to remain solvent. In Bangladesh, interest rates 

rates are cur
effort maintain affordable borrowing rates; however,

in an to 
or cover their expenses.
too low for banks to mobilize savings
rently 


posi-

From the savings mobilization perspective, unless 
banks offer real 


their
will be inclined to invest 

tive returns on savings, potential savers 


etc). The country's current
land, equipment, jewelry,money elsewhere (e.g., 

is well above the 8 percent
rate of about 12 to 15 percentofficial inflation a real negasavers experience
basic savings accounts; thus,


rate offered on 

Even savers with sufficient resources
-7 percent.
tive return of about -4 to 


15 percent are barely keep
to invest in three-year certificates of deposit 

at 


the official rate of inflation, and unofficially the inflation 
ing pace with 

higher.

is thought to be closer to 18 perccnt or 

even 

rate 


the banking
savings detrimentally affects 

The inability to mobilize 


in Table 4, the ratio of the branches' 
system's financial status. As shown 

advances to deposits is nearly 200 percent, meaning that only one-third of all
 

cover deficit, the branches
 
local deposits. To this 


loans are made from 

cost of funds and 

the office which increases the branches'
borrow from head 

the country's banks report
 
narrows their interest rate spread. Even though 


and does not

is based largely on accruals 


positive net earnings, this income 

resort to borrowing from
 

In turn, head offices must 

represent cash-in-hand. 


to tile extent that the Bangladesh Bank prints money
 
the Bangladesh Bank, and 

Even if the Bangla
it simply fuels inflation. 


to cover these transactions, 

system well below
 

desh Bank has available resources, by putting funds into the 


and the money supply,
the rate of inflation still increases demand expands 

even a greater demand for
 
which again pushes inflation higher. As a result, 


is economical to borrow when rates are so 
credit is generated because it more 

a vicious cycle develops which is counter-productive 
for the banking
 

low, and 

system.
 

on are too
interest rates loans 

the lender's perspective, present
From 
 on
interest paid
the blended rate of 


low to cover their costs. Table 18 shows 

loans June, 19134, for 

arid blended rate of interest earried on av of 
deposits 

alone is not available; however, 
NCBs and Specialized Banks. (Data for 13KB 

BKB thefor inthese figures will be ti,.d 
a specialized bank, andBKB is po!r itive spread of 5.61 

following analysis. ) As this tahl e shows, NCBs havw a 

percent and 1KB realizes a po- I i ye 4.1? per(;ccent. lhe :,preads, however, do 

ind bad debt,. 
not take into consideration operating expenses 



TABLE 18
 

Interest spread as of 30/6/84
 
(Percentages)
 

NCBs Specialized Banks
 

Interest earned 13.56 
 13.69
 
on loans
 

Interest paid on 7.95 9.57
 
deposits
 

Spread 5.61 4.12 

Assuming that the NCBs' average cost of administration is 5 percent
(somewhat lower that the ACR's estimate but higher than the average shown in
Table 1; see Section I), and that the loan loss rate is 6 percent, the actual
 
spread on loans becomes a -5.39 percent, as follows:
 

Interest earned 13.56
 
Less:
 
Interest paid 7.95
 
Costs of Administration 5.00
 
Loan losses 6.00
 
Spread -5.39
 

A similar scenario occurs with the BKB, though the spread is more favor
able at only -2.88 percent, assuming BKB's administrative costs are 3 percent
(see Section I) and loan losses are 4 por-cent (see Section II): 

Interest earned 13.69
 
Less:
 
Interest paid 9.57
 
Costs of Administration 3.00
 
Loan losses 4.00
 
Spread -2.88
 

In other words, every time these branches extend credit, they are takir i 
a loss. However, since income is reported on an accrual basis ard loan loss es 
are not considered, on paper at least they can report modest nrt eirlin1,.
Thus, it is no wonder that the D/NCR discussed in Section I has stopped making
all but the most secured loans in order to avoid losses, but prefers to send
its surplus funds to the head office. From the D/NCB's perspective, it is more profitable to invest with the hwad office than to make loans, as th 
following illustrates.
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funds is 8 percent, cost of administration
Assuming the D/NCB's cost of 

loans


is 5 percent, loan losses account for 6 percent, and intfrest earned on 


and head office deposits are 16 percent and 12 percentt, respectively, the 

following options emerge:
 

Option #1: Making loans
 

16
Interest earned 

Less:
 

8
Interest paid 
 5Cost of dlninistration 
6
Loan losses 

-31
Spread 


Option #2: Investing at head office
 

12
Interest earned 

Less:
 

8
Interest paid 

5
Cost of Administration 

0
Loan losses 

-1%
Spread 


loss is minimized under

Under both options, D/NCB takes a loss, but the 


could lower its blended rate on deposits to 7
Option #2. If the branch 

by encouraging savers to open non-interest-bearing current accounts 
percent, even. To
and 6 percent savings accounts, the office would at least break 

need to be lowered to 5
break even under Option #1, deposit rates would 

In fact, what this branch is doing is making only risk-free loans at
 percent. 
 the head office where it earns
 excess deposit funds to
16 percent, and sending 

interest is sufficient to generate a
 

12 percent, and the blended rate of 

profit since the loan loss rate on new loans iszero.
 

a somewhat different perspective on this same issue.
Table 19 provides 

the NCBs would need to charge on
 
This taole calculates the interest rates 


branch's percentage of advances made from
 loans just to break even, based on a 

cost of funds is assumed to be 8 

local deposits. At 100 percent, the 
percent. As the branch increasingly relies on head office funds at 12.5 

percent, the blended cost of funds gradnally increases. The combined costs of
 

and bad debts remains constant at 11 percent. Table 4 pro
administration 
 branches, showing that only one
vides information on 15 of NCB-l's rural 
third of all advances are made from deposits. This current situation is 

at the bottom of Table 19, showing that these branches would need to
reflected 

loans just to break even without any profit margin.
 
earn 22 percent on its 


thus these branches on the average

Loans are currently made at 16 percent; 

take a 6 percentage point loss on each loan.3 

/
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TABLE 19
 

Calculation of Interest Rate Needed
 
to be Charged by NCBs to Break Even
 

(Percentage)
 

Percent of 
 Allowances 
for Breakeven

Advances Made 
 Bad Debts and Interest
From Deposits Costs of Fundsa/ 
 Administration b/ Rate
 

100 C/ 8.00 
 11.0 
 19.0
 

90 
 8.45 
 11.0 
 19.45
 

80 
 8.90 
 11.0 
 19.90
 

70 
 9.35 
 11.0 
 20.35
 

60 
 9.80 
 11.0 
 20.80
 

50 
 10.25 
 11.0 
 21.25
 

40 
 10.70 
 11.0 
 21.70
 

30 
 11.15 
 11.0 
 22.15
 

20 
 11.60. 
 11.0 
 22.60
 

10 
 12.05 
 11.0 
 23.05
 

0 
 12.50 
 11.0 
 23.50
 

Current situation d/
 

33.4 11.00 11. 0 22.00 
a/ Assumes the halarICe jdv.1l HW,of Td ith bo)rrowed funds from the 

head office on which the hrdlij, *yjys 1?.5,. 
b/ Assumes 61 for bad debts and 5:. for administration. 

c/ Assumes 
no reserve requirements.
 

d/ Based on average shown in Table 4.
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are
The obvious conclusion from this discussion is that current interest rates 

or ensuring the viability of the banking
inefficient in mobilizing savings 

system. From the saver's perspective, It is more beneficial to borrow hln,.. 

a sense, a false demand for credit emerges. Brdnches iustthan to save; in 
bank's support to make loans, which in turn


ultimately rely on the central 

disincentives to save.
exacerbates inflationary trends and creates additional 


losing proposition, and
From the lender's perspective, extending credit is a 
if the D/NCB example is indicative, most banks are making loans only be, ,uSe 

run, the very activity from :hiirhthey are required to do so. In the long 
insolvency,
banks genrate income - making loans - will lead to their" fiscal 

unless they are heavily subsidized.
 

Recommendati on
 

interest rate structure should be rationalized. Interest rates on
The on


savings deposits should at least keep pace with inflation. Interest rates 

cover the cost of funds, administrativeloans should at least enable banks to 

expenses and loan losses.
 



- 42 

4. 	Balance sheets and operating statements do not conform to standard
 
accounting principles. Information which more appropriately belongs
 
on an operating statement appears on balance sheets, and vice versa. 

5. 	Records are not maintained on the ageing of loans.
 

6. 	Separate records are not maintained or poorly maintained on principal
 
and irterest payments.
 

7. 	Reporting formats are often extremely cumbersome; forms do not fit in
 
a typewriter and are difficult to file. 

General Problem Areas
 

Below, four more generalized problem areas are discussed.
 

1. 	Number of reports. Even a cursory review of branc;i files shows a
 
plethora of reports, many of which appear unnecessary, and this problem is 
simply exaggerated as information gets passed through the system. The ACR 

reports that nearly 300 reports are collected in the banking sector, and this 
needless duilication of effort requires as much as 60 percent of the branches' 
staff time.- / In rural lending, one reason which accounts for this problem 
is the number of specialized agricultural programs which have emerged over the 
years. The current excess of 60 special programs creates inefficiency in a 
number of ways. As already mentioned, the number of reports required is 
excessive. In addition, not all banks provide credit under all programs, so 
borrowers must go to more than one branch to meet their credit needs - unless 
they simply resort to moneylenders. These problems suggest the need to 
consolidate these programs, hopefully into only one or two special programs 
(perhaps a lower income farmers' program and a women's program), with rost 

rural loans made through the Normal Program.
 

2. Combining accounts. Rural branches are obligated to extend credit 
under special programs; however-, in general, funds provided through these 
programs are not separately accounted for, but combined with the branches' 
Normal Program loans. In turn, the success or effectiveness of these programs 

cannot be determined. Also, due to interest rate policies, the banks are 
faced with potentially higher' losses, part of which the Bangladesh Bank is
 

willing to absorb, but without separate accounting for these programs, these
 

costs cannot be accurately, or at least fully, transferred back to the certral
 
bank. As long as banks are obligated to participate in social programs,
 
separate accounts on these programs should be maintained.
 

3. 	Recent Bangladesh Bank efforts. Recently, the Bangladesh Bank has
 
intended to consolidate
introduced six new forms (ACD/L-/l through 6) which are 


over 30 existing forms. While recognizing that these forms represent a genu

ine 	 effort to respond to the ACR and facilitate reporting requirements, they 
nevertheless embody many of the problems already present in the management 

to 	be completed by individual
information system. The forms are intended 

branches and sent to the Bangladesh Bank, circumventing the normal channelling
 

of 	 information from branch to region to head office. The forms themselves 
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IV. Management Information System 

An effective and appropriate Man3gement Information System is essentialto the efficient operations of a banking system 
-or administrative system. 
or for any type of financial
The MIS must provide consistent arid accurate information for purposes of policymaking and planning. If the system isdesigned, it will properlynot be cumbersome or 
excessively time-consuming, efforts
will not be duplicated, and managers/planners 
at various levels
system's hierarchy will not receive in theinformation irrelevant theiror priorities. to positionsIn banking, a poor informationproblems, adversely affect 

system can lead to li(Iuditythe quality of services to customers, and createirreparable harm to the system as a whole.
 

In Bangladesh, the information system under which the banks currentlyoperate is largely inadequate. Many of the problems which definemation system are a bad inforpresent, including inconsistencies, inaccuracies and duplication of efforts. The 1983 ACR report highlighted the following problems inthe current information system: 14/
 

1. Information gathering, processing and/or 
transmitting is not 
coor
dinated.
 

2. Much of the information prepared by 
 branches is redundant and
requires needless duplication of effort.
 

3. Identical reports are often sent to head offices and the Bangladesh
Bank.
 

4. Once introduced, reports not
are 
 evaluated for their continuing
relevance, 
and new reports are constantly Introduced, which simply
increases the burden on 
the branches.
 

5. Available information is not adequate in 
terms of accuracy, detail 
or
 
timel iness.
 

The field investigation for this 
 report confirmed all theof ACR'sings. In addition, the following specific problems 
find

were identified which arecommonly shared by most banks:
 

1. In most cases, banks at the branch, regional or head office levelscannot identify the number of loans made in any one year by theindividual branches.
 

2. Information on branch activity is passed through regional Lr districtoffices to the head office, and copies of branch reports are notmaintained in the regions despite their supervisory functions. 
3. Reorts prepared by branch l affs are inconsistent from yearone

the next and betwenri branchos. 
to 
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f e I c are' craniimed 'full, of~directives, and' these
Inq- tatretrievle1 of, new ristrutions. isdif clt

files" ar'not indexed,mea New mianuals need tobbe~rjtii
na 
u~al ~fntYWe "w~ n~ructionis come from the head ' 
apparently i'tepodess o'f- writing new manuals' ln hs ieadtiroeshould be extended. 'to albns,,aon'he les7r'djis 

RepotingIncome ~ ~ '~ ~ ~ ~ ~ '2f 
~Perha ps the' sinyle, most dis'turbing aspect of the exstin'g, Managementinfo r at on ,Sy temn Is ,how. banks report Inco ile As -note~d thrnughout thioao ns arie o IassIf Ied by age~hinad ar'e almost ne6' i tten ,off as 

Lik 



osses; instea d, t e rest; 1s ac-c rued 'on all a tstanding 1o6ns; and. rported as 
income' 1 eraces perating statements'. Asaeutactiul 

ce "i st'orted. ssesanagersp forma get o' the', ba ti~ t 
o s ib1 ,f , deteril ni ng i a branch "is ac tuall1y cost-'. C 1+7bec om s a1mo stm 3~r rot 'pro i't~l,'or.:g-nerjats-"t d-in f c mos ,branches 

cicde.,'ecurrentOnterestr ates aid lon 6r~prora3e S. 


becmecornpounded ?4
 

thec CCB, branc h~ hi gh i ghted ea rl ier reported net arnings,.,-X' ~ ape , 
n 028TKJl3,666'~ facta' re Yi ew of, the branchi s books shoW an',f 1 

:'( TK 214 215), ~a~cash b sis.This C branch'sproble sma oss
ac ual 

ovierstate the ae gi ts' extremey p6or collections recod,.but thep-, 

.em 'is stil .e,deitc to the entire banking, system. Most o1;f the branches on 
'Which data 'was~ gatherd reotya-n net profitts, ,but these profitSL are 

1argel ypaper transactions.. <T j 

of NICB 1 s ruralTabl e~20 shows jndicators of financial performace for. 15 
branches . 'Gross eeditures total Ied~ 97 -percent-o gfross~income, in 

5 

1984 
eebr thi incomieis largely based -on:'accruals. In other words,,on a,an 

all;,of~teeace ,actu'allyt6li os.pnecah, bass, most ~jf not 
these "profits" 'arereportd ofie n jotehan turn the~ha tk~ 
~aggregate branch data. to report the. system. s,,year-end stts,,tI probal.

transactin<that any not ,earnin~gs reported by banks< ares simply~basedt on paper 
and in fact are not real I f, this',is the ,case, the imlctosfo h ak 

ng ystm corrective action is needed .ae saggring, adimmediate 

Th syse i tsel f fosters thee practices. fIf-,icome is reported on an 
~acc rual basis, ann osdrtin edb im to bad -debts,thnhemr 

branch empl oyee s make" ' whether' good'or bad Jbenefits them when theirIlcans 
ve<bad debts'on the booksLpeformance.is reviwed The practice:,,of rollhingb 

s'imply conceals- a poor recovery r t-eadicoe perhg, so'-they become 
eIi gib1e forya -n bonuses or pr~omiotion.2~ ~ -

~ Recommendations onReorin Inom 

To cor~rect these probl ems , the2 foll1owing~steps need to be taken:' 
should be 'written. off nieed~ to bujd~i~s~ 1wj.~jC1ear on~on~Vons 

applied t n~ew advance andl these' funds. shoul d be set asi de ina 
~ rese'rve fund to protect; the deoirs- inteests 

2. Lon tha ar clearly. in default, at the present timne'- such as pre-. 
.-~ ::'. liberationl loans should be written off at this time.$ 

f'edonhw1oeotincome -and3.-C1 ear quidel'inois need. t'o be establ 
cotne ob epre na cra, basis,exese. If income 

e~es. a1so~bv 'accrJed.,."pcomeon overdue ,loan5; shoUldthon ," should 
rio be te 2 Is ""ef 1.(I" 'A' paaate l ine itet r -!i<do fo'~rr.n~t repo' 

e aprp~riadepeninincmemigt odlhttv now a,ccou ting 

http:peformance.is


-- 
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TABLE 20
 

NCB-1 Year Ending June 30, 1984

Indicators of Financial Performance
 

Total Assets 

Branch 
 (Taka) 


A 
 14,428,793' 


B 
 2,224,234 


C 
 6,433,077 


D 
 2,593,431 


E 
 12,481,461 


F 
 13,911,557 


G 
 7,202,380 


H 
 8,048,531 


I 
 11,948,707 


J 
 4,564,031 


K 
 1,599,810 


L 
 3,698,021 


M 
 6,312,378 


N 
 3,215,365 


0 
 6,683,792 


Average 


(Percent) 

Expenditures as 
as I of 

Gross Income 

Net I1,bofrie 
as ' 

of Assets 

93.3 .5 

133.5 (2.8) 

96.5 .4 

104.6 (.4) 

95.3 .5 

89.4 1.0 

94.9 .6 

90.1 1.1 

94.2 .6 

89.8 .9 

117.1 (1.8) 

81.5 2.5 

83.6 1.1 

99.3 .1 

90.0 2.6 

96.9 5 
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procedures are introduced. In any case, a branch's accounts should
 
reflect a more honest view of its actual operations in terms of
 
income and expenses.
 

4. Each branch should be considered as its own cost center. A branch
 
which consistently reports a loss on a cash basis, either due to 
staffing problems, location, recovery problems. etc., should be

given target dates by which to improve performance, along with 
corrective actions to be taken. If the branch is unable to improve

its performance, even after all remedial measures have been taken, 
then it should be closed.
 

These changes would need to be implemented in conjunction with other 
recommendations in this report - most notably, rationalizing the interest rate 
structure so that banks have an opportunity to generate sufficient income to 
cover expenses.
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Footnotes
 

I. Among other studies, Government of BanqladeshBank, Bangladesh Agricultural and the World 
111, August, 1983. 

Credit Review (ACR), Volumes 'I, ItAlso, Bangladesrjj-,TU.S. Agency 
and 

for International Development, and Public Administration Service, Rural
Experimental Project: Major Finance
Evaluation Report, January,9--2 -

2. An acceptable level oft administrative 
 costscontex -speciflc. is somewhat
In developmental 

expenses incurred in loan 

or high-risk situations,
transactions 
are typically higher than
costs associated with the
more conventional 
banking.
for determining A basic criteria
an appropriate 
or supportable 
level Lf
tive costs administrais whether or 
not interest 
rates can 
b ta.isel 
to cover
these costs while maintaining affordable rates.
 

3. See footnote #1.
 

4. The 
SACP is gradually being phased out, and all
production short-term croploans (generally 
6-month 
terms but
months) will ranging up to 18
fall under the purview of the 
UCCs.
tural and longer term Only non-agriculloans will 
be handled by branch staffs.
result, problems already As apresent in the UCC system will be magnified. 
5. The actual composition of UCCspractice, may be mandated by law, but insome deviation occurs in the nurnber of members and whothey represent.
 

6. ACR, op. cit., p. 16.
 

7. Ibid., p. 19.
 

8. Ibid., Annexes 2 and 3.
 

9. Ibid., p. 29. 

10. Ibid., p. 42.
 

11. Ibid., p. 20.
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Footnotes - continued 

have been brought
in which defaulted borrowers to 

12. One instance theMaseru, Lesotho. The lende;',occurred incourt cs a group has 
( a technical(PTY), l.td. 

Lower Income Cooperative Ilousinl 1 Society 
m mbers of the

made mortgage loans to the 
services organization), 

MHC was the actual borrower,
 
Mohalalitoe Housing Cooperative 

(MHC). 

For years, the members did not repay the
 

on behalf of its members. and costly into be cumbersome
and the court system provedloans, year, the country'sThis lastdefaul ters.pursuing individual in this case
legal authorityof Cooperatives who hasRegistrar as a group.

agreed to process the cooperative members 

of the interestto be illustrativeThis analysis is intended13. are cons.ithe situationnuances of 
rate problem, and not all the 

a hranch'sinto consideraticni 
dered. For instance, it does not take 

since
tend to increase its costs of funds 

reserve requirements which theloans, causing 
not all funds on deposit are able to be used for 

from the head office.
 branch to borrow even more 


ACR, op. cit., p. 83.
14. 


15. Ibid., pp. 83-84.
 



- 49 -


MOBILE BANKING FACILITIES (MBF)
 

Action Plan for Extending
 
Rral Bank Outreach
 

in Bangladesh
 

June 1986
 

G.A. Behymer
 
A.J.O'Donnell
 
Omar Chowdhury
 

Lincoln Armstrong
 
Majid Mollah
 

(Editorial Assistance: Raka Rashid)
 



- 50 -

MOBILE BANKING FACILITIES
 

Table of Contents
 

Section 

Page
 

Executive Summary 

51
1. Introduction and Background 


2. 	 Evidence of the need for MBFs 
53
 

54
 
3. Objectives
 
4. 
 Some Specifics about the MBF, Itself, and its
Deployment 


56

5. 
 MBF Market Characteristics and the Issue of
 

Competition 	 57
 

6. An Experimental Approach is 
Proposed
7. 	 59
The Risks Involved 

60


8. 
 MBF Income Forecast 

9. MBF Expense Forecast 	

61
 

65

10. Financial Analysis of MBF Pilot Project 

11. Projected Balance Sheets 	

69
 

12. 	 The Internal Rate of Return 
73
 

73
 
13. 	 Conclusion
 

74
 

Annex A
 

MBF Fact Finding Field Trip Memo 

80
 

Annex B
 

Diary MBF Field Trip 

82
 

List of Tables
 

Table 1 
Income & Expenditure Forecasts 

75
Table 2 
Cash flow Forecast 

76
Table 3 
Balance Sheets Forecast 

77
Table 4 
IRR : Tax Paid 

78
Table 5 IRR 
: Tax Exempt 

79
 



ff I 

Execu re,Sumaxr
 

I'nis pr o pos a l mobi le bn k i'~ a i ' ie M F) a e p e d 

an~ t~I Ura ' Financel Pro, ect-(RFPJ _Ter Is ofe rence
 
cllgor-imnPeentable action plans' relating to savings *
 
obilizatioandIloan 
-recovery for rural Bahhg1Mdes JiB44
 

_a ddressboth' issuesS'i'multa'neously on 
 an inltegrated basis Anj

MBis -described as a 4-wheel drive Van capableofcryn 

a ba_k ing sevices staff fourof plusubneaddriver and o ared 
 gard
I nt~oubaned ndunder-banked rural financial :marke ts.....Bangladesh; in' short .f u11l-servc 
of a ua akbac fci'-< 

Li.y: on wheels.~ 1 ~'
 

,BF~ao obetvsae 
 to bring depository an redit.-services to new-to-bankigcsoes15 
 20
 
'Union s
442, have~n bak tal 2 oacl 'ecleto
 

of' existing 'overdue" loans blonging to other branches o h
MBF pspioring bank,''"(the average 
 rural branch~ha as mcha
million4k., i on c~~'vcrdu~ by more ,than two ~years) andcW" 

(3) to render such other banking jservices. Lis are normally~~,. 

Thriny orcsof MB icoe 'b si~'icoe~re projected on the bis<
of its realizing an' effective rate of'returjn of 7% on lending~
 
out :its 'depository funds, and of receivin a~ fee~'equal toone-halfof the' itrst due on colete ovedu oa s of" 

other bran~ches of the sponoigbn ae in/ the egioserved 
by the MBF. Estimates of MBF income, arebse 
 n h
 
-performance of average 
 rura bk bachs s ndcaedbpreliminary results ofRFP studies. and survey research. However,4

"i-is. determined that mBF fncilva 1t dpnds9 upon1j't~
perfiormance being nearly 70t moepodciethan in average

rural branch.-j'Whether 

'k 

this can be achieved dopns in the
 
first inst
ance upon whether the mark~et~potential acual
 

4' ~4 



s, a rt~ie se9c' i. lle, upon wether ntiona 

9tpo1icyii. ebrm , n,M a ope ra Le competitively,I Lo 
gssei reafe freol in)ruralI mar -etrs beyond 

ye i. ~a u of -existi n, fxed ocatL on an q' fa CY 

s. Furt1V-c' --iThtensive 'pre imiplementation~ em pirica 5as c 

line urv;eyinq i, recommended..f6or dealinqg with t.le uestion
 

_,o ,marke,:,potentiai. The secon'd issue~ requires considKerati.on
 

of 'Bang ladesh,, financi a I and ba'nking policy makers 

.ianiafesbliyo introducing M~
 
FipancI anal.yses of thefesiilt o Ms 

.into rural Ban sesfie'ads yea~forecasts of i.ncome 

and expenditures, cash flow, andbalance sheets. The five~'' 

year: period is cho~sen becau se that is thc e:xpected life. of tHeVk 

capital asset (i~e "the Van) . These assosArunts are all pro

mising. internal~ rates of return. (IRR) are~ ilso appraised 

u~nder. two a sumptions. If ?ansMBFwwuld be' inco e tax exempt,,, 

the IRR oul beO20,4',1 considerably above *fixed term rates ~ 

if subjc toicm a, R would b 1'2,5%, still-better 

'V, than th LakctatwhiclvMBF cajpital funding is rai'sed. 

All n aIll t:he RPP team recommends that the MBF cnetb 

trete sypoheic-itly and vigorouslyfloeup 

4, .. ', .M id 

http:considKerati.on


MOBXIL;,BANK~ING FACILITIESAPo (MBF),
I"'for -Extending"'the O~ec 
''ural"Banks inBangladesft, 

IflodutloanBack round 

1L14 h6-n mes '0-f-6eerence-of th~e 'Rural Fiace- Projc (RF

cldfor ,the develOpment 'and diel.ivery of tw dstinct"ac on-plans" forcosdrtobyheBnleh 

Bank:
 
.,B,-',One was bet o concerndwt mrvn onrcvr
irural~ Bangladesh (RFP~Ta ). mprehnsivea 
 reonr recovery plnhsno 
enprepared in~drffra
 

.2 The second action plan was to be ocre it-icesnsavings deposits an 
 invetet infnni 
 sesi
 
rral Bansglaeh( 
 Task4 A). 
Inj the, latter caer5Oeiin aypbianerchandising shmsceiedately 
taond,
soepimrl 
concer~ned3 withemesvainge'4 bakes
' therswitheductingaund motivating~potential savers and investors.'Amngthserather.conventional direct approaches to savings4..deposit mobi1lization 4

'the RFPbai mreigspecialists
 
believe 
 that Contract SavinsShms
apropiate: CS ol ems
rdutv 
ne 
te conditions of banking .>(near)~illiteracy that prevail amon 
 the poorest.masses
rua agaeh Tee ind 

of
 
other schemes were 
reviewed 
inl a~i
workgngpaper presented to BB'in the summer of 1985k. A "Cont 

raLSvns cto lni eng- roken out,,from thatyeeri rsentation and defined in 
more practical and opera-~-~ 4
 

1.3'Amog th$j ies briefly introduced in the afore' mentione~d 
pr- ' nta tion was a M(h I i kin aiIit (MBF) ScheicQ

aie at brnging ban)ki ng s terV L('4 StQtc'?he Peopieo espe I al 442Atoepeople not resident in the market ("commnand")aras 
of~ ~ ~ akn 4 

~ ~ exsigsainr fciitesconceived onlyin thecontext of While originallY
Facil1itating saving mnobi-

See RPP "C.ontrartI Savings ond 4Cr'ed it..444.4 
>S4>4, -kVolume 5 Final Report, Rura Fiatc 

44o<3 
4t -
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lization, it immediately became apparent that initial capital
 

and operating costs of rendering anything less than full
 

banking services from an adequate vehicular base would not
 

be feasible. To be financially viable (self sustaining) an
 

MBF must be capable of expanding a particular bank's varied
 

territory and/or
customer base within a given market area or 


of servicing some or all of an established customer-base
 

be done through
more effectively and profitably than can 


ordinary stationary bank branch office facilities. Following
 

several field investigations of branch bank operations and
 

extensive interviewing of bank officers and staff, RFP
 

a role to be played by
Consultants became convinced there is 


MBFs in rural Bangladesh and that it is possible it might be
 

accomplished on a self sustaining, if not profitable, basis.
 

The following pages contain a proposed demonstration project
 

by means of which to validate or refute the potentiality of
 

MBFs in Bangladesh.
 

2. Evidence of the need for MBFs 

2.1 During fact finding interviews with regional and branch
 

managers an often mentioned constraint to improved market
 

the limited out-reach capability of typical
penetration was 


rural branch banks. Managers and senior officers are "tied
 

to their desks" (willingly or otherwise): motorized personal
 

felt
transport (i.e. cars, cycles, whatever) are to be "un

("Krishi Shakhas") are considered
affordable"; and sub-bianches 


useful but still relatively immobilizing of bank "customer
 

services". There wds a positive response from all branch
 

managers regarding the need for more effectively bringing bank

if,the more remote rural areas presently
ing services to people 


interest to all was
unserved or under-served. One scheme of 


introduction of mobile banking facilities in the form of
 

"putting the bank on wheels" (or a "keel", perhaps) or in some
 

way or other. ("Wings" were not mentioned!)
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2.2 
 The RFP team presented the MBF notion in outline form to
 
ACD/BB and to management of the Sonali Bnak. The conceptual

model was 
based on employment of 
a mobile extension unit

operating out of an existing large rural branch or regional

office, preferably the latter in order to fully differen
tiate 
an MBF from being seen as 
just another branch serving

its own immediate surrounding "command area" exclusively. 
Rather, it is hypothesized that tlie effective market of an

MBF will be found to consist of the areas and people within
 
a bank region which that bank's branches are unable to reach
 
and serve efficiently; 
in other words, the interstitial area

between bank branches. Sonali Bank was chosen as 
a first
 
prospective sponsor due 
to the fact of it having the greatest

number of rural branches (800); also, to the fact of it
having pioneered a somewhat similar innovative program success
fully in the development of its 
"Krishi Shakhas"; 
and finally

to the fact that the Managing Director and Deputy Managing

Director were supportive of the merits of the MBF concept, in
 
general, and offered assistance of their bank in the further
 
refining of the concept into a working model.
 

2.3 The RFP 
team conducted 
a fact finding field trip to Chittagong

and Cox's Bazar (the area was 
suggested by Sonali Management)

in the first week of November. Local Sonali Management kindly

provided logistical support and knowledgable guidance. A diary

of 
the tour is presented in Annex 1. The hospitality, coopera
tion and other contributions of Sonali Bank were 
invaluable
 
to the team. The team was Left in no doubt that anif MBF
approach can prove financially viable, legally or politically
allowable, and physically do-able anywhere, the Cox's Bazar
 
area provides an 
extremely appropriate economic environment
 
for it's implementation.
 

3. Objectives
 

3.1 The marketing strategy ot 
the MBF would be designed to promote
 



56 

achievement of these )blectives:
 

- To increase investment in financial assets avai]ablo
 

through the Bank, 

- to i2nervase dulos its in .avings Accounts, 

- to improve loan appraiisai and sanctioning practices, thus,
 

improve the quality of loans,
 

- to increase bank market penetration beyond five mile command 

area parameters of existing bank branches,
 

- to improve Loan recovery rates and reduce over-due and
 

"stuck-up" loansand last but not least,
 

- to ilctease use of the formal banking system as an alter

native to the traditional "money lender" by large, med

small-scale rural farmers, industrialists and
ium and 


businessmen.
 

It is submitted that such objectives can be realized 
through


3.2 


greatly increasing direot personal contacts between 
bankers
 

loaneesand prospective depositors, investors, borrowers and 


facilities should contribute to
in-arrears. Mobile banking 


they must be provided with competent offi
such ends. To do so, 


the course of the proposed expericers and assistants. During 


mental project, rigorous monitoring by Sonali Bank and the
 

Bangladesh Bank in order to make necessary adjustments as
 

unforeseen problems arise, will be essential.
 

Some Specifics about the MBF, Itself, and its PD!ploynunt
4. 


Tht,pilot project mobile bank facility envisaqv,! at this time
 
4.1 


woulc be a four wheel drive motorized vehicle (van, bus or
 

jeep) modified to accomodate a fireproof safe, storage space
 

fox supplies and records, a cashier window, and 
staff of up
 

The presently proposed budget
to five persons plus drivet. 


be a self-contained uniL within a
asqiines the vehicle to 
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reconditioned Van, that the Van would be used exclusively
 
as an MBF, and that it would be garaged nightly at its
 
business base in a Sonali regional office.
 

4.2 	 The van would be subject to daily preventive maintenance
 
inspections and weekly and monthly servicing. It woul 
 travel
 
to predetermined site(s) each day of each week excepting bank
 
holidays. There would be a removable and portable shamiana
 
extension protruding from the van to protect clients from the
 

elements while socializing or conducting their banking busi
ness. 
Portable benches and collapsible chairs would be provi
ded. The 
canvass awning, benches and chairs would be tralnspurtted
 
from 	site to site and stored in a roof top carr.ier.
 

4.3 	 For security reasons, sponsor identification would not be
 
permitted on the vehiclt itself. Signs bcwould erected at 
designated operating sites. These signs would include the 
following: name of the sponsor, days hoursand of. MBF visits, 
a statement that this is an experimental project of Barigladesh 
Bank 	and Sonali Bank to assist the Government ii its object
ive of making banking services available to all people in 
the
 
countryside, especiall chose out of 
reach of existing bank
 
branch offices.
 

5. 	 MBF Market Characteristics dnd the Issue of Competition
 

5.] 	 The market for 
an MBF needs still to be defined, and moreover,
 
its perameters will probably need to be officially sanctioned.
 
Meanwhile, from the field visits and preliminary survey dato
 
it appears that loanees come from as 
 much as 20 miles fro, a
 
branch while depositors rarely come 
from more than five miles
 
away. Branches only tour 
to five miles distance are usually
 
reached on 
foot. Beyond that distance customers depend upon
 
rickshaws or buses either of which, on 
the average, necessi
tate an average expenditure of thirty (30) 
taka. MBFs should
 



reduce distances and costs for both depositors and loanees.
 

5.2 	 An issue that arises at once is the question of within what
 

range of existing bank office facilities will MBFs be allowed
 

to compete. Ideally, the delimitation should be determined
 

by which institution serves the market most beneficially in
 

economic development terms. It is also very likely that
 

some rural communities can support both MBFs and regular
 

banking facilities. However, the RFP consultants do believe
 

that the "lead bank" system of allocating marketing control
 

and the practice of assigning unions to exclusive servicinq
 

by a single bank branch is anathma to the chances of MBFs
 

being successful.
 

5.3 	 Once an MBF route has been established along with identifi

cation of particular places where the MBF will station itself
 

to do business from day to day, no useful purpose is to be
 

found in limiting who may or may not use the MBF's banking
 

services. A restriction thu consultants might find acceptable,
 

if any is required would be to insist that MBF routes and
 

business stations do not encroach upon existing banking
 

offices by less than five miles, but it is felt even this is
 

too extremely conservative and misguided from a modern market

ing management. oriented point of view.
 

5.4 	 So much for competition within Unions where banking facilities
 

already exist. It is expected that beyond such Unions there
 

are many that have never attracted construction or rental ot
 

any banking facilities at all. Such areas should be oper
 

territory for MBFs to operate witnout restriction. 

5.5 	 Existing bank statistics reveal that about 3325 rural branches 

service 4472 unions. That %.'juldmean no more than 74% of these 

unions could have one bank apiece. However, branch banks tend to
 

present. The current situation
cluster in areas where they are 
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is one in which some 
unions have multiple banks and 	many
others have few or none. 
It is Pstimated that about 1500 
-
2000 unions may be unbanked. Anl 
 MBF would not have to consi
der "command area trespassing" when it funcions in 
an
 
unbanked area.
 

5.6 
 Finally, it is wrong to consider competition only negatively.

The possibility that MBFs 
can generate business for the

established branches of the parent banking company need also.
 
to be recognized. Cooperation between branch bank Field

Assistants and MBF staff should prove mutually beneficial.
 
And, of course, more healthy competition between the several
banking companies operating in 	rural 
Bangladesh can only be
in the best interest of economic development and raising the
 
standard of 
living.
 

6. An Experimental Approach isProposed
 

6.1 	 It is proposed to present 
an MBF model capable of operating

as a full 
service banking operation, extending all kinds of
banking services possible to a 	thoroughly pre-delimited

"command area" 
or market. It proposes that Soanli Bank collaborate with the RFP in 
an 
experimental demonstration or pilot

project for testing the feasibility of introducing MBFs into
the rural 
banking sector nationally. The demonstration would
be conducted in Sonali Bank's Cox's Bazaar region unless

further research indicates conclusively that other 
areas would
 
be more appropriate.
 

6.2 The pilot MBF would market it's services (products) aqgres
sively in anieffort 
to show that a new-to-formal-banking
 
customer base of borrowers and depositors can 
be built-up inunbanked or thinly banked rural 
areas of Bangladesh. it would

also service existing customers located over five 
miles
from any regular rural branches of the parent bank within the
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command area of the regional office that provides its base
 

of operations (i.e. Cox's Bazar in the case of this pilot
 

project).
 

6.3 For experimental control purposes, the pilot project area
 

would be divided into two parts; an "experimental" part and 

and loan recovery pera "control" part. Savinqs, new loaqs, 

formance would be comp.ired over a period of two or more 

impact the in experimeilto1years to determine the of MBF the 

part of the pilLt marxt area as compared with the control 

part.
 

7. The Risks Involved
 

7.1 	 MBF may seem a conceptually tidy idea, but the risks involved 

the risks usually associatedare significant. It tf.t-s ill 

with new business ventureI.s. It is completely unknown how the 

approximate size or caiixpositionmarket will react or even the 
shouldof available MBF markets. ''he sponsor of the program 

be cognizant of the problem.; involved. A single MBF unit may 

never be able to perform" i:; w,-J] as a single rural branch 

5 years may be shortened due to
bank. The vehicle's life ol 


road conditions that are wor*.,;' than anticipated. The vehicle 

may break-down at inconver,.ient times and locations. 	 There is 

anthe problem of security. Alid ,!i,.re is the fact that MBF 

is the acdi.tidunce. 'Theremust work hard to gain crn, : 

tional issue of findir lo-,i ,cu s tfy the MBF to park at 

tonight when it is impracticd t tuIfn oabe. 

Time and effort must be (devoted to 	educating the market about
7.2 


,campaiW4s to create: c0iticience in

the MBF concept. Publicity 

the local elite.uice
the minds of the people must be aimed at 

the elite acquire confidence in the MBF, the rest ot the 

MBF becomes established
market will follow. Gradual.y, as the 

as

it may be able to diversify its products and services such 
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by offerinq 
 ".ir . ;ati, ,)nalI Savings Schemes including the 
RFP's proposed Contract Savings and Credit Scheme. 

7.3 A careful analysis of the experience of Sonali Bank's Krishi 
Shakhas would be relevant and useful. In any case, the most
 
thorough possible market research and feasibility analysis
 
ought to be undertaken looking for a strong cash flow proj,,I
sity with which to meet short term recurrent salary, vuhici,, 
operation, and maintenance and replacement expenses. Obtainiiq 
a positive return on investment may of necessity be gradual I 
no overnight profitability is guaranteed. However, it 
is
 
submitted that a "test.marketing" of the MBF concept may prove

the most efficient method for appraising its financial vlahI
lity and sorting out workable features, if 
any, from unworkable
 
ones.
 

8. 
 MBF Income Forecast (Tabit I, Parie 75) 

8.1 The financial forecasts devloped herein for 
an MBF are 
operational ones. Theruftfe, they differ from the more theo
retical "break-even lev,.-Is (HEL) " and sensitivity analyses 
previously developed by RFP teamthe prior to opportunities 
for more pragmatic assessmnent of MBF revenue and operating 
cost potentials.* The picture has considerably brightened. 
However, the cost forecasts still do not provide for technical 
assistance should be required. Nor is there any guarantnoany 

that either 1113, Sonali Bank or any other bank(s) will be 
interested in financing or sponsorinq even an MB1 Pilot Project,
much less a national proqam. It simplyis assumed that since 
the. BB called for "action plans" such as the one proposed here, 
that if BB endorses an action plan, 
that it must possess or
 
be able to obtain implementation funding. 

8.2 in any case, this propo!,sal is set forth as a bankable business 
proposition; one thdt an entrepreneur might take to his kinker 
in a sincere quest for fino incing. From a sponsoring bank's 

* !;(, [.P "C(Ijjiehe?,Is-ve S.ivap j; m bilization Action Planning report" 
[Xe. 15, 1980 
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point of view, the proposed MBF can be looked upon and
 

operated as a "profit center" under its own independent
 

and separate budget. However, although separately account

able budgetwise, similar to any bank branch, an MBF Is ril
 

independent of the parent sponsoring bank legally, econo

mically, organizationally, operationally or physically
 

any more than is any brdnch of any bank.
 

8.3 	 This is an important observation because, for example,
 

MBF staff must not be considered to be extra bank staff.IThey
 

are simply alternative bank staff. The only difference is
 

that MBF staff cover their "command areas" by vehicle
 

whereas bank branch staff cover their "command areas" from
 

fixed location offices. An MBF is a branch of a bank that
 

is "on wheels" rather than in a "fixed-in-place" office
 

facility. The critical difference is in the characteristics
 

of the command area that each facility serves; the one
 

being densely populated with considerable communications
 

infrastructure, while the other is thinly populated with
 

meagre communications infrastructure.
 

8.4 	 It is assumed MBFs will operate primarily in unbanked and
 

underbanked communitios. This being so,.the more "fixed"
 

banking facilities whose establishment can be avoided
 

because of MBF operations, the greater the earnings will
 

it be possible for an MBF to generate for its sponsoring
 

bank.
 

8.5 	 Three basic sources of MBF income are envisaged:
 

(1) Interest Income: Like any bank branch, an MBF will
 

generate deposits which it will lend to borrowers at pre
 

vailing rates, "sell" to headquarters, or otherwise re

invest. For the purposes of our forecasts the average
 

interest cost of MBF generated depositsis estimated at
 

7.9% rounded to 8%. The average gross interest earningt;
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on these assets assumes most will be loaned out at an
 
average effective rate of 
return of about 15%. 
Therefore,
 
a gross interest yield of 
7% is assumed.
 

(2) Loan Collection Fees : 
 It is assumed that an
 
MBF's "command area" will be populated by many borrowers
 
fr1n other branches of its bank who inare arrears on repayment 
of loans. It is assumed further that because of its
 
mobility, an MBF will be able to collect some overdue
 
and defaulted loans 
on behalf of the branch banks which
 
advanced the loans. For 
this service, the collecting MBF
 
is to be credited with a tee oi 
commission equal to one
 
half (50%) of 
the interest due with the collection; this,
 
to be debited 
to the lending branch. In 
the case of dis
putes the Regional Manager's vote outweighs that of branch
 
or MBF chief officer. Flowever, either of the latter would
 
be able to appeal appropriate officeto an at the national 
headquarters level.
 

(3) Other Income is estimated at 2% of interest income 
and loan collection commissions. Included in this category 
are penalty charges charges for issuing of demand drafts
 
other standard bank charges; investment dividends; fees and
 
commissions for selling N.S.S. certificates, Prize Bonds
 
WEDB, discounting of bills, and 
so forth.
 

8.6 The foregoing interest income estimates 
are based on obser
vation of the average pertormance of rural bank branches
 
as reflected in annual 
reprorts and in preliminary RFP field
 
survey results. For example, the established average Sonali
 
Bank rural branch generates about rk. 5,120,000 deposits
 
annually*. While an MBF cmin 
not be expected to reach this
 
level immediately, it is lorecast 
it will be able to greatly
 
exceed that level 
in tho. course of 3 to 5 years.
 

* Ibid: Footnote under Para. 8.1 
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8.7 	It has been assumed that MIIFs will make possible collection
 

of many badly overdue loans by permitting bankers to meet
 

directly with defaulters in their remote rural villages. Again,
 

as
preliminary survey results indicate, do BKB loan ageing
 

data, that a large proportion of loan outstandings are overdue
 

and 	that a considerable aimount ot these are more than two
 

years overdue, the 	age at which interest accruals are aut]uo
 

rized to be allocated to sluspuinsioi accounts. It is propoied that 

target their loan (-(I [ecting efforts on this catoegory
MBFs 

of overdue loans belonging to bianch banks which, in turn, 

;vrved by a particular MBF.belong to the same 	req ion 

8.8 	Preliminary RFP research r-,.-sults indicate that (in the case 

of 	 BKB) for a typical tuual egion with an average number of 

an estimate of Tk. 2 million in collectable15 rural branches, 

loans that are overdue by 2 or more years is a very conservative 

e3timate.* An even more con!servative estimate is that the
 

collectable loans
total interest du-	 on the Tk. 2 million in 

is only 16% or Tk. 320,000. 

8.9 	Finally, it is submitted that by the fourth year of operation
 

an MBF should be able to collect. Tk. 2 million in loans thait
 

are over two years 	old and thereby earn one half of the inte

rest due (Tk. 160,000) as d collection fee starting from only 

of operat.ion.25% of that amount 	 in the t trst year 

8.10 As regards income from :5LArViC-e' Charges, MBFs will be unique 

in the matter (,f bringi ruJi I-nkiug services to the dcxr-st op of 

depositors as:i well as bhor,,w,.rs. In the process, it should ht, in 

excellent p,sition to r,rder miscellaneous fee ndcci missian an 

based banking services to remote xural villagers. Our estimat.e of 

2.5, of interest income
the 	value ot this at orrL- ihout total 


loan is probably overly coniservative.
 

* An internal BKB report in(lcates that as of 1984/85 loans overdue h| two 

or more years anounted to ovei 'Tk. 4 billion. Spread over 70 1KI!rc.rions 
that means over Tk. 57 million IK.r BKB region, on the average. The M3F 
collection target is 3.5 p:rcut. of the total. It is assumed the branches 

themselves, will continue their own collection efforts. 

http:bhor,,w,.rs
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8.11 	An extremely rapid increase in MBF income is 
forecast.
However, it should be noted that relative command area satu-.
ration is expected to be reached in about four years. It
is believed this reflects the nature of banking, especially
in 
an economy that is growing very slowly, if at all. Also,
should rapid economic expansion occur within a command area,
the logical response would be to introduce another MBF
rather than expect the first MBF to increase its capacity.
No doubt there is 
a limit to how much business a single
.MBF 
can handle efficiently. That limit is probably not much
over Tk. 1 million per year in income.
 

9. 
BF Expense Forecast (Table I, page 75)

9.1 Operating and administrative 
costs of an average Sonali
rural bank branch have beei estimated at about Tk. 22(,000
p.a: 
based on preliminary R[BUS findings. Operating costs
of 
an MBF are expected to exceed those of an 
average rural
branch considerably; by as 
much as 
68% including interest
cost on capital loans. Therefore, 
our most fundamental 
assumption is that a mobile banking facility can operate much more
efficiently and effectively in 
a thin or scattered market
environment than can a stationary or fixed banking facility.
The viability of the MBF depends 
on the validity of this
 

assumption.
 

9.2 Initial funding of the MBF is 
to be provided through capital
loans including a term loan in the amount of Tk. 650,000 and
a Working Capital loan for Tk. 150,000 (See Cash Flow Forecast
 
in Table 2, page 76).
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9.11 	Other Office Expenses: The estimate of Tk. 20,000 annually
 

to cover MBF share of otfioe supplies, postige, utilities
 

steiiu, messenger and peon services is pure guessrork at
 

this stage. Six employees will make their base of
 

Some 	regional
operations at a bank's regional office. 


will be able to handle this without costly
offices 


difficult; and
modifications; others will find it more 


some, impossible. It may prove that some large branch
 

banks are in a better position to accommodate MBF
 

operations. However, if a pilot project is mounted
 

iazaar, the RFP team believes
with Sonali Bank in Cox's 


the regional office could accommodate the project.
 

9.I, 	Promotion Expenses: The estimates for promotion espen

ses are modest. in the extoeme at only 1.5% of income
 

and 3.1% of operating cost. However, they much
are 


greater than the Bangladesh banking system is used to,
 

and it seemed prudent to be as parsimonious as possible
 

in this area. Actually, it is considered that the
 

routine comings and goings of the MBF vehicle may be
 

its 	 most effective advertising, but there surely will
 

also need to be village level promotional meetings,
 

campaigns to win the support of local elites, radio
 

commercials, and so forth.
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11). Financial Analysis of MBF Pilot Project 

10.1 MBF Costs and Sources financing 

10.2 The total cost of a motoriz d MBF has been estimrited 
It
 
Tk. 800,000. It is assumed that the total MBF !nvestme2nt 
cost will be financed out o b)orrowed funds. The cost ofthe project (one MBF) and means of its financing are -s 
follows :
 

MBF costs 

Tk.
 

- Cost of a vehicle 
 584,000
 
- Cost of equipment 
 14,000
 
- Contingency cost 
(5%) 
 30,000
 
- Preliminary expenses 
 20,000
 
Total sunk cost 
 650,000
 

Working capital 
 150,000
 
rotal cosL 
 890490
 

Sources of finance
 

- Term loan at: 
(11.25%) 
 650,000
 
- Working capital loan
 

(at 8% average) 
 150,000
 
Total fJtr1,iriceg 800±000 

10.3 Financial projections: The 
length of 
an MBF financial
 
projection is related 
to expected duration of operating

efficiency of the vehicle. This has been assumed to be

five years. 
Hence the MBF's financial data have been

projected 
for five years. Funancial projections include
 
income and expenditure forecasts, cash flow forecasts,

and projected balance sheets. The internal 
rate of
 
return 
(IRR) has also been computed by discounted cash
 
flow method.
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10.4 Income and expenditure forecasts: MBF's income potential,
 

and estimates of important categories of expenses are
 

A summary is presented below:
given in Table 1, page 75 .
 

Summary of income and expenditure forecast
 

Year 1 Year 2 Year 3 Year 4 Year 5 

Income (Tk.) (Tk.) (1k.) (Tk.) (Tk.) 

- Interest income 178,500 357,000 535,500 714,000 714,000 

- Loan collection fees 40,000 80,000 120,000 160,000 160,000 

- Other incane 4,400 8,700 13,100 17,500 17,500 

Total incame (A) 222,900 445,700 668,600 891,500 891,500 

Operating expenses 371,000 388,400 405,900 423,300 440,800 

Operating profit/(loss) (B) (148,100) 57.300 262,700 468,200 450,703 

Financial expenses 85,100 85,100 85,100 60,700 36,300 

Net profit/(loss) (C) (233,200) (27,800) 177,600 407,500 414,400 

Incone tax (60) ,provision for: - - -* 194,460 248,640 

Profit after tax (W) (233,200) (27,800) 177,600 213,040 165,760 

Ratios 

Gross margin (BZ A) - 12.9% 39.3% 52.5% 50.5% 

Net margin (DI A) - - 26.6% 23.9% 18.6% 

1 and 2 losses* There is no provision for tax in 3rd year because years 
year surplus. A profit does not occur until Tk.83,400 netexceed 3rd 


operating surplus in the 4th year has been realized.
 

10.5 Comments on Income and Expenditure Forecast 

a. MBF should be in a position to earn operating surpluses
 

from the 2nd year of operation and thereafter. The
 

first year will be devoted to overcoming teething problems
 

and creating a customer-market base. A large deficit is
 

the project is to be
anticipated in that year. Also, as 


100% debt financed involving a relatively high burden
 

of financial expenses, a net loss of Tk. 27,800 will occur
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in the second year inspite of a projected operating
 
surplus of Tk. 57,300. 
The net earning situation will
 
substantially improve from the third year of MBF ope
ration.
 

b. Standards for comparison of gross and 
net margin ratios
 
are not available. However, as a wholly self financing
 
profit centre, the ratios for the MBF do appear to be
 
attractive.
 

c. Over a 5 year period MBF will 
earn an aggregate net
 
profit of Tk. 738,500 (pretax) after absorbing the net
 
losses expected during the first 
two years. The annual
 
average pretax profit works out to Tk. 147,700. This
 
compares favorably with early tabulations of RBBUS Branch
 
level data which indicated average Sonali rural branch
 
profits of Tk. 100,000 annually.*
 

d. Assuming a tax exemption situation for the MBF in line
 
with tax holiday benefits allowed to new industrial ven
tures, the amount of MBF's profits alone over the 5 years
 
would permit acquisition of a replacement vehicle without
 
recourse to borrowed capital.
 

e. By the end of the fifth year the pre-tax funds generation
 
would also cover the cost of a new vehicle. This is 
ex
plained in the projected cash flow section, below.
 

10.6 Cash flow forecasts: Based on the foregoing investment and
 
profitability estimates cash flow forecasts have been worked
 
out for 5 years and are presented in Table 2, page 
76.
 
These are summarized below 
:
 

* Ibid: Para 8.1: Refer to P.78 of the report
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Summary of cash flow forecasts
 

Beginning Cash generation Cash disburse- Cash surplus/ Closing 
Year cash balance during the year ments Iirig the deficit dur- cash 

year ing the year balance 
.)
(7k.) (.) 

150,0000 

1 150,000 90,000 233,200 (143,200) 6,800 

2 6,800 147,000 85,200 62,200 69,000
 

3 69,000 352,700 302,100 50,600 119,600
 

4 119,600 558,200 277,700 280,500 400,100
 

(56,060) 344,040
5 400,100 540,700 597,060 


10.7 The forecasts indicate that MBF will have difficulty in
 

meeting its cash operating costs out of the cash generation
 

in the first.year when most of the working capital funds
 

will be used. Afterwards, MBF should have no difficulty
 

covering financial expenses and repaying the term debt. The
 

operating cash deficiency in the terminal year arises
 

because of the large payments on account of term debt, work

ing capital loan, and the payment of taxes relating to the
 

previous year will take place in that year. However the
 

cash build up from preceding years will be adequate to offset
 

a large
the pressure on the cash position and still leave 


cash balance at the end of the 5th year.
 

10.0 As noted earlier in the income forecast section (Para 10.5.e),
 

the funds accumulation at the end of the 5th year will be
 

as under :
 

Ending Cash + Salvage + Taxes Total Funds 
Tax Status Balance Value Exempted Accumulation 

Tk Tk 7k Tk 
= 544,040- Taxes Paid 344,040 + 200,000 + 

+ 194,460 = 738,500- Taxes Exempted 344,040 + 200,000 
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10.9 By the end of fifth year of its operation, MBF will be able

to generate operating funds 

and financial 

(after meeting all operational
expenses, retirement of debts and payment of

taxes) amounting 
to Tk.344,
 
vehicle salvage value, comes 

0 4 0 which, plus Tk.200,

0 0 0 in
 to Tk.544,


0 4 0 . This amount
equals 86% of the cost of acquisition
assuming of 
a new vehicle
a price of Tk. 630,000. If the
earnings is exempted 
tax payment 
on MBF's
on account of its being a (a) new
 

venture and 
(b) part.of branch net Work system of the bank
 
under which 
tax happens to be a head office obligation,
aggregate funds generation the
(Tk.738,
not only to buy 5 0 0 ) will be adequate
a new vehicle out of its own
will also be able to 

funds, but it
finance 72%
requirement of its working capital
of Tk.150,

0 0 0
ted 

. In other words, an MB? is expec.
to be virtually self financing by the end of the fifth
year of its operation.
 

11. 
 Plance 

Sheets: (Table 3, Page 77)
11.1 
 The estimated 
asset and liability 
structures of the MBF during
the start-up period and the succeeding five years are pre

sented at Table 3. The facility, 
even
developed though assumed to be
out of 100% borrowed funds, has
largely the potential 
to
reverse the debt Position by .the fifth year, and

acquire 
a net equity of Tk. 2 95,400 by way of retained
ings. The consistent decline in the fixed asset base represents
 

earn
the effect of writing off the vehicle, equipment, and preli
minary expenses 
over the five year period on a straight 
 line
method of depreciation.
 

12. The internal rate
o return
f 
 (IRR) (Table 4& 5, Page 78&79)The marginal efficiency of investment in an MBF venture
be calculated 
on can
the basis of its IRR. The IRR would equate
 

12.1 
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cost 	(or investment outlay of an MBF with the present value
 

of net cash generation over the five years of its projected
 

operation at an appropriate discount rate. This has been
 

worked out and given at Table 4. IRRs for the MBF work out
 

as under:
 

Tax Exempt : 20.4%
 

Tax Paid : 12.5%
 

12.2 	 The pretax IRR is much higher than the going maximun fixed deposits
 

rate of 15%. Even the post Tax IRR is greater than the cost
 

of the term loan at the bank rate of 11.25%.
 

13. 	 Conclusion
 

13.1 	 The RFP team believes an MBF approach to extending rural banking 

out-reach is worth persuing, especially if a sponsor such as Sonali 

Bank is willing to support an experimental pilot project. If such 

support is available but does not include financing of the MBF capital 

investment (Tk.800,000), then it is recommended that availa
bility of USAID financing be investigated. 

13.2 	 Quite legitimately, potential sponsors may call for more pre-implemen

tation field research in order to reduce the risk of an abortive 

start-up. It would certainly be desirable to be able to identify under

and unbanked unions and describe the socio-econonic characteristics 

of their populations and their accessibility by 4 wheel drive 
vehicle. It is not possible to have too many facts about a test 

market area. At the same time, a national survey is not 

called for at this stage. Four or so rural bank regions 

could be chosen quits purposively as was Cox's Bazaar by Sonali 

aid then subjected to intensive empirical base-line surveying. 

Even if it is elected to go ahead with implementation in 

Cox's Bazaar, such further base-line research is strongly 

recommended by the RFP team. 
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Table 3 

MBF 
Projected Balance Sheets * 

Prestart-up Year 1 Year 2 Year 3 Year 4 Year 5 

ASSETS (A -) (Tk.) M.) (Tk.) (Tk.) M.) 
- Cash 150,000 
 6,800 69,000 119,600 400,100 344,040

- Loans and Investments - 2,550,000 5,100,000 7,650,000 10,200,000 10,200,000 
- Vehicle, equiprnent & preliminaryexpenses 
 650,000 560,000 470,000 
 380,000 290,000 
 200,000


Total 
 800,000 3,116,800 
5,639,000 8,149,600 1 -0,890,100
10,744,040
 

LIABILITIES
 
- Provision for taxation 
 - - 194,460 248,640 
- Working capital loan 150,000 150,000 150,000 150,000 150,000 - Deposits - 2,550,000 5,100,000 7,650,000 10,200,000 10,200,000 
- Long term loan 650,000 650,000 650,000 433,000 216,000 
- Accumulated profit/(lossf 
 - (233,200) (261,000) (83,400) 129,640 
 295,400
 

Total 
 800,000 3,116,800 5,639,000 8,149,600 
 10,890,100 10,744,040
 

• Based on the numbers contained in the incone and expenditure forecasts and the 
cash flow forecasts. 



Table 4 

Year 

1 

0 

I 

2 


3 


4 


5 

6 

Cost 

2 
(Tk.) 

800,000 


-


-


-


-


-


-


IRR -


Internal Rate of Return (IRR) 

(Income Tax Paid) 

BenefitsEarnings after tax Depreciation Totalbut before interest Ifactors 

4 5 

(Tk.) (Tk.) (Tk.) 

-

(148,100) 90,000 (58,100) 

57,300 90,000 147,300 

262,700 90,000 352,700 

273,740 90,000 363,700 

202,060 90,000 292,060 

-- _ 

12.50% (appx.)
 

Net benefits 

6-5-2 
(Tk.) 

(800,000) 


(58,100) 


147,300 


352,700 


363,740 


292,060 


200,000 


Discounted
Discountat 12% 

7 

1.0000 


0.8929 


0.7972 


0.711E 


0.6355 


0.5674 

0.5066 


Total 

cash flaw
Discountedcash flow 

Q=6x7 

(800,0Q0)
 

(51,877)
 

117,428
 

251,052
 

231,157
 

165,715 

101,320 '
 

14,795
 

c 



Table 5 

Internal Rate of Return (IRR) 
(Inccme Tax Exempt) 

Year 

1 

Itvesbment 
Cost 

2 
(Tk.) 

Benefits
Earnings before Depreciation 
interest and 

taxes 
3 4 

M . (Tk.) 

I 
5 

(Tk.) 

Net benefits 

6 = 5-2 
(Tk.) 

Discount 
factors 
at 20% 

7 

Discouned 
IDiscounted 
cash flows 

8 6x7 
M.-) 

cash flows 
Discount IDiscounted 
factors cash flows 
at 21% 

9 10 = 6x9 
(Tk.) 

0 800,000 - - _ (800,000) 1.000 (800,000) 1.000 (800,000) 
1 - (148,100) 90,000 (58,100) (58,100) 0.833 (48,397) 0.826 (47,991) 
2 - 57,300 90,000 147,300 147,300 0.694 102,226 0.683 100,606 
3 - 262,700 90,000 352,700 352,700 0.579 204,213 0.564 198,923 
4 - 468,200 90,000 558,200 558,200 0.482 269,052 0.467 260,679 
5 - 450,700 90,000 540,700 540,700 0.402 217,361 0.386 208,710 
6 .... 200,000 0.335 67,000 0.319 63,800 

11,455 15,273 

IRR = 20.4% (appx) 
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Memo
 

To : Dr. Lincoln Armstrong
 

From : O'Donnell, Molla, Behymer
 

Re : Mobile Bank Facility - fact finding field trip
 

Update :
 

On 	Saturday November 2, 1985 the team departed by van for Chittagong. At 
the
 

Chittagong division office of the Sonali Bank we were cordially received 
by
 

Mr. Mahtabuddin Khondkar, the general manager. He confirmed that he had 
been
 

informed by the management at the head office to expect the team. He was 
briefed
 

on the concept and our purpose for visiting his region. He had already advised
 

Mr. Mahbubul Hoque the assistant general manager at Cox's Bazar of our pending
 

arrival. Sunday November 3rd the team departed for Cox's Bazar accompained by
 

Mr. Shawkat from the Chittagong division office. On route visits were 
made at
 

Chakaria, Dulahazara and Ramu branches of Sonali Bank. Monday, Mr. Hoque 
accom

team to the Taknaf and Ukiya branch offices.
panied the 


Similiar interviews were made with all the branch managers and data on 
banking
 

a mobile branch facility
activity was gathered. The model presented was that ol 


offering full bank services. It would be stationed at a designated location and
 

could be supported by a motor bike to further extend the command area. The
 

concept was supported by all branch managers, the assistant general manager
 

and the general manager.
 

The 	findings of the team were as follows
 

The 	geographic area as recommended by Sonali Bank was acceptable.
* 

Deposit growth of the Sonali rural branches was impressive. Teknaf, Ramu,
* 

Chakaria, and Dulahazara branches account for about 50% of the total
 

ueposits of 85 million (taka) in the Cox's Bazar region.
 

* 	 A sufficient number of sites without banks exist to locate a mobile facility 

which would avoid any un~ue injury to competing banks in the area.
 

The 	economy of the area was diversified - agriculture, fisheries, forestry,
 

wood products, transportation, retail and cottage industries.
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Budget
 

A preliminary budget was prepared including the projected needs for supervision,
equipping, supplying, training, staffing and logistical expenses. Certain
assumptions on the amount of support from the Sonali Bank and technical super-'

vision were considered in the draft projections.
 

Conclusions
 

From our review of the draft budget and relevant Sonali branch bank financial
statements we find that the use of major capital equipment in a major savings

mobilization or loan recovery program 
to be financially prohibitive.
 

Down scaling the project or modifying it 
to include other activities produced
a result so marginal that prudent judgement would recommend against attempting
to implement the program without very firm agreement on the revenue assumption

and a solid Appreciation of the risks involved by the client.
 

We have promised to provide a status report to the deputy managing dirLctor of
the Sonali Bank on Tuesday, November 12th.* 
 The report will be verbal, be full
of our gratitude for their assistance in Cox's Bazar but generally negative in
 
other respects.
 

* This was done. 
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TOUR DIARY OF CONSULTANT 'EAM'S VISIT TO
 

SOME BRANCHES OF SONALI BANK CHITTAGONG
 

AND COX'S BAZAR DISTRICTS DURING NOV 2-6,
 

1985 ON FESIBILITY STUDY FOR MBF
 

During the first week of November, 1985 a study team cousisting of Mr. A.J.
 

O'Donnell, Mr. George Behymer and Mr. M.A. Majid Molla visited a few branches
 

of Sonali Bank located in Chittagong and Cox's Bazar Districts to see the
 

possibility of introducing mobLle banking facilities for the purpose of
 

improving loan recovery and deposit mobilization in those areas. The tour
 

diary of the Team is given below
 

Date Time Itinerary Work done 

2 Nov.(SA) 0730 Left Dhaka 

1430 Reached Chittagong Discussion with G.M. SB, Chittagong 

regarding purpose of visit. 

3 Nov.(SU) 0800 Left Chittagong visited Discussion with branch managers 

SB Branches at Lohagara, regarding problem of loan recovery
 

1500 

Dulhazara, Chakoria 

ed Ramu 

Reached Cox's Bazar 

4 Nov.(MON) 0800 

1100 

Left Cox's Bazar with 

AGM, SB 

Reached Teknaf 

1500 

1600 

Left Teknat 

Reached Ukhiya 

5 Nov.(TU) 

2000 

0800 

1100 

Reached Cox's Bazar 

Left Cox's Bazar 

ncached Potiya, R.O. 

of Sonali Bank 

and deposit mobilization.
 

Discussion with AGM, SB Cox's Bazar
 

Region.
 

Visited a Shrimp Farm.
 

Discussion with Branch Manager, SB,
 

Teknaf Branch regarding loan recovery
 

and deposit mobilization problems.
 

Visited Ukhiya Branch of Sonali Bank.
 

Discussed with Branch Manager about
 

loan recovery and deposit problems.
 

Discussed with AGM, SB Potiya about
 

loan recovery and deposit mobilization
 

problems and prospects of improvement
 

through mobile banking facilities.
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Date Time Itincrary Work done 
5 (Nov) 1400 Reached Chittaconr Visited SB Branches at Raosan and 

1530 Left for R3ozen and Hathaaari and discussed loan 

Hathazari,withone recovery problems with the branch 

office of SB. managers. 

.20.00 Returned tc Chittagong 

6 Nov.(Wed)10.O0 
 Discussion with GM
 

Sonali Bank
 

Chittagong G.M
 

BE Chittagong and 

12.30 Left Chittagong DGM, KB Chittagong 

19.30 Reached Dhaka.
 

Note z DUring Branch visits, the Branch Managers were asked to answer
 
questions (as per questionnaire prepared by Hr. A.J.O'Donnell)
 
which related to environmental situation within the command
 
area, credit restrictions, problems and prospects of 
loan
 
recovery, staffing pattern and management problems or the
 
bank branch concerned.
 

On returning from the 
 tour Mr. George Behymer, had on behalf
 

of the team verbally reported to the Project Manager, on what
 
was observed and 
 then the final report was prepared and submitted.
 

-SUggisting an MBF Project on experimental basis.
 

( M.A. Majid Holla ) 

http:Nov.(Wed)10.O0
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RURAL FINANCE PROJECT: 
 LEGAL ASPECTS
 

EXECUTIVE SUMMARY
 

I. 	INTRODUCTION
 

The purpose of this report is 
to review existing laws and
regulations which affect the rural finance system with particularreference to the identification of problems concerned with loan 	recoveryand 	savings mobilization. Althouigh it makes initial recommendations withregard to changes required to improve that system, a final set ofdetailed recommendations will be miade after the review uf lending anddeposit practices is completed and when the results of the survey of

borrowers 
 and branch managers is available.
 

The general conclusion is that no 
major changes of law are 	requiredto improve the performance of the Rural Finance System. 
What is required
is more effective implementation of existing provisions and theestablishment of more precise regulations and 	procedures in certainareas, particularly with regard to the credit passbook and 	 the system for
identifying and policing overdue loans.
 

II. 	LOAN RECOVERY ISSUES
 

The 	major emphasis of the review has been placed upon issuesconcerned with loan recovery. 
This 	is appropriate given the large amount
of discussion regarding loan recovery within the government and with theinternational donor agencies over the 	past few years and its importancewith 	 regard to the viability of the rural banking system. The 	 discussionhere 	 is necessarily general in nature as has beenit formulated withoutthe benefit of detailed information regarding overdue loans (by 	 type ofloan 	and loan program, size of loan, type of borrower, record of paymentand 	 reason for default) that will be collected as a result of thecomprehensive survey of borrowers and branch managers. It also has been
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formulated before the completion of the comprehensive review of lending 

terms, conditions and procedures now used fcr rural credit programs by 

BKB and the four nationalized commercial banks. Such a review is the
 

necessary first step for the later making of recommendations for the
 

simplification of loan procedures with the goal of providing clearer 

guidelines for the initial provision of credit and for its later 

monitoring and supervision. It recognizes the reality that problems of 

loan recovery can generally be traced back to the process for granting 

the loan. Such problems are only a symptom pointing to problems 

regarding the procedures for the granting, sar. tioning and policing of
 

loans.
 

With recognition of the above caveats, the following specific 

subjects are considered: 

1) Certificate Proceeding 

2) Loan Security 

3) Credit Passbook 

4) The Role of the Union Agricultural Credit Committees (UACCS) 

5) Group Borrowing/Cooperative Societies
 

6) System for Identifying and Policing Overdue Loans 

A. Certificate Proceeding 

Much attention has been paid to the alleged shortcomings of the 

summary certificate proceeding under the Public Demands Recovery Act, 

1913, as amended, which is the basic legal prccedure for the recovery of 

overdue bank amounts. This non-court proceeding was originally developed
 

for the collection of overdue land taxes/revenue by the Bri tin colonial 

authorities and later extended to the recovery of overdue bar- loans and 

to a nunber of other situations where monies were due to public or 

semi-public agencies. It is now administered by certificate cfficers 

appointed by the Deputy Commissioncrs. In addition, both BKB and Grameen 

Bank, among others, are permitted to follow an expedited certificate 

procedure which eliminates the need to give the debtor a rigi,: of appeal 
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and hearing before a Certificate Officer and substitutes in its place a 
demand notice by which such debtor is required to deposit the amount due 
with the Certificate Officer within 30 days or the certificate may be 
executed immediately. 
 The officers of those institutions are also
 
permitted to be appointed as certificate officer, in the place of civil
 
servants. However, none have yet been 
so appointed.
 

The civil officers who were responsible for disposing of certificate 
cases have not given priority to cases regarding bank loans in the past 
and thus the cases have not been disposed of promptly, despite the 
summary nature of the procedure itself. In addition, banks have been 
reluctant to bring such cases due to the need anto pay ad valorem Stamp 
Duty of 1621/3% of the amount due at the time of filing of the 
certificate case. 

In response to these problems, the Cabinet Secretary on IJovember 21, 
1984, issued a Circular to All Commissioners and Deputy Commissioners
 
concerning Recovery of Loans Through Certificate Courts [No. CD/DA-I/12/65
 
/83 (Pt-l)/545 (68)] which requires those officials to assist bank
 
officers in expediting certificate cases as a 
part of the overall program
 
of loan recovery. In addition, in 1985, the government has decided to 
extend the expedited certificate procedures to the nationalized 
commercial banks and also to permit local managers of those banks to 
serve as certificate officers with the intention that this change would 
allow expansion in the nuner of certificate officers without the 
appointment of more civil servants to serve in the capacity. Though this 
change has apparently been decided at no 
of the Public Demands Recovery Act, 1983, to 

on the highest levels, amendment 

that effect has been issued 
to date.
 

The extending of the expedited certificate procedures to the 
nationalized banks and the appointment of local bank branch officials as 
certificate officers may be -,.e only practical short-term solution to 
improving loan recovery, althcugh these officials will require training 
to handle these additional duties. 
 It does not require the appointment 



- 92 

of new civil servants and it allows the flexibility of tailoring the 
number of officers appointed in a given area to the number of overdue 

loans in that area. Given that these types of proceedings are 
cut-and-dried; that is, that the only question is whether and how much 

money is owed which can be determined by written hank records, there 

should be little opportunity for abuse, although close supervision may be 

necessary to avoid situations where branch managers might agree not to 

file a certificate case if given a certain fee. 

Such a prooram may succeed in the short-run. In the long run, it 

would be better for bankers to be concerned with banking and not be 

directly involved in the legal process of collection as they are a vested 

party to such a situation. As noted above, this type of procedure also 

gives individual bankers a great opportunity to subvert the process as a 

wbole by not issuing certificates for consideration. In addition, the
 

certificate procedure itself is a revenue proceeding whose lasic purpose
 

is the collection of overdue land taxes. Banks may not wish to be 

associated in the collection of their overdue loans with the always 
unpopular procedure for collecting taxes. If loan recovery improves du, 

to the granting of better loans, then a court procedure, as used in most 

countries, would both be relatively speedy and provide the proper 

protection of the rights of the debtor and of the banking system, as a 

whole.
 

B. Loan Security 

The second legal issue which has been raised regarding loan
 

recovery is of the ability to foreclose or otherwise recover the security 

given and the minimum amount of security required for agricultural 

loans. The general conculsion is that the legal procedures for the 

recovery of all forms of security are sufficiently clear and speedy. 

However, problems arise because of larger issues connected with the
 

practical ensuing that monies are received when a harvest is collected 

(where socurity is the hypothecation of crops) and due to the uncertain 

state of land records (where the security is land). 
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In particular, sections 60 and 61 of the Code of Civil Procedure,
1980, as amended, as well as sections 16 and 17 of the Public DemandRecovery Act, 1913, provide efficient procedures for the attachment andsale of crops, while protecting the rights of the farmer. With regard to
land, the mortgage by deposit of title deeds procedure under section
58(f) of the Transfer of Property Act, 1982, as amended, provides the
right to sell the property which is security without going to court. 

However, there remain large problems of proof of land ownership due
to out-of-date land records. The credit passbook, if the defects

retained below 
are corrected, can provide an ad hoc solution as long asownership is not disputed. 
In the long run, a comprehensive modern land

record system should be introduced, district by district.
 

C. Credit Passbook
 

The credit passbook system for farmer-borrowers was 
introduced
by ACD Circular No. 21/84, dated October 16, 1984, paragraph 6, although 
progress in its implementation by the individual banks has been slow to
date. BKB branches in 
two different divisions of the country have been
 
issuing slightly different forms of passbooks. In addition, the Rupali
Bank Passbook is different from that issued by BKB. Inneither case is
there a special numbering system or other security device that would help

eliminate the development of phony passbooks. 
 In the meantime, ACD

Circular No. 6/85, dated 15 June 1985, 'Financing of ITAP 1985", has been
issued. 
Paragraph 4 of that circular indicates that persons will not

receive loans under the Intensive T. Aman Program if they do not have, or
 
are unable to get a passbook.
 

Unfortunately, the present form of passbook 
is flawed so that its

introduction is unlikely to be successful and may even worsen the

position of small farmers. 
 The most critical point Is that the passbook,

alone, cannot fulfill the fundamental purposes of security and

identification for which It was originally envisioned. Because of 
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failure to reach an agreement with the Board of Revenue, the passboor 

does not contain a legal description of land which is cwrcd or to wihi:r 

the passbook holder has legal rights. It does not contain an extract 

from the land records which would allow for precise identification of 

rights. Thus, the bank is not protected with regard tc its security and 

the small farmer does not have a document to show to the bank which Coes 

the land recoros office and the payrentnot necessitate another visit to 

of additioal monies for a ncw copy or certification, in tile larger 

picture, the passbook dues not assist the Government of Bangladesh to 

modernize its land records for use for other purposes. All that the 

present form of passbook provides is a photograph and a general listing
 

of amount of land owned, mortgaged, leas.d an/or sharec rcppeo by that 

individual in that village as attested to by the Union 7arishad Chairman 

or a Ward member. Not even any identification of adjicring owners is 

in the villageprovided. One has no way of knowing it several persons 

are claiming the same land. Liens or other obligations -f the passbock 

are not shown, as they would be if backed by a land record.holder 

This type of imprecision also opens the system for abuse by local 

influentials. This possibility appears to be magnifiec by the 

predominant role of the Union Agricultural Credit Committees (UACCs) in 

deciding who receives passbooks. As presently formulated, the applicants 

are to submit their applications for passbooks to the UACCs, aloi.g with 

his production plan, a procedure similar to that of the Special 

Agricultural Credit Program. A small farmer is supposec to be assistec
 

in the preparation of such a production plan by the Blcck Supervisor frcm 

the Department of Agriculture. However, such persons have generally 

wanted a rather lurge fee for their services. They have also been often 

very friendly with the members of the Union Agricultural Credit 

Committees who might refuse to approve any production plan not developed 

by a friend with whom they might have a business arrancE-ent. 

Certification by the UACC would then be required before a passbook would 

be issued. Thus, the fear that passbocks might be issLed to big farrers 

wcv
while creditworthy small farmers might not receive pas-:=.ks because 

had not been regular borrowers before is well foundea. his sstem fc," 

http:pas-:=.ks
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granting passbooks would seem to retain the detrimental conditions
 
associated with the UACCs from the SACP program. 
In many ways, itwould
 
be worse if the passbooks became a universal requirement for obtaining
 
loans; one that could not be met by many small and landless farmers. 

A third point is that each bank in 
a local area would have its own
 
passbook. Banks in a given area are supposed to connunicate with each 
other, but at present there appear be large gapsto in such
 
communication, and one cannot 
automatically assume that the situation
 
will improve in the future. The Imprecision of the description of
 
security only increases the likelihood that one man or members of the
 
same family will use the same security for several loans. This problem 
would be lessened if only one passbook were issued by the lead bank in
 
each area which would be used by all 
of the banks. Such a system would 
also be more likely to enforce uniformity in type of form used for 
passbooks. 

The introduction of passbooks also raises the question of what type 
of program for loan recovery best increases such recoveries while not
 
hurting agricultural production and At
the condition of small farmers. 

present, 
 it Is thought to introduce a rigid policy by %*nich no defaulters 
can receive a passbook and no person without a passbook can receive a 
loan. However, the rich defaulters will probably find a way to get a 
passbook issued to someone in their family while the poor farmers are
 
those most likely to be penalized. If this occurs, then 
 the passbook 
system will be adjudged a failure from its beginning. Thus, Ome very 
basic decisions must be made about what is the definition of a "willful 
defaulter", how different types of loan programs will be treated, and 
similar matters. At present, there is very little information about what 
types of loans are not being repaid. 
 The RFP survey of borrowers and
 
branch managers is gathering such information for use in developing a 
comprehensive loan recovery program. 
This information will be available
 
in early 1986 and should assist in the development of final policy on 
passbooks.
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with the other members of the group, or one or two of them, signing aspersonal sureties. 
 Such a system, as now being applied by Grameen Bank
and the Swarnivar Program, also lessens the issues of loan security
discussed above. 
However, the heavy costs of administration connected
with th;ose programs make it questionable whether they can even beself-financing. In addition, the practice in the Swarnivar Program ofrequiring only token deposits in relation to the amount of the loanreceived and of giving loans to more than one member of a group at a tieeliminates some of the self-policing incentives that have made such
 programs successful 
in other countries.
 

With regard to cooperatives, the past abuses by managing committeesand directors may be limited by the safeguards added in the newcooperative Societies Ordinance, 1984 (Ordinance No. I of 1985), if it iseffectively implemented. 
Such effective implementation would require theestablishment of uniform banking proceaures to be followed by the
cooperative banks and policed by the Bangladesh Bank, in addition to thesupervision of cooperatives by the Registrar of Cooperatives. 
 It would
be preferable if the Apex Cooperative Bank IBSBL) were eliminated and
most cooperatives received their funding from the nationalized commercial 
banks. 

F. System for dentifying nd Policing OverdueLoans 

The problem of constructing an effective program for loanrecovery is exacerbated by 
 the lack of a system for ealy identification
of overdue loans--by type and size of loans, type of borrower, location,etc. The development of such a system must be tied to the automaticpolicing of loansr that have been overdue for a reasonably short period (3months), not to wait, as presently, to classify a loan as substandardonly at the end of the Statute of Limitations period of 3 years. todate, the problems in this area have only been identified, but detailed
recommendations will be made at the end of the comprehensive survey of 
lending procedures. 
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III. SAVINGS MOBILIZATION
 

The second major focus of the Rural Finance Project is the 

improvement of rural savings mobilization. Unlike the area of rural
 

or 

reguiatinn, but rather with marketing and with the provision of better 

-nd more secure banking services. The only legal problem raised in the 

recent BIBM survey for the National Commission on Money, Banking and 

Credit was that of an heir withdrawing money from the account of a 

deceased account-holder after his death until there had been a court 

judgment under the Succession Act, 1925, as amended, that he was indeed 

the heir. However, any change in this procedure may lead to great 

abuses. Nominee and custodian/guardian accounts can help to-remedy this 

problem, if the account-holder so wishes. 

credit/loan recovery, the main problems are not connected with the law 

The only other legal issuz is that of confidentiality of the 

account. The recent introduction of advanced taxation of fixed deposits 

has seen the issue raised of what information on deposit accounts wil be 

sent to the Bangladesh Bank. Present procedures based on the Negotiable 

Instruments Act, 1981, as amended, and the common law are good but leave 

again the possibility of overriding by the Bangladesh Bank. Therefore, 

the bank should issue a specific circular on this matter. Recommendations 

on the contents of such a circular, if so desired, can be made in our 

final report. 

IV. GENERAL PROBLEMS OF ADMINSTRATION AND MANAGEMENT
 

Finally, there are several issues of general administration and
 

managemnt of the rural credit system that should be considered.
 

First, the Bangladesh Bank does not now have effective regulaticn of 

those financial institutions which are exempt from the provisions of the 

Banking Companies Ordinance, 1962. They include the Grameen Bank, the
 

Cooperative Bank (BSBL), and the Bangladesh Rural Development Board. The 
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Bangladesh bank Order, 1972, gives the Bank briad powers to give

direction to non-bank financial institutions regarding the conduct of 
their business (see especially Section 53). It is important that such 
powers be exercised with regard to procedures for: 

1) granting of loans 
2) policing of loans
 

3) audit and inspection
 

4) accounting procedures
 

It would be preferable if the provisions of sections 32, 34, 35, 36, 37
 
(and other of relevance) of the Banking Companies Ordinance, 1962, were
 
extended to such institutions. With regard to Grameen Bank, a notifica
tion in the Offical Gazette would be sufficient to make such a change. 

Second, the are3 of rural credit within the Bangladesh Bank is 
under the jurisdiction of two or more departments, with each department's
role defined. Thus, conflicting circulars on matters of lending policy 
are issued by ACD and the Rural Credit Project Department. The question
of refinance is not centralized in one place, but rather split between 
BCD and ACD. The question of loans to rural industries comes under 
several departments without apparent :oordination. It would be prefer
able if such questions could be resolved and distinct lines of authority
and jurisdiction established for the success of the rural credit system 
as d whole. 



- 100 -


I. INTRODUCTION
 

The USAID-funded Rural Finance Project is to give technical 

assistance to the Agricultural Credit Department of the Bangladesh Bank 

with regard to the improvement of rural financial markets and the
 

creation of an economically viable rural financial system to provide 

reliable savings and credit facilities for private farmers and
 

entrepreneurs. Primary emphasis is placed upon savings mobilization
 

measures, a comprehensive plan for improving loan recovery, a review of
 

lending procedures and lending efficiency, a branch rationalization plan, 

training course development, interest rate rationalization and a
 

financial sector review.
 

The project is a foll.ow-up to the Rural Finance Experimental Project 

(1978-1982) which identified and tested eight (8) different credit 

delivery and savings systems operated by nine (9)rural finance
 

institutions, including the Agricultural Credit Bank (BKB), six 

nationalized commercial banks, the Apex Cooperative Bank (BSBL) and the 

Integrated Rural Development Project (IRDP). The systems tested included
 

higher loan interest rates, group lending, area development lending and
 

different types of loan procedures and administration, with an emphasis
 

upon simplification and decentralization. Y_ 

The project is also a follow-up to the 1983 Joint Bangladesh 

Agricultural Credit Review by the Government of Bangladesh and the World 

Bank which identified savings mobilization, loan recovery, interest rate 

I/ See Public Administration Service/S.F. Ahmed & Company, Rural
 
Finance Experimental Project, Terminal Evaluation Report D-haka: 
August 1982) and S.F. Ahmea & Company, Rural Financial Exoerimenta
 
Project, Terminal Evaluation Report (Dhaka: August 1982).
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rationalization and simplification of lending procedures as remaining
areas of concern for the rural credit system. 2/ It mace initialrecommendations in these areas which will be used as the starting point
for our investigation. 

This report is a review of existing laws and regulations in
Bangladesh to identify problems and restrictions that would affect theimplementation of a viable rural finance system, with special reference to the areas of loan recovery and savings mobilization. Its primary
purpose is 
to clarify a number of issues raised in these previous
reports, particularly in the area of loan recovery, and to makP initialrecommendations regarding legal and administrative charges to improve
that system. 
However, final recommendations will await a 
comprehensive
review of lending and deposit practices which is presently being
conducted and the comprehensive survey of borrowers and branch bank 
managers to be completed in early 1986. 

21/ See IDA - Government of Bangladesh, Bangladesh Agricultural CreditReview (3 Vol.) (Dhaka: August 1981). 
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II. BACKGROUND
 

Since 	approximately 90% of the population and 55% of the GDP of 

are in rural areas, a viable system of rural credit isBangladesh 

required for the effective development of increased agricultural 

production and, thus, for the economic development of the country as a 

whole. For that reason, the rural finance system has received much 

attention from both the Government and the international donor community 

since liberation in 1971. 

There 	 is a long history to rural finance in Bangladesh, both before 

and after 1971, which must be considered before making observations and
 

Most of the problems
recommendations concerning the present situation. 


today 	have been around for a long time. In addition, many types of
 

solutions have been tried, especially since liberation in 1971. In fact, 

the difficulty with making recommendations in this area is the lack of 

newv things to say. Instead what appears to have been lacking is the
 

reiteration of a consistent policy over time in an area such as loan 

recovery and the development of an administrative structure within both 

the banking system and the system of general local administration that 

would 	be able to execute such a policy. The turbulence of recent 

political history and the conflicting demands of the international donor 

agencies has only exacerbated the situation. The detailed examination of 

loan and savings procedures and administration to be carried out by the 

an effort to provide the types of concrete, but
Rural Finance Project is 

other
incremental, suggestions which can assist the Bangladesh Bank and 

relevant government authorities to provide the necessary type of
 

administrative structure and procedures for execution. 

It is also important to keep in mind that rural finance is only one 

part of the overall problem or rural/agricul tural development, the 

development of increased and more efficient agricultural production and 

more increased employment for inhabitants of rural areas. Thus, an
 

more efficient use ofeffective system of rural finance must encourage 
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agricultural land, including the effective consolidation of landholding 
for production purposes even though not necessarily of landofnership, the 
provision of the fertilizer, seeds, equipment and other inputs required
for such production, and also assistance in marketing so that farmers
 
receive a substantial return 
on their investment of labor and resources 
so that such efficient production is encouraged. To accomplish these 
purposes the rural credit system must be closely coordinated with the
 
Department of Agriculture and other ministries concerned with carrying
 
out rural development programs, especially in 
the fields of agricultural 
extension, irrigation and rural infrastructure. Any program to
 
strengthen rural credit can only be effective if it also strengthens 
rural 
development and administration. In Bangladesh, at present, there
 
appears to be a lack of such effective coordination, especially at levels 
of government below the national level. In the area of rural credit it
 
is seen in the conflicting signals given by local 
agricultural officers 
and political leaders as compared to bank branch managers with regard to
 
timely repayment of loans and difficulties of enforcement of the formal
 
methods 
 of loan recovery, especially certificates, through the relevant
 
local administrative officers. 
 These are reflections of the more
 
universal 
 problems of lack of clarity with regard to lines of authority

between agencies and levels of government, and lack of financial and 
administrative capacity below the national level. ruralThe finance 
system reflects these more general problems which cannot be solved by 
concentrating upon that system alone. 

Finally, no efficient rural credit system can work where a vast 
majority of the population remains illiterate. One must be able to reac
 
documents to avoid being cheated. 
The continued high rate of illitera:y
 
in Bangladesh is probably the single biggest obstacle not only to an
 
efficient credit sy tem, but to economic development as a whole. 

A. Prior to 1971 

Prior to 1971, there was little emphasis upon either lending or 
savings mobilization in rural ar!.as by the commercial barks. However, 
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some efforts had been made from the early 1960s to mobiliz.pe rural
 

deposits for ultimate investments in urban enterprises by opening
 

branches at important rural semi-urban centers. Agricultural credit was 

provided by the Agricultural Development Bank of Pakistan (now BKB) and
 

the Apex Cooperative Bank (now BSBL) which received funds at concessional 

rates from the State Bank of Pakistan (now the Bangladesh Bank) for
 

on-lending through their branches and intermediaries. In addition, the
 

Government continued the practice started by the British in the 1880s of 

providing state "Taccavi" loans to farmers, generally in cases of
 

disasters, to permit them to purchase required farming inputs such as
 

seeds and fertilizer. Such loans were often viewed as government
 

assistance and not repaid. 

Neither the Agricultural Development Bank nor the Apex Cooperative 

Bank were oriented to the needs of small or middle-sized farmers. The
 

Development Bank had only 95 branches throughout the country and 

concentrated its lending to areas where the greatest amount of security 

could be provided, to large farmers, tea estates and cold storage owners. 

Even in that situation, its loan recovery rate was not high, generally 

about 50'.
 

The situation with regard to the cooperative banking system was even 

worse. That system had been introduced by the British throughout.India
 

in the early 20th century in an effort to eliminate money lending and 

provide credit at the village level. The system had three tiers - the 

local cooperative societies (UCMPs) and the Fisherman Ccoperative 

Societies (FCS) at the first level; the 62 Central Cooperative Banks 

(CCB) and the 16 Land Mortgage Banks (LMB) at the secondary level; and 

the Apex Cooperative Bank at the third level. The cooperative society 

legislation and rules placed great power in the hands of the managing 

committee at all levels. These committees came to be dominated by 

affluent persons who gave large loans to themselves, their families and 

supporters which were not repaid. As long ago zs 1937, the Reserve Bank
 

of India in its statutory report on agricultural credit had made a series 

http:mobiliz.pe
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of recommendations regarding improved lending procedures and the

collection of overdue loans by cooperative societies. 
 / However,

nothing was done. The Cooperative Societies Law of 1940 (Bengal Act XXI
of 1940) and its implementing rules of 1942 did not include specific

provisions prohibiting the granting of loans to meners of the managemen

committee without appropriate safeguards nor the granting of new loans t
willful defaulters. 
 Thus, it was difficult to eliminate the practice ofsuch behavior. In the 1950s, the Government tried to halt these abusesby appointing government officials to head the managing committees in
 many cases. However, those officials were not experienced in banking an(the poor record of loan recovery continued. The accumulated outstanding
overdues of the provincial Cooperative bank from 1958 to 1971 was Tk. 22Cmillion or one-third of the total amount loaned out over the period. 4/ 

On a 
more positive note, the 1960s saw the development of the
tro-tier cooperative banking system as a result of the Ccilla program

under the direction of A.H. 
 Khan. The Comilla approach to ruralaevelopment consisted of four interrelated programs 
- the development of
dc-entralized acministration through the Thana Council and Training and
Development Centre, the rural works program (local 
execution of drainage,

e.ankments, local 
roads), the Thana Irrigation Program (shallow
 

3;, See S.S.M. Desai, Rural 
Banking in India, pp. 122-124 (Himalaya
Publishing House: june,1-977).
 

_' 
 See Bangladesh Bank, Agricultural Credit Department, Institutional
DeliverySstemof19 ci . Agricultural Credit in Banoladesh,7-.2 (DhaKa: 
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Y The cooperative project
tubewells); and the Cooperative Project. 


(later called the Integrated Rural Development Project' based upon
was 

in the
the small farmer mutual.credit associations developed in Germany 

19th century by Freidrich Wilhelm Reiffeisen. The local cooperative 

were comDined together into a Thana
societies at the village level 


In order to avoid some of the
 Central Cooperative Association (TCCA). 


previous abuses of managing committees, each such committee 
was required
 

Loans were made based upon joint
to hold a general meeting every week. 


the credit was linked with assistance for marketing
production plans and 

and closely supervised. For the period 1968-1970 in 20 thanas in Comilla 

loan amount ofdefault rate on a total
District, there was only a 8.1% 


Tk. 32.95 million. The proportion of own capital (shares and savings
 

deposits) to loans in the 20 
thanas was 35%. 6/
 

the percentage of advances andHrowever, despite these efforts, 
- about lC% of the deposits


deposits in rural areas remained very small 


and under 59% of the credit
 

B. Since 1971
 

there have been a nurrber of major change: in the
 Since 1971 , 

finance system of Bangladesh which have greatly expanced 
the system

rural 

to increase the 

of rural credit. Successful efforts have been made 

of both the commercial and the specialized agricultural
branch network 

savings, and to elimin'e2 the
 bank in rural areas, to mobilize rural 


leakage of rural savings for use as loans to urban areas.
 

5/ 
-

See A.H. Khan, "The Rural Development Program at Comilla", in The 

Works of Akhter Hameed Kh.n, Vol. 7.;. Rural Develccment ,..r-acTes 

ana the Comilla Model (Nargiauesn .cacery for Rural Devecpment: 

1983), pp. 33-86. 

6/ 
-

A.H. Khan, "A Review of the RWP, TIP ard Cooperative Programme 

Comilla District", in op. cit., p. 122-134. 
in 
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After nationalization in 1972, the six reorganized nationalized
 
commercial banks were instructed to move actively into the field of rural 
credit. In the first few years they were reluctant to operate in this 
area, even when given the inceitive of a 1.5% interest subsidy for their 

rural finance s,:hemes and the availability of refinanceown 
at 2%below 

the Bank rate when borrowing from the Bangladesh Bank. Where they did 
make loans they were generally to intermediaries like the Comilla (IRDP) 
cooperatives rather than directly 
to farmers. After liberation, the
 
former Agricultural Development Bank of Pakistan 
was reconstituted as the 
Bangladesh Krishi Bank 
(BKB). It was 
the major source of short-term
 
lending to small borrowers. Finally, the cooperative system remained 
a 
large, but declining, source of credit. The three-tier system headed by
the Apex Cooperative Bank (BSBL) continued to suffer from lack of effici
ent management, abuses by managing committees of societies, and a huge
 
propcrtion of overdues. 
 For these reasons, the amount of concessional
 
credit to this system 
 from the Bangladesh Bank was sharply reduced to its 
present level of about 15% of the rural credit. The Cooperative Socie
ties Ordinance, 1984 
 (Ord. I of 1985) closed many of the legal loopholes
that allowed abuses by officers and managing directors (see Section I'I.G 
below), but it is too early ifto know the system suffered from the
 
increased politicisation of government programs and their capture by

local elites as it expanded to 200 TCCAs and about 23,000 KSS with a 
total membership of over 700,000 farmers. 
 Its recovery r te which had
 
been over 90% in the late 1960s (see above) dropped to 78..-% in 1973-74,
 
to 57.9% in 1976-77, and below 50% by 1990. 
 In 1982, the IRDP program
 
was -rEconstitutedas 
the Bangladesh Rural Development Buard under the
 
cnirmanship of the Minister of Local Government and with representation
 
cn its bcard from the other relevant government agencies, the directors 
of the Rural Development Academics and members elected by the National 
Federation of TCCAs. Z/ However, the up-from-the bottom approach of
 

7/ Bangladesh Rural Development Board Ordinance, 1982 (Ordinance No. 
L::i of 1982).
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Mr. A.H. Khan seems to have been lost in the process and these cocpera

tives no longer show the effective savings mobilization and loan recovery 

.! at had been evident. 

In 1977, the Tk. 100 crore Special Agricultural Credit Program 

(SACP) was instituted as a means of increasing the rural credit activi

ties of the nationalized commercial banks, who would participate along 

with 	BKB. The program had simplified loan procedures and provided crp
 

loans without requiring land as collateral to small farmers with holdings 

of 3 acres or less. The borrowers were selected with the Union Agricul

tural Credit Committees (UACCs) headed by the Chairman of the Union Pari

shad and with a membership consisting of the relevant Ward Chairman and 

other notables. It received concessional financing from the Cangladesr 

Bank 	and a 30% refinancing guarantee. The Tk. 100 crore program was suc

cessful in pushing credit to rural areas and in stimulating the rural 

credit activities of the nationalized commercial banks. However, the 

pressure to make loans quickly and the political pressures and tempta

tions inherent in having an outside group involved in the selection of 

borrowers meant that the loan recovery rate for 1977 was only 46%. 

Yet the program was a major stimulus to the development of the rural 

branch banking network and to increased disbursement of credit under the 

normal rural credit programs. The total number of rural branches-of the
 

the Krishi Bank increased from 414 (ofnationalized commercial banks and 

1,150) total branches in March 1972, to 1,095 (of 2,040) in June 1977, to 

3,301 (of 4,836) in December 1984.
 

During the same period, there was a tremendous expansion, both in
 

to rural areas. From December 1975agricultural credit and in all credit 

to December 1984 total advances increased from Tk. 919.4 crore to Tk. 

8,214.5 crore, while advances in rural areas increased from Tk. 31.2 

crore to Tk. 2,123.2 crore. _/ Thus, the percentage of advances in 

8/ 	Bangladesh Bank Bulletin, December 1984, Table XII, pp. 82-85; and
 

Ministry of Finance, Resume of the Activities of the Financial
 
p. 32.
Institutions in Banladesn, 1984-85 (July 1985), Annexure VI, 
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rural areas increased from 3.4% to 25.8% of total 
advances. In addition,
advances for agricultural purposes I/ increased from Tk. 87.38 crore in 
June 1975 to Tk. 2,318.2 crore in June 1984, by 21 times or from 10.7% to 
28.2% total advances. LO/ 

Over the same period, 1975-1984, the expansion of the branch banking
 
system was also a 
major impetus to the increase in rural bank deposits.
Total bank deposits increased from Tk. 1,124.52 lakhs inJune 1975 to Tk. 
8,910.5 lakhs in December 1984, while rural bank deposits increased from 
Tk. 106.72 lakhs to Tk. 1,602.5 lakhs. 
 Thus, rural deposits increased
 
from 9.5% of total deposits to 18.0% of total deposits, and by about 15 
times during the 10-year period. l From 1977 to 1980 and again from 
1984 to the present, higher interest rates have been paid on deposits

made to rural branches than in urban branches, during the first period 
for fixed deposits of up to 2 years and for savings deposits without
 
checking facilities, and since 1984 for savings deposits only. (See
Section IV, Savings Mobilizaticn, below.) The first program greatly
increased the amount of fixed deposits and proportion of fixed deposits 
as a percentage of total 
deposits, but mainly attracted larger

depositors. The present program seems to have already had impact but it 
is too early 

9/ The statistics cover the categories of Agriculture, Hunting,Forestry, and Fishing. Sourca: Statistics Department, Bangladesh
Bank.
 

10/ Bangladesh Bank Bulletin; December 1984, Table XII, pp. 70-77, andMinistry of Finance, op. cit., Annexure VII, p. 31.
 

l1/ Statistics Department, Bangladesh Bank, 
as cited in Ministry of
Finance, Resume of the Activities of the Financial Institutions in

Banaladesh, 1984-85. 

http:1,124.52
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to tell conclusively. In any case, the amount of rural deposits in 

banks, despite a great increase, remains small. 

Despite the rapid expansion of rural credit and the large increase 

in aiding small farmersin rural deposits, there were rot like advances 

and landless farmers who were sharecropping on the land of others. The 

Land Occupancy Survey, 1977, indicated that the percent of the rural 

population with no cultivable agricultural land or with not more than 1/2 

acre of such land was approximately 50%, and the trends of increased 

population growth, fragmentation of land holdings through inheritance and 

reduced need for agricultural labor after the introduction of high

yielding varieties of rice would indicate that the percentage of such 

persons is now likely to be significantly higher. The Grameen Project, 

which became the Grameen Bank in 1983, 12/has used a system of group
 

lending, compulsory deposits and extensive supervision of small
 

production loans successfully. It has a very high recovery rate for 

loans (about 98-99%) although the fac't that it receives its capital 

through grants from the International Foundation for Agricultural 

Development (IFAD) and monies from the Bangladesh Bank for its Dhaka area
 

operations leaves some doubts about whether the Bank can be operated in
 

the long run without large subsidies. The Swanirvar approach of group
 

lending at a bank with required minimum deposits also has been successful 

to some extent in opening up the credit system to lower income groups. 

The Krishi Shakha small offices of Sonali Bank in rural areas and the
 

Rural Finance Assistant system appear to have had some influence in
 

increasing that outreach in rural areas. Further, the Rural Finance
 

Experimental Project provided some good experience with different types 

of systems for delivering credit, as well as experimenting with loans 

with different and higher interest rates. However, each of these 

12/ See Grameen Bank Ordinance, 1983 (Ordinance No. XL.I of 1983).
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programs has not yet accumulated much experience. It is not yet clear 
what approach of this of this kind, or combination of such approaches, is
 
best for Bangladesh. The comprehensive RFP survey should provide some
 
information concerning this matter.
 

Finally, the system of allocating credit was changed with the annual 
prograim or 1984-85. -3/ The new annual lending approach provides 
credit at a jimit as required by an individual farmer rather than under 
separate production programs. It eliminates the guarantee and other 
district features of the SACP, as compared to the Normal Credit 
Programs. It would also require each borrower to have a credit 
passbook. In addition, 1984 .85 has sein a 
concentrated drive for loan
 
recovery based upon an action plan formulated by ACD and including a 
directive from the Cabinet Secretary to the Commissioners and Deputy 
Commissioners for the speedier processing of certificate cases.
 

This thumbnail sketch of past experience is meant to provide a 
background for the discussion of specific points below. 
 It indi.ates
 
that Bangladesh has made a great deal of progress in the past decade in 
the expansion of its agricultural credit system and in rural deposit 
mobilization. However, the continued politicisation of the system and 
increased subsidization that has gone along with this progress has meant 
that loan recovery, and the viability of the rural credit system,-are 
still not on a sound footing.
 

13/ ACD Circular No. 21/84, dated October 16, 1984, "Agricultural Crop
Loans - Annual Basis".
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III.. LOAN RECOVERY 

A. Introduction 

A major emphasis of the Rural Finance 	Project is a comprehensive 

review of loan rer.very problems with 	regard to rural credit and the 

with these problems. The subjectdevelopment of an action plan to deal 

a great deal of attention, particuof loan recovery has already 	 received 

made in the 1983 Joint Agricultural Creditlarly in the recommendations 

Review. This attention is appropriately given the importance of loan 

recovery for the viability of the rural banking system. However, such 

in nature. They have beenrecommendations have necessarily been 	general 


formulated without the benefit of detailed infcrmation regarding overdues 

loan program, size of loan, type of borrcwer, recordby type of loan and 

of payment and reason for default, although some of this information for 

already been collected. Incertain programs at certain time periods has 

not been made of the lending 	terms,
addition, a comprehensive review has 


conditions and procedures themselves 	used by the Krishi Bank and the four
 

banks for the plethora of agricultural and ruralnationalized commercial 

credit programs currently operating in Bangladesh. Such a review is the 

for the latcr making of recommendations for thenecessary first step 

of providing clearer
simplification of loan procedures with the goal 

of credit and for its later monitorguidelines for the initial provision 

ing and supervision. It recognizes the reality that 	problems of loan 

for granting of the recovery can generally be traced back to the process 

loan. They are only a symptom pointing to problems regarding the proce

dures for the granting, sancticning and policing of loans. 

The Rural Finance Project is now in the process of making such a 

with particular attention to:comprehensive review, of loan 	prcceoures, 

1) Policing of loans;
 

2) reouirec loan document:ien;
 

2) the rcik of the local 'nion agricultural credit committees; and,
 



- 113 

4) the decentralization of authority, especially the 
sanctioning authority of branch managers. 

The comprehensive survey of borrowers and branch managers will collect 
detailed information regarding overdues of the type mentioned above. 
The
 
results of the survey should provide the type of data that is required to 
fashion specific types of loan recovery programs to deal with different 
types of default situations. 

The final recommendations regarding loan recovery will be made at
 
the completion of the project, based upon 
 the results of the comprehen
sive survey of borrowers and bank managers 
 and upon the detailed review
 
of preser.t procedures for loan recovery. 
 This paper presents initial 
conclusions based upon a review of current banking laws and regulations, 
as well as other laws and regulations regarding the determination of 
overdue loans and related matters. The most important conclusion is that 
no major changes of the law itself are required with regard to the 
improvement of loan recovery. Rather, what is required is the more 
effective implementation of existing procedures and the establishment of 
more precise regulations and procedures with regard to the identification 
and policing of overdue loans.
 

This paper will first discuss recent actions taken by the Government 
regarding loan recovery. It will then consider a nunber of specific
issues which raise legal and administrative questions that affect the 
success of any loan recovery program. These issues area:
 

1. Leg0l 
Procedures Regarding Loan Recovery/Certificate Procedures.
 
2. Loan Security. 
3. Credit Passbook.
 
4. Role of Union Agricultural Credit Comittees (UACCs). 
5. Group Borrowers/Cooperative Societies.
 
6. System for Identifying and Policing Overdue Loans.
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B. Recent Government Actions Regarding Loan Recovery 

In recent moNths, the Government of Bangladesh has taken several
 

significant actions to attempt to improve loan recovery, both generally 

and particularly in the area of rural finance.
 

1. Improved Expediting of Certificate Cases
 

As discussed in detail below, a November 1984 Circular of the 

Cabinet Secretary ordered Commissioners and Deputy Commissioners to 

provide for the quicker disposal of certificate cases regarding bank 

loans by giving them greater priority and by regularly reviewing 

this progress, with monthly reports to be sent to the Cabinet 

Secretary, and copies to the Agricultural Credit Department (ACD) 

and to the Finance Division, Ministry of Finance. 14/ 

2. 1985 Action Plan for Recovery of Agricultural Loans 

In December 1984, the ACD formulated an Action Plan for recovery 

of agricultural loans to supplement the above circular for the 

Cabinet Secretary. L/ That circular letter contained the 

following elements: 

a. Target for Recovery - set at collecting during period 

January - March 1985, some amount from 80% of loans at each 

branch that are overdue as of February 1, 1985. 

14/ 	 Circular of the Cabinet Secretary No. CD/DA-I/12(65)/ 
83(Pt-l)/545(68) dated November 21, 1984, "Recovery of Loans Through 
Certificate Courts". 

15/ 	 DC No. ACD(POLY) 911(G)/84-7585, dated December 30, 1984.
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b. Rebates  permit rebate to farmers on service charge of
2%if whole amount of the dues is repaid before the final
due date for repayment. Similarly, a rebate on penal

interest at 2%may be allowed if 
 the overdue amount is
 
repaid by March 31, 
 1985, or within the quarter of its 
becoming due.
 

c. Staff Incentive  to be worked out later in consultation 
with the bank.
 

d. List of Defaulters  a list of defaulters may be 
regularly exchanged once a
quarter between bank branches

within the Upazila, especially between BKB branches and
 
commercial bank branches. Such 
 a list shall be given totheUnion Parishad and displayed in local huts (weekly markets)
and bazaars, with special reference to the names of big
farmers and influential groups.
 

e. Publicity - each bank should consider printing leaflets 
to be distributed through the branches requesting loanees to 
repay their loans on 
time and assuring them of future loans

if they make such regular repayments. Other media w-uld
 
also be used, including the beating of drums 
 in the local
 
huts and bazaars.
 

f. Visits/Toursco' Bank Senior Officers 
- such officers of

the banks should visit branches and hold meetings at the
Upazil level with local branch officials and local 
administration officials. 
 Such meetings should cover the
 
importance of repayment and its impact on the total 
viability of the credit operation. 

g. Identification of Crop Loans to Non-Farmers - This abuse 
should be corrected by the identification of such fake 
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borrowers with the help of Union Agricultural 
Assistants/UACC. Such non-farmers should be banned from
 

receiving future loans until these old loans are repaid by 
them. 

3. Submission of Defaulters List for Agricultural Loans 

As a following to the Action Plan above, ACD Circular No. 
5/85, dated June 15, 1985, "Recovery of Agricultural Loans: 
Submission of Defaulters List", contained a more stringent 

series of actions to be initiated by banks, including:
 

a) Preparation of a.list of chronic defaulters, with a 

separate list for those defaulters who are chairmen of Union 

Parishads, office-holders or Union Agricultural Credit 
Comittees (UACCs) and KSS cooperative societies, big 

farmers and defaulters with the largest overdues. 

b) Submission of the list of chronic defaulters to the
 

Regional Offices of the Banks for formal submission for 
action to the relevant Government ageicies.
 

c) Publication of the list of defaulters in local news 

papers for several days and the display of the list at the 
branches concerned. 

d) Exchange of such lists between local branches. 

e) Filing of certificate cases if no repayment is received 
from such defaulters within 30 days of the publication of
 

the lists. 

f) Regular review of the progress of disposal of
 

certificate cases by Regional Offices. Such offices shall 
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then submit reports for initiating necessary action to the 
respective District Committees through the tlenber -
Secretary, Lead Bank. 

g) Branches shall submit such a list of chronic defaulters 
to their regional offices on a quarterly basis. The first 
s-.:h report is due on September 30, 1985.
 

At present, it is too early to see how successful this 
program will be in comparison to similar programs in the past.

However, it is important to keep recent actions in mind when 
considering the specific issues regarding loan recovery
 
discussed below. 

Legal Procedures Regarding Loan Recovery/Certificate Proceedings 

The recovery of overdue bank loan amounts is made by way of a 
summary certificate proceeding under the Public Demands Recovery Act,
1913 (Bengal Act III of 1913), as amended. This non-court proceeding was 
original.ly developed for the collection of overdue land taxes/revenue by
the British colonial authorities and later extended to a number of 
situations where monies were due to public or semi-public agencies. 
The
 
orders and ordinances establishing the Krishi BanY, L 
 the Grameen
 

16/ Bangladesh Krishi Bank Order, 1973 (PO No. 27 of 1973), 
as amended,

Section 21. 

http:original.ly
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Bank, L the House Building Finance Corporation, L ana the 

industrial development banks 9/ provide specifically for the use of 

the provisions of the Act for the collection of any arrears. The six 

commercial banks nationalized under the Bangladesh Banks 

(Nationalisation) Order, 1972 (PO No. 26 of 1972) have the same authority 

with regard to the collection of agricultural loans under Schedule I of 

the Public Demands Recovery Act, as amended by the Public Demands
 

Recovery (Amendment) Ordinance, 1978 (ordinance No. XXV of 1978, Section 

3). 	 The cooperative societies, cooperative financing banks and the Apex 

Cooperative Bank (BSBL) have similar authority under Articles 12A and 12B
 

1913, as amended, andof Schedule I of the Public Demands Recovery Act, 


Section 52(3) of the Cooperative Societies Ordinance, 1SE4 (Orcinance !"o.
 

I of 1985).
 

With regard to bank loans, the certificate procedure can only be 

used 	when there is no legal question regarding whether the amount 

demanded is indeed due. If there is any such question, the Certificate 

Offic ,is not to consider the matter but is to refer it to the Civil 

Court. As stated in Section 3(3) of the Act, as amended, the Certificate 

Officer is either the Deputy Commissioner (in his role as Collector fcr 

Revenue) or an officer (civil servant) appointed by the Deputy
 

XLVI 	of 1983), Section
17/ Grameen Bank Ordinance, 1983 (ordinance N'o. 
- 28. 

18/ 	 House Building Finance Corporation Order, 1973 (PO No. 7 of 1973), 
Article 26. 

19/ 	 Bangladesh Shilpa Bank Order. 1972 (PO No. 129 of 1972), Section 35;
 
Bangladesh Shilpa Rin-Sangstha Order, 1972 (PO No. 128 of 1972),
 
Section 35. 
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Commissioner and sanctioned by the Commissioner. In addition, the B'3 
and Grameen Bank managers have been granted permissive authorit,' to act 
as certificate officers is so appointed by relevant Deputy Commissioner.
90/ I practice, they have not been so appointed dateto for reasons
 
which will be discussed below.
 

1. Ordinary Certificate Procedure 

The ordinary certificate procedure (Annex 1, Table I)
requires the submission of a written request for a certificate 
to the designated certificate officer. At the same time that 
the request is submitted, the Bank must enclose.a fee of 
162/3 of the amount due. If the certificate officer is 
satisfied that there is no legal question regarding whether the 
demand amount is indeed due, he then issues the certificate and 
serves a notice and copy of the certificate upon the 
certificate-debtor. In order to protect the rights of the 
creditor, all 
transfer of any interest in immoveable property of
 
the debtor in that district afte- the date of service shall be 
considered void as against a claim enforceable by the 
certificate. In addition, the amount due on the basis of the 
certificate becomes a priority charge as do all subsequent 
charges on any property of the certificate-debtor. The debtor 
then has 30 days to file a petition with the certificate officer 
denying that he owes the amount due. The certificate officer 
must then hold a hearing, take evidence and determine the 
liability of the certificate-debtor. At this time, he may set
 

20/ Bangladesh Krishi Bank Order, 1973 (PO No. 27 of 1973), 
Section
21(6); Grameen Bank Ordinance, 1983 (Order No. XLVI of 1983),

Section 28(3). 
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aside, modify or vary the certificate. Execution of the 

certificate may occur after such decision is made but not 

earlier than 30 days after the date of service of the notice 

regarding the certificate. The certificate officer has the
 

power to oder the execution of the certificate by attachment and 

sale of any property, by sale of such property (without prior 

attachment) or by the arrest of the certificate-debtor and his 

cases and for up
detention in civil prison for six weeks in all 


to six months when the demand is for an amount exceeding Rs.50 

(Section 31) Such arrest and detention can only occur in the
 

case of willful default and refusal to pay, dishonest transfer,
 

concealment or removal of property and likelihood that the 

debtor would leave the local jurisdiction (Section 29). In 

practice, such execution requires the assistance of the local 

Magistrate and police. In addition, the certificate-debtor can 

file a suit in civil court claiming that the amount claimed is 

not ac.ually due or had already been paid, that the proper 

procedures were not followed, or that there was fraud (Sections 

35-37).
 

This general certificate procedure, although it does not 

require going to a civil court, still takes a great deal of time 

to carry out in practice. Banks must submit their requests to 

the local Revenue Officers designated by the collector as 

other
certificate officers. Such persons may have several 

duties. In addition, the collection of overdue amount for banks 

is secondary to their primary occupation of the collection of 

to their unpopuoverdue land taxes. They may not want to add 

larity by collecting overdue bank loans as well. Given the 

opportunity for appeals and hearings, to which no time limit is 

set, the ordinary period can take a 3ear or more, even in the 

best circumstances. 
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2. Expedited Certificate Procedure
 

To combat the proSlems above, the Bangladesh Krishi Bank
Order, 1973 (PO No. 27 or 1973) and the orders establishing the
specialized industrial banks 21/ provided for an expedited 
certificate procedure for the collection of overdue loan amounts 
(Annex 1, Table 2). 2/ 
The expedited procedure eliminated

the regular notice to the debtor with subsequent right of appeal
and a hearing before the certificate officer. In its place, it
substituted a demand notice which required the debtor to deposit
the amount due with the certificate officer within 30 days of
the date of service of that notice. Inaddition, the procedure

eliminated the mandatory 30-day period after service of notice
before execution of the certificate. Thus, the'certificate can
be executive immediately at the end of the 30-day period set by 
the demand notice. 

In practice, the expedited certificate procedure has not yet
meant a major improvement in the disposal of certificate cases 
for BKB. However, the situation may change since the adoption
by the Government of a stronger policy to improve the recovery
of loans through the certificate process in November 1984, as 
noted in the previous section. 

Circular of the Cabinet Secretary No. CD/DA-I/12(65)/ 83(Pt.-l)/45(68), dated 21 November 1984, uRecovery of Loans
 

21/ 	See Bangladesh Shilpa Bank Order, 1972 (PO No. 129 of 1972), Section
35(2); Bangladesh Shilpa Rin Sangstha Order, 1972 (PO No. 128 or
1972), Section 35(2).
 
22/ 	This procedure was also granted to Grameen Bank inGrameen Bank
Ordinance, 1983, 
as noted above.
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Throuah Certificate Courts", recognizes the long delays that 

have occurred with regard to the disposal of certificate cases 

because of the preoccupation of certificate officers with other 

matters, particularly with the recovery of land taxes/revenue, 

the effect of those delays upon compliance with recovery 

procedures and the significant amount of bank funds blocked from 

more.productive uses by the requirement of the payment of the ad 

valorem fee (stamp duty) of 162/3% of the amount due, along 

with process fees and other charges, at the time of filing of 

such cases. The circular goes on to advise the Commissioners
 

and Deputy Commissioners to make the certificate proceedings 

more effective for the quick disposal of such cases by giving 

them the same priority as is given for the recovery of land 

revenues. At the District level, the Deputy Commissioner is to 

regularly review 'the progress of the disposal of certificate 

cases with his District Committee. He is also to see that the
 

Upazila Administration makes the proper efforts in this regard.
 

are to be sent to the Cabinet Secretary withCompliance reports 

copies to the Agricultural Credit Department (ACD) and to the
 

Finance Division, Ministry of Finance. Subsequently, the
 

Bangladesh Bank, on December 30, 1984, sent its own I tter
 

signed by the Governor to all Deputy Commissioners asking that 

they appoint a.t least one certificate officer in each Upazila
 

and the government decision to launch a drive'from January 1985
 

with regard to loan recovery L/ That letter also recognized 

the problems of abuses regarding the UACCs in the making of
 

loans and requested the opinion of the Deputy Commissioners as 

to whether loan recovery would be improved if the local 

23/ Bangladesh Bank, D.O. Letter No. ACD(Poly)911/(G)-7514(64), dated
 

December 30, 1984.
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Chairman/Members of the Union Parishads were barred from
 
association with agricultural lending in the future if 80t of 
the loans disbursed as per their lists were not recovered within 
the due dates. 

Also on December 30, 1984, the ACD issued its 1985 Action 
Plan for Recovery of Agricultural Loans. 4/ Paragraph (viii)
of that letter calls attention of the banks to the November 21, 
1984 circular of the Secretary, Cabinet Division. Progress of 
the disposal of certificate cases is to be pursued by bank 
officers with the Upazila Nirbahi Officers and, as 
required,

with the Deputy Commissioners. It further notes that the 
Secretary of the District Committee is being advised to send a 
monthly report on the progress of disposal of certificate cases
 
to the head of ACD. Further, in November 1984, the BKB 
announced its own program to decentralize the recovery function 
by putting senior officials at Divisional , Zonal and branch 
offices and to expana the number of regional officers which
 
would concentrate on better credit operation and performance. A 
major emphasis would be on 
the filing and disposal of a greater

number of certificate cases. 25/ 

Finally, in early 1985, the Government decided to extend the 
expedited certificate procedures that presently apply to BKB and 
Grameen Bank to the nationalized commercial banks for the 

24/ D.O. No. ACD(Poly)gll(G)/84-7585, dated December 30, 1984, "ActionPlan for Recovery of Aricultural Loans 
- 1985" (see Annex 1,--TaDTe
6).
 

25/ See Bangladesh Bank Bulletin December 1984, p. 21. 
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to permit local managersrecovery of agricultural loans and also 

of those banks to serve as certificate officers. 6/ The use 

of bank managers as certificate officers would help alleviate 

the need for a greater number of civil servants to perform tinis 

the expedited certifiate procedurefunction. The extension of 

banks would provide for speedierto the nationalized cornercial 
concerningprocessing of the vast majority of such cases 

agricultural loans. The only remaining role for the civil 

the execution of suchauthorities and the courts would be 
still havecertificates although the Deputy Commissioner would 

the pcier of appointment of such officers and of general 

supervision over their work.
 

When implemented this extensivw, use (f bank branch managers 

and officers to carry out the certificate process might be the 

only practical short-term solution to Dutting teeth in the lean 

recovery process. It avoids confronting directly the present 

realities regarding restrictions on the hiring of new government 

employees and the difficulties that continue to be faced by bank 

officials in getting local certificate officers who civilare 

on helping tQ collect bank loans at aauthorities to concentrate 

time when collections of land revenue are decreasing. At the 

same 	time, the Deputy Commissioner would retain control-ever,
 

the process ttrough his appointment andand responsibility for, 

It also permits greater flexibility in
supervisory powers. 


tailoring the number of officers appointed in a given area to 

in that area. Given the cut-andthe number of overdue loans 

dried nature of the proceedings, the only question is whether 

of July 1, 1985, no Public Demands Recovery (Amendment)26/ 	 However, as 
Ordinance has been issued to this effect. 
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money is owed, and how much, and the main evidence is written
bank records. There should be little opportunity for abuse,
although close supervision may be necessary to avoid situations
where branch officials agree not to file a certificate if given 
a certain fee. 

The branch officers would require training to handle these
additional duties. The RFP Project will make scme

recommendations 
 later regarding the contents of such a course ofseries of lectures, as part of its general recommendations 
regarding bank training.
 

However, this extensive role for bank branch officers in thecertificate procedure is only likely to be effective 
 n the
short run. In the long run, It would be befter for bankers tobe concerned with banking and not be directly involved in the

legal process for collection. 
 Not only are they one party inthe situation, but this type of summary procedure gives indivi
dual bankers a great temptation to subvert the process as awhole by agreeing noL to issu. certificates for consideration.
 
In addition, the certificate procedure itself is a 
revenue
proceeding whose basic purpose is the collection of overdue landtaxes. Banks may no- wish tu have the procedure for the-collec
tion of their overdue loans asso iated with the always unpopular

procedure for collecting taxes.
 

In the long run, a special court for the collection of suchoverdues as part of or at th.? same level as the munsif courts

could both be relatively speedy and 
 provide the proper protec
tion both of 
 the rights of the debtor aid of the integrity ofthe banking system as a whole. Such :ourt could be a part-tire
court, using lawyers or orher persons who notare judges but hadspecial training to handle such cases. Such courts could bemobile in nature,;movino from one part of the ccuntry to the 
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other as in the old system of holding assises. The use of 

non-judicial officers would avoid the probler.s of adding new 

civil servants that would accompany the expansion of a new ccurt. 

D. Loan Security 

Closely connected to the legal proceduies for loan recovery 

itself are the questions of the efficiency of loan security. What type 

to what type of loan? How easy is itof security is required with regard 

to obtain other types of security into foreclose a mortgage on land or 

case of default? 

As with the procedures for loan recovery, the general conclusion is 

of security arethat the legal procedures for the recovery of all fcrms 

The only roblems arise because of largersufficiently clear and speedy. 
a crop is harvested or due

problems connected with ensuring monies when 

to the uncertain state of land records. 

1. Hypothecation: 

The Tk. 100 crore Special Agricultural Credit Program 

introduced the widespread use of the hypothecation of the crop 

itself as the major form of security for a crop loan, along with 

landless and worked the landsureties if the borrower was on a 

lease basis. The pref2rable surety was thesharecropping or 

the land that was leased or sharecropped. A similarowner of 
for the annual productionform of security is required crop 

27/ Hypothecation is a charge created on property or goods for the 

amount of the debt. It applies only to moveable assets and neither 

ownership nor protection is passed to the creditor. 



- 127 

loans, including the Intensive Summer Crop Production Program, 
the Intensive Transplanted Aman Program and the Intensive Rabi
 
Crop Production Program.
 

Ir addition, the fisheries loan program requires the 
hypothecation of the fish produced, as well as the personal 
surety of local respectable persons if the water body used is 
not owned by the borrower. L-	 In all such cases, the
borrower also signed a 
D.P. 	(Demand Promissory) Note in favor c
 
the Bank (see form inAnnex 2, Table 4). In similar fashion, 
deep tubewell loans are secured only by the tubewell itself.
 
9/ However, loans 
 for shallow tubewells, L0/ spring 
tubewells, L rental low lift pumps L/ and Irrigation
 

28/ See ACD Circular No. 14/83, dated November 30, 1983, "Finaiicing of
FisheriesProgramme, 1983-84", para. 8.
 

29/ 	 See ACD Circular No. 11/82, dated August 13, 1982, "DTW
 
Financing-Collateral".
 

30/ 	 See ACD Circular No. 4/82, dated April 26, 1982, "Marketing of
Private Sector's Imported STWs Through Credit".
 

31/ See ACD Circular No. 1/83, dated January 4, 1983, "Financing of

Spring Tubewells".
 

32/ See ACD Circular No. 15/82, dated October 11, 1982, "Term Financing

for Selling of Rental LLPs".
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equipment generally L are secured not only by the equipment 

but also by the mortgage of generally 1/2 acre of land as addi

tional collateral. L The IDA-funded Minor Irrigation Pro

ject 	(IDA Credit No. 1147-BD) which has mainly funded shallow
 

tubewells (STWS) also requires security in the form of hypothe

-cation of the assets created out of the project lending and 

either the mortgage of land or the signature of personal sure

ties 	as additional collateral. 

Hypothecation of crops or equipment gets around the problems 

of providing loans to landless farmers. 3_5/ However, hypothe

cation contains risks that are not connected with a land mort

gage. Since neither the assets themselves nor any form of 

ownership deed for the assets is in the hands of the bank, the 

equitable charge created by the hypothecation can be defeated by 

the borrower either selling the goods or pledging 6/ the 

33/ 	 See ACD Circular No. 5/81, dated April 25, 1981, "Term Finance for 
Sale of Irrigation Equipments". 

34/ 	 The 1/2 acre requirement applies to spring tubewells and shallow 
tubewells. There is one acre minimum requirement for low lift pumps. 

35/ 	 For security purposes under law, a "landless farmer" is one who owns 
no land other than homestead land. Homesteaa land cannot be
 
attached and sold by order of a court as it, along with agricultural 
tools, cattle and seed grain, are considered required minimum 
elements for the earning of livelihood under Section 60 of Code of 
Civil Procedure, 1908 (Act V of 1908), as amended. This definition 
under the Grameen Bank Ordinance defines a "landless person" as one 
who owns less than 0.5 acres of cultivable land or land and moveable 
assets worth not more than the value of one acre of cultivable land 
in that union. 

36/ 	 A pledge is a charge created on property or ecods for the amount of
 
a debt in which the moveable assets are delivered into the actual or 
constructive possession of the lender. 
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goods to a third party acting in good faith. In addition, a 
prior hypothecation of the same goods would put the bank in an 
inferior position, as would persons claiming under rights
 
obtained under the Insolvency Acts. 

Thus, banks must have sufficient staff to adequately 
supervise such loans, particularly to be able to ensure that
 
they receive the amounts due to them when crops are harvested or 
fish sold. At present, such supervision at many bank branches
 
is inadequate, 
this has added to the problems of loan
 
recovery. 
However, this question of efficient administration is 
the important one. The legal procedures for attachment and sale 
are iuite efficient. 

With regard to agricultural produce, Section 16 of the 
Public Demands Recovery Act, 1913, provides for its attachment 
by the affixing of the warrant of attachment upon the land where 
a growing crop is located, and where the crop has been cut or 
gathered, as well as at the ordinary residence of the 
certificate debtor or at the place where he carried on his 
business or is known to have resided last. 
At the moment of the 
affixing of the warrant of attachment, the produce is dee~ned to 
have passed into the possession of the certificate officer. 
3_7/ Thus, the only proolem is acting quickly. 

37/ Section 16 of the Code of Civil Procedure, 1908, however, allows theGovernment, by a general or special order published in the OfficialGazette, to declare that any portion of agricul tural produce orclass of agricultural produce, as is adjudged to be necessarythe purpose of provicing until the next 
for 

harvest for the due cultivation of the land and for the support of the judgment creditor anahis family shall, for all agriculturists or any class of agriculturists, be exempted from liability to attachment or sale in executicn 
of a decree.
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With regard to other types of security, Section 17 of the 

Public Demands Recovery Act, 1913, states that the provisions of 

the general rules on attachment and sale under Section 60 of the 

Code of Civil Procedure, 1908 (Ac No. V of 1908) will apply to 

property to be attached and sold in execution of a certificate. 

These rules are quite summary in nature, and appear to be 

efficient in practice.
 

2. Land Mortgage
 

Despite the recent emphasis upon hypothecation as a form of 

security, a land mortgage remains the preferred type of security 

for bank loans. As noted above, owners of land are generally
 

required to mortgage that land for all types of loans ana the 

requirement of a personal surety with land holding is meant to
 

replace the fact that the borrower himself does not own land or 

land of sufficient value to serve as security for the loan. The 

general form for the Mortgage Deed (Annex 2, Table 2) indicates
 

that the main form of land mortgage used by banks in Bangladesh
 

is the so-called mortgage by deposit of title deeds. The title 

deeds for the property, as well as the mortgage deed itself, are 

deposited with the bank. The bank is granted the right to sell 

the property without first going to court, under the provisions 

of Sections 58(f) of the Transfer of Property Act, 1882, as
 

amended. This is a very summary procedure which can be acted on 

quickly.
 

The problems connected with the use of land as security are 

not those of legal procedure, but are general problems connected 

with the proof of land ownership due to out-of-date and incom

plete land records. Bangladesh inherited the land settlement 

system first introduced by Lord Cornwallis in 1793 by which
 

revenue records of land ownership were updated every 20 to 30
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years. After independence from British rule, the East Bangal
State Acquisition and Land Tenancy Act, 1950, eliminated the 
Zamindars and other middle men who had served as tax farmers and 
set a maximum level of land holdings at 300 bigha per family. 
In the wake of these changes, new land settlements were made 
throughout the country. However, the last 25 years have seen a 
lack of effective upkeep of the land records system. Both the 
Muslim and Hindu laws of inheritance provide for inheritance by

all sons and daughters, thus, both for the fragmentation of land 
holdings and for the continual creation of new legal rights to 
land holdings. The disruptions caused in the wake of the 
liberation struggle also contribute to the uncertainty regarding 
land rights. Thus, there are many instances of persons using
land as security for which they are only one of many owners, of 
land being mortgaged more than once, of the obtaining of a title 
deed for land to which one has no right, and similar types of
 
abuses.
 

In order to counter some of th,;se difficulties, banks have 
generally sought from the borrower both a letter of undertaking 
(halapnama), oa stamp paper, that the land being mortgaged is 
under his possession, and a non-encumbrance certificate from the 
Land Registrar's Office that such land is free from any encum
brance. However, the obtaining of these documents has been 
costly and time consuming for the borrower. 
In the case of the
 
non-encumbrance certificate, some Registrar's offices have
 
refused to issue such certificates because ofothe lack of 
knowledge due to the status of the land records. Recently, ACD 
has asked banks to accept instead only a letter of undertaking 
without a stamp fee. LS/ In practice, such a letter is enough 

38/ See ACD Circular No. 14/83, dated November 30, 1983, "Financing of

Fisheries Program, 1983-84", para 8.
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if bank officers visit the location and check land records fcr 

at least 12 years (the period for adverse possession rights to 

accrue). However, many times such an investigation is not 

conducted.
 

to help allevi-The introduction of the credit passbook was 

ate the problem by providing a record of legal security. As 

dues providediscussed below, the present form of passbook not 

such a precise definition of land rights. What is required in 

the long run is the amendment of the passbook to achieve this 

security purpose and the introduction of a modern land recorcs 

system to provide greater certainty of title. In the short run 

the present security documents are sufficient if combined with 

an a, quate investigation of the security providea. 

E Credit Passbook 

ACD Circular No. 21/84, "Agricultural Croo Loans - Arnual Basis", 

dated October i6, 1984, in its paragraph 6, introduced the passbook sys

tem for farmer borrowers to improve the efficiency of lending and loan
 

recovery procedures. The attached Annex II of that circular ccntains a 

form for the passbook. (See Annex 3,Table I). Such a passbock system 

means not only of improving loanhad been considered since 1978 as a 

recovery and assisting in the elimination of the problem of the same 

security being used for separate loans from separate banks but also of 

updating land records. Thus, it was first considered that it should be 

prepared and issued by the Board of Land Revenue so that it could serve 

as a legal record of land rights. However, agreement could not be 

reached between the two agencies on the exact nature of the passbook so 

Credit Department went ahead with the introducticn ofthe Agricultural 
its own form. That form contains information regarding the general lcca

tion of land owned, mortgaged, leased or sharecropped by that ParticulLr
 

individual, his animals and agricultural implements, the value cf his
 

annual production and sales, his annual production plans ana previous
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sanctioned loans (with loan account numbers), 
the monthly account of
 
payment of loans, and his record of savings of the bank, 
as well as a
 
photograph and signature or thumb impression for identification purposes.
 

The passbooks are to be issued by each bank and internal circulars,
attaching the ACD circular, sent by BKB and each of the four nationalized
 
connercial banks to their branches. Passbooks based upon Annex II of the
ACD Circular have been prepared by the banks but the progress of
introduction at the branch level has been slow. In the meantime, ACD
 
Circular No. 6/85, dated June 15, 1985, "Financing of ITAP 1985", has
 
been issuea. 
Paragraph 4 of that circular indicates that persons will
 
not receive loans under 
 the intensive Transplanted Aman Program if they
do not have, or are unable to get, a passbook.
 

As of July 1,1985, detailed instructions regarding the issuance of
 
passbccks and safeguards for protecting the security of the passbook

system nad not yet been issued. However, there are already some
 
differences in the 
 form of passbooks between banks and even within 
regions of BKB. 
 BKB branches intwo different divisions of the country

have been 
 issuing slightly diffcrent forms of passbook. Inaddition, the
 
Rupali Bank passbook is different from that issued by BKB. 
 In neither
 
case is there a special numbering system or other security device that
 
would help eliminate the development of phony passbooks. 

Unfortunately, the outside pressures to have an operating passbook
system by Septenber 30, 1985, have created a 
situation where its

introduction may prove to be a step backward, rather than a step forward. 

In the first place, the present form of passbook is flawed thatso
its introduction is unlikely to be successful and may even worsen the
position of small farmers. The most critical point is that the passbock,

alone, cannot fulfill the fundamental purposes of security and 
identification for which itwas originally envisioned. 
 Because of
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failure to reach an agreement with the Board of Revenue, the passbook
 

does not contain a legal description of land which is owned by or on
 

which the passbook holder has legal rights. It does not contain an
 

extract from the land records which would allow for precise 

identification of rights. Thus, the Bank is not protected with regard to 

its security and the small farmer does not have a document to show to the 

bank which does not necessitate another visit to the land records office 

and the payment of additional monies for a new copy or certification. In 

the larger picture, the passbook does not assist the Government of 

Bangladesh to modernize its land recorJs for use for other purposes. All
 

that the present form of passbook provides is a photograph and a general 

listing of amount of land owned, mortgaged, leased and/or sharecropped by
 

in that village as attested to by the Union Parishadthat individual 

Chairman or a Ward member. Nut even any identification of adjoining
 

owners is provided. One has no way of knowing if several persons in the
 

village are claiming the same land. Liens or other obligations of the
 

passbook holder are not shown, as they would be if backed by a land 

record.
 

This , pe of imprecision also opens the system for abuse by local
 

influentials. This possibility appears to be magnified by the predomin

ant role of the Union Agricultural Credit Committees (UACCs) in deciding
 

who receives passbooks. As presently formulated, the applicants are to 

submit their applications for passbooks to the UACCs, along with their 

to ftiat of the Special Agriculturalproduction plan, a procedure similar 


Credit Program. A small farmer is supposed to be assisted in the
 

the Supervisor from the
preparation of such a production plan by Block 

Department of Agriculture. However, such persons have generally wanted a 

rather large fee for their services. They also have been often very
 

friendly with the members of the Union Agricultural Crecit Committees who 

might refuse to approve any production plan not developec by a friend 

with whom they might have a business arrangement. Certif-:ation by the 

Thus, theUACC would then be required before a passbook would be issued. 


that passbooks might be issued to big farmers while creditworthyfear 

small farmers might not receive passbooks because they haa not 
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been regular borrowers before is well founded. This system for granting
passbooks would seem to retain the detrimental conditions associated with 
the UACCs from the SACP Program. In many ways it would be worse if the 
passbook became a universal requirement for obtaining loans, one that 
could not be met by many small and landless farmers. 

A third point is that each bank in a local 
area would have its own 
passbook. Banks a givenin area are supposed to communicate with each 
other, but at present there appear to be large gaps in such communication
 
and one cannot automatically assume that the situation will 
improve in
 
the future. 
The imprecision of the description of security only

increases the likelihood that one man 
or members of the same family will
 
use the same security for several loans. 
 This problem would be lessened
 
if only one passbook were Issued by the lead bank in each area which
 
would be used by all 
of the banks. Such a system would also be more
 
likely to enforce uniformity 
in type of form used for passbooks.
 

The introduction of passbooks also raises the question of what type

of program for loan 
 recovery best increases such recoveries while not
 
hurting agricultural production and 
 the condition of small farmers, at
 
present, it tois thought introduce a rigid policy by which no defaulters
 
can receive a passbook and rio person without 
a passbook can receive a
 
loan. 
 However, the rich defaulters will probably find a way to get a
 
passbook issued to someone 
 in their family while the poor farmers are
 
those most likely to be penalized. If this occurs, 
 then the passbook 
system wil be adjudged a failure from its beginning. Thus, some very 
basic decisions must be made about what is the definition of a "willful
 
defaulter", how different types of loan programs will be treated, and
 
similar matters. 
 At present, there is very little information about what 
types of loans are not being repaid. 
The RFP survey of borrowers and 
branch managers is gathering such information for use in developing a 
comprehensive loan recovery program. This information will be available 
in early 1986 and should assist in the development of final policy on 
passbooks. 
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Finally, a passbook system is only likely to be successful if its 

if banks actively seek farmersintroduction is active in nature, that is, 

to whom to give passbooks. Such an active system would have been better 

introduced as part of a procedure for updating land records and 

It would be hard to get farmers to seekprotecting land rights. 

they also were not sure that they would immediately getpassbooks if 

a passive system of waiting in bank offices would ensureloans. However, 
to benefit. Inthat the most sophisticated persons are the most likely 

the cross-checking of landaddition, an active approach would allow for 

rights information that is necessary for the banker in addition to a
 

review of extracts from the land records. 

Given the above, it would be preferable to amend the passbook form 

so as to provide for the copying of the relevant extract from the land 

records, or the terms of a lease or sharecropping agreement attested 
by
 

the parties or the passbook itself, with such again attested to, 
as at
 

ward member
present, by the signature of the Union Parishad Chairman or a 


to identify the person and that the information given with regard to the
 

number of acres of land in each of the categories of ownership under
-

irrigation mortgaged, leased and sharecropped - is
irrigation and whether 


accurate.
 

it would be necessary for the Bangladesh Bank to issueIn addition, 

uniform instructions if one passbook was to be prepared by the lead bank 

in each area and to provide for a security system for such books. 
The
 

issuance of such instructions, and other as required, are necessary 
if
 

the integrity of a passbook system is to be preserved. 

F. Role of the Union Agricultural Credit Committees (UACCs) 

The Union Agricultural Credit Committees (UACCs) represent an 

concerns into the
intrusion of general local 	administration and political 


Abuses in recommendations of qualified
bank loan-making process. 
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borrowers by members of UACCs beenhas one of the major reasons for the 
low loan recovery rate under the Special Agricultural Credit Program
(SACP). Thus, wouldit probably be an improvement if all decisions to 
grant or deny credit were made the responsibility of the bank management

alone. 
This would add to the professionalism of the banking system and
 
avoid its direct involvement with local politics. 
In addition, there are
 
specific legal provisions for punishing bank officials who give out loans
 
to relatives and friends. Further, one can affect his future promotion
and career directly. There noare clear penalities for members of the 
UACCs who violate the trust of the Government and the bank involved.
 

However, one cannot avoid consideration of the problems that led to 
the formation of the UACCs in the first place, especially the problem of 
the small 
or landless farmer in showing sufficient security for a loan to
be granted. The most obvious alternative to security in the form of land 
is the guarantee of one or more sureties who hold high and respected

positions in the community. The establishment of the UACCs 
 was an
 
attempt to provide such a systea on a general basis. 
 However, the
 
members of those committees 
were not required to guarantee the loans made 
to the persons whose names they put on their approved lists, thus, they
did not suffer when such loans were not paid and had no stake in the SACP 
program. 
Often they and their families and supporters were the greatest

abusers. A system of committees whose members 
 both made lists and acted
 
as surety for the loans made 
 to these individuals might prove a better
 
system for providing loans 
 to the poor and landless. It also would give
local political leaders and influentials a direct stake in loan recovery.
However, past experience would not lead one to optimism in this area. 
The group guarantee approach typified by Grameen Bank, the Swarnirvar 
Program and the type of reformed cooperative societies program discussed 
in Section Ill(G) in which members of the group/society act as surety to 
the loan would seem to have a better chance of success. 

A pilot project using bank reviews of loans alone should indicate if
 
such a process is viable in present-day Bangladesh. As noted in Section 
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II1(E), a decision must be made quickly to avoid the type of problems 

with the credit passbook system that were faced by the SACP. If such a 

decision cannot be made, then the members of the UACCs should be made to 

bear personal responsibility for loans made to persons whom they recom

mended for passbooks. 

G. Group Borrowers/Cooperative Societies 

The low level of assets of most potential borrowers in rural 

Bangladesh means that credit for tubewells, tractors and other types of 

equipment and storage facilities is best given in a situation where there 

is a group to act as guarantor or surety for repayments. 

Bangladesh has already had much experience with lending to groups, 

particularly to cooperative societies. As noted previously, much of this 

experience has not been happy. Cooperatives, even the Comilla Coopera

tives, have tended to be controlled by the rural elite who gained control 

of the society managing committees and granted themselves loans which 

were never repaid. Despite efforts to stop them, these abuses have 

continued. As of June 30, 1982, the BSBL (Apex Cooperative Bank) had
 

shared capital and reserves of Tk. 1,167.23 lakhs as compared to bad and
 

doubtful debts of Tk. 3,863.77 lakhs, with overdues of Tk. 43.84 crore
 

(principal) and Tk. 29.54 crore (interest). 39/ 

The prior legislation for cooperatives, the Cooperative Societies 

Act, 1940 (Bengal Act XXI of 1940), did not provide sufficient clarity 

39/ Based upon Bangladesh bank estimated cited in Sambhu Nath De,
 
Strengthening and Developing the BSBL Credit System, Final Report 
(under IDA Credit No. 1147-BD, Technical Assistance for 
Cooperatives) (Dhaka: June 1984), p. 96.
 

http:3,863.77
http:1,167.23
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with regard to the treatment of defaulters. It permitted persons who had 
defaulted on their loans to continue to serve on a')e managing committee 
of that society, and for such persons not to be automatically excluded
 
from receiving new loans until they had repaid the 
defaulted lo;:a. The
 
new Cooperative Societies Ordinance, 
 1984, (Ordinance No. 1 of 1985) has 
a number of stiff provisions wlhich close the legal loopholes with regard 
to such abuses. (see Annex 4 for list of new provisions added.) 

In particular, new" Section 19 of the Ordinance provides that no 
member of a society shall be eligible to be elected as an officer of that 
society or an affiliated society if he defaulted upon the payment of any 
loan. In addition, the Government may remove a meeoer or the managing 
committee, by order in writing, if it is satisfied that he is abusing his 
position as an officer or otherwise acting in a manner prejudicial to the 
irterest of the soiety. If a person is so removed, he shall be 
disqualified for a pcriod of up to 5 years from being a member of officer 
of that society or of any other cooperative society (new Section 26). In 
a parallel provision, the Government may disqualify a person for a period 
of up to 5 years fro., being a member or officer of a cooperative society 
if he abused his position or acted prejudicially in that or any other 
cooperative society (new Section 27). Further, a specific restriction is 
placed on the maximum amount of loans that can be made to a cooperative 
)ank, based upon the amount of deposits he han in the banks. Tha.t 
iaximum is 
set at 95% of such deposits [Section 39/(3)]. Finally, the 
definition of misdemeanors under the Ordinance is extended to include the 
Following:
 

1. continuing as a member of the managing committee of a 
cooperative society even after being disqualified under this 
Ordinance [Section 127(c)]. 

2. not repaying a financing bank any amount recovered from loanee
 
members which that society or person is bound to deposit as 
repayment with such banks [Section 127(d)]. 
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3. 	 collecting share-money, deposits or other funds for a society 

and depositing such funds with the society or its financing bank 

within a reasonable period [Section 127(e)].
 

4. 	 Wilfully neglecting or refusing to do any act or furnish any 

information requirea by the Registrar [Section 127(f)]. 

Such misdemeanors may be penalized by a fine in in amount set by the 

Registrar (Section 127). 

Thus, the Registrar of Cooperatives now has specific offenses of 

abuse of the trust of cooperative societies and banks to enforce, and 

early 1985 has seen a number of such cases brought against managing 

committees and directors of specific societies. 

The 	reformation of the cooperative system in the long run, however,
 

probably requires a link with the commercial banks and the abolition of 

the concessional financing (at 21 2%below the normal interest rate) to 

the BSBL by the Bangladesh Bank, even if a scheme can be worked out to 

repay and/or cancel the debts of the three-tier cooperative system as a 

whole. The presence of subsidized monies is generally an inducement to 

capture by those who are sophisticated enough to use -the sys*em. -That is
 

the worldwide experience regarding many types of cooperatives and it fits 

the experience of Bangladesh. A better model is the granting of loans to 

the Comilla (IRDP) cooperatives by the nationalized commercial banks, 

whose lending practices as scheduled banks are supervised by the Bangla

desh bank. Thus, the cooperative banking system would be supervised not 

only by the Registrar of Cooperatives but also by the standards of the 

banking system as a whole. Both would need to be effective if abuses are 

to be avoided in the way that loans to societies are used. 

Given the difficulties of eliminating abuses with regard to loans to 

cooperative societies, other types of-group lending appear ore 
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attractive in which loans are given 
to individuals within the group with
 
the entire group (as individuals) or one or two members 
,fthe aroup

acting as personal surety. However, the problem remains as how to keep
such lending honest, that is, how to avoid abuses by certain me' bers of
the group at the expense of other members and how to enforce the group
surety that makes it possible for banks to defend loans to individuals 
who would not otherwise be considered to have sufficient collateral. The
Grameen Bank relies upon requiring compulsory deposits, weekly payments
and close supervision, in addition to the surety of one o) more other 
members of the group. 
However, this type of program has large adminis
trative costs which could generally not be borne by large-scale banking
operations. 
 BKB and other banks have begun to give loans to members of
 
Swarnirvar (self-help) groups of 6 persons who have each opened an
 
account with a minimum deposit of Tk. 35 or more. the other members of
the group then serve as surety for a loan granted to one member for pro
ductive purposes. The local Swarnirvar organization receives a fee of 
part of the interest paid for generating and supervising the loan.
 
Again, as with Grameen Bank, 
this system relies upon extraordinary
 
measures which probablycan not be built into a banking system in the
 
long run. Further, at the BKB branches that we visited, more than one
 
loan was being given 
 to members of the same group at the same time.
 
Thus, the normal self-policing tendencies of the other members 
 of the
 
group, and the discipline thus imposed, 
 were not allowed to operate.
Based upon previous experience with similar types of organizations, it is

this additional factor that is required for success. In addition, unlike 
the Grameen program, the compulsory deposit required for the Swarnirvar
 
program appears to be very small with regard to the size of the loan
 
granted. A deposit by the group as a whole of at least I0N of the loan 
amount should be required as additional security. 

the problems of the group approach as a means to providing lcans to 
poor persons has a long history in Bangladesh but there is no long
history of success. Stronger and more precise regulation is required and 
all organizations involved should be the subject of unifom rles set for 
the banking system as a whole. 
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H. 	System for Identifying and Policing Overdue Loans
 

The final area to be considered regarding loan recovery is that of 

developing an effective system for identifying and policing overdue 

loans. The problem of constructing an effective program for loan 

recovery is exacerbated by the lack of a uniform system for identifying 

overdue loans by type and size of loan, age of loan and part record or
 

repayment along with some form of notation regarding the reason for
 

non-payment (where this is known or can bf surmised). Such a system 

would help to pinpoint the type of program that might be more successful 

in a certain type of overdues situation. 

At present, ACD Circular No. 3/84, dated February 9, 1984, 

"Classification of Overdue Agricultural Loans", sets out the following 

three categories: 

1. 	Substandard loans - loans or loan instalments running overdue 

for periods exceeding 3 years. 

2. 	Doubtful loans - all loans or loan instalments which continue to 

run overdue without having any repayment during the last 5 

years, in spite of the pursuing or recovery and the taking of 

action through the Certificate Procedure. 

3. 	 Bad Debts (Loss) - a loan or portion thereof which is proved 

beyond doubt to not be recoverable due to: 

(i) death of the loanee or his surety. 

(ii) 	 the passing of a reasonable amount of time after the 

issuance of a certificate. 

(IiI) loss cases. 
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(iv) the disposal of mortgaged properties by the bank or 
other competent authority at a value that Is less than 
the amount ownec. 

(v) the loan having been disbursed to persons who are not 
traceable.
 

Final recommendations in this area will be made after the completion 
of the comprehensive review of loan procedures. Moreover, any 
adequate policing procedure for loans must include a system in which 
loans are declared as delinquent after non-payment for a period as
 
short as three months, rather than waiting to declare a loan to be 
substandard at the end of the statute of limitations period of three 
years for filing claims for monies due. Such continuous supervision 
is required if large scale collection is to be achieved. 

In addition, one must aiways keep in consiceration the lack of
 
ince.ative caused by the failure of the Inccme Tax 
 Act to allow bank,
 
to deduc t a proper allcwarce for 
a bad debt reserve. The formulation 
of such a prcper reserve is a discipline that is closely tied to the 
effective colle-tion of loans. It would require the more precise 
definition of terms such as "reasondble amount of time" or the 
amo':n: of time to be allcwe before a person is considered as not 
traceable in the definition of the "bad debts (loss)" category in 

ACD Circular 1.o. 3/84. 
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IV. SAVINGS MOBILIZATION
 

A. Introduction
 

Aside from consideration of problems arising from the loan 

Project is also focusing upon the improvementprocess, the Rural Finance 

of rural savings mobilization. A number of suggestions have already been
 

savings in Bangladeshmade regarding the types of programs to encourage
40/

based upon experience in other countries.- The borrower survey to be 

in the last part of 1985 will also gather information on whatconducted 

types of programs are likely to be successful. In addition, the 

discussion of group borrowing above (section III (G)) noted the linkage 

of borrowing with compulsory saving under the loan programs of the 

Grameen Bank and the Swarnirbar (Self-help). 

Rural deposits in the banking system have increased quite rapidly 

since 1975, both in absolute terms and in terms of percentage of total 

deposits. As noted in the section on background above (Section II,) 

rural deposits ii~creased by 15 times to Tk. 1602.5 lakhs during the ten 

year period to December 1984 while total bank deposits increased by only 

8 times. Thus rural deposits increased from 9.5% of total deposits to 

18.0% of total deposits. During the same period, as also noted 

previously, rural credit increased from 3.4% to 25.8% of total advances.
 

savings deposits with checking facilityIn addition, since July 1984 

40,' George Behymer, Arthur O'Donnell & Mr. Omar Choudhury, Savings 

Mobilization in Banoladesh A Preliminary 'Overview Paper 3 

in Volume 5 Final PRelort, Rural Finance Project 
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made 	in branches of banks in rvral 
areas- -1
/ by individuals- 2 have
 
received higher interest than that given on 
similar deposits in urban
 
areas. 
 InJuly 1984 the rate for such rural deposits was increased to
 
9.5% per annum from 8.5 per annum.43/ 
 This rate was increased to 10.5%
 
per annum from January 1, 1985. 
Also, from January 1, 1985 a similar
 
different rate was introduced for savings deposits without checking
 
facilities. 
 The interest rates for such deposits in rural 
areas is now
 
11.0% per annum as compared to 10.0% per annum in urban areas. 
 Similar
 
differential 
rates had been in effect from 1977 to 1980 for both savings
 
deposits without checking facilities 4/ and fixed deposits of up to 2
 
years.- / Such rates did stimulate a dramatic increase of such fixed 
deposits in rural 
areas, but mostly for large accounts. There are not
 
yet results with regard to the present differential interest rate policy 
on savings deposits alone.
 

41/ 	 "Rural Areas" are defined as anywhere outside of Metropolitan Dhaka,
Chittagong and the Municipal Areas of all 
Divisional and District
Headquarters (Present Zillas).
 

42/ 	"Individuals" are defined as those who are not firms, compan4es,
corporations and other corporate bodies. 

43/ 	 See BCD Circular No. 27'84, dated July 24, 1984, "Interest Rate on

Savinas Deposits".
 

4/ 	From October 1, 1978 to October 15, 1980, new savings accountswithout checking facilities in rural 
areas carried an interest rateof 7.75% per annum, 9.0% per annum in vrban areas.
 

45/ 	 Rates for fixed deposits in rural 
areas for 3-6 months were 8.5% per
annum (as compared to 9.0% in urban areas) for December 15, 1977 to
October 15, 1980. Fixed deposits for a period of 6 months 
- I year
had an interest of 8.5% per annum (as compared to 9.5S in urban
 
(Footnote continued to page 1.
 

http:annum.43
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Unlike the area of rural credit, the main problems connected with 

rural savings mobilization for the formal banking system appear to be 

with regard to marketing and the providing of better and more secure 

banking service. More aggressive approaches which tied depositing to
 

preferential treatment in receiving loans and the introduction of a
 

mobile banking system, especially to collect the savings of women, as 

well as the targeting of different types of contract saving for different 

areas would seem to be the main points of such a program. Each of these 

types of programs have been discussed many times before in Bangladesh and 

have been tried on at least a limited basis. However, as with so many 

other things, there does not appear to be the incentive and administra

tive system in place for the sustained effort required nor has the 

banking system yet been able to overcome problems of integrity as viewed 

from the local level. 

Thus there are no major laws or regulations which should hincer 

savings mobilization in Bangladesh. However, there are three areas of 

potential restrictions that merit discussion. They are: 

1) restrictions on withdrawal 

2) use of account by heirs of account-holoer 

3) confidentiality of account information 

(Footnote continued from page 145Y 
areas) for the period December 15, 1977 to September 30, 1978 and 
9.0%per annum from October 1, 1978 to Octcber 15, 1980. Fixed 
deposits for a period of 1-2 years had an interest rate of 9.25% (as
 
compared to 8.25 in urban areas) from Decemoer 15, 1977 to October 
15, 1980. 
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B. 	Restrictions on Withdrawal
 

At present, a depositor can only withdraw up to 25% of his
 
balance with a maximum of Tk. 10,000 per week without notice and a higher

amount only with 7 days' notice. However, this does not appear to be a 
problem In practice. The recent survey by the Bangladesh Institute of

Banking Management (BIBM) 
 for the National Commission on Money, Banking
and Credit46 / did not discover that borrowers had significant problems
 
in the making or withdrawing of deposits.
 

C. 	 Use of Account by Heirs of Account-Holder 

However, the BIBM study did mention the problem of heirs
 
withdrawing money 
 from 	the account of an account-holder after his death
 
until such an heir has gone to court to prove that he is Indeed the heir
 
under the Succession Act, 
 1925), as amended. That procedure can indeed
 
take a considerable time but 
it is important to safeguard the right of 
other potential heirs. The BIBM study suggests that some expedited
procedure be found by which the account holder may designate an heir with 
regard to that account at the time that the account is opened. Given the
general lack of passage of most property by will in Bangladesh, such a 
recommendation should be considered. However, such designation wll not 
overcome the 	general presumptions of both Muslim and Hindu law regarding
the passage of property by inheritance. Further, it is possible now to 

16/ 	 BIBN, Summary of Findings of the 	Surveys on the Apraisal ofCustomer Services of 	Sch eduleo BanksofBanoladesh and Some
Recommendations (Draft:June 1985). 
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set up nominee accounts, joint accounts, custodian/guardian and trustee 

accounts if one wants money to be under the control of one heir to the 

exclusion of others. The present system by which bank accounts are 

transferred on death by either the general wishes of the deceased as 

expressed in a will or under the relevant laws of inheritance is 

preferable as a protection to all parties involved. 

0. Confidentiality of Account Information
 

The RFP Report on savings mobilization in Bangladesh noted that
 

its field visits indicated the method of making deposits and withdrawals 
and the keeping of account records was very public and that branch 

managers were worried that this lack of confidentiality was keeping some 

potential customers from opening accounts. In addition, the recent 

action requiring the deduction of 10% of the interest earned on fixed 

deposits as a tax has worried depositors about the confidentiality of 

their accounts. Generally, such confidentiality is protdcted by common 
law precedents and by the Negotiable Instruments Act, 1881. However, a 

specific regulation of the Bangladesh Bank in this area would be welcome 

along the lines of the recent statement that the names, addresses and 

account numbers of depositors who had fixed deposits would not be 

divulged to the head offices of the banks or to any other agencies. 
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V. GENERAL PROBLEMS OF ADMINISTRATION AND MANAGEMENT
 

As a final section, several types of issues with regard to general
problems of administration and management of the rural finance system

will be mentioned. These issues relate to the efficacy of any such 
system and reflect more general considerations with regard to
 
administration inBangladesh.
 

A. Policing of Non-Bank Financial Institutions
 

At present, the Bangladesh Bank does not have effective
 
regulation of those financial institutions which are exempt from the

provisions of the Banking Companies Ordinance, 1962 (Ordinance No. LVII
 
of 1962). These institutions include the Grameen 7 /
Bank,cooperative banking network the

(including the Apex Cooperative Bank
 
(BSBL),
 48 / and the Bangladesh Rural Development Board which is 
responsible for supervising the Comilla cooperative system. 
The Grameen

Bank is under the control of its Board of Directors w~lich consists of 12 
persons, including the Chairman and Managing Director, three persons
appointed by the Government, four persons appointed by the 
borrower-shareholders, 2 persons who are appointed by the Government frcm 
among the Managing Directors of the Krishi Bank or the commercial banks 

47/ Grameen Bank Ordinance, 1983 (Ordinance No. XLVI of 1983), Section4(3). However, Section 4(4) of that Ordinance permits theGovernment, by notification in the Official Gazette, to direct that
specific provisions of the Bonking Companies Ordinance, 1962, are
applicable to Grameen Bank.
 

48/ The C'3perative Societies Ordinance, 1984 (Ordinance No. I of 1985),
Section 3. 
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nationalized in 1972 and a woman appointed by the government who has 

experience in working with landless persons.4 9/1 Thus 3 of the 12
 

directors are appointed by the Government which is a 60% shareholder of
 

the Bank. These appointments are made by the Minister of Finance. The
 

cooperative banking network is regulated by the Registrar of Coopertives 

under the Ministry of Local Government, Rural Development and
 

Cooperatives. The Bangladesh Rural Development Board is controlled by a 

Board of Directors whose Chairman is the Minister of Local Governmert, 

Rural Development and Cooperatives and whose other 15 members include the 

Secretary of the Rural Development and Cooperatives Division of that 

Ministry, as Vice Chairman, and the heads of the relevant divisions of 

Agriculture and Forests, and Fisheries and Livestock in the Ministry of 

Agriculture, the Finance Division in the Ministry of Finance, the Energy 

Division in the Ministry of Energy and Mineral Resources, the Ministry of 

Irrigation, Water Development and Flood Control, and the Local Government 

Division. It further includes the Member of the Planning Commission in 

charge of rural development; the Chairmen of the Bangladesh Agriculture 

Development Corporation, one of the two Directors of the Bangladesh Rural 

Development Academies at Comilla and Bogra; the Registrar of Cooperatives 

Societies; the Chairman of the Bangladesh Small and Cottage Incustries 

Corporation, 5 megers elected by the National Federation of Thana (now 

Upazila) Central Cooperative Associations; one merber nominated by the 

Government from the major financial instituticns who are financing such 

Cooperative Associations; one member nominated by the Bangladesh Jatiya 

Somabaya Union and the Director-General of the Board, who shall serve as 

its Secretary.L 0 / The Cooperative societies systems and the Grameen 

49/ 	 Grameen Bank Ordinance, 1983, Section 9. 

50/ 	 Bangladesh Rural Development Board Ordinance, 1982 (Ordinance No.
 
LIII of 1982), Section 5.
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Bank are important elements of a viable rural finance system and their 
successes and deficiencies should be known to the Bangladesh Bank so that 
it can have effective control over the rural credit system as a whole. 
It is particularly important that the Central Bank have up to date
 
information regarding amounts 
 and types of deposits, amounts and types of 
loans made, overdue loans and ages by category, and of costs and profits

for operations as reflected at least in annual balance sheets and profit
and loss statements. It must have the authority to compel the production
of such documents at the appropriate times and based upon uniform forms 
and procedures. The Bangladesh Bank must also prescribe uniform 
requirements in accounting and audit and inspection. 

At present, Section 53 of the Bangladesh Bank Order, 1972 gives the 
Bank broad discretion to give directions to non-bank financial 
institutions regarding the conduct of their business. Section 55 of that 
Order permits it to inspect the books and accounts of such institutions.
 
Section 52 of the Order permits the Bank to 
specify what statements
 
should be submitted 
 to it. Cooperative societies are specifically

exempted from the aplication of these principles and 
 no changes were made 
in this situation by the new Cooperative Societies Ordinance, 1984. What 
is required is that the Registrar of Cooperatives issue an order 
encompassing the above matters of uniformity and that he receive the 
reports stated from the secondary bank and the Apex Cooperative Bank 
(BSBL) and order that a copy simultaneously be sent to the Bangladesh 
Bank. 
 In the long run, however, the cooperative system should be brought 
under the provi Ions of the Banking Companies Ordinance, 1962.
 

With regard to Grameen Bank, the above cited sections of the 
Bangladesh Bank Order, 1972 would give sufficient authority the Bankto 
to impose the needed rules. anAs alternative the Government should take 
advantage of Section 3(4) of the Grameen Bank Ordinance, 1983 and, by
notification in the Official Gazette, state that the Grameen Bank is 
subject to the provisions of the Banking Companies Ordinance, 1962 which
 
give such authority, particularly Sections 32 (half-yearly returns and 
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power to call for other returns and information), 34 (accounts and
 

balance sheet), 35 (audit), 36 (submission of returns) and 37 (copies of
 

balance sheets and accounts to be sent to registrar). A more complete
 

set of required uniform procedures and forms will be given in the final
 

report.
 

B. 	Precise Description of Authority of Relevant Departments of the 

Banql adesh Bank 

A related issue is that of the authority of the different
 

relevant departments of the Bangladesh Bank and of their ability to carry 

out regulation of the rural finance system. 

Under the Bangladesh Bank Order, 1972, the Agricultural Credit
 

Department (ACD) is empowered under Article 68 to:
 

1. 	Study all questions of agricultural credit and be available for 

consultation by the Government, Apex Cooperative Bank, and other 

banking organizations;
 

and
 

2. 	Coordinate the operations of the Bank inconnection with

agricultural credit, and the relations of the Bank with the Apex
 

Cooperative Bank and any other organization engaged in the
 

business of agricultural credit. 

There is no definition of "aaricul tural credit" but it has been 

broadly defined in practice to deal with all kinas of loans that have an
 

Impact on increasing agricultural production or furthering agricultural 

development. The creation of the Rural Credit Project Department in 

1981, at the instigation of the World Bank to carry out its Minor 

Irrigation Project, muddied the lines of authority and has led to the 

issuance of circulars by both departments on similar matters but with 
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differing and conflicting terms and conditions. In addition, the Indus
trial Credit Department gives loans to industries in rural 
areas. Finally, the Banking Control Department (BCD) plays a general role with regard
to setting of standards for activities such as refinance. 

For more effective regulation of the rural finance system as a
whole, the specific areas of jurisdiction of each 
 of these departments
should be more precisely defined and primary responsibility for coordina
tion be given. If BCD is to coordinate all refinance, as under BCD
Circular No. 26/84, dated July 22, 1984 "Refinance Program for the Year,
1984-85," then ACD which is responsible for refinance of agricultural

credit as per that circular, should keep BCD 
 well informed of any such

activities so 
 that there is a complete reqord at one place, at any onetime, of all refinance activities.51/ If other departments give rural
industrial 
loans, the Industrial Credit Department or ACD, as the case
 
may be, should be informed. 
 "Rural Finance" is more than "AgriculturalCredit" alone, and uther programs can conflict With, undermine and fail
 
to support agricultural 
credit programs. 

There are more such issues that could be considered but these
provide a background for any later discussion of the administration of a
rural finance system, as part of the administration of the rural develop
ment system as a whole.
 

51/ Actually, it should be noted that, in effect, no such refinanceactivities have been carried out by ACD from that date. 

http:activities.51
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VI. CONCLUSION
 

Thus the present laws and regulations in Bangladesh in the area of 

rural finance are adequate for the implementation of a viable system. It 

is the administration of these laws and regulations in an effective and 

consistent manner over time, including a greater deg'ee of precision in 

execution, that is required. The comprehensive survey of loan procedures 

being carried out by the Rural Finance Project will permit the pinpoint

ing of more precise recommendations regarding more effective administra

tion by the end of the Project in 1986. 
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ANNEXES
 

1. Certificate Procedure
 

2. Loan Security
 

3. Credit Passbook
 

4. Cooperative Societies
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Annex I 
TAELE I 

STANDARD CERTIFICATE PROCLDURE 
(Public Demands Recovery Act,1913) 

Bank sends Certificate Officer a 1. signed written requisition, alongwith fee due for plaint for recovery of sum of money due underCourt Fees Act,1870 (162/3 % of amount due), (Section 5), 

2. Certificate Officer, if satisfied that demand is recoverable andthat recovery by suit not barred by law, signs certificate andfiles it at his office.. (Section 6), 

3. 
Certificate Officer serves notice and copy of certificate upon
certificate-debtor. (Section 7). From time of service, alltransfer of interest in immovable property in that district yoid as
against claim enforceable by the certificate and amountof certificate becomes priority charge 
due on basis 

as to all subsequent chargeson any property of the certificate-oebtor. (Section 8). 

4. Within 30 days of service of notice, certificate-debtor may filepetition denying hiA liability, in whole or in part. (Section 9). 

5. Certificate-Officer holds heaLing on the petition takes evidenceand determines liability of certificat-debtor. He may set aside,modify or vary certificate, (Section 10). (NO TIVZ LIMIT SLTJ. 

6. Certificate shall not be executed until 30 days after date -fservice of Section 7 notice, or until Section 9 petition is
heard and determined. (Section 13). 
 However, Certificate Officer mayattach all or part of movable property of certificate-debtor ifhe tears that it will Le cancelled, removed or disposed of. 

7. Certificate-Officer may order execution of 
a certificate :
 

(a) by attachrient and sale, or by sale (without previous

atteahmentlof any property, 
 or
 

(b) by attachment of any decree 
 or
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(c) by a=resting certificate-debtor and detaining him in civil
 
up to 6 months if certificateprLson. (Section 14). (F:,,r 

officer feels that debtor is likely to leave limits of his 

jurisdiction, has dishonestly transferred, canceled or 

removed any part of his property after tho filing of the 
means t,. pay the amountcertificate, the debtor has the 

due, or some substantial part thereof, and refuses or 

neglects to pay (WILLFUL DEFAULTKlO. (Section 29). 

8. Under execution, Certif!ate-Officer can recover i 

date of si ring of certificate to date(a) 	 interest due from 
of 62/4 % per annum or as setof 4'alization (higher 


by law). (Section 26(a) ).
 

(b) Section 45 costs (those set by Certificate-Officer with 

regard to the proceeding). 

(c) 	 all charges regarding Section 7 service of notice and other 

services and regarding other proceedings for realizing the
 

demand. (Section 16 (c)). 

9. Suit in Civil 	Court 

can 	file suit in civil court to have(A) 	 Certiflcate-debtor 
certiticate cancelled if :
 

(1) amount stated in certificate was actually paid or 

discharged before signing of tlie cerLiricate. 

(2) 	 no part of amount stated in the crrtiicaLe was really due 

from tho .2rtiicate-dcbtor.
 

(3) 	 proceedings of Deputy Csw.,iAssioner or Public Officer 

with regard to finas,damages or costs did not tollow pzovisi.on 

of rdlevant law or rules. (Section 35 (1)). 

(B) 	 No certificate shall be modified unless i 

(1) Portion Of allege-d debt was not actually du, 

for 	 only(2) 	 cortificate-deLtor had not received credit 
portion which he has paid. (5ectilon 35(2) ). 

(C) 	 Such suit must ,e filed within 6 -cnths of 

(1) 	 service of section 7 notice. 

(2) 	 date of determination of section 9 petitloii denying 
such notice must have benca finally filed).liability (but 

http:pzovisi.on
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(3) date of decision of appeal to Deputy Commissioner orCommissioner regarding section 10 order following petition
denying liability. 
 (Section 24).
 
D)Suit may also be brought in Civil Court to recover possession ofimmovable property or set aside a sale of such property in executionof a certificate if Section 7 noticesubstantial injury. not served ard debtor sustainedSuit can only be filed within Idelivery of possession of pr-,ie-ty to purchaser 

year of date of 
but not if debtormade appearance at certificate proceeding or applied to certificate
Officer under Sections 22 or 23 to set aaide the sale. (Section 36). 

(E) Otherwise, no suit on certificate issues snall be entzrtained by
a Civil Court except upon the ground of froud. 
 (Section 31).
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Annex 	 1 

TABLE 	 IT 

EXPED:.ED CERTIFICATE PFCCEDURE"
 
(Public Demands Recovery Act, 1913)
 

Bank officer serves as Certificate Officer, signs 
certificate
 

.
 
that demand for erount overdue is recoverable 

and files it at
 

his off ice. (Section 6).
 

2. 	 Certificate issued by Bank Officer is conclusive proof 
that the
 

amount specified therein is due to the Bank.
 

Demand notice is served on certificate - debtor by registered
3. 

- debtor
mail with acknowledgment due requiring the certificate 


to 'deposit the amount due with the certificate - officer within
 

31 days of the service of such notice. (Section 10A(1)). From the
 

that 	 rvicc, all tt-:sfer of interest in immoveable protime of 
perty 	of the debtor in that district shall be void as against the
 

due on 	 theclaim enforcenbla by tth certificate and the amount 

basis of the dertificat becr-es a prioriLy charge as to all sub

secuent charges on anv prop:rty of the certificate - debtor 

(Section 8 . 

4. 	 If the certificate - debtor does not deposit the &Tnunt due within 
the period of time required, the Certificate - Officer zhall proceed 

to execute the certificate in accordance with the provisions of 'his 
Act. OSection 1OA(3)). 

5. 	 The Certificate - Officer may order execution of a certificate, or
 

send a copy of the certificate for execution by another Certificate -


Officer (Sections 11, 12). The certificate may be executed Immediate
iX by one of the following means:
 

(a) 	 by attachpint and sale or by sale (without previous attachment), 

of any 	property, or
 

(b) 	 by attachment of any decree, or
 

(c) 	 by arresting the certificate - debtor and detaining him in 

civil prlron, (Section 14). 

As provided by Section 21 of the V ngladesh Krishi Bank Order, 1973
 

(P.O. 	No. 27 of 1973); Section 28 of the Grormeen Bank Ordinance, 1983 
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Annex - 1 

TABLE - 3 

SPECIFIC LEGAL PROVISIONS AUTH1ORIZING THE USE OF
THE PUBLIC DEMANDS RECOVERY ACr, 1913, FOR THE 

COLLECTION OF OVERDUE BANK LOANS 

I. BANGLADESH KRISHI BANK 

(Bangladesh Krlshi Bank 	Order, 1973 (P.O. No. 27 of 1973), as amended,

Section 21).
 

"21. Recovpry of Mink Dues Under PDR Act
 

1. Where any agriculturist who is liable to the Bank under any
agreement makes default in repayment or otherwis- fails to
comply with the 
terms of his agreement with Lhe Bank, such
default or failure not being due to natural calamity, the
Bank mny, subject to any rules made in this behalf, take
 over the management of the concern of the agriculturist and
sell or realise any property pledged, mortgaged, hypothecated

or assigned by tht agriculturists to secure his liability
 
to the Bank.
 

2. 
 All sums due to the Bank shall be recoverable as arrears of
 
land 	revenue.
 

3. In the appllcaticn of the Public Dernands Recovery Act, 1913
(Bengal Act III of 1913) for the purpose of the recovery of

the dues of the Bank, the provisions of sections 7, 9, 10 and
13 of that Act shall not apply and the certificates issued
under section 4 of the said Act shall be conclusive proof that

the amount specified therein is due to the Ba-nk.
 

4. 	 Sums due from a coopnrative society, and recoverable under
clause (l) may be recovered in accordance with the provisions
of law fur the time being in force relating to the recovery
of such slims due from a cooperative socieLy to the Gove-rnment. 

5. 	 LDies of the Bnk may also be recovereo by any other legal acticn
without any ,d valorera fee for the same. 



~t~a~ oa 0b~6. ffcco u~ 	 v th maak 
cisable by a ,certifica te 6fficer'exercise all.1 t 

nor e P ic Demad S Reccrey jct, 913 (Bengal .Act, I 
11 F,, :. I ei fortl apposeo rec,.ti yery~l 

thc~duos ac-,nk only. 

I. GRAMEE 

Gam 01k' Ordinance, 9~3 (Ordin~ance oa XLVI of 1903), 

"2. Recovery of Bbank DUePS 

1. All sumn due to the fl nk 4shall be recover able as arrears of 
,',7;land revenue. 	 * 

Provided, that, no sumi shall be so recovered unless fifteen(15) 
days' notice has fizsE been given-by the Ban! to the-debtor. 
or any. other person liable to p2ay the sum. 

SProvided further that is no giving notice,. thc P,nk shall 
jfoejm- h debtor 9c any otherpso 11ias ayb fe 

tjiat he may paythQ dues insc ntamnsa ryLie 
-J].,thdnrotice and 'that it will'prEo astcteeies 

outstanding in case of any 'dofnult' in any instalmcofts. 

2. In the application~of the Public Dcrnands Recov~ery Act 1913 
(Iccn., Act III of 1913 fite purposo of rccowry of the dues' 

~o thie provisions of sectibija 7, 9, 10 and 1.3 of that4eBank, 
w7 	 Act~shall not~appliy, arid-thc certificates. issued under ce-tion 

6Sof,the said Act ,shell boconclusive-proof iiiat the - mou~nt 
specified thierein i2sdue,,to the B,-ik. 

3. n'hoffier of tho Banrk may excrciz all powers exerci 3oy 
a certificate Of ficer 'uder he,Public Demands Recovery Act, 
1913! (Beni. Act VI "of, 1913), wilthin his :Jurisdiction for tho 
purpose of.cvcyo tha due oft~~rk&l 

-.- 6 
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flI. ATINALIZEIr t.I1EC 
4AK 

of1978. 
Ma n 
Sec 

R'e CCoVery 
onj3) 

( QndmL-jj Ordl,1 Odinance No. XXv 

*~~~~~A1ode~fcedulezofpublic Domands Rcvr c:
 

-nhe aid 'ct in:.Scheid le I, 'after Ar~iC10:14, the followingne icle.15-shaliz be: ad 

i l ~ 5. Ay mnypayable toa'n 	
o bank ccns~titut:Qd undcr~~~~V'Bnk 	~(
tile~~ Btgads nalisatio)Or~7)on account~of ani nrcutur. 
loan~.1# 17

-.	 Po.~~~G
 

~Coeat±eSocietie5 Ordinance, 1904 (crdlnace No. I 'of1985),Section'52 (Pworto Rmit CertinDiti, ic. 	)~
~ 	 EL-

(~3) Notwithstandi~ng Ything contained in an others law for thetime .beinI force, no -court fee shall be payable, for filingT,:- tjcatecases~ nder,'the Public Demands Recovery Act1.913 03en.' Act III of, 913) . fw excution of awdsections 88 	 un erxand 125. (section 88.involves colletoMor tgage on property pledged as 	
on

callatpra1I'scujt:t)('et~o
-. 15concerns recovery of'overdues from~Cooperative Socitmember.cr is surety on defau 1t)e 

9. 	 Public. Derrakds Recovery Act,1.913, as amended, schedule I,'Public Diemands 

1112A. sumyordered by C1liudtrapitdud.-
cpraiv oci(2tles Ordinance, '1.984,L 

ctc 
asacontribution' to 	 to be recv'.r~d ass LSe f ' Society jor. as the cost 

2. ~12B, Any aSUndue to a. land MOr t ga g bank ~gidJ'qte underheCoeatrive Societies-Ordinano, 
o an 	 1984 or sumany due,a Pinee ofj'such bank. inresap~to anyanY 	 principal sum ointerest thercon'under a mortgage made to bank.~the 

http:member.cr
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V. 
 HOUSE BUILDING FINANCE CORPORATION
 

(House Building Finance Corporation Order, 1973, (P.O 
11o. 7 of 1971),
 
Articles 26 and 27).
 

"Article 26.
 

1. 
 When a borrower or his surety makes default in repayment beyond 24
 
monthly instalments or otherwise fails to comply with the te:rms of

the agreement or letter of guarantee with the Corporation, the
Corporation not withstanding the provisions of any other law tray,
without the intervention of any Court, sell any property pledged,

mortgaged, hypothecated or assigned by the borrower or his surety,
to the Corporation by way-of security. 

2. 
 Any transfer of property made by the Corporation in exercise of
its powers under clause (1) shall 
vest in the transferee all richts

in or to the property transferred as if the property had been sold
 
to the trans:cree by the owncr. 

3. Al sums due to the Cor-orat!on from the borrower or hi! surety
shall be rvcov-rah!,2 a crrep.rn of l:,nd revnnuo. 

VI. BAJGLADES{ SIILPA BANK 

(Bangladesh Shilpa Bank Order, 1972 
(P.O. No. 129 of 1972) as amended,

Article 35).
 

35. Recovery of Lues 

I. Without prejudice to the provisions of Articles 33 and
 
34, all sums due to the Bank shall be recoverable as
 
arrears of land revenue:
 

Providod that, sumn1i, shnIll he so recovered unless fift-,,n (15)
days' notice hr first been given by the Dank to the debtor 
or any other prson liable to pay the sum that the sum will 
be so recovered: 

http:crrep.rn


- 165 - A2L3lj1. 

Provided further that in soinform giving notice,the debtor or the -ank sha
that he 

any other person liablemay pay by to pay thesucJ instalments as May be fi:.ed in I
notice and that upon his so paying every instalment
before the due date the recovery willit will otherwise be suspended, 

on c 
proceed butan toin case the entire sumof any default outstandiin any instalment including the f 

2. In the aPPlicafion the Public(Ben. Act II of 
of Detrnnds Recovery Act, 1!
1913) for the purpose of recovery ofdues of the bank, the provisions of section 10-A of the

th
Act shall apply, biut the provisions of sections 7, 9, 1013 thereof shall not apply, and the certiFcate is ued usection 6 of the said Act shall be conclusive proof thatamount specified therein is due to the Bank.
 

VI BANGLADESH SHLPA RIN SANGSTHA 

(Bangladesh Shilpa Kin Sangstha Order, 1972 (P.O. Uo. 128Section 35). of 1972) 

(exectly same as Section 35 of Bangladesh Shilpa Bank Order, 1972No. 129 of 1972)). (P.O. 
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Table 4
 

GOVERNMENT OF THE PEOPLE'S REPUBLIC OF BANGLADESH
 

PRESIDENT'S SECRETARIAT
 

CABINET DIVISION
 

5 45(6 8)
No. CD/DA-I/12(65)/83)pt-l)/
 
Dated: November 21, 1984
 

FROM: M.M. Zaman
 

Cabinet Secretary
 

TO: (i) All Commissioners.
 

(ii) All Deputy Commissioners.
 

RECOVERY OF LOANS THROUGH CERTIFICATE COURTS
 

1. Flow of agricultural credit has substantially
 

increased since the introduction of the Special
 
Agricultural
Agricultural Credit Program in 1.977. 


the total outstanding
credit now constitutes about 40% of 


Bank loans in the private sector of the country.
 

However, the recovery of the agricultural laons is 
far
 

from satisfactory. The increased volume of overdue
 

agricultural loans, which stood at Tk. 742.00 crore
 
Since
 as of 30-6-84, has been causing much concern. 


agricultural loans are disbursed by the banks primarily
 

out of their own resources, built-up through public
 

deposits and secondarily by taking refinance from the
 
due the overdue
Bangladesh Bank, which has to be repaid as 


loans are required to be recovered to enable the banks to
 

recycle ttie fund and continue to lend as well as to check
 
the economy.
inflationaty pressure on 


2. In order to save the overdue loan cases from being
 
are


time-barred under the Law of Limitation Act, banks 


constrained to file certificate cases in different 
courts
 

by paying advance ad valorem fees (stamp duty) at a rate
 

of 16.66% together with a process fee and other charges,
 

It has been observed that disposal of the
if any. 

takes a long time. As a result,
certificate cases 


a considerable amount of money spent by the banks 
on this
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account remains blocked until it is recovered 'with the

certificate debts in due course. 
 The delay also tends to
 

3. It has been brought to notice of 
the Government thatdisposal of certificate cases is inordinately delayed due
to pre-occupation of 
the designated certificate officers.

It may be appreciated that banks do not take recourse 
to
certificate action in ordinary circumstances. They file

certificate cas.*s after exhausting all other possible

avenues 
for recovery from the borrowers who are found

recalcitrant to settle their debts. 
 Delay in disposal

of certificate cases not only keeps the fund of the banks

blocked in the form of outstanding loans and unrealised
 
stamp duties, but it also undermines the effectiveness
 
of this recovery procedure in the eyes of all concerned
 
though it is otherwise considered to be the only legal

framework for affecting recovery.
 

4. With the creation of the 
Upazila Administration, it is
 now expected that disposal of cases under the PDR Act will
be made more effective, given the proper interest and

efforts exerted by the Upazila Administration.
 

5. He is, therefore, advised 
to make the certificate
 
courts more 
effective for quick disposal of the certificate
 cases filed by the banks by asking them to give as much

priority to banks' cases as is 
given for recovery of land
 
revenue.
 

6. At the District level, the Deputy Commissioner shouldreview the progress of disposal of certificate cases

regularly in the meeting of their District Committees.
 

7. It is requested that action on 
the lines outlined
above may be taken and a compliance report sent to
Division with copies endorsed to 
this
 

(a) The Finance Division,

Ministry of Finance and 
(b) the Agricultural Credit

Department, Bangladesh Bank, lead Office, Dhaka. If hehas any suggestions to make the certificate procedure

more effective for recovery of bank loans in 
the context

of the present Upazila Administration, they should be niace 
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Table 5
 

D.O. Letter No. ACD (POLY) 911/G-7514(64)
 
Dated December 30, 1984
 

RECOVERY OF AGRICULTURAL LOANS
 

Please refer to Secretary, Cabinet Division's letter
 
the subject of?.'recovery
dated 21-11-84 addressed to you on 


of agricultural loans through the certificate procedure.
 

I am writing this on behalf of the banking sector to 
seek
 

your co-operation and active support in recovering overdue
 
This is also in pursuance of Government
agricultural loans. 


decision to launch a drive from January, 1985 keeping 
in
 

mind the recovery of agricultural production/income with
 I would
 
the harvesting of Aman and high prices of 

Jute. 


request you to take as much interest in the recovery 
of
 

banks' loans as you have been doing in the matter of collection
 
Bangladeph Bank and the nationalised
of Government revenue. 
 you may need
banks will provide such assistance to you as 


in this behalf.
 

From the first-hand information gathered by field
 
the
visits, it is observed that a considerable portion of 


crop loans have been given to non-farmers disbursed 
as per
 

lists prepared and submitted by the UACCs to the bank
 

branches concerned. The Chairman and other members of the
 

UACCs Phould, therefore, actively participate in the recovery
 
It has been suggested from some
of lop.ns as they become due. 


quarters that to bring about a sense of responsibility 
from
 

the local Chairmen/Members it could be stipulated that 
if
 

80% of the loans disbursed as per lists prepared by 
UACCs
 

is not recovered within due dates, the Chairmen/Members
 

of the concerned Union Parishads will not be associated
 
We would appreciate
with agricultural lpnding in the future. 


your comments on this particular proposal.
 

save loan cases from being time barred
In order to 

under the law of linitation Act, banks are constrained
 

to file certificate cases in different courts by paying
 

advance ad valorem fees at a rate of 16 2/3% together with
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a process fee and other charges, if any.. You will
 
appreciate that banks generally resort to certificate

action after exhausting all possible avenues 
for recovery
from the defaulting borrowers who are usually found
recalcitrant to settle their debts. 
 It has been observed

that disposal of certificate cases is inordinately delayed
due to pre-occupation of the certificate officers. 
 As a
 
result, not only a considerahle amount of bank money
remains blocked up in the form of outstanding loans andunrealised stamp duty, but it also undermines the effective
ness of this recovery prpcedure in the eyes of all concerned.
 

Under the circumstances, I will appreciate it very

nuch if you strengthen the certificate courts, if necessary
Dy designating a certificate officer in each Upazila for
this purpose nnd make the courts more effective for quicklisposal of the banks' certificate cases by giving it as
nuch prioirity as 
is given in the recovery of land revenues.
 

Yours sinceri
 

(signed)
 

(M. NURUL ISL
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6)'84-7585 dated Dcme 3,18 
D.O.o. AD (POLY) 9.13. 

agersToBank:,GeneralM 


RECOVERY :OF
ACTION PLAN, FOR 

ZGR ICU l!tURAL LOAs- -1985, 

oansthat' overdue of agi jtirYoareaware Ilec overy a iOflave t.reac ed anI n t nable level. F tu 

to, f o1s, droughts which ne'ce~siated
 
ha orsenec. due With -the 'recov.ery 'of'
repayment.re scheduYifg ,of loan 

it ha's been decidedand' in~ome,productionf6g ri cuItural a, recovr ry iuieit1.i~2
by t~Go~rnmnt' to-launch 

thattend i's- suggested for~ 
The'fol 1wing ,action plnt .You may, make such 
tour considerationl and "iplemetation. 

may ,consider'Ilan as you
imnprovemeflt'on-the actionl 
appropr ate-:, 

for Recovery:
T()4arget 

22n


fix' up, a target-of. coll1'All banksLwill March 1&,85, 820%2 
w ithn ap'eriod ,fromJanuary to& 

become over'du(e;byjst
of l'oans which-.will1have 

February', 1985, (including, previous 
ov&dues)
 

2 


of each branch.. 
2
 

2(ii) %Rebates:, 
rebate on)s'ervicech rge .. 

~ay~ea ~oed~aE~ah1er 
'2 

duc date of repayment'. Similar ly, a 1q1'final al3wed~ i!f.2 'the be 
ribhate of penal 'interest @ 2% m~ay 

overdue :amount ,i's 
2 

tlo, repaidf by the.3-1st March, 

'r f ifts' becoming overdue,
the quar1195orwtin 

Staf ft2
Ince.I~tiVeO to 

order-to2 'provide incni
 for
'a proposkal.Oassstants, 2~ 

officials/fil rrCover~y *', 
-'Introd~i~ 'cii onetary .beieft for'bete 

MiBnk( which'-Angla ideflb( ore6ut inth, 
t1lon'i you.naIiidIn.cnuILjef'2Id 

2 ''~ .. d 
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(iv) 
List of Defaulters:
 

Lists of defaulters may be regularly exchanged
once a quarter between bank branches within the,
Upazilla, specially between BKB branches and
commercial bank branches in the respective areas..
Such a list should also be given to the Union
Parishad and be displayed in local
bazars. hats and
This will create social and Psychological
pressure specially on big farmers/influential
groups who may be defaulting payment of loans
wilfully.
 

(v) Publicitv: 
Each bank should consider printing leaflets/
handouts and distribute them throughrequesting the branchesthe loanees to repay thei rtime and assuring them of 

loans onfuture !oaim; attime of their repayment. the 
should also be 

Similarly, publicitymade through the beat1ivin the local hats -nd 1,of drumshazars.other mass niedia will 
Pub] icit' throughbe arranged cent rally by
the Bangladesh Bank separately.
 

(vi) Visits/Trours of the SeniorOfficers ofthe Banks:Senior officers 
different 

of the banks should visit thebranches and hold meetingsUpazilla at thelevel for impressinglocal administration. upon the bank/They should exPlain theimportance of regular repayment and its
on the credit operation. impact
 
visited by them in 

Bach branch should beconnection with thel recoverydrive as often as is conridered necesoavy.
 

(vii) 
Crop Loans to Non-Farmers
 
It has been reported that a c',nsiderahleof crop loans have amouitbeen granted to non-farmers.Banks are advised to identify such fake borrowers
with the help of their agricultural assistants/
UACC. 
All such non-farmrS ;Ioul'd be debarredfrom all future lending unVlss the loans are
repaid by them.
 

(viii) 
Realisation Through Certificate Cases:
 
Attention of the banks is drawn to Secretary,
Cabinet Division's recent circular on certificate
cases 
(copy enclosed). 
 I am drawing the attention
of the Deputy Commissioners 
to this letter with
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the request to take an active interest in both
 

recovery and disposal of certificate cases.
 
The progress of disposal of certificate cases
 
as well as of recovery should be pursued by your
 

officers with Upazila Nirbahi Officers and
 

occasionally with Deputy Commissioners. The
 
of the District Conmittee is a;oSecretary 

being advised to send regularly the progress of 

disposal of certificate cases to the Chief 

Please advise your branches accordingly on priority
 

basis.
 

Yours sincerely,
 

(signed)
 

(M. NURUL ISLAM)
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Annex 1
 

Table 7
 

ACD 	CIRCULAR No. 5/85 
 Dated 15th June, 1985
 

RECOVERY OF AGRICULTURAL LOANS:
 
SUBMISSION OF DEFAULTERS LIST
 

TO: 	 Managing Directors, BKB and
 
Nationalized Commercial Banks
 

You 	are aware 
that 	the volume of overdue agricultura
loans has already reached an unsustainable level causing
inflationary pressure on the economy. 
Therefore, in ordei
to improve recovery of the 
loans by causing psychological
and social pressure on the recalcitrant defaulters, banks
are advised to initiate the following course of action:
 

1. 	Bank branches should prepare a list of chronic
defaulters, separately of Chairmen 
(UP) 	and
office bearers of UACC/KSS, big farmers and
defaulters with largest overdues;
 

2. 
Such list should be submitted to the Regional
Offices for taking up with respective Government
 
agencies;
 

3. Banks would publish the list of such defaulters

in local newspapers for a few days and display

at the branches concerned;
 

4. 
Such 	lists should also be exchanged between

local branches;
 

5. If no repayment is received from such defaulters
within 30 days from publication of the list,

certificate cases should be filed;
 

6. 	The Regional Offices will regularly review the
progress of disposal of certificate cases and
submit reports to the -respective District

Committees through the Member-Secretary, Land
Bank 	for initiating necessary action;
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7. Initially, branches should prepare and submit
 

such list to their regional offices by 30th
 

September, 1985. Thereafter, such lists should
 

be submitted on a quarterly basis.
 

You are, therefore, requested to issue necessary
 

instructions to your branches concerned 
in this respect
 

under advice to us.
 

Yours faithful
 

(signed)
 

(Kamal Uddin Ahi
 
GENERAL MANAGE:
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ANNEX 2 

LOAN SECURITY 

Table I Crop Hypothecation Deed 

Table 2 Deed cf Mortgage 

Table 3 Sanction Letter 

Table 4 Demand Promissory Note 

Table 5 Appraisal Report 

Table 6 Loan Application Form 

Table 7 Types of Security Required for Different Types of 

Agricultural Loarls 
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ANNEX 2
 
TABLE 'I 

SONALI BANK 

CROP HYPOTHECATION DEED
 

(TRANSLAVrED FROM BANGLA) 

me/us
Whereas, Sonali Bink (hereinafter called Dank) has agreed to granrt 

with interest 
a short/long term loan amounting to Tk. 

of Tk. 12/- per annum in response to my/our application dated
 
works, and has demanded
 

for cultivation of various crops/ 


of my/our crops which are standing or will grow, Including the 
mortgage 

or bn transported or which 
crops which are being transported elsewhere will 

will be custody of 
are in my/our custody or in custody of others or in 

others for my/our behalf. 

Therefore I/We agree that 

my/cJr

The entire crops present standing or which will be grown oc 
1) 
 oUhersbe in our stock or in the 5tock of 

cultivated crops that nre/will 

will be regarded as mortgaged property and shall remain no until the 

may in case of necessityafore-,id loan is paid in full, so that the Eank 

sell those crops to collect the loan and its interest 
due. I/We shall have 

not be require action by a Court. 
no objection to such action which will 

or transfer the lands mortgaged to n-anl:, as 
2) I/We shall not mortgage 

described in the Schedule, and I/We shall pay the rates and taxes for 

these lands.
 

save
of loan will not be used for-any' unproductive work

3) The amount 
and except the purpose for which it has been sanctioned. 

In default of this
 
interest on
 

provision, I/We am/are bound to repay the whole amount 
with 


demand by the bank.
 

Under the above conditions, the Bank's sanctioned amount of Tk.
 

is being received by me/us and I/We have concluded 
this Deed of Crop
 

Hypothecation at my/our free will and in clear understanding 
of its terms.
 

Name Father's name Address Siqnature/Thumb Impression
 

1.
 
2.
3. 
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We individually and jointly stand surety for the expenditure of the loan
 
money for the purpore for which the loan has been satictioned and for the
 
recovery of the loan with interest and cost.
 

Date i. Signature
 
Name 
Father's name
 
Full Address:
 
Village 
 P.O.
 
Union 
 District
 

2. Signature
 
Name
 
Father's name 
Full Address:
 
Village 'P.O.
 
Union 
 District
 

The aforesaid loan amount of Tk. 
 is paid in cur presence.
 

SIGNATURE OF WITNESSES 

1. 	 Signature
Name 
Father's nnme 
Full 	Address: Village 
 P.O.
 

Union District 

2. 	 Signature 
Name 
Father's name 
Full' Address : Village P.O. 

Union 
 District
 

SCHEDULE OF PROPERTY
 

Measurement Occupant

Police Station Mouza(Village) Khatian No. Dag No. 	Acre/Perce- of the Plot
 

nta-e in North
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ANNEX 2 
TABLE 2
 

L-F-13 
No.117457 

DEED OF MORTGAGE 
(Multiple)
 

(Translated from Bangla) 
Bangladesh Krishi Bank 

No.27 of 19734(Established under President's Order 

This Deed of Mortgage is executed by 
Branch.Bank,in favour of BangladeshKrishi 

198 of the Christian era,
This Deed of Mortgage is, on 


, major son of _
executed by -. 

Union
P.O., 

DistrictP.S./Upazilla. 
are called hereinafter

for and on behalf of the inhabitants who 
administrators, legal representatives

mortgagor and includes their heirs, 

and assigns. 

prayed a loan 
In executing this Deed of Mortgage, we, the Mortgager 

to Bangladesh Krishi Bank (established under P.O. 
No. 27 of 1973)
 

orcalled Mortgagee, for use in agricultural works
hereinafter the mortgageeor for its upliftment, whereuponagricultural products 

under
 
agreed to give a loan of a total sum of Tk. 


the following conditions :
 

and under mutual consent, the 
1. Under the following descriptions 

mortgagee will 'py-whole or part of the sum of Tk.
 

which is equivalent 
 sum of the mortgaged property, and may also Le 

sum of loan under mutual understanding, and you 
paid on additional directions.
 
the mortgagor will repay the sum under the followin4 
land, structarns
We, the mortga('ora hereby pledge to mortgage the 


by us by way of inheritance or by purchase (fully

and property owned 
describad in schedule A and B which are regarded 

as a part of this
 

Deed) and goods, business commodities, furntures, 
fittings, credit
 

and good will of the business and the goods/ccmioditiC., which would be
 

supplied out of the loan amount (which are mentioned 
in the 
Sanction
 

and cr6ps that would be cultivated on the lands until we, the mort 
Order), 

interest a,d other 
off the entire loan amount along with 

gagors, pay 
allied expenses. It is further declared tha' 

:
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Prgaged for, te pesentloaniwill. als'o~ nl dered-' 

B a Ded o tcgage and ± a _terpms and conditions is fial~and'
t te opry 11 !not be.cosidre, flfree, rom encuranches
 u less ;duy register-d' under the Registr'\tionl ct of 1908.
 

:C] e mrtgage property will rema In mortgaged to the mortgagee
-,'for
all ,additional 'lan epenses incurred, payable by the mrtgagori
a d for a~ ace amord correctly st~ated by th ot
 

D For sake of securit the miaxirm amount of valuato of the 
; 	 ';%",_.Moit~agedpropert,_wille___. We, the mortgagors-do hereby admit, jgolerrnlyi declare and affirm~ that we old absolute ownr iship of. the'property an~d have the authority to 'otagsellmake'or all~Ida 'of, transfer of such proper~ty, whih we s o bigrerie


jro usun
r~ay lw. aveand excepta regards the property to beobandthrough the loan amount. I 

-a. 

mart ged~property Isfe rom all 	 an hae4bou4 pow to transfer, sell or otherwise dispose of' the said property. ' 

.,Wesolemnl'y affirm and 'Confir~m to the mortgagee, that we arechpermanet o'' r of the mortgaged property under section 7 of RefugeesAt(Lanid Settlemnt),, 
 hich is presenitly considered iniforce by the'Govt. -bf iangladesh. In'addition, w~e fur~ther state that if, we have
a ",Aj~el Revision' or' Review pendinq under Sec.~B (read with1 sub-
~>
 

!4setio
1819 0),of 'the Act anid if any-such Appeal, Revision or!Review ~'bec("f flpd -i ftue, weO shall noti .the same torthe mortgagee with$outml~ay~nd ertake to'refund te'entire amount,'advanced tt 	qdee of the mortgagee. We',the tovagors', aelsobn±g our-_e 	 . o te effect that"irncase the otaeppet bcraie
 
io-ralsdof o the loaj 
 the mrtgagee~ 1ileat eteaiis, e ba'uctiory sa eoany other' movable or, TQeable ~ LW')!)e ogn tous'.2 

L' ~' ' 

4 
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4 t 	e tgaggr,-, erebY, admit and. cnfirm that the mortgaged 
er tis ee is free from al1' kinds' of erwubrh 

5. ie mr gagors hereby' enter. into contract t:hat during 
e~ 	 es~~e otfc thg,ortgaged propet

:i except'damage by~aual ca>1aities,,andcnsof 	 damage, 
r, -' )cai-ee-the-zmrkagedI propt ngo condition~'and shal no 

ae,- anseor put' or en~iubrance, or the Eiuatgage-d property which 
'Ai1 to the interest of the mortq6~ee either di± ectly or 

6.0 WeM the mortgagors, 11ex eby bind cusle wt otae.the eff' 	Ct rthatI we: sha 11 maIzint' rpi '16k 	afte-poe~yand agp 	 r, oUiea, b g'gdpropy, 
',ndshjilltake all necessary step iAn 1his-regard Weshallno ' 

il "transfe oherwiseg tae lprpry during the peiod -' 

Z oreredbthi ordsota no danage is done,.to ,th Mortgagl(-d pr>
pet directlyra&indirectly. iWe, .th tor , are hereby entering into 
Con'tract to theffect that we shalnot remove or damage any atached,~ d~ ~eavy or sra 11i,~ iffo sdjj, 
th~rpryis en aae or caused" to- 6rfit61Eousei'~4d6b 

uc'_ri cae~e' hemortgagors, will'.brek or rem'ove. such prpe'Y: ihtl 
Witte conisent of the mortgagee, roi'ii is beinq done witt;t e wrtten -
consent ofthe mcrtgaee, we shal11 with.:the, consent. of tIhe.!ert agee do so,afersusttting property of similtiivatliu'tio'n ascmestin ;; 

y 	 -as on - --- .~a 

7.' ~ h orgg~s hereby confirm that we~shall be paying all< 
rent, rates, taxes and assesusnent rof the ,mort4ged property~and shall ~ 
carryouad ll conditions t'8,use -the land 'and, if any,,damage4 is; done 'or - A 

W~e~~~ii~ 	 to any claimntid yyoe~h~ak~4~ior fault due m 
'rgad-oh mrtdgdproperty or any~pr of in s we-sch cases,

Shal rotect the interestof the Mrtgagee-.at all cost. x- * 

We8.e o (,,g. r hrby confirm- that we4 shall accept thie loan i~< 
j1kidtrog approved suppliers or person of the mortgagee and shall -- ~~~

saccept under witten contract as per 'requiiementl andA in, instalment,-
t~i~ illb~f ard arriged by the mortga~ee. It is ~ 

-ft~~~ hti not beiingpossiblo io pay the cost aiiountj, -4-~~~~lithrar~ti 

theth deiso ote morgage will begar4C as final,f andfr
 

which loss or
td'otgagee will not beheld responsible ford-any 

ifaily,-tct hemotaos~
 

1 

http:Mrtgagee-.at
http:done,.to


Wet gosherbyage hativen 
mrt we a all ,use' the loano 

grn 
to0 

d
,given, and alsot any additional 'loan- granteM tab~t seifcpurposes, adcniinsnntnein thes nct, cninT Ord 'e* Th'ese pu-rpo.9e and conditio s ,shall' be "re ar'dedas~oa tisded.e,sall carry -cua these pu posesunder th
surv~ f a su 
 rvioper order of theas mor gagee.. 

10. wWethe mortgagors entering into~contract with the mortg~igee, ~ jthat 

a)  shall pay an interestat Tk.'aount :and per ceto h loanshall be paying in cash or in1kind untilloanapd entire amount ofKnters~.are paid in full. 

b) We~the mrtqagors shall be bountoyyu hemrgce such
 arrear. amount of, intret anid otfrer inidental charges until'.it is fully'e.idbalancee amount at,30th~J
prm-ncipal o 'each;ya wi11lt4- 'intofor paymient wth ihitre-st. 

c) If ~any instalmen~t remainps unpaid,it n er st ,and expenses in that case the ±nstalment,incurred on isr n notice ,ic 
 e al ,1shall Ib'accounted for~tbe rei~'a a rnia-3un if ' weth'mrga'osshall have to pay interest as well 

]d) 
 As mentioned in th~acinlte n.D~fPicplaon

of~Tic. is'divided into
and: i-nterest at-the agreed 

a ye mensalnt of TkCrates will be Raid i-n'Instaljjn t~will st~art 'years.from next year on *41A' with 

'44e)' in case, of' failujre, to pyany inistalment at thie due ti-me themotgagee. shall have' the right ,to get a refiund of the entire sumunitilthat'dater 'an'd unpid i2JKas pe decision of the mortgagee the mortgagorsshall,hmve- to~refund th hli~mutr~aning'tznpaid. 
4 

http:until'.it
http:pu-rpo.9e
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f) If any instalment is not paid on the due date, then we the mort
gagors shall have to pay additional yearly interest on the unpaid 
instalment which includes the principal sum and its interest until th( 
date of payment. This additional interest is effective from the date 
of failure to pay the instalment on the fixed date and will be increa. 
every 3 months by 1% upto maximum of 3%, which w- " -.-- agors are 

bound to pay. 

g) We, the mortgagors, hereby furtTer confirm that if we receive a 
further sum of loan from you, the mortgagee, against this Deed of 
Mortgage, we, the mortgagors, shall remain bound to repay you, the 
mortgagee, the sum with interest by instalments as stated in the 
sanctioned letter, and fuiling to pay asiy instalment in due date, 
we shall have to pay additional interest as stated in paragraph 
10 (1) of this Deed. The sanctioned letter/letters will be 
considered as part of such document. 

11. We, the mortgagors, further confirm that we will remain liable 
to pay interest at the rate as mentioned in paragraph 10 of this 
Deed even if the rate of interest decreases or increases. In addition 
to this, we further confirm that we shall pay interest at the rate 
fixed or to be fixed by the Board of Directors of the Mortgagee under 
Bangladesh (.rlshi Bank order, 1973 from time to time and any such 
revised rate of interest will be effective from the date on which
 
the decision was taken by the Board of Directors.
 

12. As mortgaqors, we agree and confirm that the accounts in the 
books of Mortgagee will be regardLd correct unless we can prove it 
wrong.
 

13. We, the mortgagors, are entering into a contract with the 
mortggee that at the t'me of receiving the first instalment of 
the loan or before, we shall insure with an Insurance Company as 
per written approval of the mortgagee to cover loss, danage, 
natural and other disaster, pay premiums in due dates and shall 
take every step to keep such policy in.force during the period
 
of mortgage and shall deposit che receipts, insurance policy etc.
 
to the mortgage. Money received under the above Poli p, we the
 
M(rtqagors, as per decision of the ,nartgagee, will use for the loss 
and damage of the mortgaged property or to repay the Mortgagee's 



18 -;11; A 1 

loan w t eesha any otemou tpayable -to 7the6Mortgae-e,an any ....u is, Seei~~us ut ofte IsrnePlcw h 
~~n n o ctFa pa t, p r mi m t h M o t g ge wil t ua e sc h r a c n 

ed p o&su t~my'Ie mo t ag r wilre bounbyo-r pgageePo 
ic ,:Prncpa lo nhheeo,noedAin paagah1i'(te''A)mof Ts ee1 of~ Mo g eZZ - - -Y-ge. . If,,we 

14. gue 4'  the otgagors h ereby agree an o n', o a i e b t e - g 

15. We, themorgag~.s heeby agr e ~d~Co nirmthm a te b la cofean ianouft6'w6ith ineres tgl~ae~ilZ-,,- aae inu~e :In~&pftop ay any. insatal en of heprran lah oran ohgrantedaft'~erw r -:cwit i , nr e , or disre a d a y o h o dto s 'l a i d bei nle ~ st h en w i l l'gdee ord detisdvg pr nc'paeinfor&'tio th chrealeaaistAffidavit ro t"and t~twitn"and Yn Wh~~yte mortgag will ~e tondrpa you 

4 

Wne, the montg itshrb agtret after quarin toabdehb therieX~itiws"codtinssuc cibyd ingptithewol o'f'SntinnLeterg~e< 

th' ""'"' 

ii 
_We, ' or eey ge ndcnim''tte 

aac'f,h- loan ' 
'mun

wi''ees 
'ilbepybe" noesuFfw 

lidw , ithe: mtorag heey, o ifrmith'is o a esnth ae unihe~ mortgaged4'pinfrmyti onflde in te lnd't ~ap lcabo 4' othe 4 ' on mont
anin hacaste you thgees' 'i"ga~eh,.: il hav'eun, the Bagde " 4 "powr. to'""''trhblance don 'mundih nerIet fer'anyrin upe'~a'Lth o'h'epniuefor suhctoor. selin make arwhody hewarrtgaofuprw iloplerhetuy. ~ m~ u -io h r pr p r ie ' K > ~ 

""'4' 

' 

17~uchFF s t 
of trhisnDeedean 

orgage 
prnon 

e at libertyi
dotaser 

to t'urnser the power der 4
theohera~ilaem ainbdue sumanof 

~will 4 he readdaPrincipal sun from th~edate of such transfer andwith Interest, as aforesaid' and the ranfreil eno allthef -acilities of the terms', 'conditions, bindings and-agreements,,and ;such person will under-,the power of the Mortgagee, have the right-to realiseth""entire amount Ffrom the mortgagors, .:it Is tob tedtha t in szch caes. theKrishi Bank4"ordinance orrafly ISectio under itwill not apply and the description in the fransfer Djed'will be"''" 

4 

.. '' s 4 rF'''F-~F ' 4 '"4; 4 
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and it will be consideredenforceable against us, the Mortgagor, 

as final.
 

into 	contract with the mortgagee18. We, the mortgagors are entezing 

that we shall notify the mortgagee the change of our address, if any.
 

19. Further, we, the mortgagors, are entering into contract with the 

Mortgagee that any legal or other notice served under Postal Seal 

to our last given ac.resses will be regarded as such notices duly 

served on us. 

20. We, the Mortgagors hereby enter into contract with the
 

Mortgagee that original Bangladesh Krishi Bank Order, as cited
 

in this Deed and any other subsequent amendment under it and any
 

further additional Rule, Regulations, Administrative Orders will 

also be applica1e and binding upon uj, the mortgagors and all Rules
 

and Regulations and Administrative orders of the above Order will
 

apply on us.
 

21. We, the mortgagors, are bound to agree to all the conditions 

contained in this Deed, jointly and individually. 

22. 	 We, the mortgagors, hereby confirm and enter into contract 

the mortgagee that if any co-sharer files a pre-emption suitwith 
in the court than the sum that will be deposited in the court will 

be regarded as deposited in favour of the Bank and the Mortgagee
 

will be at liberty to withdraw the sum against the loan. We, the 

further enter into contract with the Mortqagee thatmurtgagors, 	 we 

shall inform the mortgagee immediately after receiving any nctice 

of pre-emption suit and shall not withdraw the sum depnsited for 

the pre-emption suit without first squaring up the entire loan payable 

to Krishi Bank. In default, we the mortgagors will be quilty under 

the criminal law and also liable for punishment.
 



Annex 2 

- 185 -

Schedule 
A
 

DESCRIPTION OF MORTGAGED PROPERTY 

Total description of Mortgaged property with complete special mark andboundary. 

Wo, the Mortgagors, are plio.tngunder Mortgage and we, 
the under described landed propertiesthe Mortgagors, hold ownershipwhich are in our of these propertiesabsolute possession. We the mortgagors have oneownership of these properties uncividedas per mutual division withby conciliation or as the cc-sharar andper the Revenue Board and the areaplot ls as shown is in our of land in eachPnrsession and has been specially shown. TotalArea of Mortgaged Land Acre 

Total 
 Mort
)±st. P.S. Sub- Mouza Area of gagorsKhatian Dag- plot 
 share of RemarksUpa- Registry (Village) 
 No. No. mort- plotzilla Office J.L. No. (Ledger) plot gaged shown in 

shown in Col. 7 
Col. 5 
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Schodule 3 

MACHtIMbbDESCRIPTICN OU" 

Full description Plot on which Oner of Purchase price Remrks 

of Machines installed the plot- of machine 
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P.-S./Upazila ________ 

_________________hve signed t toage4 

49 Yjliage P.O. ____________
 

________ flist.ict '
 

ha; identified the Mcrtgagcrs. 7The _subject rwalter of this 171ortgage 
* . Ded~~s~bnV ~toiOut to the I':cr~qg=~5V and they aiqreed that thL--

Sicatreof Vdniie/hm Vrrst AddressV 

.....................
 V.V .VA VVV 
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'-SANCl'IOW ETE 

(TRASLTED"FO014 OLA) 

Da'n I'des iKr shL Ba nk, 
an~ 

0.~__ _ ~__ ~__ P 

7 

SbJe- :Sanction ofLoan: to________________ 

Oam.awofBorower):.-

We "are glad to inform you--that. a lcan amountingW<TtoT
 as be MS nctioned to you as~detailed bel& aS per your ap a7ic 
fo T)k. -- ~:;;A 

0. urpose Sanction Loan~m> 

6:' '-77777 - -

You, are to repay the sanctioned 10-an iinount u~nder yearly Instalmnents, as-,-
~ 

-,,'',noted heeinu1nder i ~ r ~ ~ -

-t 4 earent~DttF of ~ -~Anou nt 



,, in x-MMA 

Teaboe coan-amunt-i sapctioned under..the-following-terms &rd-.onditions L-:'--., 

he'ash aount 	 paJid-i'l. o of loan will be 'tlet.Money under th-second 

i.thattb amun of mn of I he £irlst ristalment and subsequent instalments 
- hasbeiuse'd forl'the purpose -for-whichril is being sanctioned. Sol,-is~ 

-mperative that&he uti.14zat on vouchers duly counter-signed by either the 
ChaimanMeter- Union -Parishad or by an officer of ;the, Department of ,

Agrculur~Abproduced ei'her by the borrower himself c, lvrx ~ J 

post. Sho,ud'such vouchers' in rekipect of expenditure be niot depos,!,ed or~ 
unuiiisied-monpey be not refunded within 3 months f if the Bnk desot J 

Sexbe6ni additional time for ,such expenditure, in that case the Bankrill 
S not7.only ibe empowered to ask for'a total refund 6f thel'lo'an at that time 
abut iso you will'-ot be-entitled to get any loan~ from the bank i uue 

2. ->Property, 	described in Schedule 'A'; shall reanmrggdto the Bank as~
 

3. ,The mortgage deed shall have to be comipleted-and a-certificate to the 

~ W-effect thttemrggdpoete r free from all encuinbraniches as per 
-er obfrthe last 12 years to the date of registration of the Mortgage 
Deed shall be submitted under Affidavit. --- ,

j4. Prprte mortgageduas security, to the Bank shall remain mortgaged against<
 
the 	enti.re amount of loan and, interest thereon until the same is fully-W 

~repaid and any-further propertygained out~ of loan amount shall, also 
~remain- mortgaged to Bank for the purpose., 

-- 5. mortgaged, which are insurable, will however be insured with-Properties 


j' jj "r -Sadharan Bima Corporation in the joint names of your and the Ban~k -for the 
loan amount, noted in~ the Mortgaged Deed, at* your expense- before the payment : 

~ ~-- ' - of the first installment of: the loan, and* the properties to be gained out 
of the' loan amount would also be insured likewise immediately after the ' 

giVing of, the same. --

~Q'-'>6 You will have-to pay interest at the rate of -- prnterannum. Or 
- - you will have to pay interest as per a decision of, the Board of Directors 

C. 	under the rules of Bangladesh Krishi Bank order, 1973-at a rate as determined~ 
from time totime. Whether the rate is an increase or a decrease and:-the
'Same will come into effect'from the date of taking such decision by the' 
./Board of Directors. ---

%~i~4-~~ 7. 	You. shall utilise the loan for the purpose for whic it -is being accep~ted 
by3,'you. Ex~cept with special permission, i~fthe, loan amount is being spent , 
~for any other purpose,;then theo expenditure willbe regarded as misused 
an thje Blankshall realise fom you immediately the loan so misused 'or 
the entire am~oun~t of loan sanctioned. 
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0 I s) to 10 n mdei te'pcfed
r haeonotice o wil3lhve' to pay additional Jihterest at t-he er percen (per~ ann * 

nof ciaIL of e'Da' ffh- go: eres shall ha~ve the power todinspect:he,"adh iner ia S suppl ied by the-Ban~k or tosetepores'f wr auet,-pyoject site You" shal~l mak~e no objection whtovrto sc 
and< 

eus n
_shiall door'bes to abieb cl~the instructions ini this regard.i4
 

10.ou hallexeutea Bondi as 
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(3) Annex 2 

OthroiaU : (Answc; should be specific)
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h) Is i0 icCurily properly dctailed at Page.| has 
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Oaycruuacnt r 
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d) CommnU on tbc rcedit-worthinc ad chagactcr of ;hc:pplicaot (,.
q3 ToLxl boid~ri (landcd property) of tLbapplicant (s). 

. Remarks f 04 Apprasaj Staff requding thb fca.bilily of Lhe Scheme/Projeci ( attacbi scprate
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Annex 2
 

Role::nce : Itcm 5; Page 3
 

Egootiondic of tUe Scheme/Project ( addition- inforJAfoD.) 
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ANNEX 2
 
TABLE 6 

BK.B. L.F.-2 

BANGLADESH YMISHIEstablished WAKunder Bangladesh Krishi Bank Order, 197,
(President Order No. 27 of 1973) 

LOAN APPLICATION FORM FCR LOAN OF ABOVE TK. 6000/-
AGAINST PROPERTY MORTGAGED 

(TRANSLATED FROM PANGLA) 

BRANCH 
DISTRICT' 

Serial No. 

Loan Case ao.
 

l. 
 Amount of Loan prayed 
 2. (a) Application Fee
for 

(b) Receipt No. cf
Fees paid
 
(c) Signature of Rec
(d) Date of Receipt
 

of Application
 

3. FULL PARTICULARS OF APPLICANTS: 

Serial
 
NO. 
 Name Fa rofessinA


Husband's & Nationa- getrnan 
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4. Purpose of Loan prnyed for: 

Seri.al 
No. 

Particulars of Loan/
rticles/Stuff with short 

description/Number 

Value/
Sanctioned 
Exenditure 

Amount of 
Loan Pra-
yed for 

Remarks 

5. Particulars of plan for utilis .tion of Loan(Attach separate paper,
 
if needed) 

Serial Short particulars Project Means of commnicatiui 
No. on olan site with direeicn 

Village 
(Mouza) -

J.L. No. -
Ledoer No. 
(Khatian) -
Plot No. 
(Dag No.) -
Area
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6. 
 Short description of proDerty of the Applicant/AppLcant,:
 

Seria Classification of property

No. 


a) Agricultural Land
 
b) Non agricultural land 
c) Homestead 
d) Projedt machineries 
e) Others 

7. Proosed Proierty for Mortoage:
 

(a)(1) Agricu]tural Land 

Mouza Khatian No./District P.S./ 
 & J.L. Ledger No. 
Upazila No. 

Area Present Local
 
Valuaticn Remarks 

Dag No./ Total Area and, P riicu-Plot No. 
 area Boundary lars of 
of plot of the Deed of 
(acres) Mortga- ownership 

led
land
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(a)(2) Non Ariculturnl Innd 

P.S./ Mouza Khatian No./ Dag No./ Total Area and paC tcu-
Plot No. area BcL,ndary Lars ofDistrict Upazila & J.L. Ledger No. 

of pLot of the Deed ofNo. 

(acres) ier tga- ownership 

qe4 land
 

7. (b)(3) Particulars of buildinn/homestead and other property, 

Serial 
No. 

Description of 
liability, if any 

Whether unde:r 
occupation or 
rented out 

own Valuation-cn Particulars 
the basis of of Deed of 
rent - monthly crmeship 

yearly 

8. Financial Loan Liability 

Serial To whom Amcunt of Balance of loan Remarks 

No. in debted Loan nnw payable 
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9. Acknowledgemont and Statemnprt of Fidelity 

(a) I/We am/are hereby applying for a Loan of TX ..................
at the existing rate of interest at Tk...............
per a.num.I/We hereby undertake to bind myself/curselvesBangladesh Krishi Bank Order 
to the rules under(P.O. No. 27) of 1973, SectionOrder of the Bank or 

19,PAthority directions of Chairman/ManagingDirector as and when any rule is in force, and all the conditions,mentioned in the Deed, to be registered by me/us. 

(b) All information given in this loan application is absolutely true
to my/own best knowledge with no coercrioapersuaricnquarter, from anyI/We am/are applying for loan solely for the best interestof my/our own production/development prograz4e. All particulars,.along with this application, submitted by me/us are wholly true.if in future it is discovered that any such information is false,made up or fictiticus, in that case with full knowledge of the
penalty of fine and imprisonment under section 29 of theaforesaid Govt. order, I/We am/are hereby thaton oath deposinaI/We shall be bound to _ndergo punishment of imprisonment andfi.e both under the existing law of the land and as per rule 29,of Bangladesh Krish' Bank Order. 

(c) I/We am/are agreeing with the mortgagee that if any share-holder
or owner of adjacent properties, files any pre-emption suit inthe Court of Law for any property mortgaged, the money that wouldbe deposited in the court by such claimants as per valuaticr, of
the property claimed shall be payable to the mortgagee and the
applicant/applicants (Loan i(eceiver/ Receivers) or thereafter
his/their heirs will have no object qn or any such objection willnot be accepted by the Court. I/We further stateforthwith to the Bank if 
that I/We disclose

Iile receive any such notice of preemption suit, and that failing such disclosure I/We shall be
regarded as offender underan Criminal Law and will be punished
as required. 

10. Sinature of h appltcatinnin presence of witnesses and identifiers 

(a) After writing this application with all particulars I/;-e haveread by myself/ourselvez and/or hearing if read by others,
understanding it clearly and with my own will voluntarily
withour any instigaticn from any quarters, annexing hereinunder
my/our signature/signatures/thumb impression/thumb impressions. 
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Serial Name of Applicant/ Signature/thumb Signature and address 
of the identifier
No. Applicants Impression 


Full Name and designution bfPlace 
the Inquiry officer with report

Date 

(b) Sqnature and Address of Witnesses 

i. Signature 
Name
 
Father's namd 
Address 
Union 
Post Office
 

DistrictP.S./Upazila 

ii. Signature 
Name
 
Father's name
 
Address 
Union _
 
Post Office ....
 

DistrictP.S./Upazila _ 
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Annex 2 

Table 7 

TYPES OF SECURITY REQUIRED FOR DIFFERENT 
TYPES OF AGRICULTURAL LOANS 

(Selected examples) 

I. 	 Intensive Summer Crop Production (ISCP) Program (ACD Circular
 
No. 3/83, dated 13 March 1983, "Financing of Intensive Summer
 
Crop 	Production Programme - 1983", para vii).
 

1. 	Owner - Cultivators 

Loans to owner - cultivators shall be secured by hypothe
cation of crops to be prc-luced on the land. The loanee shall 
execute the farm crop Hypothecation Deed (See Annex 2, Table Q. 

2. 	 Share croppers
 

a. 	 Loans to share croppers will also Lu secured by hypothecation 
crops.
 

b. 	 In addition, one or two personal sureties are required,
preferably the owner of the land under cultivation by the 
share cropper. In the absence of the owner of the land, 
any other person acceptable to the bank can also be surety.
The surety or sureties, and two withesses, shall sign the 
crop Hypothecation Deed. 

3. 	 Group Loans
 

Group loans may be secured by hypothecatioli of the crop
and by group surety bonds to be executed by the farmers consti
tuting the group. 

II. 	 Fisheries Program
 

(ACD Circular No. 14/83, dated November 30, 1983, "Financing of
 
Fisheries Proramme, 1983-84," para 8).
 

1. 	 D.P. (Demand Promissory) Note
 

Borrowers will draw and sign D.P. Note in fe.vor of the Bank. 
The D.P. Note delivery letters should be signed by both the 
borrower and the lajarantor. 
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2. 	 Hypothecation DPiA 

Each borrorAer will execute a simple "Hypothecation Deed" 
hypothecating the fish to be produced in the tank/pond/derelict 
water body in favour of the bank. 

3. 	 Mortigage of Water Body (if owned) 

a. 	 Ar owner of a water bcdy shall mortgage that water body as 
collateral valued at the local market price of adjoining land. 

b. 	Such mortrigo shall be by method of deposit of title deed
 
throulh a memorandum of deposit with a clouse for sale by the
 
bak, if reCulired, without intervention of the court under 
Transfer of Property (Amendment) Act, 1929. 1/
 

c. If the loane* fails to produce a valid ownership title in 
respect of the water body, the loan miy 'e sanctioned and 
disbursed aqainst the deposit of a title deed Jn respect of 
other immovable property cf the intending loinen. 

d. The value of the mortgaqed property should not, however, be 
related tothe quantum of the loan. That shall be determined 
strictly on the basis of the established credit norms, related 
to its productive potentiality.
 

4. 	 Personal urpt' (If Water W3V Not Oned, au Leased) 

a. 	Lessor - berravers, in addition to drawinq and sin-pling a D.P. 
note and executin, a Hypothecation Deed in favor of the Bank, 
shall also produce a personal surety from local respectable 
per;ons, such as Union Parishad Chairman or Members, Doctors 
and Teachers, who have adequate and sufficient immovable
 
properties.
 

b. For joint ventures between the Government and Private parties 
for fish culture the D.P. note, the Hypothecation Deed and 
the 	surety, as in (a) above, shall be required.
 

5. 	 Joint Owners Must Produce A Consent Letter For Aplicant 

a. 	Existing practice requires all joint owners of ponds/tanks to 
apply for the loan jointly or to authorize the applicant to 
deal with the bank on their behalf by a duly executed power 
of attorney.
 

'1/ 	 ACD Circular No. 14/83 incorrectly states that this is the 
Transfer of Property (Amendment) Act, 1929. See Section 58(f)
of the Transfer of Property Act, 1882 (Act No. IV of 1882), 
as amended, which permits such mortgage by deposit of title
 
deeds for land whroever situated as long as the mortgage deed 
itself is executed in Dhaka, Chittagong or Narayangonj.
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b. To speed up the process, the banks may henceforth disburse
loans to prospective loanees if such applicants can produce
a cansent letter from the joint owners stating that they have
no objection to 
the applicant receiving such a loan.
 
S. 
 Letter of Under taking By Applicant That ]and BeiIs Under His Possession An 
 ree 
From Any EncubMraanc
 

a. 
Under existing procedure, loanees are required to give an
under taking on stamp paper that the land being mortgaged
is under his possession. In addition, he nust furnish a nonencumbrance certificate letter from the Land Registrar's
Office that such land is free from any encumbrance.
 
b. 
From now on, all banks will accept such a letter of under
taking without a stamp fee and will not insist on 
the production of a non-encumbrance certificate.
 

III. Land Mortgage Loan
 

(ACD Circular No. 14/64, dated 27 August 1984, "Land Mortgage Loan
To Flood Affected Farmers" 

A. Eliaibility (pdra 2) 
1. 
Farmers who possess up to 5 standard bighas of agricultural
land, excluding homestead land, and who my make a distress
sale of that land. The farmers, after mortgaging the land
with the ban:, 
will continue to possess and cultiva~e that
land during the tenure of the mortgage.
 
2. 
Small farmers who have already mortgaged thcir land to private
lenders 
(and thus do not have un encumbered land) are eligible
also for such loans in order to redeem that mortgage.
 
3. No loan will be given against the mortgage of only homestead
 

land.
 

B. Security (para 10)
 

1. 
The loan will be secured by a land mortgage.
 
2. 
The mortgage deed will be registered by the branches themselves
without the payment of a registration fee or stamp duty according
to the procedure set forth in ACD Circular No. 11/80, dated 25
November 1980, and Circular Letter No. ACD 9 3 3/365(b), dated10 February 19R1.
 

3. The title deedn and latest Dakhila will be required to be
deposited with the Bank.
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A copy of the deeds so retistered, along with 
a copy of the
 

4. 

letter sanctioning the loan will be sent to 

the Registrar/
 

Sub-registrar having local, jurisdiction of 
the land mort

gaged for recording.
 

In addition, banks, without any longer insisting 
on production
 

of a non-encumbrance certificate from the 
Registrar, will
 

obtain a -Halapnama" (under taking) from 
the borrower that
 

the land given as mortgage is absolutely 
under his legal owner

ship and possession and that the same is 
free from any encur

brance and that for any misstatement of 
facts he will be held
 

liable under law.
 

5. 	In addition to the mortgage, the borrower will furnish 
an
 

agreement and demand promissory note in 
favour of the Bank.
 

Farmers who mortgage their land under 
this program will
 

continue to be eligible for a crop hypothecation 
loan (except
 

for a Rabi Crop loan under IRCP - ACD Circular No. 24/84,
 

dated November 6, 1984, "Land Mortgage Loan").
 

6. 


IV. Irrigation Equipment
 

A. Shallow Tubewells tSTWs;
 

(ACD Circular No. 4/82, dated 26 April 1982, 
"Marketing of
 

Private Sector's Imported STWs Through Credit") 

Loan is secured by hypothecation of STW and 
by mortgage of
 

1. 

acre of land as collateral.
 

A group surety bond will be obtained where 
the loan is
 

2. 	
sanctioned to a group of farmers or to 

cooperatives.
 

3. 	Loan should be sanctioned on basis of 
a letter of undertaking
 

to be obtained on non-judicial stamp papers 
of Tk. 3.00 in
 

the form already prescribed. If necessary 
the form of the
 

letter of undertaking shall be modified 
to incorporate
 

particulars of the title deeds.
 

B. Deep Tubewells (DTWs)
 

"DTW Financing
(ACD Circular No. 11/82, dated 13 August 

!9P2, 

Collateral").
 

Such loans shall be provided without a 
mortqage as collateral.
 

1. 


The 	DTW itself will be hypothecated to the 
Bank which shall
 

2. 

satisfy itself about the technical feasibility 

and viability
 

of the project, keeping in mind the command 
area of the DTW,
 

before sanctioning the loan.
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C. Rental Lowlift Pumps (LLPs)
 

(ACD Circular No. 15/82, dated 11 October 1982, "Term Financina 
For Sellinn of Rental LLPs") 

1. 	 The loan shall be secured by the hypothecation of the pumpitself, The mortqage of one acre of land mav also be taken 
as collateral. 

2. 	 For aroun loans, a group surety bond with joint and several
liability for the members of the croup shall be obtained,
in addition to the hypothecation of the pump and the mortgage
 
of land.
 

D. Spring Tubewells
 

(ACD Circular No. 1/83, dated 4 January 1983, "Financino of
 
Spring Tubewells") 

1. 	 Hypothecation of tubewell itself and mortga(;e of 'i acre of 
land as collateral security. 

2. 
Group surety bond also required if loan is sancticned to a
 
group of farmers or to a cooperative. 

3. 	 Loanees required to give undertaking on plain paper, without 
stamp fee, stating that land being mortgaged is under his
possession and that the same is free from any encumbrance.
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ANEX 3 

CREDIT PASSBOOK 

Table 1. 	 ACD Circular No. 21/84, dated 16 October 1984, 
"Aqricultural Crop Loans- Annual Basis" 
(includling Annexure II-Credit Passbock form)
 

Table 2. 	 BKB Credit Passbook Form 

Table 3. 	 Rupali Bank Credit Passbook Form 

Table 4. 	 ACD Circular No. 6/85, dated 15 June 1985, 
"Financing of ITAP 1985". 
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Table 1 

ACD CIULAR NO. 21/84 
 Dated 16 October, 1984
 

TO: 	 The Managing Directors, KB and
 
Nationalized Commercial Banks
 

Dear 	Sir,
 

AGRICULTURAL CROP LOANS- ANNUAL BASIS 

It has been observed that 	under the existing system of sanctioning
loans on a crop to crop basis, disbursement of loans to fanrers could
not be made in time on the ground of non-receipt of instructions bythe branches fron their Head Offices and/or time taken for processing
application of each crop or delayed receipt of the recommended list
of fanires from the UACC at the beginning of each crop season. Late
disbursement has been cited as one 	 for diversion ofof the reasons 
agricultural loans to other uses which frustrates the purpose of the crop 	loans. Tb overcome this problem, it has now been decided to 
assess the requirement of S.T. 	 farmercrop 	loan of a on an annual
basis rather than on a crop 	1o crop basis and to introduce for this purpose an Annual Lending Programme. Under this system, the quantun
of credit required by a fanrer for cultivating various types of crops
during a year will be determined and sanctioned at a time. The
following criteria are prescribed for the purpose: 

1. Credit requirement of the fanmer will be assessed on the basis of an annual production plan covering all crops at the beginning of each year. The banks will adopt October- September as the agriculture year
for this purpose. The fanmer will have to submit the existing loanapplication form to UACC incorporating his annual production plan.
The list of eJ.igible farmers will be prepared as usual by the UALC
which will also assess and if-icate the specific crops and acreage
to be cultivated by the liste, fanners during the year. These will
be incorporated in prescriLed form/production plan (enclosed).
a list for the current year will be prepared and subitted by the

Such 

UACCs to the concerned bank branches within a month of receiving this
circular. In the future, hcever, such lists are to be submitted by
the end of June for the follcwing year (October- September) so that
bank branches will have time to determine the fund needed by them and
make necessary arrangerents for it with their Head Officers. 
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2. Banks will sanction annual loans at a time according to the 
prevailing credit norms covering all the crops as per the production
plan. Disbursement for different crops must, however, be made with.in 
the period mentioned in the crop loan calendar (Anneu-re- I). Efforts 
should be made to disburse the loans at the beginning of the 
disbursement period. 

3. Normally, the loanees will repay the loan taken fcr a particular 
crop after harvest and marketing of the crops as per the prescribed
normal due date of the crop in question. (Column 4, Annexure- I).
Banks will make vigorous efforts to recover the dues after each 
harvesting period. Loanees failing to repay the loan, even as per
final repaynnt date mentioned in column 5, will not be debarred from 
getting loans for the subsequent crops during the same year for whi-. 
sanction has already been accorded. 

4. In keeping with the change over to annual crop lcan programe,
it has be-en decided nor to apply penal rate of interest before the 
expirv of the final date fixed for repayment of the loan for earch 
crop as shown under column 5 of the Annexure- I, thus autcmatically
providing for a grace period before the application of the pe'aJ. 
rate of interest. So, henceforth, loans will be treated as overdue 
after the expiry of the respective final repayment dates as indicated 
under column 5 of the Annexure- I. 

5. Loanees, who intentionally do not repay the loans within the 
prescribed final repayment dates even after normal production and 
also those who avail fresh loans after the rescheduling of their 
past due loans but ultimately do not repay the same-within the 
rescheduled due dates, may be treated as chronic defaulters and be 
made ineligible for fresh loans, subject to the concession given in 
paragraph 3 above. 

6. For better operation of tlhe annual lending systen, banks will 
introduce a credit pass book, the format of which is attached. 
(Annmeure- II). Banks will issue pass books to the farmers as and 

when the books are available and full particulars are received frtn 
UACC. The pass hock will remain with the farmers/borrowers who will 
produce it at every transaction. 

7. All documentation of the loans covering the whole year will be 
finalised on an annual basis (before the beginning of the first 
crop season of the ,ear), instead of obtaining the same on a 
piece-meal basis at the time of earth disbursement. 

8. For reccovery of loans, sanctioned (and disbursed) as per
reccandation of the UACC/UZAC, the UACC/UZACC will be made 
equally invclved and responsible along with the bank branches 
concerned. Normal recovery procedure under the PDR .Act may also 
be followed. 



- 213 -
Annex 3 

. e bank branch will continue to extend agricultural credit totheir existing good borrowers depending on banker-custome. relationshipeven though the list of borrrs may not be -eceived or the naiesccerned are rot included in that recamended list of the UPCC. 
10. The bank will not extend agricultural credit to any chronicdefaulter, as defined above, even though his name may be includedin the recomened list of the LCC. In such cases, the brancheswill send to the UC a list of names of chronic defaulters givingthe related particulars. 

11. In unions where B disburses crop loans side by side with anydesignated crmTercial bank, the UACC will prepare two separate listsfor the two banks and it should be ensured by UAOC that duplicationis avo-ided; that means that the same faners ' names are not includedin both the lists. Mebers of Co-operatives who are eligible for acrop loan under the BRDB/BST programme should also be excluded from
their lists. 

You are, therefore, requested to issue necessary directivesto your branches concerned in order to introduce the system forthwith 

A copy of your circular issued to the branches in this respectmy please be endorsed to us for our record. 

Yours faithful ly, 

(signed) 

(Kamal Uddin Ad)
 
CIIEF OFFICER 



ANWUAL PRODUCTION PLAN 

I, Name of Farmers 

2. Father's name t 

3. Address$ 

A. Particulars of land fox 

Houza 

Upazila 

&vk, vadgeting 

Villae 

District 

Union Council 

Highland 
Topohrraehv (Land type . 

Hedium high I Low land I Total I Area of land I 
| land I I I owned I 
1 2 1 3 1 4 5 

Land title (acrece) 
Area of land share- j 

cropeed I 
Total Area I R a m a r k a 



B. Crop-wise troduction Plannine 

S. ae of crop ProposedCredit 

V o Jc r o pp nI I 6cre8aie Seed 

2 (k.) 

In k in dI FertilizerTITotal 
M T.) I )TI..) 

Pecommendatica 

'n-uo hTPesticides LaalC.tTtl 
Prkt, I Ik. 

o 
Toiato(r) 

I 

~ Ra 

1. Aus: Local 
I1YV 
Total 

2. T.Axan: LocalHYVTotal 

3. B.Aman 
Figures to be 

I. Boro: Local 

HYV 
Total 

5. Wheat 

incorporated 
from approved 
cfedit ceilig 

6. Potato7. us tai-d(HyV) M 

I 
8. Groundnut: 

Kharif 
Rabi 

9. Jute 

10. Sugarcane 

11. Vegetable 

V-. Frult P1Lcntltion: 

-Banana 
-Piaeappl e 

T..t . cropped 

NoMe of BLck--------------------------------------------.------

Ma ef" 
Mame oi 

Un.lon Couu.l 
rpara ] 

Sisnature of 
BlOck Supea.visor
Block Supervisor's Full name 
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CROP LOAJI CALENDAR 

C r o pa 

T. T. Aman: 

I 
1 
! 

t 
Production cannon 
v.n- porld Havao~ti 

I 
i 
I 

(a) Local Juno 15 - Sopt.15 Ncv. I-Do. 31 
(b)HYV Juno 15 - Saopt.15 Nov. 1-Zoc. 31 

2. Boro; 
(a) Local Oct. 15 - Jan. 31 A,ril 15l-Juno 30 
(b)HYV Nov. 15 - March 15 May I - Juno 30 

3. Wheat Nov. I - Doc. 15 Feb. 15-April 30 

4. Potato Sept. 15 - Nov. 30 Jan. I - April 15 

5- Cwet PotatSopt. 15 - Dec.15 Feb. 15-A.pril 15 

6. Mustard Oct. 1 - Nov. 30 Jan. 15-.rxch 31 

7. Ground Nut:
 

(a) Mmr&f April 15 - Juno 30 Sept. 15-?Tov, 30 
(b)Rabi Oct. 15 -Doc, 31 April 1 - May 31 

8. Sugarcane Oct. I - ipril 30 Nov. 1 - Feb.28 

9. Aus:
 
(a)Local .arch I - Juno 15 July I*-Aue 31 
(b)HYXV Feb. 15 - "ay 31 July 1 - AuE-31 

10. B. Aman Mtarch I - May 15 Nov. I - Dec.31 

11. Juto March I - April 15 Juno 15 -C-.02t. 1 

Annex 3 

ANNEXUE-T 

o duo Oa"o LF l rcpcq
pe:,od i for rocovery of I mont dato 

I 
I 
l 


loaas lifter which 
I anal interest 
will be apl-i-


End Fob. End March.
 
End Fob. Znd. March
 

End July End Sept. 
End 3V1j End Sept. 

End May En Jvz . 

End Hay End Sept.
 

End flay End Sept. 

Znd May End Juno. 

-.nd Dec. Znd March
 
nd July End Sept.
 

End March End March
 
(Nexct yoar) (Next yerr) 

Ind 3opt. End ".cc.
 
End Sept. Lnd Dcc.
 

End Fob. End March
 

Z--4 Cct- De.i,
 

http:Saopt.15
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ANNDaMUE- II 

CREDIT PASSBCCK (FORM) 

(Translated from Bangla) 

Bank 

Branch 

(Fam Isr Nan.) 

(Address) 

(Pass Book No.) 

(Savings Account No.) 
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G4AL UNrOr.RATIC, 

(Pass Book) 	 PHOCOGIAPH 

(Date of Issue 
of Pass Book) 

Identifier's Signature 
(UP Chainan/ Ward 
Member) 

1. 	 (Nam) 

2. 	 (Father's Name 

3. 	 (Village) 

4. 	 (Post Office)
 

5. 	 (Upazila) 

6. 	 (Main Source of Income) 

7. 	 (Other Sources of income) 

8. Infoation e!-tina to land: 

a) 	 Land aned acre decimal
 

(i Irriaated acre decimal
 

(ii) Unirrigated acre 	 dec.imal 

b) Land n Leased acre decimal
 

c) Land Cut Leased acred decimal
 

d) Shzirecropped Lard acre decimal
 

9. Infornation Relatina to Proerties: 

a) 	 Dwelling Ho.se d) Trees and Plants
 
(edible fruits)


b) Farm House 

Value of Annual
 

___Production:c) Fish Fa-

Annual Sale Proce :_ __--_: 

e) Other Trees 

,'0. Aninal Husbar.-.
 

a) Cx/Bullcc:.iCJw/Calf,/Buffalo- No.
 
_o.b) Goat/heep-


c) C k/He-n.Luck- No.
 
d)
 
e)
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Annex 3 

Azricultural imlerents 
a)

b)

C)

d)

e)

f)
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PAIMCUIAIM OF ANNtUAL PRO CIN PLAN, 
lOANS CUMW AND SXIN M~ 

1. Prvducticn Plan 

2. Applicant's Signature/ Thumb Impression 

3. Amiunt of Previous Unpaid Lcans 

4. Puzsewise Allocation of Loans Sanctioned: 

a) Tk. 
C) Tk.
d) Tk.
 
e) Tk.
 
f) Tk. 

g) Tk.
 
h) Tk.
 
i) Tk.
 
j) Tk. 

Total Tk.
 

Acc~mt No.
 



PARrICLrrAIrS OP MAN ,AYME I,4S AND IUjPAYMj?'L"S 

Date Loari 
 Voucher Ant..nt Anount RepuidLedger No. Peceived Balance u tstazdingSFOLio BalneOutstanding Signanure of
- Ser- Total Prin- Inter-

cipl Ser- Total Officerest viceChar.e cipal est vicec larqe4 5 
 6 
 7 
 8 
 9 10 
 11 
 12 
 13
 

_______ ________ ____ ___ ____ ____ ___ i -N 

fD 

Q 
W 



SAVINGS 

eer Amount Balance Total 
folio 1o. DeXposited Withdrawn Pdid Savings Authorised 
No. Officer 

egu Voxicher ATmunt Interest Signature of 

2 3 4 5 6 7 89 



Anne:% 3 

- 223 -

Annex 3
 

Table 2
 

BANGL.OESH 
 !MT-HI PAVV CREDIT PmS BOOK FORM 
(Translated frCn Bangla) 

BANGLADESH KRISHI BJC 

Branch 

(UDIT. PASS BOO2K 

Name of Borrower_ 

Address 

Pass Book No. 
Savings Account No. 

Branch Bank Manager 



_______ 
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GEMML INFORMATICN 

Pass 	Book No. 

Date 	of Issue of Pass Book 

. NPHOIAPH 

2. 	 Father's/Husbami's Name 

3. 	 Village 

4. 	 Post Office
 
Far xr' s Sicnature/.
5. 	 Upazila ThL.- Ihmress1cn 

6. 	 District 

7. 	 Principal Source of Inzome Identifier's Sianazure 
(UP Chaizrun/ Ward 

8. 	 Other Sources of Income Meber 

9. 	 Information Palating to Lard: 
a) Land owned acre 	 decimal 

(i) 	 Irrigated acre deci al 
(ii) 	 Unirrigated acre 	 decimal 

b) 	 Land In Leased acre decimal 
c) Lard Out Leased acre decimal 
d) Sharecropped Land acre decimal 

10. 	 Infonrmation Relating to Properties: 
a) Dglling House d) Trees and Plants (edible 

b) Fanr House _its f_ 

c) Fish Fann 	 Value of Annual
 
Production:
 

Annual Sales Proceeds: 

e) 	 Other Trees 

11. 	 Anin'al Husbadry 
a) 	 0x/Bullck/Ccw./Calf/B.Lfalo- No. Goat/Sheep-b) No. 
c) 	 Cock/Hen/Duck- No. d)
e) ____________fl 



- 225 -

Annex 3 

12.Aqrit~ral I1D1~rents 

b)
 
d)
 



.- PLANPAPIICIJLARS OF ANNUMLAL PI 
OF ANNUAl. pRCUCrION PLAN TIM. 

AND CIEDITS SANC I IED 
PARTICULARS 
AND CREDTS S4TIOC'JED 

1. Production Plan:
 
1. Production Plan: 


2. Applicant's Signature/
 
2. Applicant's Signature/ 
 Lmpression


,humb mipression _Thumb 

3. Aiiount of Previous 
Amount of Previous Loans Outstanding
3. 
 Loans Outstanding
 

4. Purposewise Allocation of Loans Sanctioned:
 
4. Purposewise Allocation of Loans Sanctioned: 


a)
a) 


b)
b) 
c) a% 

C) __. 

d)
d) 


e) 
ey1-)
_f) 

g) 

h)
h) 
 ii}______________________
.1) _ ______________________ 

J)
j) 

Loan Accuit No. - -
Loan Account No. 

MORE)
(TIS PAGE THI REPENTED 'NWICE 



PARTICULARS OF PAYMENP AND R1EPA'YEr'JT OF LOAN 

t i 
loan Acoount No. 

Date Loan 
Lcdger 
Folio 
NO. 

Receipt/
VCouicer 
lk.). 

Amnountunt 
Received 

Prin-
cipal 

Inter-
est 

Repaid 

S&J-
vice 

Tbtal 

Balnce Outstandij/Due 

Prin- Inter- Ser- lbtal 
cipal est vice 

Signature 
Authoriseed 
Officer 

of 

1 2 3 4 5 6 
Carge 
7 8 9 10 

Charge 
11 12 13 

Tk. P. Tk. P. T. P. Tk. P. Tk. P. Tk. P. Tk. P. A. P. Ah. P. 

( 

(THEIcE IS A SE JID SIMINAR PC E) 



SAVINGS 

Name Savings Account No. 

Date ledger 
Folio 
No. 

Iamipt/ 
VoMuIer 
No. 

[mit Withdrawal Balance Interest 
Paid 

Total 
Savings 

Signabre of 
Authorised 
Officer 

1 2 3 4 5 6 7 8 9 

7k. P. Tk. P. Tk. P. Tk. P. Tk. P. 

CO 
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Table 3 

RJPALI BANK CREDIT PASS BOOK FOM 
(Translated from Bangla) 

RJPALI BANK 

Branch
 

AGRIaffDAL CRDIT PASS BOOK 

Nme of Pass Book Holder 


Pass Book .No.
 

Date of Issue of Pass Book 


Savings Account No. 

SIgrjlaure of Arcultua Crit 
Assistant IS 

PWY~tGPAPH OF 
BORROWM 

Bor ers Signature/ 
Shumb Intxssion 

Identfier's Signature
(UP Chaimian/ Ward 

i }er) 

Signatue of Branch 
ager


M'anager 
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1. 	 Name 

2. 	 Father's/Husband's Name 

3. 	 Village 

4. 	 Post Office 

5. 	 Upazila/Police Station 

6. 	 District 

7. Principal Source of 	Income 

8. 	 Other Sources of Incae 

9. 	 Information Relating to Land: 

Area Ioc.-tion/ Khatian No. 

Acres Decimals
 

a) Land c'ned
 
(i) 	 Irrigated 

(ii) Uirrigared
 

b) Sharecopp __
 

c) Leased In
 

d) Ieased Out
 

10. 	 Information Relating to Properties: 

a) Dwelling House d) Fruit Trees 

b) Farm House _Approximate rnural 
Froiuctim Value:c) 	 Water Body/Pond 

Suitable for Fish Actual Sales Pro . _ds:
 

Cul1tivacion (and 
Approximate Annual 
Incme Theref ran) 	 ej - Tree_ 

11. 	 Animal Husbandr/ 

a) Ox/Bullock/Ccw/Calf/ Buffalo- \o. b) Gxit/Sheep- No. __ 

c) Cock/Hen/Duck- No. 
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12. 	 Agricultural Irplents 
a) 

b)
C) 

e)	 
d) 
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PAMTILAPS OF ANNUML PODUCI-ION PLAN AMD 
CEDITS SANCrIONED 

l.. 	 Production Plan: (Agricultural Year- October 198 to Septanber 198) 

Method of
 
Sl. No. Crop 	 Area Purpse of L';an Pavment 

Under Seed Ferti- Pesti- Irrig- Laour Cther Cash In Total 
Culti- lizer cide ation C-.are Kind 
vation 

2. 	 Applicant's Signature/ Sicnature of Person Who
 
Thumb Impression Precarcd the Plan
 

3. 	 Previous Outstarding Lo ns (Tk): 

a) 	 Overdue Amount (Tk) 

b) 	 Amount Not Overdue (Tk)
TAL (Tk) _ _ _ _ _ _ _ _ 

4. 	 PLrposewise Allocation of Loans Sanctioned: 

a) 

b) 

C) 

d) 

e) 

Loan Account No. 

(W.FE TDDETrICAL PAGES =h1 FOLL01) 



PARrICULAPS OF PAYmeNT AND REPAYMEI OF C1-4P IfANS 
Ntuac of Crop 

_Loan 
 ?.count No. 

Date loAn 
Ledger 
Folio 
rb. 

[Wan 
Accountt 
No. 

hAnjunt Rl-eived 

In In TotaI 
Cash Kind 

Amount Repaid 

Prin- Inter- Ser-
cipal est vice 

Total 

Anotint of Overdues Amount of tal 
Otsta'ndn foals

Prin- Int. S. btal Prin. Tnt. S. To-cijxaL Chge Cg.tal 
Sig
natur 

Charge 
of
Auth. 

Officer 

(FOLLOAE BY TWO SIMILAR PAGES) 
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PARTICUTLARS OF BORRUA'ER' S SAVINGS ACCTr 

Date Ledger 
Folio 
No. 

Amount 
Deposited 

Amount 
Withdrawn 

Balance Interest 
Paid 

Total Signature by 
Aud-torised 
Officer 

(FOLLOWED BY MIWIDErrICAL PAGES AND BY A 
CEOP CALENDAR WHICH HAS NCYI B REPKFCED (BUT 
SEE ANNEXURE- I IN ANNX 3, TABLE 1 (at page 
211 ,Annex 3)). 
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Table 	4 

ACD CIRVAR NO. '6/85 Dated 	15 June, 1985
 

TM: The Managing Directors, BKB and
Nationalized Camercial Banks 

Dear Sir, 

ITAP 1985- FINANCING OF 

The season for production of Transplanted Amanin. The credit norm for financing the crop for this 
is about to set 
seascn has beenprescribed at Tk. 2148 and Tk. 1025 for HYV and Local VarieLy
respectively as detailed in the Annexure. 

In financing the programe, banks 	will follaj tle following
guidelines: 

1. 	 Minimum 
6 

of one-half bigha (16.5 decimals) and maximum of
bighas per borrower should be financed 
under 	the prxram. 
2. The credit calmponent for fertilizer will be disbursed in kindwhile 	the rest may be given in cash.irrigation 	 Credit for meetingcost will be provided only when and where recired. 
3. In the old district areas 	of Patuakhali, I'hulnaland of Faptai lake 	 and in the fringein Rangamati District,component may 	 credit for fertilizerbe left at the option of the far r because of thevaried natural soil condition of the area. 
*4- Banks will issue credit pass books along 	with sanctioning/

disburserent of the credit under the p-ngramme if by thistime it has not been issued to the loanees. If necessary,
banks 	 themselves will get a simple production plan of theprospective loanees prepared in case the same is not madeavailable in tme by the Block Supervisor of the Departrntof Agriculture Extension. 

5. Credit will be disbursed by the branches of NCBs and BKBexclusively in the areas allotted to then. 
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6. 	 Unions originally allocated to Pubali Bank, Ltd., will be financed 
by the branches to whom the unions will be re-allocated by the 
respective District Caimittees. 

7. 	 All other procedure, tenns and conditions relating to sanction, 
disb1xrswernt and recovery of the loans, as contained in our 
ALD Circular No. 21/84, dated the 16th October, 1984, will
 
remain unchanged.
 

You are, therefore, requested to issue necessary instruction 
to your branches concerned in this respect under advice to us. 

Yours faithfully, 

(signed) 

(Kaml Uddin Ahmed) 
GENERAL MANE 



CREDYT NORM FOR ITAP 1985 ALR1
 

V&lue
 

0,ieo 
 Fertilizer in rntnsCostothe 
ofjPr ~-~toijCscr X ra TSP '! ,, ft a cos[M. p otal I ood, Cst - - C-,L

11c~lrFrd~~ 

T- Am-an 

TI 
3 91 T .32=11:9T.20-. Oi5-4018 

9 0 Tk.250.O Tk. 1%0.00 Tk.1227/- Tk. 2148.39 Tk- 486.-9 Tk. 1662.O0 Tk2148.39 

Tkj-j.20 --. TP.181-0- 8 T'k- -g.7Z,5 k-".lOL'T]c.-.50-0 0-20-0 2-1r-0 Tk-.7/0-12-0 Tk. 30.9I T|r. 100.00 Tk. 436.00 Tk. 1025.00 Tk. 383.70 Tk. 641.90 Tk,102 .ck 

N I fHininu per borroworborrower for I for half standard 
2 acree 4 bigha
 

Tk.4296.78 
 Tk° 3.5. .o 
Tk.2050.Cfj Tk. 169.0 

Per maundDrce of fertlizer 

URkEA ZTc. 174.20
T.S.P. Tk. 1 .. 8q
H. P. Tk. 129.44 

http:Tk.4296.78
http:Tkj-j.20
http:2=11:9T.20
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COOPERATIVE SOCIETIES
 

Table I 	 Changes Made By Co-operative Societies Ordinance, 1984
 
(Ordinance No. I of 1985)
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Table I
 

CHANGES MADE BY CO-OPFRATIVE SOCIETIES 
ORDINANCE, 1984
 

(Ordinance No. I of 1985) 

I. 
 CHAPTER II. REGISTRATION (Sections 6-13)
 

1. 
Societies Which May Be Registered (Section 8)
 

a. Government may now prescribe qualifications for membership of
 
any class of co-operative societies.
 

b. Registrar, after hearing,a may remove fron membership anyperson who is not so qualified to be a member (Section 8(2)). 

2. Registration (Section 10)
 

a. 
No society shall be registered unless its bye-laws provide for
representation to different grouns of members of the society,as may be prescribed. (Section 10(3)). 

b. Registrar shall register or not register society within 90days of date of submission of application. (PREVIOUSLY NO
TIME LIMIT). (Section 10(4)).
 

c. 
Registrar shall communicate any order of refusal to register,with reasons therefore, to applicant within 30 days. (Section

10(5)).
 

3. 
Aftendment of Bye-Laws of a Cozoperative Society (Section 12) 
- Registrar shall register or not register amendments of bye

laws within 30 days (PREVIOUSLY NO TIME LIMIT). (Section

12(2)).
 

4. Power of FinancingBank or Registrar to Direct Amendment of
Bye-Laws (Section 13)
 

- Registrar who thinks amendment of society bye-laws is
 necessary or desirable may direct that society to held a
special general meeting for that purpose within 45 days,

failing which he shall register the amendment.
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Ile 	CHAPTER III. STATUS AND MANAGEMENT OF CO-OPERATIVE SOCIETIES
 
(Section 14-28)
 

1. 	General Meetincs (Section 16)
 

a. 	All general meetings of a society shall be celled by the
 
managing committee as prescribed. (Section 16(1)).
 

b. 	Annual audit report shall be considered at annual general 
meeting or at special general meeting called within 90 days
 
of date of its receipt.(Section 16(5)).
 

2. 	Managing Committee (Section 18)
 

a. 	Members of the managing committee shall be elected by 
direct election in a prescribed manner* (Section 18(2)). 

b. 	The term of the managing committee shall be 2 years (Section
 
18(3)).
 

c. 	Functions of Managing Committee shall be performed by persons
 
appointed by Registerar if committee not reconstituted before
 
ond of its term. (Section 18(4)).
 

d. 	Registrar by special order in writing will call special
 
general meeting of society to elect managing committee
 
members (Section 18(5)).
 

3. 	Disqualification For Beina Elected As A Member of the Managing
 
Committee (Section 19)
 

a. 	No member of a society shall be eligible to be elected as
 
an officer of that society or an affiliated society if he
 
has defaulted on payment of any loan or of any goods taken
 
on credit (Section 19(1)).
 

D. 	No person who has been a member of a managing committee for 
a consecutive terms shall again be eligible for election as
 
on officer of such society until the lapse of two years. 
(Section 19(2)1.
 

4. 	 Dissolution and Reconstitution of Managing Committee and
 
Disqualification of Its Members (Section 22)
 

- Where Government, after enquiry, is satisfied that a
 
society is :
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a. suffering from insolvency, of 

b. that its managing committee Is mismanaging the affairs or 
acting prejudicially to the interest of the Society. 

by order in writing dissolve the managing 	committee of the society,after giving that commiltee an opportunity to show cause against
the order. (Section 22(4)). 

5. Removal of Members of the Managing Committee (Section 26) 

a. Government may remove a member of the managing coinittee, byorder in writing, if it is satisfied that he is abusing hisposition as an officer or otherwise acting in a manner prejudicial to the interest of the society. He shall have anopportunity to shot cause against the order. 

b. Such person who is removed shall be disqualified, as in theorder, for a period of up to 5 years from being a member orofficer of that society or any other cooperative society. 

6. 	 Disgualification of A Person 
From BeingA Member of The Managing

Committee, etc. (Section 27) 

a. Government may disqualify person for up to 5 years from beinga member or an 
officer of that cooperative society or any
other cooperative society. Such person shall have the
opportunity to show cause against such order. 

b. Such disqualification shall be for abusing his position as anofficer of the society or otherwise acting in premanner
judicial to the interest of the society. 

7. Power of Government and Rpqjstrar to Nominate Vomnhers (Sect.ion 28) 
a. For national cooperatia 	 society, Government shall nomirateone-third of members of managing committee where it hassubscribed over 50% of the lonns and advances of the societyare given or guaranteed by the Gwernment. 

b. For other societies, uhder the some circumstances, theRegistrdr shall nominate one-third of the members of the 
managing committee.
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Ie CHAPTER IV* DUTIES AND OBLIGATIONS OF CO-OPERATIVE SOCIETIES 
(Sectou s 29-41) 

1. 	 Restriction on Lending (Section 39) 

- A Cooperative bank may accept deposits from any person or 
cooperative society, whether or not such person or society 
is a member of the bank and make loans to such person or 
society up to 95% of the deposit made. (Section 39(3)).
 

IV. 	 CHAPTER V. PRIVILEGES OF COOPERATIVE SOCIETIES (Sections 42-53) 

1. 	 Power To Remit Certain Duties, Fees, Etc. (Section 52)
 

- No court fee payable for filing certificate cases under 
Public Demands Recovery Act, 1913 for execution of awards 
under : 

a. 	 Section 88 (award treated as final mortgage decree for
 

property pledged as collateral security)
 

b. 	Section 125 (award directing payment of loan due by 
defaulting member). 

V. CHAPTER VII. PROPERTY AND FUNDS OF COOPERATIVE SOCIETIES (Sections
 
54-59) 

1. 	 Reserve and Other Funds (Section 55)
 

a. 	 Of net profits annually of a cooperative society, not less 
than '15% shall be carried to reserve fund (oi such hich pro
portion as prescribed for such society or class of societies) 
(WAS 25%). (Section 55(2)).
 

b. 	Bad Debt Fund and Agricultural. Credit Stabilization Fund
 

(i) 	 Every financing bank shall keep such with regard to 
profit, of any, derived from such transactions. (Section 
55(5)). 

(ii) For bad debt fund - not less than 10% of annual net 
profits (cc such higher proportion as set for that 
financing bank or class of financing banks). (Section 
55(6)).
 

(iii) For agricultural credit stabilization fund - not less 
than 10% of annual net profits (or such higher propor
tion as set). (Section 55(6)). Except as prescribed, no 
part of this Fund shall be used in the busiiness of a 
financing bank (Section 55(7)). 
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.c. 	Inventory loss fund for trading or manufacturing activity
 

Ci) 	 Such a fund shall be maintained if a society has any
profit from such transactions. (Section 55(8)). 

(ii) Each year carry to such fund not less than 10% of pro
fits (or such higher proportion as prescribed for such

society or class of societies) (Section 55(9)).
 

VI. 
CHAPTER VII. PRIVILEGES, LIABILITIES AND OaLIGATIONS OF MEMBERS OF
 

COOPERATIVE SOCIETIES (Section 60-75)
 

1. 	 Liability of Members (Section 65)
 

- Where any share of a society is purchased by another coopera
tive society or the Government, upon the winding up of the

society, the liability in respect of such share is limited
 
to the amount paid in respect of the share.
 

2. 	 Liability of Past Member and of Estate of Deceased Member
 
(section 66)
 

- Where a society is directed to be wound up under section 90
within the said period of 2 years, the liability will continue
until the proceedings for winding up the society are completed

by the liouidator
 

VII. CHAPTER VIII. NUDIT, INSPECTION AND INQUIRY (Sections 76-85)
 

1. 	 Rectification of Defeats 
(Section O) 

- amended to make vnlnginq committee, not the cooperative

society as a body, responsible to explain defects and

irregularities noted in the audit report, and report to
 
the Registrar what action has been takFn.
 

VIII. CHAPTER IX. SETTLFMENT OF DISPUTS (Sections 86-89) 

1. 	 Dispute to be Referred toRelotrar (Section 86) 

- includ- those of any person having transactions with the
 
concer- -d cooperative society (Section 86(c)).
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2. 	 Settlement of Disoutes (Section 87)
 

a. 	All disputes shall be settled within 3 months of the date
 
of their receipt by the Registrar. (Section 87(3)).
 

b. 	Three months further time can be allowed by Reqistrar, based
 
upon a report from the officer concerned. (Section 87(4)).
 

IX. 	CHAPTER X. WINDING UP AND DISSOLUTION OF COOPERATIVE SOCIETIES
 
(Sections 90-95)
 

1. 	 Appointment of a Liquidator (Section 91)
 

- new provision that it is not necessary to appoint a liquidator 
to wind up a cooperative society which has not commenced 
working, or has share capital or members' deposits not exceed
in 	 T. 500.
 

X. 	 CHAPTER XI. SPECIAL PROVISIONS FOR COOPERATIVE LAND MORTGAGE ANKS, 
CENTRAl, SOCIETIES AND NATIONAL SOCIETIES (Sections 96-121) 

1. 	 Priority of Mortcoaqe Over Claims Arisino Under Land Improvement 
Loans Act, 1883 (Act XIX of 1883) (Section 99) 

- new section stating that mortqage executed in favour cooperative 
land mortoage bank shall have prlcritv over any claim on that 
]and after the date of execution of theit mortgage (Section 
99(2)). 

2. 	 Power To Distrain (Section 100)
 

- New provision that value of the property to be distrained and 
sold shall not be mcre than aggregate of sum due to cooperative 
land 	mortqaqe bark, central society or primiry society, and
 
the 	costs of the distraint and sale. 

3. 	 Delivery of Pronert, to Purchaser (Section 110)
 

- Registrar replaces Court to order delivery of possession of
 
property to purchaser where a certificate issued after a sale
 
of defaulted mortqaqed prcperty. 
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XI. CHAPTER XII. ENFORCEMENT OF OBLIGATIONS AND RECOVERY OF SUMS DUE 
(Sections 122-131) 

1. 
 Charge and Surcharge (Section 126) 

- Statute of limitations for prosecuting by Registrar of
past or present officer of society for stated intentional
or negligent offenses extended from 4 to 10 years from date
of aud'.t, inspection or report concerning that matter,

(Section 126(1)).
 

2. 
 Penalty For Certain Misdemeanors (Section 127)
 

List of misdemeanors extended by adding the following
 

a. 	continuinq as a member of managing committee of
cooperative society even after bing disqualified under
this Ordinance. (Section 127(c))
 

b. 
not 	repaying financing bank any amount recovered from
loanee members which the society or person is bound todeposit as repayment with such bank (Section 127(d)). 

c. 	 collectina sbdro-money, deposits or other, funds
society for a

and not depositin some with society or itsfinancirq bank within a re .tonab|e period. (Section(e) ).-	 127" 

d. 	 wilful neg!ecting or refusing to do any act or furnishany 	 informatJn required by the 	 Registrar (Section 127 
(f)).
 

3. Recovery ofD es By Distrainincrop (Section 130) 

a. 	 Where a debt or tittritrldo demand is due 	 to a society froma mernlxhr or rit rienL r or non-member, then the societyny 	apply to the Ron:.itrar in the prescribed manner torecover thot debt or citntandino demand by distraining andselling any rxcp or other produce in his possession andbelonoing to his (!ection 130(1)). 

b. 	The Re,4istrar, where he is satisfied that the debt or outstanding demand is (hie, shall distrain the 	crop cr produceand 	 sell the sarm, ir the mavnner prescribed. (Section 130(2)). 

c. 	 Out of the 	 sale proceeds, the R{egistrar shall pay thesociety the amrx.nt due to it, 
after deducting the cost of
distraJn and sale. The remaininq balance, If any, ...... go
to the defaulter. (Section 130(3)).
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XII. CHAPTER XIII. JURISDICTION AND APPEAL (Sections 132-134)
 

1. Appeal (Section 134)
 

a. 	Limitation Act, 1908. its provisions will not apply to
 
appeals under this Section. (Section 134(3)).
 

b. 	Appeals shall be disposed of within 3 months of the date
 
of presentation. (Section 134(4)).
 

c, 	Parties who disagree with the appeals decision may make 
application to the District Judqe within 30 days. The 
decision of the District Judqe shall be final. (Section 
134(5)).
 

XIII. CHAPTER XIV. OFFENCES, PENALTIES AND PROCEDURES (Sections 135-138)
 

1. Presumption Raised By Entry in Renister of Members (Section 137)
 

-	 Where such reqister is not available, the detailed list of 
members with shares tndised with the audit report shall be 
treated as prime facie evidence of membership as of the 

date the balance sheet is drawn up. (Section 137(2)). 
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SECTION I 

INTRODUCTION
 

THE NATURE OF LOAN REPAYMENT
 
IN BANGLADESH 
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THE NATURE OF A DIFFICULT PROBLEM 

It is very clear from research done during the Rural Finance Project,
 
previous research done by countless others, discussions with local central 
bankers and discussions with varirjs commercial bankers and donor agencies, 
theft loan repayment is 
a problem in Bangladesh.
 

The unfortunate circumstance in all human endeavor is that knowing you have 
a problem or even kaiowing what specifically the problem is does not solve
 
the problem. An analogy one might draw is as follows: A man discovers that 
his house is on fire. He runs out of the house yelling, "Fire, fire". His 
neighbors come running nnd stand outside the house with the man and agree
with him that his house certainly is on fire. The house burns to the qround. 
After the event they analyze the situation and come to various types of
 
conclusions. They could or 
should make their houses out of fireproof
 
mnterial. They should keep water 
or sand around the area to put the flames 
out should a fire start. Some people should be assigned in the village to
 
watch and see if a 
 fire breaks out to warn others and summon help. They 
argue for a great deal of time over what should be done but in the end no
 
one is made responsible for implementing a plan and no one is made respons
ible for further consideration on the matter. The result is that the problem 
is reasonably well understood. Fire hurts the inoividual and comrmnity. Some 
environmental and some specific tactical measures would help. Continued
 
monitoring of the potentially dangerous situation would help prevent further 
mishap. However, since no one has been given the authority and responsibility
 
to improve the situation, nothing is done to actually prevent a further fire
 
or mitigate its potential impact and the process is repeated the next time
 
a fire burns down a house. 

The loan recovery problem in Bangladesh has the nature of the problem of
 
the fire in the village house. Everyone knows credit is necessary to develop 
an economy. Everyone knows the failure to repay a loan injures a bank's
 
financial heAlth and takes capital from the bN-ring system. Everyone knows 
loans should be repaid. Everyone writes in the newspapers hrw terrible the 
situation is and how bad those people are who do not repay. The result in 
that the problem is reasonably well understood. However, no one is made 
responsible for implementing a plan and no one is made responsible for 
further congideration on 
the matter. The process is repeated the next time
 
someone condiders the loan repayment problem. 
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The challenge in RFP Subbask B4.1 Is to make the recommendations that will 

change the environment surrounding and nurturing the loan repayment problem,
 

and establish the line of authority and responsibility through which
 

programs to recover loans can be implemented.
 

It would be a mistake to start the action plan discussion at the tectical 

plan level. For an action plan to be successful it must be implemented in an 

environment that is conducive. If the environment is not prepared properly 

for the tactical action plan, the action plan will run the risk of being 

rendered ineffective by elements that are outside the mrnchan[cal implimenta

tion issues such as training, manpower, effort and monitoring. It is 

important that the tactlcal action plan succeed or fail according to its o7n 

merit ; and not becauze soma other consideration did not allw it to succcd. 

Tc this vrid, the d-Icussto:i of Specific Action Plan Measures to Improve Loan 

iepayment begins with, the consideration of what will Le required to chatnge 

the 1oin repayment nvilrremnt. 

The following visual illhstration of the loan repayment environment establishes 

the current sltuation. For this program to be a success, one must create a 

far more formidable environment for a borrower to conrider befire he defaults 

on a loan.
 

The analysis of the issue must begin with an analysis of the real nature of 

the topicloan repavment in order to develop an Action Plan whlch will Icipact 

permanently. The analysis can procede with some assumptionq and the topic
 

can be developed from the results of this analysis.
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CURRENT. LOAN 
REPAYMENT E NV I RON14ENT 

BRANCH 
MANAGER 

DEFAULTING BORROWERS SEE 
ONLY ONE LITTLE MAN
 

TRYING TO COLLECT
 
A LOAN
 

IF THE DEFAULTER CAN AVOID OR DETER HIM, THE 

DEFAULTER CAN AVOID REPAYIN HIIS LOAN4 
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ASSUMPTIONS ON BANKING IN BANGLADESH 

Whenever one reviews a banking problem that involves many issues such as 

overlarge transaction volumes' large sums of money, vast numbers of people 

large areas and coplicated technical topics, such as in Bangladesh, one 

must search for a focus which will clarify the substantive issues and
 

simplify the analysis of those issues. One method is to list potential issues
 

as a series of declarative statements and to then try and determine which of 

these might be the cause of the problem under review and which of these might 

only be symptomatic of the problem. Clearly, some Issues could be both. 

From extensive conversations with the Managing Directors and General Managers 

in the Nationalized Commercials Banks (NCBs) knd the Bangladesh Krishi Bank 

(BKB), plus discussions with Bangladesh Bank vnd National Planning Commission
 

officials, and the interviews with hundreds of rural branch and regional bank 

managers, the following statements appear relevant to the topic of loan 

repayment in the rural areas of Bangladesh. It is assumed that it is always 

possible to expand or contract the list. The statements are not ecessarily In 

any order of priority. 

Bank 	 loan repayments in Bangladesh are influenced by 

a) 	 The Government of Bangladesh's (GOB) willingness to have loans 

collected by the banks. 

b) 	 GOB's desire to aid citizens who have been the victims of natural 

disasters. 

c) 	 GOB's desire to be popular with large or important sectors of the 

population such as rich farmers or rural industrialists, or the entire 

population of farmers in the country. 

d) 	 The natur,? 9f penalties for loan default that are available under the 

legal 	system.
 

e) 	 Legal ramifications which will impact accounting or other banking 

technical practice either positively or negatively.
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f) The length of time it takes the legal system to process cases involving
 

loan repayment default.
 

g) The effectiveness of legil enforcement of court cases 
woh by a bank 
who has been the victim of a loan default.
 

h) The lending policy of a given bank or banks. Who they lend to, how rrich 
they lend, what collateral ts required and hi, potential borrowrs are 
selected for evaluation are all issues in this topic.
 

i) The desire of a given bank 
 or the GOB to maw]ke credit available to 
support a given activity In the economy. 

j) The ability of bank accounting and MIS to provide meaningful information 

for decision making. 

k) The willingness and abilIty of head office officialn to develop, 
implement and mornitx loan repayment programso 

1) Tle willingness and ability of Ix-nk middle mar;,iemFnt and branch 
management to loanimplement repayment prog-ams and file requested 
reports on the programs.
 

m) The effectiveness of thatprograms are implemented by the banks. 

n) Tie willingness arid abil Ity of bankers the GOBand to understand the 
loan repayment amdprogram the comnitment necessary over numbera of 
years to make it work in an acceptable fashion. 

Needless to say, many more statements could be made on this topic. No 
statements are made here commcernilnq the borrower or what he thinks or wants 
to do. It is a t'me honored banking approach to lend to individuals who have 
an acceptable level of risk to the bank. It is a];u well known that the 
bankinq and legal syrtemn nust miake willful loin def;ii]t an uraLtractive option 
for a borrowr. If it is an attractive option, bcrrowers will default. Only 
the government, the legal system and the b mnks, taken as a whole, can make 
loan default an attractive or unattractive option for a borr-ower or a class 
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of horrcwers. The borrowers cannot control the environm-nt unless they are 

fIn'inclally very large or the government, legal system aind b'inks allow 

then to control the environment through inaction c inability. 

ANALYSIS OF ASSUMPTIONS Off BA IKING IN BANGLADESH 

If th1 , as: .ption that bank loan rppayments in Banglaidesh are Influenced 

to a greater or lesser degree by the 14(a-n) statements previously made is 

correct, the analysis of the nature of these statements will provide an 

indication of the typcs of actioms required to improve loan recovery. 

If the types of'actions necessary to improve loan recovery become clear, 

it shr-Id be roasonz.bly straightforward to sludy the current situation of 

these activities and from the results of that study develop specific 

strategies to meL nat!onal benoking objectives. 

The first interesting observation on the 14(a-n) statements is that although 

this is the Rurail Finance Project anid a major emphasis is on rural bank 

branch management, the majurity of the statements concerning topics that 

influence loan repayment have nothing to do with rural branch operations and 

are entirely beyond their ability to influence. Depending on how broadly 

one draws some of the statements which were intended to be of a cgeneral 

nature, only statements J, 1, m arid n are really impacted by bank branch 

performance at all and in some cases branch performance is only part of the 

issue. 

The aecond interesting observation on the 14(a-n) statements is that there 

is nothing inherently rural aucut them from a general perspective. This 

makes some sense as a government's, legal system's or bank's desire to have 

loans repaid should he all inclusive and have no artificial boundries such 

as an urban-rural distinction influencing it. Governments try to encourage 

activity in given economic areas by grantiig concessionary credit which could 

have an urban versus rural context but all banks want their loans repaid. This 

is a simple ,atter of financial survival. 
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The third interesting observation is thethat major is-,l¢n Influencnle 
loan 	repayment appear to have either a governmnt no] icy niture or a bank 
head office manaqemont nature to thr.m. If wealthy fmrmors not toa)r hi,
 
bothered about repaying 
 loans or no effort is m-ide to amenid laws which
 
hinder bank loan 
repayment activities in the courts, the.e ore covernment 
decl.Inns. If bank accounting does not reasonably represnt tlis, value of 
assets or banks do not lobby government strongly to chan.e laws and legal

procedures which hinder loan repayment activities, Uhe ;ir" baink min;iqom,-nt 
decisions. It must always be remembered that to do nothing is to take an
 
action and it matters not at 
all that the decisJon was actively or passively 
taken. 

DO THE ASSUMPTIONS REPRESEN'T TOPICS THAT ARE SY.FTCI1IS OR CAUSES OFTHE LOAN REPAYMENT PROBLEM IN BANGLADESJ7 

If it is possible from expirience or research to focus on the loan recovery/ 
repayment problem in such a way that the proaram that is prepared by the
 
Rural Finance Project impacts the causes 
rather than the symptoms of the
 
loan repayment problem, efficient loan repayment program
a more can be
 
implemented.
 

The 14(a-n) madestatements previously involve one or more of the following
 
groups 
 involved in otaining repayment of rural loans : 

1) 	 Government management of banking, and management of rural programs. 

2) 	 The laws and legal process in Bangladesh aD thp- impact the loan 
repayment process. 

3) 	 Bank head office manaqement who ere responsible for the creation, 
implementation and monitoring of loan policy and loan repayment 
programs. 

4) 	 Bank dlstrict/regr.-1/branch management who are responsible for the 
phy-'-,il implementation of loan policy, loan r-:palmeat, and loan 
reporting programs. 
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On the following pagfs is a table which djspAl-i !q the 14(a-n) stateunts and 

the four grouips Involvo,I with them .,nd Ih arvily.fln of th, impact- dicli9 rc ip 

cl ii Af.r of thi tI.eijt.has nn the statement or is Ainfti rnced by tht' sub 	 1

The goal of an analysis of this type Is to focots on 'ho priority arr-,s which 

find wa.., to reavearch theinfluence or could influence loon ropayment and 

topics. From the results of Ibis examiriaticn it s)roil-,' ho ,lo5ssiblo to ,reate 

a precise research plan to foc-i un loan repaym°n-nt ,l I oT: th.t will incor

porate the key causal elenwrnts in government bank notiagement, the legal system, 

and 	 anKhank head 	office/senior rnanagimM-:t dlistr ict/ruejnl ri,/broich rnn;igemc-nt. 

Within the cells of the iiotrix formed by the 14(a-ri) Atatements drid the 4 

defined croup, in Tle i are estir, iLvs one cin miHke from diircuSslOrls with 

locdl s-nl- b ,nktrs, and RFP co.r ,ultants' ob;rvat mr rf barn.ing in 

Bangladesh of the Inpact onch nroup and stat'eiri hT e o0 the srib5.ct of' loan 

repayrmit. Thl point of Ilt- *,valtiitlon I to fxiin, t,,, rtnea.rch In a[,l)1uj,I,. 

directions and subsequent research will demicnstrtft the proper weighting of 

thes;e topics. 

Within the cells of Table I ar. the folliing codes 

Cause - This means that the statement nide and the t-',up 'uvolvd hive a 

signIficant rpract r,the tcpic of 1,a rpep]ymeiAn and relir e 

serious otudy to evaluat-e the pos;it lye or nec]'tive anptcts of the 

impact In anoladesh. 

Symptom-	 '1is Inans th:iL: the IA tem,.nt made. aild ,, ,iroup Invol vid roflet 

an aspect of the tipIc of loin recovery but are not directly a 

cause of loans riot boing repaid Study is iportint hut of lnsser 

overall impact. 

:r involved aire (Yeu;)
Yes/No -	 These mean that the it ttlent v6-de and qr .

or are not. (NO) influ,:nrcod by the ntAatem'rt in their cuti:id#.at lfi 

of lodn repayment issues. Tis Is more-an Jivlcatioi, , attitude 

or envi.lollixelent, rather than a npcific reult or ncti,,oi. 

http:cuti:id#.at
http:srib5.ct
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ANALYSIS OF TABLE I 

Governinrit Management and Loan Repayment 

For the purpose of this analysis the word "government,' means any level or
 
type of government from 
 the national level such Ps actions by the President 
or Ministry of Finance to actions taken by the B-ingladesh Bank or any other 
I c;i type of governmetnt in the couvntry. 

From discussions with local bankers it is clear that actions of government are 
Ii,4ily Influential when considering the tipic of loan repayiwnt. This makes 
sense. Government in any country is charged with maint:.aining law and order.

This iaw and order does not simply fall area
in the of dealing with csiminal 
matters or matters of national defense, it includes maintaining law and order
 
in civil matters also.
 

Sank loan policy and practice is influenced by the enforceability of the loan
 
contract under civil law. If government takes actions over a period of time

-that actively support the importance of the civil contract, the enforceability 
of the law will be strengthened. If government 
takes actions over a period of
time that seem to undermine the Importance of the civil controct, the enforce
ability of the contract under law will be weakened. 

Governments will take policy or strategic actions that scem to make political
 
sense and, hopefully, in
are the national Interest. It houild never be as-umed
 
that members of government know 
 how to Implement banking strategies. Bankers,

hopefully, 
 kjnow4 how to Jmplvment banking strategIlv:; in ren)onse to governmrnt 
directives acting In the natiori-l interest. 

This has extreme relev,j-e. Tile qovernment actions set the couJrerci-l and Iojal
environment that the binkers have to work in and react to. If one expects
bankers to be efficient ili th( eyecition of national policy, It Is only logical
that the bankers determine, org,,iization by organization, how they cuin accom
plish what is requested of them. This requires a direct and continuing dialog 
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between the senior bankers and the senior government officials concerned 

with finaitcial mAtters. It would seem that the proper role for each would 

be for the government to speak to matters of national policy and for the 

bankers to comment on the policy to influence the final result and to 

determine the appropriate implementation plan to achieve the qoals of the 

national policy.
 

The 	role and influence of government is so great on the topic of loan 

repayment, that it is necessary to develop a unique long term strategy for 

the use of that power in conjunction with the development of a long term 

tactical plan within the banks to improve loan repayment in Bangladesh.
 

The 	 Law and Legal Process 

In the analysis of the topic of loain repayment, there are two fundamental
 

allow for the prosequestions which ist be answered. Does the legal s%,s'em 

on their lxn? If yes, does the legalcution of bank borrowers who default 
, ltiaid or hinder banks in the enforcement -f th,,1r loan contractsprocedure 


borrowers? Does the leqal process act as a riterrent to loan def,llt 7
 

From resenrch done during the 1(ural Finance Project -/it is r1-ir hat there is 

a legal basis to bring suit for defaulting on the repayment of loan froma a 

bank. 

The second issue is a bit more complicated. If the legal process to collect 
a
 

loan is eypensive, difficult, excessively time consuming or otherwise very 

burdensome, it will act as a disincentive to the bankers to use. Another way 

from the borrower's perspective. If use of the legal systemto analyze this is 
it, thishave defiulted has disincentives associated withto collect loans that 

for a to default one of buslns%,. hazards
is an incentive borrower as the usual 


for contract violation has been effectively removed. Tle environment that
 

supports contk act law is rendered ineffective.
 

Problems P,)l.n, ) in this
I/ 	 Sherer, arirmel A., Legal Aspacts of Pral Banking 


volume, page 85
 



- 261 -

It is straightforward to see that the legal system is influenced by government
 
desire to enforce certain laws or 
expedite certain procedures. Prom the RFP
 
Survey data it will be quite important to analyze the importance to the rural
 
branch bankers ofusing the legal process in the rollection of defaulting loans.
 

Bank Head Office Management
 

What is most clearly heard from senior bankers in Bangladesh is that bank head 
office management is dictated by government policy and pronouncements, and 
that bank head office managament is also responsible for the implementation of 
programs to implement government policy. 

Since district/regional and branch bank officers riust follow the head office
 
directives which implement government policy, the question mast be asked as 
to
 
what role the head office managers play in the formulation of the strategy and
 
tactics which will dictate the actions of branch -anagers 7
 

This is a vitally important issue. A simple example will highlight the topic. 
The government writes to the banks and says it wants everyone to try hard and
 
work to have 80% of the overdue loans paid in the next throe rm)nths. Saying
 
that this is possible, a bralnch officer 
would immediately ask how should he go 
about doing wtiat everyone wants? Even if he is willing, he will not know how 
to go aboit it. The head office management has to be responsible for the 
tactics to achieve tho goals fr th,, banking system. If the goll is reasonable, 
but the timing or some other aspect is not possible, it is thelr obligation to 
listen to reasoned rgumnt, If g(overnmont qeneratwd programn are impractical 
or inadequate, aittmropting to Irnplemint them will only frustrate the branch 
managers and ro-inforce th: Ida iiimong the defaulting borrow!irs thethat banking 
sy!-tem Is n~owrlers to, co]llect 1oins and the q,'verfnmfnt irj pow'rl s to enforce 

contract law. 
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If the example given is consJderted simple or farf 1chd, oneshould review the 

banking ciutlar ACTION PLAN FuR RECOVERY OF AGRICULTUPiL lOANS - "1985,2- as 

generated by the Aricultural Credit Depoiirtment Njo. ACD{]'LY)9li(G)/84-7579-85. 

The program is riot mnoch more Involved than the exiample cited. 

Involvement of each of the lianks Is necesnary In the fsriulation of loan 

repayment policy with the lrnqtaidesh Milk and other ri iropirl,'te 1Frts of 

government. It is also cle,.r that some thought h,i; to he givpn to a signifi

cant, long term prooram to collect. loans In a tout ine liriner utilIzing ail 

aspects of the ,f orcement: nvi rorint , thie govriin.-nt, ]roqol nyntcm and heid 

office s ructlire, through the rural branch bvnkng network. 

I'Vinagemurirt of Rink Br,'richvs 

Rural bank branches in Ringiadetli reflect they way they are viinacqod and the 

eivirnnent in which they cxlst. 

An Individual branch bink can do very little, if anything, to influence the 

policy dlrlctivps fillmdprogramn-, to iwpletllnt thit it r,.ceiwves from head offlcl. 

In fact, it could be arrjpecd that the only reil influnce a given branch could 

have 1on the pract ice I pot-d ;n it I in dof,iic;. It c',jI r,..Jufe to i iplement 

a aive' lt oqriim or file a (liven report. This iheflo ice rirli hr rtilve or 

passive. A 1,ranch ,- ictively refru l-to r,.port Impl, :TIitr7n1g0r11 csid f ile a or 

a prcgram an at prot.';t i ni at rink to his coreot * P.l,, evvdefri-,nce c ,,uld taik,' 

the form of irilat I.1ty to crry (,ut an .'ssgipmoiit o- f , i ,port, or rnot eve-n 

knowin g It shot iId )e f iI ,od or I flplmrnted . In el thr rc o s,, dof-n tint-, thrn 

get accompl Irshed and t 1:; row ,- Ive type or reuult. I; virto-ll11' lt ir CHly Yp. 

of Impact- ava 11abls' to the bronich wrinacger on th[ ry',,, he k i part of. 

It could th,argued thiI Uf- Irt;iwch rtirwqfrt could i1:,p,,t.,tih' :,s-te m pos.;it !vel'; 

by makinig lori ruqae.t,n,h,,osit i,,ohIlizatori or lrinovitI;,q in ]o-rn r-t,pymont 

Real istically, whrn Il -rnch I a i,,Iii the earlletcit in one, In hrmich , 

part. or oie's c-ire-er. ll! t0 the i C r on; h (irThin o!; t_me VAhen ','f 1 ) luS 

,resppctedl by erior rinaowrh,; ir a i nk. If onr i!-, v,'y ,.i ind still wrakirng 

i io ,.ld Wliito'or, iiIni a branch, one pro a);bly lii;; rit) hid itv y (g)ood cr-),er 

to Iisrtern In tha c'1r.,e?Rink iii-chrC5, thr uacswhre- 1 ink 511i pl I ' .niid 

plrogramo ar, Im]ne:ited , int c-r-',id. 

2/ Anrerx one, Aqr ciiut url Crf-,it D4,pattm,'nt, In(ilrd,,;h Wok 
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Since branches are most useful In the implementation of programs and most 
sensitive to environmental conditions, what types of progrdms are branches 
most effective in implementing 7 

Branch mnnagers have limited time anid limited abi ]ty to receive detatied
 
training for most: programs. The programs must he 
 simple, strailhtforwad and 
build upon experieiice the branch officer has had in the past or has previously 
been trained to do. Fortunately, there are few new techrnieues In branch banking 
so building on previous knowledge or experience is usually possible. 

What stops programs from being effectively Implemented In the brirch network? 
If a branch nimnager thinks that a program is not going to be effective or he
 
does not know how to implement a proqram, the quantity of daily wCrk wi]l be
 
the reason given for lack of succl-ss. This will be evidenced by a request for 
more staff, -)r a protest concernlng the number of reports to I,( filed (-very

day or the nunuor of loans beinrg processed or the number of' custom', rs coming
 
to visit, etc. No branch rtkinag--r wants to say lie does niot know how to implement 
the program nr that he thinks the program has rno rh;vir-e frr slcces so why
 
should be try 7
 

What can hbe done to mnprovP the odds that a loan repayrmient progiram can he 
impleaiented arid successful through the rural branch network? They key Issue in
 
the ,;uccessful inplementati. n of branch progrms Is 
 the removal of as n)nny
 
environmental obstacles 
as is possible. If government proqrms are impractical,
 
let the banks ctep;te the proqrrinns to meet national 
 polic need;. If it takes
 
many years to Lroces:r c~ase, thr(,igh the courts, rewrile the 
 ILaws arid procedures
 
to help the banks. If erf,)rremnt: of judgements when the 
 burnks win a loan 
repayment case i,- the probenrt, croate a method to enforce them. If the branches 
have too much piipi(-rw,)rk, find a way to reduce it. and put people to work on 
loan repaym,-nt is!rues. It is n remsory to Nivke the 'nvIronment attractive for 
loan collection ind una ttractlve for default. Ililsloan typ( of envIr:,nmnnt 
plus a simple and routine loin repayment collection process fo. the branch 
bankers wil.i improve loan recovery. 
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4TABLE I * ~ ~ 

4ASSUPTIONSAND GROU~ 'J~~INFLUENCE' 	OF 
ON LOAN REPAYMENT"'~ 

-CGOB 	 LEGA La BANK 11I.. BANK BRANCHfES~''STATEMET 

" '4 YES"'4a) G6S 	 CAUSE YES~ AYE'sW DESIRE TO COLLECT LOANS 

4'Y.b GOB'S DESlRE TO AID CTZ~ CAUSE ES-4YE YES 


YES K 4YES YES
''<~'GOBOS' DESIRE:TO BE POPULAR CAUSE, 


CUE YPO YPO'.~4d) NATURE 4'OF. LEGAL PENALTIE ' 4&.CAUSE 

e) LEGAL' ISSUES-FOR ACCOUNTING
 
CAUSE SYMPTOM SYMPTOM
AN~DNK'RATIENO 

'4 4<'' TIME4.'IT TAiES'THE LEGAL <~CAUJSE CAUSE SYMPTOM SYMPTOM 

LGLCAUSE CAUSE CAUSE SYPO 

CAUSE4 NO CAUSE SYMPTOM 

44 4'7 .4'4O 

h) BANK4 TENDING POL.ICY, 

J BAKOR GOB LENDING-POLICY NO SYMPTOM SYMPTOMAKCAUSE 	
"4 

44 
4 

FOR GIVEN AREA
 

INCOUNTNG AN I AAILT YPO NO SYMPTOM SYMPTOM 
 47 

COUBNTIGADMSS4AAIIY 

4NO CAUSE SYMPTOMi. 

4 <i 
' '. 

k)BANK 11.0. ABIIITY.TO WJ1ILLMENT N 

PROGRAMS~-< REPAYMENT 

' 
'~~~" 1)1~ ABILITY OF BANK MIt.DIE AND 4' 

'- CAUSE--- CAUSE 7 

IAN01 MANAGEMENT TO IMtPLrM[;NT No , NO 

PROGR~AM4S:''fEPAYMENT' R 

444 
m)m) EFFECTIVENESS 4 4 

CAUSE SYM4PTOM
BANK PROGRAMS 'NO NO 


TO IMPROVE 
 ' LOANb REP<AYMENT, 

SYMPTOM44'4 
LQH4GTERII COW-1ITHENT 

C AUSFNoTO 44 44CAUSE 

44 
H LOES IMP 	 LO4; 

4 7
REPAYM 

http:ABIIITY.TO
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WHAT MUST BE STUDIED TO IMPROVE LOAN RECOVERY? 

It would appear logical to evaluate any potential modifications to the
 
banking system in &ngladesh as a series of changes to the managerial 
approaches involving loan recovery. Since it has already been established
 
that government and bank head office manaqement are the active developers of
the environment and stratagy surrounding loan repayment, some aspects of 
that management must be studied. Since it has been established that the
 
legal system and the branch banks are the tools of the government and the
 
bank head office managers, technical isrues tnat 
hinder their usefulness
 
as tools to achieve loan repayment must be studied. As in Table i all 
4 groups must be reviewed individually.
 

Government Management and Loan Repayment
 

In order 
to obtain the clearest possible picture of government philosophy

and managerial approach to the topic of loan repayment, research will focus
 
on the technical and pronouncement circulars Lssued by the Bangladesh Bank,
with emphasis on the Aqriciultural Credit Department, to determine their 
content, style, clarity and appropriateness in Improving loan repayment.

Thin rosearch acknowledges the importance of government directives In
 
establishing both the tone and the technical approach forto loan recovery 
the Nationalized Commercial Banks.
 

Research of this type is found 
in Annex Notes, ANi, AN2, AN16 and in
 
ongoing research.
 

Bank Head Office Management
 

This research muist focus on the management techniques used by each bank to 
accomplish the national goal of improved loan repayments 
Emphasis must be
 
placel 
on the head office management structure, internal programs developed

for loan recovery and the Importance of loan repayments to the liquidity
 
structure of each bank. The goal of this reoearch would be to clarify the 
emphasis each bank places on loan repayment and to make arguments for 
improvement 
of managerial approach as appropriate.
 

Research cf this type Is found in Annex Notes, AN5, AN6, AN8, AN9, ANIO, 
ANti, AN12, AN-1, AN14, ANI5 and in ongoing research. 
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The Law and Leja ProcQss 

As the leg&l system is a tool tha. the 1-nks use to foLce the payment 

qf defaulting loans, a study Pm..;t be done on the technical aids and 

impediments to recovery that the crdinary branch offlcer faces as he 

tries to routinely use this method of collection to the bvnefit of hi5 

bank and national policy. E;rnjhasls must he placed on costs, length of 

proceedings, effectiveness of collection afte" win iong a cane ind the 

impact of laws on hank accounting and lending practice. 

Reseaech of this type has bfr,n coniducted by Dr. Saiuel Sherer, the RFP 

Legal Advisor and in Annex Notes, AN3, A47 and in ongoing researich. 

Management of Bank Branches 

As the branches are also a tool to utilze -.) achieve improved loan 

repayment, research must focus on removing nbstncles for the branch 

off.cer and providing him with procrams that are clf.er ani goals that 

can be attained as a routine part of his daily activities. .Iveloping 

programs that can be inteqratod Into his dally ar:tvity I- s:tt for 

long term siccens of the program. It is no lonqer acceptable t, send 

circulars to banks which tell them to "do better" on loan re-.overy or ask 

for success in a few month. time. Before any new no(grams go to the branches, 

a c;irefult devlopment proceis rust determine a method where success is a 

reasonable expectation.
 

Research of this type is found in Annex Notes, AN4, AN8, ANIO and in 

ongoing resear.h. 
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DRAFT ACTION PLAN To I PnOvE LOAN RECOVERY 

From the analysis and discussion of the various assumptions developed
concerning loan repayment, it is possible to devel'p an 
outline for a
loan repayment program which would include all thte aspects discussed and
would accommodate most of the environmenl-al cons idpraticrs and rmanaririal
obstacles that currently impede the progress of loan repayment efforts.
 

This program can be viewed as a managerial implementation through a series
of Actions. Each Action builds upon the former until the managerial

structure 4nd environment is modified to alic, greater success in loan 
repayment to be a routine occurence.
 

The Actions can be genrally described at this point and a flow chart
follows to provide a visual presentation of the draft action plan.
 

ACTION I 
t DEVELOPMENT
 

From the varied analyses performed by rural Finance Project members,
detailed programs, reforms, andmodifications managemnt approaches tolegal, requlater-y and accounting issues can be developed. The result shouldbe the creation of an inteqrated program to Impart the polItical, legal and
managerial considerations that influence loap repayinpnt.
 

ACTICN II i MARKETING 

Before any involved program can be implemented successfully, it is necessary to obtain the agreement of the individuals who whould have theresponsibility to implement the program or who influence implementation inncwxi fashion. An effort should be made to involve any and all Influential 
qroups to support and sponrr the recomuended piegram including but notlimited to th9 Bangladesh Bank, Ministry of Fin;iicpe, CM1A representatives,
bank senior managements, USAID and any others deemed important. 



- 268 -

ACTION III i ENVIRONMENTAL 

Whenever one has to change a managerial circumstance which has become 

part of the routine of business life, it is not enough to announce a 

program. One must demonstrate to the business community that the 

existing rules of the game have changed. Only through changing the 

existing conditions can a lasting impact be made on an unsatisfactory 

busiress circumstance. If laws are changed both bankers and businessmen
 

must consider what impact this will have on daily business. If regulations
 

are changed for the banker, he must consider his new duties and responsibi

lities under the new regulations and modify his behavior accordingly.
 

The goal of this Action is to change the environment sufficiently to
 

modify the behavior of selected groups of borrrwers to generate significant
 

improvements in loan repayment. If this phase implements legal and 

regulatory changes which will allow the modification of borrower and banker
 

behavior, the environment will have been prepared for influence by managerial
 

programs to collect loans.
 

ACTION IV i MANAGERIAL
 

To successfully and efficiently implement a business program in any
 

organization requires that an appropriate level of manager be assigned to 

implement the details of the program and report to more senior levels the
 

results of the program. In the case of a loan repayment program of national 

importanice it would seem that a very senior officer should be responsible
 

given wide ranging authorityfor the implementation in each bank and be 

within the bank to assure effective and efficient mobilization of internal
 

phase of the program. If program modifications orresources for each 

added emphasis was required, a senior officer could accomplish this with a
 

minimum of delay and could settle any internal managerial disputes as 

quickly as possible.
 

Establishing this position and role also changes the environment within
 

the bank itself. It announces that the former business conditions no
 

longer exist and it indicates a new level of commitment to echieve a
 

desired goal.
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ACTION V : TRAINING
 

It is not enough to have introduced new laws and regulations. It is not 
enough to establish a new senior management role. It is not enough to
 
publish a program 
 for loan repayment. 

It is necessary to inform the middle level managers of each bank concerning
the new laws and regulations, and the new senior management role, and the
 
new 
programs for loan recovery in as influential and dramatic a way as is 
possible. As many regional, district, division and branch officers should
 
receive classroom training on 
these changes as possible. Training officers
 
should be assigned to travel to different regions to present the changes

in environment at the regional management level in office meetings and
 
large branch meetings. Regional managers must discuss these 
changes with
 
their officer3 and branch managers. It is necessary that 
as close to 100% 
of the officers in the banking system understand that the loan repayment
 
environment has changed at that the marketplace ust understand the (%4q"S. 

ACTION VI : IMPLEMENTATION
 

When the laws and regulations have been modified or new ones created and
 
implemented, it is time 
to start the loan recovery program. Any and all 
managerial Aechniques must be utilized to motivate all levels of the banking
 
network to implement the program as 
a whole. This would present a unified
 
front to the borrowers and would provide more positive reinforcement to the 
idea that circumstances concerning loan repayment have changed and that the 
need to repay is inevitable.
 

ACTION VII s MONITOR
 

Reporting on this program will have two natures. The first will be to
 
insure that the program is implemented in each branch of the banking
 
network. The second will be to quantify the impact a given program is
 
having in a given area on loan repayment. Both types of reporting are 
straightforward and are, perhaps, the easiest aspect of this action plan 
to implement. 
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ACTION PLAN 'I IMPROVE LOAN RECOVERY 

FLO.,J CHART 

RURAL FINANCE PROJECT 
DEVELOPS 

ACTION I 	 DVA O DEVELOPIENT 

PROGPAM
 

DISCUSS AND OBTAIN 
APUR'OVAL AND COOPERA-

ACTION II T[ON OF BB, GOVT. -JAIWETING 

AGENCILS, BANKS AND
 
USAID
 

INTPODUCE NLW
 
A ILAWSACTION III : - REGULATIONS - IIR.td'AI, 

- CIRCULARS 

ESTAbLI'l1 THE LNIlO 
MANAGE'I;rT RCLE IN 

ACTION IV EACH BANK THAT WILL MANAGERIAL 
Itf- LE-T'NT THE RECLVERY 

PPOGRA4 

MIDDLE MANAGEMENT MUST
 
BE TAUGHT THE N-EANING
 

ACTION V 	 OF 11E NEIN LAWS, REGU- TRAINING 
LATIONS, CIRCULARS AND 
THE IMPACT ON TIE LOAN 

RECOVERY PROGPAM 

ACTION VI ] BRANCHES BEGIN THE ILOAN RECCVERY PROGRAM IMPLEMENTATION 

ACTION VII 	 BRANCIIES REPORT ON PRO- MNITORGRESS OF THE PROGRAM 
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SECTION - 1
 

SUMttARY 'AND
CO!tNTS 

This section has been prepared In an effort to establish the nature of theproblein of loan repayment. llopeftilly, with a better appreciation ofprobl-em It will be themore likely that a specific program or series of programscan be developed to signlficant]y impact and improve -iral repaymenf- rates 
lit Banldd..sh.
 

If the draft 
 action plan approach st.ted In thIs paper Is reason& le, thenext step would be to utilize HFP research and obso-rvaitions to create 
program which can 

a 
be ,i-rketed to the relevant parties in Action II.
 

At this point the program 
can only be a draft subject to pessible changesafter analysis of data from the 'rojer. .;urvey and chngvs 'n tile -rrvironmentin Bangladesh. However, the program must impact tile groups irtdicz'tf!d and,believe, go throtgh the phases proviously described. 
anxmnt (if 

To that end a siqnificantthe loin repayment proqr;m should be able to be "dev(loped in anticipation of statistical support. The analysis of sperific data may changethe emphasis en a tactIcal approach but is unlikely to alter the strategic
vlow as presented in this paper. 

I 

http:Banldd..sh
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S E C T ION II 

PHASE ONE 

POLITICAL 

AND
 
LEGAL ACTIONS 
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TH1E POLrrICAL ENVIRONI.ILUr 

In any government it is difficult to determine where decisions are made
 
and who actually has the ability to influence ideas and the ultimate action 
on those ideas. In this regard the government in Bangladesh ir like mary 
others. In the newspapers, television and radio there have been countless
 
references to the poor state of loan repayment arid how the government thinks 
this is unsatisfactory and must change. This is an inadequate response to the 

problem.
 

The political environment must change in an imortant fashion. It must stop
 
speaking ini generalities and be prepared to take some srecific actions. The 
governiment must appoint a itin or a committee to improve loan repayment in
 
banglad sh. They 
 or he are not to Le appointLed to study the Iroblein. They
 
are to Le appointed to iinrrove 
 ,otn repayintiLt. Th-se men will v(ive Leto 
broi:d ari flexible thinkers as the tol ics ate c tIpx. ihey would tred to
 
have courage as the 
derisibs iore cifficult. They will rived to hovu the;iR 
positions for a few yc, is as 1i1, lemceiUtition of troed 1rogrs canivt Le
 
acco[rplished overnight. 
 Tl,.y must be able to withstund criticism, as many
 
Influential p;eojle ar( 
 likcly Lo Le critical of their acti,ns. They must Le 
laders, for mreny eople in the governrneint, icqal system and niiiks will need
 
to Le guided, 
 taught, motivated, inspired arid sometimes threatetiec to implement 
difficult loan repoynrit rizorams. They mu!t I.* dipllrr, t s as many ptl;le will
 
be upset 
;.tthe change in envir,oimient whP-h p.reviously allowed loc-n cefault
 
to no on indeflri.ely 
,nLlit tle eczsornal c-mt. They rust be Ale to [er:,ev re 

if s" cess in tc, be achievd.
 
If the ol tical system call 1id such men and 
 tLe gov tinint is willlei to 
surport thf.ir recormUTwerndatloto; arid Itograms, the BFI- can provl(e sone 
substorntive progtams to tec mmir,' . If the gov-rnltnt Js unwilling to appoint 
and support a groul of tren with the authority and resionrdbility to improve 
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not be improved in a substant.ialloin repayment, loan repaymvnt will 

faohIon. 

the new ciimittee will be called the ,ational Con]dttve toIn th1r! paper 


Improve Loan Rep iyintnt (NCILR).
 

THE NCILR • WHE E DOES IT FIT 7 

One of thoe major questions tho)t would have to be answered in order to rmke 

i d,,s tho NCI I.1fit inthis asp|-ict of thie action ih nucces,1 is, "Wherre 

the qovernmenit org'inizatton 7" 

ln ingladesh, the Mini.stry of Fintince Is r-spotsiMble for xinkiriq ictlvities 

and planning to the qovernwi!ent and people. As cencoivel in thl.s ,a-tlen pl,,n, 

Mini stry (ifFininwe wh i h w,,uldthe NCIIJI would be -inaction arm of tho 

Itself with the operatiortill issues of iiho,ri.nt-ing proqr.wrs ofconcern 

in the 1iankiiiq systein. In thi.; case the flet ical Cr)rv,|tteenational importance 

,. Ij oqrwi to Im, rove .,oil r, lyi,'iL. Ttivir fo(,irsIs concextied with the n o I 

to collect o s, it is the"is not the cccceptual issue, ,veryonie w;nts 

t.iu.within
practical, activ ity oriented Job of actua 1ly ac:copl I ;h iq Ilhe 

the bankinq system. 

Sinc( the NCILR tasks are so Importint to the well beinq of the no tion, the 

1CILR would require all the aiithority of the Ministry oF Fliiance to Initiate 

leal and regulatory chi-nge Iir righ the qovernimental ryterl with fhe ability 

to overrule !tnd circumvent Individuals and areaos who would obstruct the 

acti.ons the NCILR perceive as riec=essory to accomplish at a qiven time. 

to 
The OIrIut, more than iiny other governrwent ent ity, will need the rbitlity 

Initiate and implement their recommendations and proqrains quickly. The jsot 

he able to avoid the pitfalls of typical goverimeital deay ;nda irl tAcing. 
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If the NCILR is allowd to act quickly, this will be another powerful
demnstration that the political will of the government is behind the program to collect ovverdue bank loans and will take all reasonable and
determined legal ation to assist the banks in this activity. This will

be anothdr siqna) to the borrowers that loan repayment Is unavoidab~le 
under the law and that the law will be enforced to the benefit of the 
banks.
 

NCILR-POLITICA 
 E 1I'f RUPAYMENT PMOGRAY 

As the NCILR receives its ,ildte from the hiqhest levels of national 
government, it s mosmost appropriate that one of its ea:lie-t programs
shoutld demonstr,te the lea-ership the senior members of government ire
 
showing 
 towards th,, Fsolution of the loan repayment problem. 

The first proqrari, which sholld b, annourtco'd with the start of the IICILR,
is the Elected Official Piogto,:. Any elected official or an official's
family member who has -n overdue lo:in must pay it off oe make it completely
currnt within :)0 days of tho rulinq gino into effect. St temrmts must
be made by government 
 officl,]s concerninq their indbt,ddn,,s. A f.,lrestateent Is a Zcrmnal offense. Failure to make a ot,;trto make
 
their credit po.,tion cufrent within 90 
 days is a reriqnatitori from q)vrn
ment service.
 

The second program to he arn;,-ncd should be the Gov.rnm,-rt Candidate

Program. Any indlvdoal who 
 wishes to run for any levol of el'-ctod office 
rrust have All his credit be current. or paid completely. Overdir" creditt
would disqualify any sandldate from aonearinc, on o n]ulic ballot. 

These proqrarr ar,. strolIght for'vr1 'f"mvuoytrat~r.d -,fp-)Mt icdl will. They

Impact the polittcal oy!;stPr 
 ndivi luals ',,f-reany pcoole in th- country
 
ate approachod with 
 prP,',sLire t(.pay over,u, cr-,dit. 

This type of r.'t
d crirfr Lni 1by t ' ,n'verrir.,it should (jive the NCIIr I.the 
type of start anod erprhivi7i tKit It requires. 

Asnuminq that nj,vr-n-, it
h 'J wi:ld -ewilling to support important changer,
the next two environr,,.ntal areas in which the WIALP should implement change
Eu in the -rear of law/legal process and bank m-inagement. 
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WIIAT IS T1IE, FALA EAYMENT PROGRAM.7IIIOOH 


In order to maintain the respect of one's peers or the respect of the
 

bank's clients, both large and small, a loan repayment program which puts
 

significant pressure on borrowers to repay and, as a result may threaten
 

their finriactal or personal situntion,must be perceived to be just.
 

Justice is an interesting issue to introduce in an action plan discussion
 

but is basic to this topic. If one uses the collection method only against
 

the small farmer, it could be argued that they are being "controlled"
 

or "kept poor" by the tactic. If one tries to collect from the we aver but
 

not the industrialist or the merchant, the claim of favoritism will soon
 

follow. If one tries to collect from a man who has been financially des

troyed by a devastating calamity such as a flood, you will be considered
 

both cruel and stupid.
 

What must be made ahundantly clear at the beginning and repeated often) 

is that the system is enforcing civil contract law. If a fellow who has 

taken a loan, has resources to nay and has not repayed, the system must be 

difficult for him. However, if the individual allows himself to become 

dependent on credit availability, repays his loans and asks for another, 

the sy-+em mnlJt bo prepared to provide him with one. This is JustAnd it 

rewards "right" behavior. 

Justice in the context of loan repayment must mean that "right" or 

"expected" behavior is always rewarded or treated better by all aspects
 

of the system than "wrong" behavior such as defaulting on a loan from
 

the banking system.
 

The NCILR will have to face the challenge of considering modifications
 

to law and legal procedure while maintaining or creating the impression,
 

feeling and fact among all con':erned that the ultimate goal of these
 

actions is to develop a more just handling of the nations resources and
 

credit for the ultimate benefit of all the people in Bangladesh.
 

With that consideration, the NCIL.R study of the legal environment would
 

begin.
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THE LEGA NVIONMENT 

In studying the topic of law as it relates to loan repayment, a banker only
has two thoughts. First, does the law allow me to bring a loan defaulter to
court for non-payment of his debt 7 If the answer is yes, does the court
provide an efficient methodology for Jf I win th,! c;l.? 
rme to collect my loin

If the banker is able to answpr, "Yes," to both questions, all he has to dois compare the benfit "nrcollecting hi loan versus the adminisf.rativ. 
costs of bringing the case to court to 4eclde on his course of action.
 

The first challenge for the I4CILR is to assure that the legal process worksas an effective loan repaym,.nt tool for the bankers O use. Their improvementsto the leqal system should have sevejal different aspectst Priority for
default cases, Short ened Time-fram(es for Default Cases, Enhince.d Collectionand Enforcement Procedures are mjor headings for topics containing a large

number of issues. 

Give Prieri tyto Default Cases 
The point of this issue is that the courts must have the settlement of loan
repayment cases as a priority activity to perform. The Certificate Courts
were originally created to aid in the collection of tax revenues in rural
areas. This is still their priority function. Loan repayment cases must have
enhanced priority through tle addition of legal staff or through the reassig
ning of tasks among existing staff.
 

Expedited procedures 
to asslist 
the banks have been implemented In sone areasof the country and should be expanded t, accomodate as many cases as possible.As niny Upazilas, as possihle, should receive court coverage Lo ease theburden of bankers Iavln, to travel significant distances to press a case of
 
loan default. 

A better renult miqht be !,onsib]e from the establishment of atitonomousLorrercial co,rts thrcuchoul the country. This would end the problem ofl-faIilt cases not beinq prooessed in an expeditious fashion. However, it isacknowledged that the firnancial rsources and manpower May not be available
to create a new type of cot, t across the country. This option would have to
be reconsidered if the c.rtificite courts prove to he inadequate to process

the cases generated by the loan repayment action plan.
 

http:repaym,.nt
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Shorten Titweframes for Default Cases
 

as beingBankers have continually described the certificate case process 
l 

lengthy. When a defaulter is brought to court any,4vdre in the World ie ;ually 

laiw inasks the magistrate for additional time to try to repay. Under cUr-rent 

yeirs. Clearly thre borrowerBangladesh that timeframe can be expressed in 

should be allowed some time to "reorganize" but that time should be expressed 

in months (6 monthaT) rather thhn years. If the irqi!:rate thinks that the 

borrower is not making a legitinate attempt to atrannqe Irs finances to repay, 

to rule for the bank imntr ately. The legalthe magistrate must be prepared 

work in f'avour of tire bankser, not to the benefit ofprocedings timeframe must 


the defaulter. Default case timeframes must be shortened.
 

Enforcement Procedlires must be EnhancedCollection and 

It appears from discussions with branch bank prsonnol in lVingladesh that 

to win ard to collect enough towinning a case is not enough. The object is 

related expenses. As th- cuirreint procedure iscompensate for the loon ard the 

tax collection process, the loan colJiu'tIon process has tocontained within the 

Ia ;e. If air officfe of thecompete for resources In the attempt to finalize a 

court has the legal paperwork instructing him to serve papers aind seize assets 

to collect back taxes in solrni cases and defaulted lins in oti,'r case(s, the tax 

will receive prier ity oai iirny occasions. Tis coat rsr nother obstaclecases 

to loan collection and inother delay for the banker. 

When a certificate is beinq issued by a bank officer, such as in the case or 

DKB, it is often difficult to have even the initial procedure's enforced by the 

even in his ov:n ,,st im te accoLding tolocal authoritles.18 /A bank officer, 


results, is not always a very importalnt Individual in rural
preliminary RBBUS 

life. The legal system imust require that local authorities respond to the 

branch bank rtrnagprg inrtirte the process.certificate procedures arid act when 

All of these types of probleiinr quqcest that it inight be necvrs:;Lry that the 

collectirn of d f;aubankers have an independent arm of the courts to aid Ill the 


the process could
lted loans. Thus, no cnnflicts of priority would arise arid 

as mich eff ic iccy as rOsnible corride-rbtig the rirulrn:st,nc's . Tlisprocede with 


financial constrairits and ultirrite
is subject to the same menpwer and 


considerations as the previous recomrrendation
 

18/ CMLA's Socretariat letter No. 7011/11/Civil-l dated 25 Februury 1986. 

http:authoritles.18
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Summary of Legal Recomngndat'ons 

11 Is not enough to have a leyal syStem which allows deraulting dubtors to bebrought to court. The legal proces; must act as a deterrent to loan default.
The borrower in loan default court must feel the burden, of his debt ond theInevitabIity that It nmtil.be repaid. Anythhig less than thin will ercotir-Je 

ratker than discourage locin default.
 

The tJCII.R r&tst give 
 the bankers the most effective tool that it i possible fortie NCILR to develop. The NCILR nust also review the costs of bringing a case
 
to court from the bankers perspective. Currently, the bankers mst pay an AdValc-em fee of up to 16-2/3% of the defaulted debt for bringing a ca.me 
to court
plug other charges (possibly but not mdatorily reimbursed when a case in wonand collected from the debtor). This type of fee and expense structure glves asignificant incentive to the banker not to bring large cases to court. Tile fee
compounds opportu,)1ty losses felt by the bank by having its rerurces dernobilized. The fee structuire has to be fixeil at a given amount so that there i!;nodisincentive to bringing large cases, or the fee should be collected at the
cowpletion of the case from the loner of the case by the court. This puts thecost where it belongs arid gives the court an Incentive to hear cases as quicklyas possible, plus it would inspire quicker collection by the authoritios against 
the defaulting borrower. 

The Ultimate Leqil Consdeation: Courage
 
The NCUR will need couroage to Issue its must 
 Important order. That order will
be to the banks to bring their oldest and largest defaulters cairt. Theto
large defaul]ters will certa-inly have political Influence and will be using Itto their f.llest ertent. Ul'-ikitely, for the lon repaymf.nt program to succeed,

the largort, mrist Influential borrower 
 inist discovi.r that repayment by court
action Is Ii, vilable and political Influence 
 in of no avail. An tihe sta.istics
 
provd o tiy ildnriladesh 
 Bank indicated at the end uf Jur 1,i3 ,4 , avwrage
cru tificate case was less than Tak;, 2,000. he use of the lfr'p] systm exclu.,ively aynfnnt the little defaltnq borrower Pust charng,. 'Tin lhangr, will
cunii- p4in to the larg- borrower who will rvke every effurt to avold rep-yintrit.
Ale tIrrmite success of the ICllrii will ho ]ittheir aiil ith.y to mike Iho prvi leged few pay back their loans which can IAe u:i;d by the bankir g syst.m as the 
example for the smill borrower that he mmist repay also. 

4/ Annex 7, Poqition of certificate canes per P nglad-;h Bnk. 
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TCCI LR LO,,AN REPAYMENT ACT 

4!4< 

NCIJR' must draf t ,and, put'irito' effect a 1a hc eurst~~ai 
offIcrs7take 'specif ic-actions to 'collect laege,'7overdue-bank: loans.~, 

enatureof the 

.thefundhc 

iust be conserved 

Wwould be that bankcaptal, which 15 the source 

are beinglent, Isa precious' national, resourc 
and protected if the nation Is to, row.- Those'who 

receive~ significant amounts of these'fundsfhave Aspecial obligation toth 

eusedto help othe~r ct~tzens ,ofthe country in their developnentofforts. 

If~a loin'-is for,a significant amount, Taka,10,OO0 or more,' and is overdue -'~-'~ 

for 30 days or moe h~rnhmngr eurd'under penalty of " 

to'4"lsal '"4erth 'o4oerwt a form notice which demands paymnent-~'"dimsl~~prsrt&eborrowrwt 

oftela ihn1 asofthe notice dote (Draft noiefrktfollows). 
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In9 das,nsumng e mets he orm~al credit standards at that timne. 
444'"44 !! - "'4" 

!4 '4- ! 

'4 4'4 - 4i N ' *... ..... 

Ifhe daea~not pay, legal notice Is served on him within thirty dayE of 
the final ,noice. riod And theconclision for the borrower -All )e ,o 

4..'N! !I!4'4 i !,44 :L4 -,'4; IIII:= N .i!iIi Nli 4 1 ' )! "4 -::i-iiii~iii 

repaor hav Asessie o uton-and'kepayrent. The 
never belglefor creditaan 

borrower %.)I1 

-

Specific eepin-rmthis program will be granritd for specifc classes 
4of borrower. Actual flood v~ctimns~might have their loans forgiven, a5 zn 

44'N * :44 , =: ! 9 " z '!) # '.i; Iii;) i4exaimple." No Indi~vidual4 ex~emptions ,will abe granted. 4 

Unr t hasathe option of c rrying out the law's 

'4' ' 'I"!i:1 i<4*"4 'NI,,1proison or ben~im e fro hi oiin The provisions of the 

low ca~ not be, modified'by the individual banpk manager..This creAtes a~ ,4;4JNN"i4,'4' 4'I!'4N,'4{ '4,41,44*4 '4 
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s4~tuaion wiere borrower And 1tnnker alike know that the collection program 

mutbeipemnedendcan not be corrupted by bribe or influence. Loan 
ollecit~in be~comeis urnVOidabht And the brAnch M~iqer Is enster to deAl 

iii1 
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wth , thesystem Is. 4,.'. . . 
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NOTICE OF DEFAULT
 

Date S 

Loan Number:
 

Address:
 

Dear Sir or Madam:
 

By Law Number requLred 


Large Borrower Default Provision,, that your loan with us for Taka
 

I ra to inform you under the 

taken on 
 ._ due on is now more than 90 days 

overdue 

The law also requires that I inform you that payrent in fulllor payment to
 

make your overdue loan curr.nt, must be made in this office within 30 days 

from the date of this notice.
 

If this bank does not receive payment by this time you will be denied the
 
priv.ilege to borrow in the future under the law, and the case will be taken
 

to court as required by law. As of
 

Your balance is as follows: 
 Principal I
 

Rate i 
 Interest 
 I
 

Rate: 
 Penal Interest t
 

Rate: 
 Service charges:
 

Respectfullyi
 

Manager :
 

Bank
 
CC: Region-al Office
 

Address t
 

CC: Recovery Department
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The largest and oldest 1o3n borrowers are to be the first notified and 

inmacted by the proqram. The small borrowers should sense a feeling of 

juntlce that the largest, most flagrant defaulters are made to repay 

first under this new law.
 

By Implementing this law agatnst the rich and powerful who have casually 

icnor(.d the law and their obligations in the past, a powerful signal 

should be sent to the entlrp country that the times have changed and 

banking obligations must be met as a routine matter. 
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SECTION - III 

PHASE TWO 

BANK MANAGERIAL ACTIONS 
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THF BANK IANAGENDUT ENVIRONMENT 

It is not enough to make the political and legal system more responsible and 

more effective concerning loan repayment. Senior bank officers must feel
 

that they have the authority and the responsibility to improve loan repayment 

at their banks as well. 

The desire to collect loans that are due must permeate through every layer of 

a bank organization. The attitude to accomplish any corporate, task radiates 

from the top down. This is true in Bangladesh as it is in other countries. 

The problem in Bangladesh, however, is that the most senior bank managers are 

appointed by the GOB and, .as such, are subject to frequent rotatice at CX)vern

merit whim. This places the banking system at a tremendous managerial disad

vantage compared to banking systems in other countries. From studies done
 

during the RFP, since 1900 the managing directors in Banks in Bangladesh hold 

their positlons less than two years and the gtiv.ral managers hold their 

positions less than four years. /This might be acceptable if they were junior 

personnel or only had a caretaker's role. As the senior nndntgers of an industry 

vital to the nation's health and well being, this policy seems determined to 

generate Inaction and confusion on a regular basis at an organizational level 

where leadership and confidence are primary requisites to accomplish corporate 

and national objectives. 

If one assumes that the senior bankers are the most brilliant of men and the 

most experienced of bankers, they would still require some time to becole 

familiar with the activities of their organizations and the capabil'ties of 

the managers that report to them. There is nothinn unusual in this and it could 

be expected to take a year for an Individual manager, perhaps longer. It is 

always useful to remember that a bank such as Soall has a similar amount of 

/ Annex 6, Tenure of Senior Bank Managers. 
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branches to control and direct as hhe Dank of Amefrica l s In Call fonnla
 
or Indosues has lmdwLde. The 
 size of the transactions may be different
 
but the organizational oprblews 
 or management and control are the same if 
not greater. 

The frequent rotatton poltcy rarely allows a managing director the opportunity
of imptementinq any significant Programs which he might have discovered were 
necessary during hi. firrt year's learning procers. If he does marage to
 
start them the iLkelihood 
is that he will 
not be able to stay to evaluate 
and mtnoifv them as necessary. It is hard to imagine that a new senior manager
would have the same pers. etive concerning a given type of program to solve 
a perceived probler as the -. cvious manager had. The rotation policy offers 
yet another serious problem to the banking system. It would tend to make the 
senior bankers passive and inclined to try tc solve the problems of today 
rather than plan and implement to generate the growth and prosperity needed 
fr tomorrow. The most Intelligent and dynamic of 
men wvuld be hard pressed
 
to develop long range plans for 
n job he might nut have and an organiation
 
he might not be a part of next month. Thus it is possible that internal prob
lems can be well known but nothing might be done about them for years, if 
at all.
 

It may be beyond the scope of the NCILR to attempt to make IMajor 
revisions
 
in the general civil service rotation policy but they should be allowed to 
make selective changes to 
improve bank management.
 

Establish the Authority andResponsibility forLoan Repayment
 

The most useful way to ensure that a topic receives the attention one thinks
 
it is due is 
to place a manager in charge of that activity. This has the
 
advantage of establishing very clearly who is responsible for a task. The
 
risk that one runs in in placing someone in charge of 
, given activity is to
 
assure that the responsibility is not the only consideration he receives.
 
The manager must receive the authority to impact the activity also. Following

from this, the greater the .esponsibility and authority are, the longer the
 
time to study, implement and monitor/modify programs must be made available
 
to the manager. The most 
effective programs are 
those where the creator is
 
allowed to implement, monitor and modify his own work. When an 
individual has
 
his own work and reputation at 
stake, he makes every effort possible to see
 
it a success. 
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The NCILR should create a new position at the banks reporting to the 

managing director. The title of this position should be something unusuql 

and distinctive such as the Executive Director for Bank National Programs 

LEDMNP). The first national program this manager should be concerned with
 

Unlike
would be the improvement of the loan repayment status of the bank 


the other bank officer positions, this is a relatively permanent job The
 

EDBNP should 1ave his position for a minimum of five years, which experi

impact most major corporate activities. He
ence suggests is long enough to 


should be accountable only to the managing director and the NCILR. In
 

cases of copflict between the maneging director and the EDBtJP the NCILR 

would settle the issue. The EDBP would lre responsible and h-we full autho

rity to make any org-inizational changes and implement N.y program which in 

his view would enhance the collection of loans. His authority on this 

matter, subject to review by the managing director and the NCILR would be 

absolute in his bank. He should be removed only if his progress in the
 

This is
position dissatisfies both the managing director and the NCILR 

as close to a permanent bank officdr position as this banking system would 

have.. Today the EDBNP's problem is loan repayment. Tomorrow, the concern 

could be training or accounting or MIS or computerization. The possible 

topics to concern this manag,.r are endless.
 

WHAT IS THE EDBNP RCLE IN THE GOVEMMJHENT AND THE BANKS 7 

In the western management sense of the term, thp EDBNP is a "functional 

Manacer". 

A functional managcr is one who is resprnsible to sed that a goal is met
 

a given plan is implemented. A brrrch
or an objective is satisfied or 


manager is responsible for making loans, obtaining deposits, answerlrci
 

questions on a wide variety of bankinq and financial topics, seeino that
 

dozens of renorts are sent to virlous departr-ents -ind organizations, making 

loans, acting as secretary to (I. UACCsjsure accounting is done, collectin 

sign'nq checks, authorizina distursements, answering correF )indence and 

cotritless other varied tasks. An accounting manager is responsiple for having 
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vouchers posted in a given timeframe, seeing reports ate done, checking
 
a variety of controls to see if authority or limits have been violated
 
in the daily activity of others and reporting to senior managers if viola
tions appear to have occurred. These are traditional manager role types.
 

A functional manager hns a different role. The EDBNP would not be 
 in
 
charge of a branch but would be responsible for the branch's imolemen
tation of the repayment programs, He's not in charge of the recovery
 
department but he is resnonsible for seeing that it is properly staffed,
 
develops proqrAmS and implemonts them with proper monitoring methods. He
 
does not manage accountinq but is responsible for the appropriateness of
 
accountinq for loan repAymcnfs 
rider the various orograms. He has the
 
authority and responsibility to imnlemant change throughout his nroaniza
tion to improve the "function" he is responsible for. In this caselhe is
 
responsible for improvinq loan repayment in his bank.
 

At the government level, he is the agent of the NCILR, the line manager
 
who is responsible for the operational desiqn and implementation of the
 
programs of national importance. Ile is the bank employee who is respon
sible for implementing specific national programs without the ability
 
to make the excuse that he was not in charge of a key area, or he did
 
not receive cooperation or he changed jobs too soun to implement a program.
 
tie has the authority and responsibility to succeed.
 

The relationship between the Managing Director and the E001P is a
 
sensiti.ve iand crucial 
one. The Manaqtnq ')Irector is in charge of the 
bank on a daily basis with a&countability to anqladesh Bank, the Ministry 
of Finance and his board. The EDbNP is responsible to the NCILR at the 
Ministry of Finarnce. In effect, they have the Fame b-oss. The ElDbIJP 
will tell the rManaqinq Director what he thinks should oe done to improve 
loan repavmtnt. The ManAnqng trire.tor will add his input 
,nd his staff's
 
input, tlopefulJy, all will aqroe 
on the internal plan of action to be 
ordereS by the Manaqinc Director wid supervised by the ED3NP. In case of
 

http:sensiti.ve
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dispute, theNCILR will settle the matter with the EDBNP's approach
 

receiving priority consideration. The NCILR decision would be final.
 

A key to the success of this Action Plan will be in the EDENP's ability
 

to work with his Managing Director.
 

PROGRESSAND COMMENTS ON ENVIRONMENTAL ISSUES 

At this point, what would the RFP recommendations have achieved 7 First,
 

the government would have committed to the concept of collecting the
 

loans that are made k'y the banking system. Second, the government would
 

have demonstrated that commitment by the creation of the NCILR to imple

ment positive change to improve loan renayment and paying the loans poli

tical individuals had that were overdue. Third, the NCILR would make
 

changes to the legal syteir to make it a more effective tool for the 

bankers to use to force loan repayment from reluctant debtors. Fourth, the
 

NCILR would establish a sentoT manager position in each bank which is 

responsihle for the implementation of programs involving national issues.
 

Improvinq loan repayments would be the first national issue assignment and 

the EDBNP would have wide ranging authority to )o with his level of res

ponsibIlity. 

Program success at this time would mean that the responsibility and 

authority for imnroving loan repayment had been clearly estatlished at 

all levels of government and management. The rFP has a number of speci

fic measures for the EDBNP in each bank to implement to improve loan 

repayment. Consistant with the action plan to this noint, they also will 

establish appropriate levels of responsibility and authority to accomplish 

program tasks. 
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ED13P3ANK ORGANIZATION PLAN TO tMPROVE LOAN RECOVERy 

Before the EDBtJPcan set arout making and Implementing plans to improve

loan recovery, it will 
be necessary for him to establish his department/

division for this task in the bank. RFP research has shown that the different 
banks in Bangladesh art azh organized in a uninue fashion concerninq the topic
of loan repaymvnt 4iost of Ume L'arkn have a Rural Credit Department and rrort

have a Recovery Department which Is dt 
 least concerned with maintaining some
 
tyne of 1IS on the repyment topic. The size and 
 organization of the Recovery
Departments vary greatly from bank 
to bank. One issue that stiems common to
 
these Recovery Departments Is 
 that they do not engage in extensive program

development In the area of Improving loan repayment. The banks and their 
recovery departments seem to take a passive role and allow Bangladesh Bank
 
to dictate the types of prograTms they implement. This will 
now have to chang(-
With the creation of the EDBProle, the men in the Recovery Denartments
 
become re!I-onsible for improving loan repayment in their respective banks.
 
The Recovery Deplrtment would 
 now be responsible for MIS on the topic, er(gram
development, program implementation and modification. Ultimately, they will
 
N, the keepers of program disciplLno for both defaulting torrowers and reluc
tant hankers alike. The Recovery Department will oversee ')he progress of court
 
case.; with emphasis 
on the largest, most politically sensitive Thecases. 
Recovery Department will also have the respcnsibility of monitoring branch
 
and regional manager performance in implerenting the various rrograms which
 
will be designed and presented to them. Failure to impl(eni)pt the programs

under Pecovery Department guidelines will cost a ir;anager his position with
 
the bank.
 

rhe Organization of the Recovery Department
 

Each ED13NPwill have his own opinion and view of what will be necessary in 
terms of stiff inq his Fecovery Department. This will be influenced by the 
size of the 1;ank, the level of individual theEDBNPbelieves he requires and
 
the amomt of 
effort required to implement the programs the Recovery Depart
m(tnt will design. The major tasks the Department will have are as follows:
 

a) Current Situation Fvaluation and Monitoring
 
b) Program Design and Implementation 

c) Legal Support
 

d) Tranling
 

/ Annex 12, Recovery department emphasis In bank organization charts. 
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Each of the major tasks are an essential component of the repayment effort 

and the staff for each task will have to have enough flexibility to support 

other tasks in the Recovery Department when the need arises. The role of each 

major task is as follows:
 

Current Situation Evaluation and V'onitor ing 

The key element in the proner management of tht lo.n repayment programs is 

the availibility of accurate data related to the topic which is presented 

in A timely fashion. If the information is not accurate, quality judgement' 

can not be ma'4e from it. If the information is not time-ly, opportunities t. 

improve a vroqram may he delayen or the pa.;sinc of . legal deadline may allow 

a loss to occur that could have become a repayment through legal action. 

The monit ing must be trmQly and accurate. the evaluation of the MIS must 

be an ongoing and dynawic nrocers. Only through constint evaluation can pro

grams be imoroved and individuals who are implementing programs be motivated. 

If an individual knows that his performance iF being reviewed, he kno'ws he 

must try to perform.
 

the program to inspire speedy
If iLnancial incentives are to te part of 

int Lal implemnentatton and/or to prorote adherence to a serie. of new pro

the loan repayment routine, tht1 monitocedures which are to become part of 

ring aspect will become even more important. The decision oii whether or not 

an individual performed acceptably in order to receive a financial reward
 

Lelated to loan repayment would be made on the banris of the standards estab

lished by the Recovery Department &id the performance indicated in the MIS
 

related to loan repayment.
 

one of his earliest issues asThe EABNPmust be concerned with his MIS as 

both the bank's performance and his~will be judged most critically on the 

basis of the information it provides. 

Program Design and Implementation
 

The topic of loan repayment in Panqladesh has many common elements regardless
 

these elements relate to the environmental
of the bank involved. Many of 


issues already discussed. Many operational problens such as branch rotation
 

personnel, isolationdifficulties, different experience levels among branch 


of some branches and personnel problems are common to all the banks in the
 

system and add to management problems.
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With all of these common problems will be a series of problems unique to
 
each bank. The FDBP 
and his staff will have to sort out the common and unique
 
difficulties related to loan repayment with the bank personnel involved and
 
create a series of programs that utilize the strengths of their organization
 
as effectively as possible to meet the organizational objectiwes.
 

With the design of programs comes the always difficult task of implementation.
 
The implementation of anything new with a large group of people always contains
 
an amount of organizational risk, The risk 
 of confusion is always present. The
 
risk of error is always present. The risk that managers refuse to implement a
 
program is always present. The challenge of implementation is larqely met in
 
the design phase where all conceivable objections, difficulties and problems
 
have to be anticipated and answered before the program is ever released to
 
the branches, It is understood that something unexpected usually occurs some
where but quality planning reduces the impact of this type of 
occurence.
 

This risk of implementation is very great. If a Recovery Depar~wt program 
is implemented poorly, the critics will certainly use it against the NCILR
 
and the EDBNpconcept. This type of criticism could be fatal to the loan
 
repayment program in th- early stages.After the program generates some signi
ficant success, asnit surely will, 
the program will never again be so vulnera
ble to critical comment. 

The RFP will have some useful pragrprns for the Recovery Department and the 
EDBNP to consLder in its early days. The programs are described later in this 
report. 

Legal Support 

It goes without saying that a cornerstone of 
this entire thrust to improve
 
loan repayment can be found in the changes suggested in this report for the 
legal system. Whatever changes are implemented will require that the Recovery

Department be familiar with all the prior and new nuances of the law as it 
relates to loan repayrrnt. This will have several arpects. One aspect is that 
managers will have questions; concerning the law and loan repayment. Sor-eone 
will have to answer them. Another aspect is that some large casE3 will be 
broughtin the early days of the program that the bank must win at all costs 
and effort. These cases canrinot be left to the bank's general barristers, no
 
matter how qualified they aer. The bank needs legal specialists on this topic 
at this and all other times.
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To lose a large, politically significant case in the early stages
 

would seriously undermine the collection effort when whatils moat needed are 

important court decisions in the banks' favor to inform the country that the 

times have changed regarding loan repayment in the rural and all other 

areas.
 

Training (Internal Marketing) 

The whole I1JILR and EDBNPconcept will take some time for the bankers, 

as well as the marketplacesto understand. In order to enhance understanding
 

and speed the acceotance and underrtanding within the 1ank, sore training
 

matbrials and programs will need to be developed. These programs need not 

be unique to this particular topic but could- be Included in the regular 

programs offered by the bank' training institute and by the Bangladesh 

Institute of Bank Management, ar aprcprAiate. Written programs, and class-

room programs to be given on a regional basis could be developed at 

minimal cost as part of tha course development programs at the tank train-


Ing institutes. 

A series of quality written and vrjrbal management presentation products
 

could be viewed by sonior I anb wanaqeirent as sore insurance against confu

!:on related to the loan repaymvent programs. Ultimately, a new generation 

of bankers will "grow up" with the new approach, Until then, an ongoing 

training effort will be erquired to inure understanding and to convince 

reluctant or skeptical tankers that a permanent change has occurred. 

RECOVERY DEFAETh-r SUMi.ARY AND COMMENTS 

When the great effort to estatl,inh the EDIIF rp)iAton is accomplished, many 

people, some skeptical and some curious, will be cit ofully watching to se 

how he performs in each bank. It is essentlel that the Recovery Department 

be adequately staffed with the r ight lype of veo)le, intel I igent, aggre

.Ive and brave. Every organization has them but it may take some effort to fLnd 

them. This is; the time to make that effort. 

Everythinq thi! dppirtu,,nt doer in the early stages will te watched as if 

under a microscope. Thuev can not afford a big error. This is the mortent when 

the govsrnment and the tanks should commit excesive ref-ources to a task 

rather than the normal inclination of hank manacerrents everywhere to try to 

do with less. rids i a new ronr'.pt and a differeat approach to the problem 

of loan repayri nt. if the initial programs result in failure or perceived 

failure, the NCILR andFDBNP may not be given a srcond chance. Reasonable 

success must h-, achieved with tue first attempt. Nothing else will te 

acceptable.
 

http:ronr'.pt
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RECOVERY DEPARTMENT PROGRAM DESIGN
 

In order to design a banking program to accomplish a given task, one must 
determine the customer or borrower or market segment that one is trying to 
impact. After one makes that determination, the evaluation of all subsequent 
programs that are designed can be made on the bi:,s of ho'.: they achieve the
 
goal of impacting the target market. For the topic of loan repayment, one
 
must choose what 
loan or borrower characteristic that to
one wants to use 

initiate the proyrm's activities or 
to be used as a guideline for the
 

irplementern to use.
 

Loan repayment has a number of characteristics which could be used to
 

guide the program design:
 

a) Age of loan 

b) Size of loan 

c) Type of program the loan was dispersed under 

d) Location of borrower. 

e) Major lending programs of the bank 

f) Other characteristica 

The key to the loan rephyment problem program design is in matching the
 
capaci:y of a branch to implement a program against the need to collect 

a significant volume of loans.
 

Obviously, one of the key aspects of 
a loan repayment program is to collect
 
some definition of old or overdue loans and to ineure existing loans which
 

are current be paid when due. We also know that rural loans and progrp-ms 
which lend in the rural areas 
are important considerations, and that it is
 

always valuable to collect large loans that are due or overdue.
 

When th!& topic is sorted out 
ft would appear that the essential distinc
tion can be mode in the rurblor any area~by age and size of loan due or 
overdue. Since the largest finaincinl impact would core from the collection 
of a lerga loan, and pursuing only a few large borrowers might have a
 
greater financial impact than a large number of small 
borrowers being pursued,
 
a program which has 
an emphaois on collecting large loans rather than 
small
 
has a significant initial appeal. It may be posaiblo to develop some figures
 
from bank statistics which might allow us 
to consider what a large borrower
 
program might entail. This will be developed subsequently within th. Action
 

Plan Benefit Vs. Expfnse Section.
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S EC T I O N . IV
 

PHASE THREE 

LARGE BORROWER COLLECTION ACTIVITIES 
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EDNP PLAN I-RECOVER FROM LARGE BORROWERS 

Throuqhout.the Rural Finance Project it has been an assumtion, which has
 
not been contradicted to this point, that large borrowers have as 
poor, if
 
not worse, a renayment record in Bangladesh as small borrowers. Saying that
 
this is true and remains true in the final analysis, it is necessary to
develop a tactical action plan program to collect from these borrowers. It

would be a recommendation to the EDBNP to attempt to collect from the large
 
borrowers as 
a priority activity.
 

Advantages of Collecting from Large Borrowers
 

a) Large borrowers tend to be 
a small subset in the total set of
 
borrowers. As such, collection programs can be more tightly

focused, more 
quickly implemented and have a stronger financial
 
impact in a short period of time.
 

b) Since they are 
large financially, the program should show a
 
superior return per administrative expense required.
 

c) Success in collectino from this group will have powerful
 
advertising benefit with the rest of the borrowers in the
 
country. If large borrowers are forced to renaylthe government
 
and banks are 
serious about this topic.Thenthe smaller borrowers
 
will be positively influenced on 
the loan repayment topic.
 

Disadvantages of Collecting from Large Forrowers
 

a) Large borrowers will 
use their political influenre to att-npt 
to avoid repayment. This may result in coercion of hankers by
bribe or intimidation, threats of force at the national level
 
or other drartic negative action.
 

b) It is very popsible that this program may develop to be more of
 
an urban program than a rural program. Even if 4 large rural
 
loan is overdue,it is possible that the lorrower resides in an
 
urban area. The thought that loan repayment is not an exclusively 
rural topic has ben developed enrlier and may we'l manifest 
itself in this action plan. 
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EDBIP INSTRUCTIONS TO THE BANKIS BRANCHES 

a) 	 The first instruction that the branches must receive is the guidance 

that the bank is emphasizing the collection of overdue large loans 

by the implementation of a program which is being promoted by banks 

across the country. 

b) 	 The program is of national importance as the health of the banking 

industry is at stake and only they, the branch personnel, can carry 

out the necessary tasks. 

c) 	There will be (could be) an incentive bonus scheme for early
 

implementation of the plLa but failure to implement within the 

required period will result in disciplinary action against the branch 

manager, with refusal or inability to implement resulting in dismissal 

from 	bank service. 

d) The branch bankers must make it clear to the borrowers that they are 

following a national program, established under law, which the
 

borrower can not avoid, and if the borrowers do not make full payment 

within 30 days of their receiving program notice, legal action will
 

begin which will force them to pay. If a borrower does not pay when 

he has the resources to pay, and a court finds him guilty of failing 

to repay and makes him pay or has assets seized to effect payment, 

that 	borrower will not qualify for a loan again. 

) If an overdue borrower pays his full loan and interest before the legal 

be eligible for consideration of apr-ceedings are initiated, he will 

new loan 90 days after repayment, provided the nor;mal credit criteria 

are met for the new loan. This time delay is to avoid loan rollovers 

which do not truly represent payment, simply book adjustment of a loan. 

f) If must be very clear to both the banker and borrower that this process 

lose his jobis inevitable. The banker must implement the program or 


and the next banker will implement the program. The borrower must
 

repay voluntarily and apply at a later time for more funds or be taken
 

to court, forced to pay or lose possessions, and never be allowed to
 

borrow again. No alternatives are possible.
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g) 	 The major premise of loan ,.ollection efforts worldwide is to 

make the borrower feel that it is a preferred action to repay the 

lender rather than have to suffer the consequences of facing the
 

lender and the lender's agents when the loan is not repaid. A
 

moneylender will apply physical force and intimidation to obtain
 

repayment. A bank -ises the legal system and eliminating the 
opportunity for future credit as its weapon to motivate large 

borrowers to repay. In both cases, some type of pressure has to 

be available to the lendor to ensure repayment from his borrower. 

HOW DOES THE BRANCH SELECT TilE PROGRAM BORROWERS 7
 

All the branches must select the overdue borrowers for participation in
 
the program in a similar fashion or. risk the criticism that the program
 

shows favoritism to a certain borrower or group of borrowers. In order to
 
avoid that type of criticism, each branch will be required to prepare the
 

following type of table which will provide guidance as 
to who and when the
 

program is applied.
 

LOAN STATUS MATRIX 

lYr. + 6 - 12M 3 - 6M 3 M 2 M Month CurrentOverdue 	 -.. 

1 2 
 3 4 5 6 7 

A 50,001 

50,000 
B to
 

20,001
 

20,000
 
C to
 

10,000 

D All Other
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The emphasis will be placed on the oldest and largest loans first and
 

will progress towards smaller and more recent loans ovey time.
 

For branches of some size, only overdue loans of Taka 10,000 or more will
 

be included in the program. For smaller branches or branches without high.
 

volume of large loans (which should be most of the rural branches) the top
 

10% of their overdue loans by size and agelqualify for the program. In this
 

fashion, all of the branches should be participating to some degree. All
 

loans over Taka 10,000 or the top I0 of the overdues by age and size,
 

whichever number is larger, will be the total loans chosen at this time.
 

The program will start with cell Al which is the oldest and largest loans
 

and work down the oldest column first as far as C1 for all the oldest overdues
 

and then the program would work across starting at A2 through A4, then B2
 

through B4 and C2 through C4. In this fashion all the oldest and largest
 

loans would receive the rriority emphasis.
 

WHAT LOANS/BORROWERS WOULD NOT BE INCLUDED
 

This is a very sensitive area which will require some significant attention
 

by the NCILR in the early days of their program development. It would appear
 

that the following types of situations would have to be segregated and
 

treated as special cases:
 

a) Pre-liberation loans granted to individuals no-longer in 

Bangladesh..!/ 

b) Loans to individuals who have subsequently died. 

C) Loans that have been forgiven or deferred by political decree. 

d) Other specific cases, not currently determined. 

This topic is a serious problem area. Every defaulter with an ounce of
 

political influence will claim that his loan should be given speCial consi

deration. It is going to take great judgement and political courage for the
 

NCILR to limit the number of loan types which will receive special attention.
 

One of the interesting financial ramifications of RFP research is that there
 

is not much financial room in the bankst capital bases for writing-off loans.
 

Therefore, it is not a primary consideration to limit the age or type of loan
 

we want to collect. If the borrower is in Bangladesh and has a past due loan
 

of sufficient size, we want the money back'with interest, in this program,
 

now. 



This approach has at least one.major advantage. It will avoid charges that
 
we have descriminated against those who paid their loans years ago by writing
off the defaulters loans at this time. Some write-offs may be unavoidable,
 

however, as 
legal statatory time limits for successful pursuit of legal 
reme

dies might have passed.
 

Death aud 
loss of legal remedy are probably the only causes of automatic
 

loan write-off that this program will have. Even with those two it may be
 
possible to attach an estate or pressure the defaulted borrower who is beyond
 
the time limit for legal action with the denial of future credit privileges.
 

The program can not give up easily.
 

SUM1:AkY OF LARGE BORROWER PROGRAM
 

The following flow chart illustratelthe six major tasks that are fundamental
 
to the "Large Borrower Action Plan" and provides a concise view of 
the plan's
 

elements.
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LARGE BORROWER ACTION PLAN 

FLOW CHART 

TASK IEDBNP RESPONSIBILITY + 
AUTHORITY 

1 Recovery DESIGN + 

TASK 2 Department IMPLEMENT 

I 
Regional 

TASK 3 
Managers
Receive + 

QUESTION + 
ANSWER 

Question 

Regional 4IOEGIONAL 

TASY 4 Maragers IMPLEMEITATION 
Implement 

Branches 
REPORT Create Matrix BRANCH 

TASK 5 + Notify IMPLEMENTATION 
Barrowers 

REPORT Negotiate withP~or ropers Lel Action --
AmountUnpiId 

TASK 6 1 COLLECT 

REPORT Loan Paid Loan Paid Write-off 

REPORT 
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TASK ONE: RESPONSIBILITY & AUTHORITY
 

Once the EDBNP'S responsibility and authority to 
improve loan repayment in
 
a given bank is established, it is up to him to demonstrate that he has the
 
leadershir and management ability to perform his duties.
 

After he forms his Recovery Department, he will have to work closely with
 
them to design a number of repayment programs which seem most appropriate 
for his institution. 

The EDBNPmist provide the organizational strength and will to perform a
difficult task. In times of difficulty, the entire repayment effort will 
depend on his ability to motivate and inspire his team to determined and
 
sometimes courageous actions.
 

TASK TWO: DESIGN & IMPLEMENT
 

The Recovery Department will have the tasks of both designing the opera
tional details of the repayment plans and seeing that the implementation
 
of 
these plans is possible. Many good ideas 
in business have fourndered
 
because they were too complex or too confusing or too impractical 
to be
 
useful. The Recovery Department must avoid 
this type of difficulty and
 
provide the line bankers with plans that can be understood, acted on and
 
reported on in 
a straightforward manner. 
The bankers' skill, exprience
 
and resourcefulness should be demonstrated in 
their dealingswith the overdue
 
borrowers, not 
in trying to understand and implement the repayment program. 

The Recovery Department w411 have to implement the programs in stages. First,
 
the programs have to be marketed and understood by local senior management.

Later, the program can be presented to 
the branches for ultimate implementa

tion.
 

TASK TIREEs PESNT TO FEGIONAL ANAGRS 

It is assumed that the initial information concerning the law changes and 
the initial presentation of 
the proqrm to collect large loans will be met
 
with a certain amount of indifference and resistance from the Regional

Managers. Change is always difficult for people to accerpt and lnnn repayment 
problems have been discussed frenuently through the years. 
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The first obstacle to be overcome in the implementation phase is to motivate 

the Regional Managers to understand that a new era is upon them. Overdue loans 

can not be tolerated or accepted as a part of everyday business anymore. Educa

tional memoes, and telephone calls to the Recovery Department marketing (train

ing) staff to answer questions with an occasional visit by them, should help the 

program get started. 

In the case where a particular senior manager seems reluctant, a call from the
 

EDBNP should provide the necessry inspiration. 

When the Regional Managers seem reasonably secure in the elements of the program, 

it is time for the branch implementation. 

TASK; FOUR: REGIONAL IMPLEMENTATION 

This is an important step. The Regional office must be prepared for this 

program and the problems that will surround it. Large borrowers will certainly
 

call and visit to complain about the program or to negotiate avoidance. Branch
 

managers will certainly have questions or fears that will have to be put to
 

rest.
 

The staff at the Regional Office will have to be prepared for this role and be
 

prepared to provide the MIS which will be required to monitor the program in
 

the Recuvery Department at head office.
 

Most of all, the Regional Office must be prepared to make the effort to guaran

tee that the program activities are being implemented in tl.a branches. Even 

treatment of all overdue large borrowers will lessen one type of criticism that 

the program will receive. It will be difficult for the bank to argue that it is 

treating all large, overdue borrowers equally when one branch in a region is 

fully into the program and one has not even started to implement the program. 

A quality Regional implementation program will ease the difficulties of imple

mentation in the branches to the overall benefit of the program. This point
 

can not be over emphasized.
 

TASK FIVE: BRANCH IMPLEMENTATION
 

If the the Recovery Department at head office and the Regional Office have
 

done a good job, the branches will have an adequate understanding of the
 

program before the implementation begins.
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The initial key tasks will be the identification of the overdue loans under
 our classification matrix and the notification of the overdue large borrowers

formally that the time for them to finally make payment has come and can not
 
be avoided.
 

Since there will be some fear 
and reluctance among some branch staffs and
individuals, these tasks must be as simple as possible 
The classificati6n

is not too complex and thie branches will be provided with the form letter
described elsewhere which only needs to be filled in. If the branch only has
a few overdue loans (1,10,1007) these tasks should not be lengthy and one of

the programs desired impacts, speed, will have been achieved.
 

TASK SIX: COLLECT THE LARGEOVERDUE LOANS 

At this point in the program, only one of three things will occur:
 

a) The borrower will pay.
 

b) The borrower will refuse to pay.
 

c) 
 The borrower will negotiate for some other terms of payment.
 

If the borrower pays we will all be very happy and a problem will be solved.If they don't pay the banker takes them to court per law with some dire consequences for the borrower. These consequences make the banker more attrac
tive to deal with rather than avoid. 

The last point is the topic of whether to negotiate with the borrower or not.
If one chooses to negotiate with a defaulting borrower, strict rules should
 
apply. Rules such as 
the following would be appropriate
 

The bank will not go :o court 
if the borrower immediately does the following:
 

a) Payshallointerest due on the loan.
 

b) If the loan has a series of payments and a payment or 
payments
 
are overdue, the payments must be made current immediately.
 

c) 
 If the loan had one final repayment date which has been missed,

the borrower must pay 5OX of the original principal balance in
 
addition to the entire amount of interest outstanding.
 

d) 
 The borrower must pledge ajsjjonaj collateral equivalent to 100X
 
of the final expected interest and principal payment.
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e) 	 A new repayment date will be negotiated which will not exceed
 

50A of the original term and the interest will continue to accrue
 

at the original rate plus service charges and penal interest.
 

nmustThe key to the neqrtlt,,d terms is that they must he tough. Borrowers 

feel 	it is to their advantage to repay under the original terms.
 

The negotiated terms must also be standard. The banker must not be allowed
 

to be intimidated by a borrower. If the banker has no control over the
 

progrdm or the negotiated terms, he cat not be bullied by the horrower in
 

the normal course of events.
 

If the terms are not standard, the program will be critlcird by borrowers
 

claimtng that some other large borrower received a totter deal. The program
 

can not be undermined if the terms are standard for all defaulting borrowers.
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SECTION V 

PHASE FOUR 

SMALL BORROWER 

COLLECTION 

ACTIVITIES. 
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EDVNPPLAN P- GENERAL HURAL LOAN RDCOVERY ACTION PLAN.
 

The key issue that ha3 been developed In this paper is that loan
 

repayment in Bangladesh will only improve when the environment that
 

supports loan default Is changed to make default an unattractive
 

option for a borrower. A major action plan haa been developed to
 

change the environment and to impose repayment discipline on the
 

small number of borrowers who have a significant proportion of
 

credit in the mation and in the rural areas
 

if we succeed in changing the repayment environment for the better
 

and implement a program to force repayment from the largest borrowers,
 

the next Issue to be faced is how to obtain repayment from the large
 

number of small borrowers.
 

Small borrower Repayment Action Plan.
 

It could be argued that a highly successful action plan to collect
 

small rural loans has already been implemented in the cuuntryside of
 

Bangladesh and has been in effect for many yearn.Unfortunately, this
 

highly effective method of collecting loans from small, often
 

unsecured, rural borrowers has not been implemented by the banking
 

system, and it is time that it was considered as part of the banks'
 

routine activities.
 

Moneylenders in the informal sector of an economy have been collecting
 

loans su-cessfully, without recourse to courts or incentives for
 

repayment, as long as the need for credit has existed. A moneylender
 

tells a borrower only two things!
 

a) The terms of repayment.
 

b) What happens to the borrower if he does not repay.
 

The terms of repayment are always onerous (this is a characteristic
 

of this type of lending worldwide) and the failure to repay usually
 

carries some type of personal treat to the individual, his family
 

or his property. When an individual fails to repay, the moneylender
 

often informs him that he is sorry that something unfortunate will
 

happen to the borrower but that in necessary to prevent other borrowers
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from thinking that they too can decide not to repay for whatever reason. 
Moneylenders the world over rarely enforce their own "contracts." Usually some

tigent 
 are hired who will be present at the appropriate time to collect a
 
payment or to inform the moneylnnder of default. These agents are usually

charged with the task of 
imposing the designated "discipline" on a defaulting

borrower. The general system in reliable,. for the lirrowfir In that credit
 
Is available generally, and erffcient for the lender in that it is always
 
a better alternative to repay rather than default.
 

WHAT CAN BE LEASNED FROM FO-CYLENDER MANAG IENT ?
 

Clearly, no formal credit authority can enforce its contracts with the
 
brutality that can characterize moneylenders' methods. However, ofsome

thp attitudns and psycholnqical 
 anlproaches that moneylenders use are 
appropriate as management technliiues for the formal banking system. 

A moneylonder always makes his presence felt, eithrr in person or in 
the form of his agents. This trchnique has a number of benefits:
 

a) The agents are a-ways availalle to inform a borr-wer that 
a payment
 
is due. In this regard they act like a monthly credit card billing
 
or a mortgage coupon book might in a Western credit system, 

b) The agents know who needs money and why. They are 
a ready source of
 
reliable information for the moneylender.
 

c) The agents are well known, so 
the joining of borrower and lender is
 
made more efficient.
 

d) The agents are a constant and visible reminder that loans must be
 
repaid and that there are serious consequences for failing to repay,
 
whatever the reason.
 

e) 
 The agents know when the borrower has money available to repay

and press him for repayment at 
that time. This minimizes the
 
likelihood that the borrower will constue the cash before he
 
considers making his loan repayment.
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The agents can be found at nlaces where the borrower or notential
f) 


at a produce or livestock sale, or
borrower will have money, such as 


will need money, such as at a market. This follows the time 	honored
 

retail business concept that 90% of a successful retail business
 

comes from beinq in the proper location.
 

The terms that were agreed unon, must be enforced at all times.
g) 


The moneylender relaxes his repayment enforcement for a perceived
 

benefit to himself, not the borrower, and his agents understand
 

this concept.
 

THE BANKING SYSTEM AND THE MONEYLENDER REPAYMENT CONCEPTS
 

It is clear from the prior discussion that the key to repayment of money

is in the 4ertatnty and unpleasantness of enforcement and

lenders' loans 


by the continuing attention given to borrowers and potential borrowers by
 

the agents of the moneylender.
 

In the action plan to collect loans from large bank borrowers, an attempt
 

a
 
was made to create the environment where large loan collection will be 


at least, be unpleasant for
certainty and failure to repay will, the
 

defaulting borrower in the legal sdnse.
 

If this type of program is successful, it may be possible, with proper
 

Impress small borrowers as well as large
advertising of the results, to 


that loan repayment is inevitable. If this impression can be combined with
 

a program of close supervi-ion by bank field assistants and bank officers,
 

a similar (althouqh always less threatening) version of the moneylenders
 

repayment management technique might be created by the banks in the 
rural
 

areas.
 

The small borrowers in Bangladesh constitute a universe of 	
literally
 

their annual
millions of individuals scattered all over the country. In 


loans
 
renort for the financial year 1983-84, HKB listed the making of 


under Taka 10,000 to over 
I million borrowers in a single year ! Clearly,
 

the borrowers from previous years and from other banks makes 
this universe
 

vast.
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The conclusion that one c-n draw from this is that it is most likely to be
 
im---cticj! to try to develop an action plan for this univerEi of borrowrs 
that would rely exclusively or heavily on administrati proco'dures such as 
legal remedlei through the courts. The administrativ- cost would be a larg 
percentage of the loan repayment and it is unlikely that most sma' 1 borrowers 
ha- enoue' assets to make seizing them an effective tactic. Need]-s. to say, 
the government. Bangladesh Bank and the Rural Finance Project do not want to 
seize the lind of the small farmer as a result of his filinq .o pay a loan. 

Managerially, only a couple of types of actions can be taken to Imrove 

loan repayment in these circumstances.
 

Raise Credit Standards 

,VEy banker collects information concerning a borzowdr before he makes a 
loan and estimates his ability and likelihood to repay the loan. A banker
 

can improve his loan repayment record by making those standards more d'ffi
cult to meet. This has the effnct of improvinq loan repayment rates before
 

the loan is ever made. Charcteristics of good ,-d bat borrowers will be 
studied from the data collected in the VFil HPPUS -urvey material and All 
be part of the evaluation in the loan nanctioninq snctlor of 'he RFP final 

report. 

Bankers Need Routinf. and Disciplined Loan Supervision Netbods 

Loan supervision means different things to different nonr'-. To some, loan
 
supervision means that accurate bookkeeping recordr are kept 
 and periodic
 

reports are generated from those records. 

To some, loan supervision meanF lendinq to a target group under a specific 
program with time limit; and d'rhursement levels to meet. 

To some, loan supervision means the relationship I-etween bank and .orrower 

after a loan i made and the loan istefrre repid. 

It is this relationship, after a loan is made and bLEore it is repaid, that
 

is the focus of the Ema]l Borrower RCpaymernt Action Plan. 
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Small Borrower Repayment Action Plan
 

maP of every hat, r adsear
Each regional and I-ranch manager must maku a 

market, b.: ar, location of special events and their timetables /The regional 

manager must require that each of his branches send an officor and the 

branch's field assistants to-their hats when held, roadside markets as they
 

occur and bazars at appropriate times on a regular schedule to mpet their
 

borrowers when the borrowers are likely to have mon-y. They will confront
 

the borrower in front of friends and strangers to make payment trying to put
 

is possible. The discias much psychological and personal pressure on him as 


pline of the program is found in the concept that all the hats, bazars, road

side markets and soecial events are covered by the bankers. The rural people
 

need and want to come to these places to do business, shop and s-clallze.
 

Yeeting the banker must become an inevitability fnr them.
 

action plan, aside from collecting loans, is to
The goal of this type of 


make the proqram as inexpensive as nossible for the banks.
 

and their numbers are
Since over 80 of all borrowers are in the rural areas 


in the millions, it is imrractical to design a national small borrower action
 

plan which depends on the bankers travelling to visit each small borrower.
 

limited and the borrowers arc too dis-
The bank transportation resources are 


persed to make a very active program cost effective.
 

The goal of the program is to take the personnel resources the banks have
 

and will have, and use them as effectively as possible. For example, a Lank 

region may discover that it does not have enough field arsistants and bank
 

officers to cover all the hats, markets, ba7ars, and events held in the
 

should ntudy where their greatest number of borrowersregion at this time. They 

are and where the largest and closest hats, markets and hazers are to these
 

to cover these opnortunity areas. As
borrowers and use their available staff 


hats,the bank staff of field assistants and officers increase, the number of 

bazars, markets and special events *hich can be covered Increase 
also.
 

This type of program is unlikely to produce the best nossible mathematical 

result, as some 17orrowers will still not be sumrvised on a regular basis, 

but it is lik,,ly to Produce the best result thnt is porsitle under the circum

stances at the least possible increase in increpmtal administrative expense. 
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SMALL 	BORROWER ACTION PLAN COMMnfTS 

1. 
 .It is 	reconended that this Action Plan be implemented after.the
 
Large 	Borrower Action Plan for 2 reasons.
 

a) 
 The Large Borrower Action Plan is of greater irnortance wd 
the banks should place all their emphasis on it first.
 

b) 
 The small borrowers are always the target of collection and
 
legal 	enforcement. This program should use 
the success of the
 
Large 	Borrower Action Pli.n 
as a psychological tool 
to dpn'ons
trate that times have changed concerning loan repayment-§8/ 

2. 	 No unique budget hns 1!een developed for this plan as it reallocates 
existina resources but does not demand additional resources.
 

3. 	 Nonitorinc of this program will be done through the same reoorting
 
function performed for the Large Borrower Program in a format similar
 
to ACD(L)1-6.
 

4. 	 The prooram is simple in concept and should not be too difficult to
 
imnierrent by individual tanks and regions of the bankL. 

/ Annex 7, RFP File notes, position of certificate c.-ses per Bangladesh Bank. 
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THE ACTION PLAN FOR LOAN REPAYIJENT: A BUSINESS CASE
 

Any business venture, such as 
the Action Plan for Loan Repayment, must
 

be'seer, to be cost effective before serious thought can be given to imple

mentation. rn order to evaluate the cost effectiveness of the plan, a
 
comparison -f benefits versus cost needs to be made utilizing the best
 
bank financial figures that can be obtained. To this end, some financial
 

information has been gathered from the 1983-1984 Annual Report of the
 

Bangladesh Krishi Bank (BKB). These rhould be most relevant for Rural 
Finance Project purposes as the past, current and future involvement of
 

BKB in rural financing, and soie urban based financing, i assured. 

BKB FINANCIAL iNFORMATION FROM 1983-1984 ANNUAL REPORT 

The following financial informatLon is useful in evaluating the importance
 

and appropriateness of the stated Action Plan for Loan Repayment.
 

Year end Loans outstanding : Taka 12,534,000,000 

Year end Loans overdue : Taka 3,082,000,000
 

Percentage of overdue/outntandinq : 24.6%
 

Loans not overdue : Taka 9,452,000,000
 

Ratio of not overdue/overduef 3.1 : 1 
Rural branches 
 * 812 

Urban branches : 88 

Regional offices 64 

Percentage of BKS's 1984 Disl;ursements - Number % Amount .% 

Loans over Taka 10,000 
 49,190 4, 2,613,630,000 44%
 
Loans to Taka 
10,000 1,139,176 96t 3,310,634,000 56%
 

1,188,366 100 5,924,264,000 100
 

9/
Inthe 31 December 1985, RFP File Note on this topic7-it was determined 
that in the last three financial years 8KW.Bloans over 10,000 Taka consti
tuted over 50X (50.54X) of the credit outstan
4 trng while being concentrated
 

in the hands of relatively few borrowers (4.76X), 115,336 of 2,421,972 in all.
 

9 Annex 8, BKB loan distjIbutlon by size, 1981-P2 throuqh 1983-84. 
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If one uses the recent 44% of loan disbursements being large (over Taka 

10,000) and estimates that this is the current and future trend of loan 

of large and snril borrowersdisbursements, and assume that the percentage 

who are overdue are approximately the same, some Lnterestina budqet 6enefit
 

analysis can be done.
 

BKB LOAN REPAYMEJ4T PROGRAIJ BENEFITS 

Before the benefits can be estinted, some calculations must be made. 

The amount of overdue loans which qualify for the large borrowers program 

must ecual the total aroumt of overdue loans x 44%. This would be 

Taka large loans overdue.
Taka 3,082,000,000 x 40 * 1,356,080,000 

be made suchOf this amouit, Take 1,356,0*O,000, some estimates must. 

as the followings 

would n-ver be collected withoutA) Whnt percentage of this amount 

this program ? 

of this amount would be collected earlier with
B) What percentage 

program (Assume one
this program than would occur without this 

year) ? 

this amount would not be collected or collec-C) What percentage of 

ted earlier by this program (The program impacts the ultimate 

result not at all) ?
 

of item A, is the entire principal
It could be argued that the benefit 


interest income benefit subsequently.
amount in the year collected and some 


In item B, the be ,fit is obtainec as an interest benefit achieved by
 

bringing the money to useful purposes again
 

Item C provides no measureable benefit. 

THE BENFIT SCENARIOS 

the large borrower program is implemento In the country
Let us assume tht 

over a two year period. BKB Net Interest Intome as a percentage of earnings 

have been cal
assets and Interest Income as a percentage of earnlnq assets 

culated as 3.6% and 9.1% respectively. 
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SCENARIO I
 

Item A) 1% would never be collected without tHiLs program
 
Item B) 101 would be collected 1 year earlier as a result
 

Item C) 89- would not he imiacted
 
(Taka) 

Principal Benefit Interest Benefic Total
 
Year I Year 2 
 Year I Year 2
 

Item A 5,085,300 
 6,780,400 192,818 308,50S 12,367,026 
Item B  - 762,795 1,220,472 1,983,267 

Item C  - - -

Total 5,085,300 6,780,400 
 955,613 1,528,980 14,350,293 

It is assumed in all Scenarion that 5M of the large borrowers wi.ll force 
the program to go to court. For purposes of these analyses it is assumed 
that collcction occurs 6 ,nnths after court proceedings are initiated. 

On Item A, loans that are collected only as a result of this progrmn, the 
benefit ts assumed tc be the total princIpal recovered, fnd Interest on
 
that Principal w!,ich is calculated at the average ratte of interest 
 income/ 
earntnq assets for BKB for the average principal cclflected during the year. 

On Item B, the interest benefit is conservatively calcualted at the not 

inte.rest incoro/earnlnn assets for DKB for the average 
 principal collected. 

EXAVPLE CALCULATICJS F01 £CENARIO I 

YEAR 1 ITEM A: Taka 1,356,080,000 x I% - 13,560,800 Taka loans to be 
procersed over 2 years or 6,780,400 each year for this
 

category.
 

50% go to court Taka 6,780,400 x .5 - 3,390,200 

S0CA do not - 3,390,200 

Those loans that go to court in the second half of the first year, will
 

be collected in the second year.
 

i 
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The principal benefit in year 1 is all principal from borrowers who did 

not go to court and 50Y, of those who did go. The additional 50Y. of borrowers 

who went lo court would have their principal collected next year. 

ITEM A:PNdNCIPAL. Taka 3,390,200 + .5 (3,390,200) 

- Taka 5,085,300
 

ITEM A:INTEREST - Taka 3,390,200 -- 2 x 9.1% 

Non court - Taka 154,254 

Coutt - Taka 3,390,200 - 2 ( alf the principal this year) 

- 4 (Cnly received in the second half of the year) 

x 9.1Y. - 36,564 

Item A!Principal Interest = 5,085,300 Taka + 192,818 Taka 

- Taka 5,278,118 

YEAR 2 ITEM A: 

PRINCIP1 AL: 

Non court Taka 6,780,400 x .5 - 3,390,200 

-ourt - Taka 3,330,200 x .5 

Provlotis - Taka 3,390,200 x .5 
year 

Total Principal = Taka 

-

-

1,695,100 

1,695,100 

6,780,400 

INTEREST 	 - Taka 6,780,400 x 9.1% - 2 

. Taka 308,508 

Item A Principal + Interest Taka 6,780,400 + 308,508 

- Taka 7,088,908 

YEAR I ITEM B:
 

Principal 	 - Taka 1,356,080,000 x 10% - 2 years 

- Taka 135,608,000 -- 2 - 67,804,000 

Court = Taka 67,804,000 x .5 - 33,902,000 

Non-court % Taka 67,804,000 x .5 - 33,902,000 
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IMT.REST:
 

Non-court - Taka 33,902,000 
"--2 x 3.6% - Taka 610,236 
Court - °Taka 33,902,000 L 2 4 x 3.6% - Taka 152,559
 

Total Interest - Taka 762,795 Year I Item B
 

YEAR 2 ITEM B
 

PRINCIPAL: 

Non-court 
 a Taka 67,804,000 x .5 a 33,902,000
 
Court 
 Taka 33,902,000 x .5 16,951,000
 
Previous a Taka 33,902,000 x .5 
 16,951,000
 

year
 
Total Principal 
= Taka 67,804,000
 

INTEREST = Taka 67,804,000 -- 2 x 3.6% 

- Taka 1,220,472 

It is assumed that principal 
that has been recovered which would have
 
been lost should be treated as capital and earns at a full 9.1% p.a.

while loans; collected earlier 
are treated as a normal resource and earn
 
at the Net Ihterest Income rate of 1.6% p.a. 

SCENARIO II 

iTEM A: 
 3% would never be collected without this program
 
ITEM B: 
10% would be collected I year earlier as a result.
 

The benefit table is 
as follows:
 

Princi al Benefit 
Year I Year 2 

(Taka) 
Interest Benefit 
Year I Year 2 Total 

Item A 15,255,900 20,341,200 578,454 725,524 37,101,078 

Ite B- 762,795 1,220,472 1,983,267 

Total 15,255,900 20,341,200 1,341,249 2,145,996 39,084,345 
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SCENARIO III 

Item A t 5% would never be collected without this program
 

Item B t 20X would be collected I year earlier as a result
 

(Tca) 
Principal Benefit Interest Benefit 

Year 1 Year 2 Year 1I Year 2 Total 

Item 	A 25,426,500 33,902,000 964,090 1,542,540 61,835,130
 

Item 	B - - 1,525,590 2,440,944 3,966,534
 

Total 25,426,500 33,902,000 2,489,680 3,983,484 65,801,664
 

SCENARIO IV
 

Item A : 10X would never be collected without this program 

Item B t 20X would be collected 1 year eirlier as a result. 

(Taka) 

Principal Benefit Interest Benefit Total 

Year T Year 2 Year 1 Year 2 

1,928,180 123,670,260
Item A 50,853,000 67,804,000 3,085,080 


- 1,525,590 2 ,440 ,q44 3,966,534
Item 	B 

3,453,770 127,636,794
Total 50,853,000 67,804,000 5,526,024 


COE74 FrS ON TE ACTICN PLAN BEENEFIT SCENARIOS 

to be asked in this type of analysis are two:The 	 fundhms-ntal questions 

some 	loans that otherwise
1) 	 Can we assume that this program will collecf 


will never have bven renlid 7
 

A4D
 

2) 	 is it reasonable to calculate a benefit for collecting a loan earlier 7
 

is, "Yeo", to both questions. However, the
It is assumed that the answer 


to question 2.
 cost 	effectiveness of the proqram does not depend on the answer 


The answer to question I has to be affirmative. If It wds believdd that 

all tho loans are collected eventually, RFP subtask 4.1 would 
probably 

not' exist. The real issue is to determine what level of 
total overdue
 

loans should be budqeted as collectable for benefit Scenario 
estimation.
 

The "right" answer to this question is not known.
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However, it is known that over 3,000,000,COO Taka of loans were overdue to
BKB at the end of the 1984 financial year. If it is assumed (as found from 
research) that 44% of these are large loans and, at most, 10% will be
considered as collected that never would have been collected otherwise, only

4.4% of the overdue loans claimedwere as the maximum henefit for this 
collection Action Plan. It is difficult to estinkmte more conservatively than
 
this level of important- success.
 

At 
tue most expansive analysis (Scenario IV) only 30% of the 44% 
(13.2%) of 
the overdue BKB loans were considered successfully collected by thin program
with the rest being collected or not but essentially being unaffected by

the program at all. Some miqht consider this unacceptable or 
trivial success.
 
It is conservative. Even at 
this level the benefits are massive compared to
 
the expenses that have to be expended to obtain them. 

Qu.'ition 2 should deserve an affirmative answer also. Based on the liquidity
problems the banks in Bangladesh have had, collecting funds earlier would 
reduce the levels of refinance the babks require. This is worth something
 
to the banks. However, as a review of the Benefit/Expense summary charts

demonatrate, Item B is not material to the success or failure of the Action
Plan. It seems reasonable, however, to assign some interest benefit to this 
type of Action Plan result. 

ACTION PLAN EXPENSE BUDGET 

If we assume the NCILR consists of five men theat level of bank Managing
Directors, annual expense estimates can be made for them and an imaginary 
staff.
 

Function 
 Number Salary+ Benefits 
 Total
 

NCILR member 
 5 
 Taka 200,000 
 1,000,000
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Assuming a large staff to support them: 
(Taka) 

Function Number Salary + Benefits Total
 

Bank Officer level 5 Take 60,000 300,000
 

Clerks 10 36,000
Take 360,000 

Typists 5 Take 30,000 150,000 

Drivers 5 Take 30,000 150,000 

MLSS 5 Take 24,000 120,000 

35 Total Salaries + Benetits 2,080,000 

Five Automobiles for the NCILR members 0 360,000 Taka each, assuming 50X
 

resale value after 3 years:
 

Annual Auto Expense 300,000
 

Auto Maintanance + Fuel 3)0,000
 

Insurance 25,000
 

Total Auto 715,000
 

Assuming they will publish a great dealt
 

Stationary 300,000
 

Ausuming they must rent 2,000 Sq. ft. of office space:
 

Rent 240,000
 

Tele, Elec., Water 200,000
 

Assuming 50% resale value after 3 years :
 

Furniture * Fixtures 200,000
 

Other expenses: Office Equipment 250,000
 

Maintenance 100,000
 

Implementation 100,000
 

Theft Insurance 7,000
 

Office Utilities 50,000
 

Total Expense 4,242,000
 

20% Contingency 848,400
 

5,090,400
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Assume that 	only the EDBNP themselves, their cars and drivers add expense 
to a given banks
 

Function 	 (Take)Number Salazv + Benefits Total 

EDBNP 
 5 Taka 200,00 
 1,000,000
 
Automobile4 Other 
 5 
 .
 715,000

Drivers 5 309000 150,000 

1,865,000
 

Total NCILR + EDBNP Expense I Take 6,955,400 
For Analysis Purposes 
 s Taka 7000,O000/year 

ACTICN PLAW EXPENSE BUDGET COMMENTS
 

An effort has been made to estimate the NCILR expenses and the unique
 
expenses of the EDBNPs in each bank.
 

It will probably be noted that the 10 senior men have quit extensive
 
budgets. They all have cars and drivers and their staffs are paid well.

The expenses 
of creating and maintaining senior level managers are not 
minimized. This has been done for several reasons.
 

a) 	 The large borrower program must have the resources it needs. 
b) It demonstrates the importance of these functions. 
C) 	 It demonstrates the power of this Action Plan as virtually 

nu imaginable expense keeps the program from being cost 
effective. 

It will also probably be noted that the budget of the EDBNP only includes 
him, his drJver and a car in each bank. The assumption here is that all therequired staff, talent and resources for 	the large borrower Action Plan are

contained in each bank at the present time, The issue is in the improvement
of the nanagement of the topic and the EDBNP will 	provide this management. 
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LAR E BORROWER 

ACTION PLAN 

BENEFr VS EXVENSE 

AJILYSES. 
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::;! U'UCTION 

The following pages contain a series of charts which summarize the
 
tpoteritlal benefits 
and deficits for the various Scon:irlos d--cribed
 
unrder the Large Borrower ActLon Plan.
 

It is assumed that the NCILR would be in oper-tion for a yefir bor ore
 
thp Large Porrower Action 
Plan wo,,ld be implerrented. Alre, It is arf',t.'rw
thit the EUBNP would only tike his position in a given bank during the 
middle of the preliminarv year. No collections related to his function
 
would be made 
 until the proqram ir established and his recovery function 
is establis;hpd in each bank. 

After the preliminary activiti's are completed, the collection program
begins. Each collection proqram scenario has 
an interest henefit and a
 
principal benefit which h;ar beer, calculated Jreviolisly and is now 
summarized in the scenario charts.
 

It is presumed th.t the program costs are generou!;ly stated and that
 
they can be treated as fixed for the three program years illustrated.
 

It is assuned that legal expenses will not be a notable cornonent of
 
proqram expense. In house bank counsel would be used to bring cases to
 
court. Case fees paid 
to the courts would be reimbursed by the losing

borrower. Such a small percentage of borrowers are being handled by this
 
method that binksthe should be able to produce a ]egal succens rate near 
if not exactly, 100o. If all this is true, and it should be legal costs 
should not be a notable consideration in this analysis.
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(Taka) 

SCENARIO 

I 

PREUMI. ARY 
ACtIVITIES 
FOR A YEAR. 

I 

YEAR 
1 

YEAR 
2 1 

THREE YEAR 
REqULT VS 

BIB. 

BENEFITS. 

A 

B 

5,278,118 

762,795 

7,088,908 

1,220,472 

12,367,026 

1,983,267 

TOTAL 6,040,913 8,309,380 14,350,293 

EXPENSES. 

NCrLR 

EDBNP 

5,090,400 

933,000' 

5,090,400 

1,865,000 

5,090,400 

1,865,000 

15,271,200 

4,663,000 

TOTAL. 6,023,400 6,955,400 6,955,400 19,934,200 

NET 

BENEFIT 

(LOSS) 

CUMULATIVE 

(60231400) 

(6,023,400) 

(914,487) 

(6,937,887) 

1,353,980 

(5,583,907) 

(5,583,907) 

(5,583,907) 

6 Months only. 
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SCENARIO ' PRELIMINARY YEAR I YEAR 2 

(Taka) 

THREE YEAR 
T 
y 

ACTIVITIES 
FOR A YEAR. RESULT VS bKB. 

BENEFITS. 

A - 15,834,354 21,266,724 37,101,078 

8 762,795 1,220,472 1,983,267 

TOTAL - 16,597,149 22,487,196 39,084,345 

EXPENS4ES. 

NCILR 5,090,400 5,090,400 5,090,400 15,271,200 

ElENP 9,33,000 1,865,000 1,865,000 4,663,000 

TOTAL 6,023,400 6,955,400 6,955,400 19,934,200 

NET 
BENEFIT 
(LOSS) (6,023,400) 9,641,749 151531,796 19.150,145 

CUMULATIVE C 6,023,400 ) 3,618,349 19,150,145 19,150,145 

6 Months onlIy. 
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(Taka) 
SER0PREL-1M4NARY 
 Yh YEAR 2THRE; YLAR 

III ACI IS RESULT VS bKB. 

FOR A XAIR I 

A - 26,390,590 35,444,540 61,835,130 

B - 1,525,590 2,440,944 3,966,534 

TTAL. - 27,916,180 37,885,484 65,801,664 

WXIENSES. 

NC1ILR 5,090,400 5,090,400 5,090,400 15,271,200 

LDBNtJ 933,000 1,865,000 1,865,000 4,663,000 
TI'A L 6,023,400 6,955,400 6,955,400 19,934,200 

Nur 
WILJFIT (6,023,400) 20,960,780 30,930,084 45,867,464 

CUI'iUL,',TIVL (6,023,400) 14,937,380 45,867,464 45,867,4(.

" 6 Months only. 
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SCENARIo PRELIHINARY A 2aP A 
IV ACTIVITIES YEAR YMR 2 TPPEE YEAR 

FOR A YEAR. RE 3WT VS. BKB. 

A - 52,781,180 70,889,080 123,670,260 
B - 1,525,590 2,440,944 3,966,534 

TOTAL, 54,306,770 73,330,024 127,636,794 

E E SES. 

NCILR 5,090,400 5,090,400 5,090,400 15,271,200 

EDBNE 933,000- 1,865,000 1,865,(0O 4,663,000 
ToTAL 6,023,400 6,955,400 6,955,400 19,934,200 

NEI' 

BEiJEFIT 
( Loss) (6,023,4UO) 47,351,370 66,374,624 107,702,594 

CUMULATIVE (6,023,400) 41,327,970 107,702,594 107,702,594 

* 6 Months only. 
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LARGE BORROWER BENEFIT VS. EXPENSE BUDGET COMMENTS 

Like all business cases, the Large Borrower Action Plan has budget and
 

benefit strengths and weaknesres. 

The major poLentia] weaknesses are that the expenses for the NCILR and 

EDBNP's are somehow under estimited or that significant expenses r-lated 

to bringing cases to court are unavoidable regardless of chan9es In law
 

and legal proceedinqs. 

The power of this Action Plan is not in its ability to finely define the
 

potential expense. It could be that expenses will be greater than planned. 

The power of this plan is found in its strengths. The entire cost of the 

plan fce all ') banks has hbein estimated and stated. However, only BKB's 

outstanding overdues have been the basis for the benefit calculations.
 

If the collection figures for Agrani, Janata, Rupali and Sonall were added, 

it would make a compelling argument even more difficult to refute. The 

Scenario estimates fo success are such a smatll percentage of overall overdu,'s, 

it is difficult to develop an expense Scenario for failure since no other 

expense estimates are involved. If one tripled expenses, the less (although 

still) conservative Scenarios still show a significant benefit versus BXB 

fiqures. 

The mathamtical benefits and conservative approach to their development 

are difficult to deny. 
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5ECTION ViI 

ANK INCEnrIvEs 

TO IMPLEMENr THE 
LOAN REPAYMENT 

PROGRAMS. 



- 330 

3NOULD FINANCIAL INCkENV'IVES FOR INDIVILUALS b- PAhI' OF THL LOAN 
hLl A1I*.T PR GRA i
 

To answer this question, two topics must be consider-djTle first question
 
concerns the overall cost of incentives to the banking system and the
 

second question would be tile consideration of how these incentives would
 

Inspire "right" rather than inappropriate behavior.
 

UtENTJIAL INCEWIVE COST. 

At the end of the 1984 bank financial year, the five banks under review 

showed total branches, empLoyee salaries'plus benefits and net profit 
before taxes and transfers as follows I
 

br nches. Salaries & benefits. P'rofit.
 

AaRANI 789 208,570,472 170,919,314
 

JtATA 838 264,412,306 230,998,642
 

RU'iAl.I 483 142,467,527 115,691,665
 

SOMAIV%1 1,233 373,097,798 552,305,778
 

mK 900 167,501,666 169,500,000
 

TOTAL 4,243 1,156,049,769 1,239,414,399
 

If one took the 4,243 branches (URiAN AND RURAL) and estimated incentive
 

levels to reward Managers and branch staff for program implementation and/
 

or collection success, this cost should be compared with recent orofit and
 

salary & benefit levels for thp banks to see what the overall percentage
 

impact would be.
 

___________________TAKA 

IWEAWI'IVE/bRANCH 1,000 5,0O0 10,000 

rUTAL lNCNLTIVL 41243,000 2,215,000 42,430,000 

'AOF NtT PROFIT 0.34% 1.71% 3.42% 

OF !,ALARIS & bWNEFITS 0.37% 1.U4% 3.67% 

% OF LA~rjL L)RROWLR
 
VRWGRAM EXP'NSES-3 YRS. 21.3% 106.4% 212.9%
 

% OF LAL WHORRLMER AVG.
 

1,OGRAM EXPLNSE-1 YR. 63.9% 319.3. 638.6f.
 
______-___________-______ 1 
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with the lcerge borrower
 
program cost estimates, it can be seen 
 that the additional expense
impacts the action plan program far-more than the hanks overall
 
expense or profitabilitysituation.
 

since the large borrower action plan has huge potential benefits, the
cost of virtually any incentive program has little impact on the action
 
plandecislon process.
 

POrENMIAL VLtJNIVE BLNEFIT. 

Since the cost of an incentive program to assist this large borrower!
small borrower action plan is negligible, the real benefit evaluation
 comes in the speculation of how this type of incentive would help the
 
program. 

This need not be a crucial decision. If the program has beenproperly prepared by the Government and presented by the banks, an
incentive program should not be necessary to achieve success.
 

Howe'jer, if the 
GOB 'Ants to offer a potential benefit to the bankers
to offset the negative ramifications of failing to Implement the program,
virtually any reasonable incentive level will work financially.
 

The choice belongs to the Government of Bangladesh.
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S E C T I 0 N VIII
 

ACTION PLAN
 

SUMIMARY 
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ACTION PLAN SWIMARY 

The 	loan repaynent Action Plan is a complicated seri4,n of 
activities
 
which is summarized as follows under the headinp5 of Environmental
 
Considertions arid 
Tncticil Actions:
 

MINVEI
CNNINTAL CONSIDEiA'I ON3
 

PIIASE ONE: POLITICAL ANDLLEGAL ACTIONS 

a) 
The 	Government of Binpgl,,deah (GOB) announceo that all loans must 
be repaid as a priority national issue.
 

L) 	The GOB maken law tht all COB officinls or canidj'[aten for
 
government poisitions must repay or 
make current overdue loans or
 
losie gov.1zriment position or right to 
be candidate for a position.
 

c) 	The GOB will create the National Committee to lmprve Loan
 
Repayment (11CILR) 
 which will have tire 
mandate to study and
 
implement recommerdatios to 
improve loin recovory. The 1IC|L4 
will have all authority necessary to authorize arid implerneiit 

necess iry charnes. 

d) 
The 	NiCILR will tutudy 'ind implement chlangen to the lopil "'ystem 
which will pive priority to loan repayment caUes, speed the 
procens of evalunting a borrower's ability to 
rerty or
 
reorganize to repay, and strengthen 
 the collection process
 
initiated 
 by court order to make the leFal system a more
 
useful eool for bank officers to ut;p 
to obtain repayment. 

e) 	The NCILR %ill draft ar!,i implement law to make it a requirement 
that bank ofricena* ke 'ill I'rge defaulters to court "ifter 
loans of Taka 10,000 or more fall overdue more than 30 da.,- and 
they fail to r-ctify the situation after form','l notice by the 
bhik. The bank officer will hWive no diocreti.i, in thin matt,.r to
 
avoid problems of hit; be,,ing compromised by the borrower. 
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PIIAtE TO : BANK MANAGEjIAL ACTIUNS 

o) 	 The NCILR will create a new bank senior manager psi lion called The. 

Riecutive Director foi Bank Na4tional Progranu (ED[1HP). 

h) 	 An EJiB1P position would be created in each bank foe the purpose of 

improving a single n,,tional i:.ue for the banking system. Loan 

repayrlent is the first national issue to be manageJ in this faohion. 

The position i6 permanent in that it has a personal duration of at 

leftort 5 yeara and the EDIMIiP reports to the batink's Managing Director 

and the NCILR jointly In cases of dispute between the Manering 

Director and the EDBNP on anly issue, the NICILH will make the finql 

decision.
 

c) 	 The EDBNP in each bank will reorganize the lo.in recovery department 

to make it. a more effective tool to utilize in the reply ent of loinf. 

Tle department must have the ability to design rind implement pro.rams, 

direct t;ie creatiorn of training moiterials, under st-rtd ard support bank 

legal activitiea concerning loan recovery arid ukonitor and evaluate the 

current nid future loan repaynent circumwtanceF of the bank. 

TAIUMrAL ACf1014 

NIIAIE TIIIl;E : LANGE llORHOol, COLLECTIGN ACTIVITIES 

n) 	 Tite LD3NP titd hin looin rerovry departmetit inurAt pipp:,C their regional 

nrid hrrnch m;anaFerv to collect lonns under the new rules. 

i ) 	 The FA'iINP muttt trnin r riuLiv;ote teie regi ofn:i main'i f r'l to urtd erat'ntd 

the importance of tile progran -ind the power of the new laws.
 

c) After the regionl matmi,,n u relrontaid, the bralch impleneritation
 

would begin. The branrch mainagers would use i c] .9tiification 

natrix to identify the oldent arid larFest borrov,!ra uilur the 

new law. They would notify thierm;#e overdue borrowern an prescribed 

by laiw and collect n much as posrible. Negotiation with the 

overdue borrowers to extend the loan for mlditiotial time 
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and the conditions involved would be prescribed under the law.
 

d) Bcrrowers who fail 
to repay after formal notice is made will be
brought to 
court and made 
to pay or to forfeit personal assets.
Borrowers who are brought to court will be denied future credit.
 
e) Exceptions to this program will be made rarely and only under
 

the guidelines established by the NCILR.
 

PHASE FOUR: SMALLBORROIER COLLECTION ACTIVITIES
 

a) 
The small borrower program would be implemented after the large
borrower program had been implemented and had 
some success.
 
b) The program would depend 
on improved supervision of small
borrowers as somewhat already contemplated under the field
assistant program that has been implemented to a limited
 

degree at 
the present.
 

c) This program would 
use 
the success of the large borrower
program as a psychological tool and will emphasize the importance
of field assistants and bank officers being in the right places,
hats, bazars, etc., 
at 
the right time, after a harvest 
or a
produce sale, to ease 
the collection of outstanding loans

before they become seriously overdue.
 

d) This program builds on 
the existing field assistant program
and existing plans to increase their strength. The small
borrower collection program is inherently rural in nature,
but the large borrower collection program is not necessarily
 
rural in nature.
 

e) Loan collecticn emphasis must be based 
on justice and equality
of action and, 
as such, 
cannot be based on purely rural versus
 
urban grounds.
 

OTER COMMENTS 

It is presumed 
that these programs are extremely coat effective and
analysis is attempted to demonstrate this fact.
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The progr,,ms attempt to use existing staff whenever p,,ssible. Tle EDBNP 

positions require only five good men for implementation. Tle hanks 

already have collect Icn d-partments, training and lgalI staff. The only 

thb)g required of these individuals Is some leadership to change their 

emphasis. 

In the Thrqe borrower program the court corts would be paid by the loser of 

the case which will he the btn,-,wer. The sivnlll borr,4:'vr ,rorgram ,lpends 

on success of th large borrower program ard the use i-fstaff that have 

already been con edored as necessary and will. be avail,1ie to the banks 

over timte. 

The proqr.ims disr-lld should Lxt taken anai whokl. If the (llvtruoif: erl ai 

conditions are nr't modified in some fashion similar to whaL J.!-, d-scribo×-d 

in this plan, it Is not likely that. the large and siall ,rrcuer rz-,1qramr 

will. have any qjqn ftc, and under current cr, iiditlo;, the l,irgeint effct 

thorrokqcr P'rogram micht be quite ex.)ensive as well as in,{f"ctive. 

CuNCLUSitN 

This oale repayment Action ['lan e-ks an effort to chariqo the environmnt 

which allows poor loan repaytwmnt to exist easily. 

The chanq In environient involves t:3pocts of National Governm rt, lcal 

government, law and legal process and honk management to Mike a defaulting 

bcrrzwer (as the following chart depi[cts) feel and believe that the financial, 

legal, social and political structure opposes his defaultin,] oilI loan. 

Each aspect Is a vital compont-nt in the equation for collcting loins. 

Without ruccess in modifying the environment in each area, the ultimate 

goai of collecting significant amounts of credit are unlikely to be
 

achieved.
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THE NEEDED WAN REPAYMENT 

ENVIRONMENT 

NATIONAL GOV.RNMENT 

LAWS 

COURTS
 

HEAD OFF1CE SUPfORT
 

BANK REGIONAL STAFF
 

LOCAL GOVERNMENT 

BRANCH FIE D
 

BRANCH 

MANAGER 

STAFF 

ADMINISTRATION 

DEFAULTING BORROWERS MUST SEE THE ENTIRE FINANCIAL, LEGAL, SOCIAL AND 
POLITICAL STRUCTURE OF THE NATION OPPOSED TO THEIR ATTE.lyr TO FAIL TO 

REPAY THEIR LOAN 
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SECTION IX 

ANNEXURES 

RURAL FINANCE PRO3CT 

FILE NOTES. 
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The Following Rural Finance Project file notes were researchedand support the topics,comments, and concepts in this action
plan and are wumexed to this report i 

An I 	 Action plan for recovery of agricultural loan3-1985 D 0 No.
ACD(poly) 911(G)/84-7579-85 
 340 
An 2 Agricultural loans- application of service charges andrefinece Matrix, ACD circular letter No.ACD(poly) 2/83of 29 September 83. 344 
An 3 Legal issues and loan repayment. 352 
AlI 4 Bank loan portfolio components 354 
An 5 	 Bank profitability in Bangladesh 356 
Art 6 	 Tenure of Senior Bank Managers 368 
An 7 Position of certificate cases per Bangladesh Bank 372
 
An 8 	 EKB loan distribution by size, 1981-82 through 1983-84 375 
An 9 	 Definitions of loan portfolio condition 383 
An 10 Bank income statement items and allocations vs.earning 

assets. 386An 11 Limits 	of loan write-offs. 391 
An 12 Recovery departamnt emphasis in Bank organization charts. 393 
An 13 Liquidity of the five banks in Brgladesh review-a ccapostte 

view 397 
An 14 Loan loss reservea in Banks in Bangladesh 418 

An 15 	 Loan loss reserves in Banks in Bangladesh # 2 425 
An 16 Bangladesh Bank rules for clas;if Iction of problem loansand related interest- BCD circular No. 17 of April 23,1975. 427 
An 17 Pre-liberation loans from RBBUS-BM2 results 435 

An 18 	 CMLA's Secretariat letter No.70'11/11/Civil-1 dated 437
25 February 1986. 
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ANNEX # I 

Re : ACTION PLAN FOR RECOVERY OF AGRICULTURAL LOANS-1985 
D.O. NO. ACD(POLY)911(G)/84-7579-85
 

I have reviewed the attached instruction from the Agricultural Credit 
Department to the Managing Directors of the Nationalized Commercial Banks 

and BKB with the following comments : 

1) A target of obtaining 80% of all or some unspecified segment of
 

overdue loans is unrealistic within a 3 month period. The banks are not 

staffed to launch this type of massive short term cnmpaign and were not 

given enough notice to effectively implement the campaign even if they 

were properly staffed.
 

2) The entire thrust of this campaign is that farmers will be so pleased 

with obtaining an interest rebate and be free of possible legal involvement 

that they will repay enough loans to reach 60% recovery of all overdues. 

Unfortinately, this program does nut take into consideration why the loans 
are overdue. If an individual has taken a loan with no intention to repay, 
why should making it less expensive change his original intent? If an 

individual's crop o r project has failed, how can this program help him 
repay? file only g.roup this program should impress is the group who could 
repay from normal activitLies but fu some ro-ason have chosen not to. IL is 

but I wonder if this group would repay with acceptablea speculation, 
timeliness if they were quaranteed that additional credit would be made 

available to them when they next applied. If that speculation is true, this 
of roney. What must be true is that this program underminesprogram is a waste 

the credit system. If you do not repay, eventually the government will reward 

you for trying to uiidermlne the banking system. 

3) IncentIves to bank staffs to inspire better performance is acceptable 
within limits. I would give the incentives to the Rural Finance Assistants 
who will lose their jobs if they do not recover a significant percentage 
of the loans that have been assigned Lo them. For the grclter risk there 

should be greater reward. 

4) Creating and distributing lists of defaulters is ; useful idea but one 
bazars will influenceshouild tiot expezI. that showing them in the hats and 

powerful borrowers very much. It could well act as advertising for just 

how powerful and above the law they are. Little borrowers who are drfaulters
 

may be frightened into finding ways to repay. 

5+6) Various publicity campaigns are useful and visits by senior bank 

officers are useful when combined with the phases of long t&rm projects 

to keep momentum going and staffs and the public aware of the program. 

This program Is too short term oriented to make great use of leaflets 
and senior management participation.
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7) It is a strong idea to utilize the Rural Finance ssistants to verify
that loans have been made to bona fide borrowers. The results should be
iwide available to bank management and the audit department directly to
confirm if the branch manager was involved in any fraud. It is questionable
how useful the UACC members should be in this process as they probably

suggested this "borrower" originally.
 

8) It is a strong long term objective to utilize and make the court
system work to the banks' advantage. For a 3 month campaign, I do not
know if court procedures will be of much use.
 

ANALYSIS OF THE PROGRA4 

1) The government is making an attempt to collect loans and this is a

positive sign.
 

2) The problem of loan repayment is a long term, complicated one and short
term solutions are unlikely to generate the desired results. Some loans
will be collected and that will satisfy some members of the government

and banking community.
 

3) Rebates undermine the banking system. Why should branch personnel
struggle to collect loans when the government will ultimately reward
defaulters with rebates? Why should a borL-ower repay on time when he
might not obtain a new loan and the government will provide financial

incentives to repay if you go past due?
 

4) Large defaulters who flaunt the banking and legal system must feel
the result of their actions through strong legal and criminal procedures.
If the risk of going to jail for a long period or having their assets seized
and sold is greater than the reward of not repaying, they will repay. We
should not delude ourselves that it is any other way and think that there
 are many alternatives to strong civil and criminal procedures.
 

5) 1The topic of loan recover is a long term management problem. The bankingsystem must be able to recover loans, pursue leqal remedies and processexceptional loan loss circumstances (Cuch as loan forgiveness for a natural
disaster) routinely. Periodic, than a temporary positive financial impact
but run the risk, as in this program, of generating impressions among the
public that it 
to their benefit to delay repayment of loans to the banking

system.
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D.O. NO. ACD(POL)911)/8M-7_T9 ,DatedDoccubor. 3 0, 1984. 

tly dear Managin, Dfraetor, 

ACTION PLAN FOR RECOVERY OF 
AGRICULTURAL LOANS - 1982 

You are aware that overdue of agricultural loans have reached on 

unreuutninablo leel. Recovsry situation has worsened due to floods, udroughts 

uhich necoenitatod resoheduling of loan ropyment. With the recovery of 

0gricultural production and income, it hno boon decided by the Govor ment to 

iaulch recovery drive immediately. The follcbiing action plan to that end is 

Jutgestod for your considerntion and implomontation. You ay makzo ouch 

improvoent on.the action plan as you may consider appropriato i

t* Target f/'or rwov-4nol 

All banks will fix up a target of collecting. within a period from 

80% of loans which will have beco e overdue byJanuary to Mardh, 1985, 


-At Yobruiry, 19!5(including previous ovordues) of each brorarh.
 

it. Rnbntosl
 

rarmera may be allowed a rebate on sorvice charge 0 2% if the whole 

oiount of duos is repaid within the final due date of repayment. Similarly@ 

4 robrto on jennl interest A 2% way be allowed if overdue amount is repaid 

tthin 31st Harohe 198! or within the quarter of ita becomi overdue, whichever 

epplicnble. 

ii. Ilucfntivo to Staff: 

In order to provide incentive to the bank officials/field nesiatanta, 

a proposvl for introducing monetary benefit for batter recovery Is beina 

worked out in Dangladesh Bank which would be finalized in connultation with 

YOU. 

iv. 1-imt of Detfoulterst 

List of defaulters may be regularly exchanged once a quarter between 

bank brntncbos within the Upazila hpacinlly betwoon BKB branchon and co=orcial 

bonk branches of the respective aroa#.Such a lit shotld alno be given to the 

Union Pariahnd and be displayed in local hate and bazara. This wiLl create 

vocial and peychological presoure apeoially on big farmer /influentiaL groups 

.wy be defaulting payment of loang wilfully. 
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v. lubl icitYl 

Each bank should consider printing leaflote/Itudoutu and dittribute them 

throug.h the branehee requesting the loanees to repay their loo ny A time and 

anauring them af future loans at the time of their requirement. Similarly, 

publicity could be made through boating of druma in the local hats and bamara. 

Suitnble iublioity through other mase media will bo arrnngnd centrally by 

Bangladesh Dank selarately. 

vi. Vilits/tours of the senior offlnern of the bnka: 

Senior officera of the banks should visit the different branches an. hold 

moetings at Upsila level for Impreseing upon the bank/local administration. 

They ohould explain the importane of regular ropnymant end Ito impact on the 

oredit operation. Eaoh branch should b. visited by tho in connection with 

tits recovery drive na often as Is considered necessary. 

vii. Crop lenna to non-farmernt 

It has been reported that a considerable amount of crop loanu has been 

granted to man-lamars. Banks are advised to identify such fake borrowors 

with the help of Union Agricultural Asaiotante/UACC. All such non-farmera 

hould be debarred from all future lending unleo the loans are rCpaid by
 

them. 

vii. flenliestion through certif~cate cann 

to Secretury, Cabinet Divii'oan'sAttontion of tho batk is drawn 

recent circular on certificate caseo (copy onclored). I am drawing the 

attention of the Deputy Commissioners to this letter with request to 

tmko active interest in both rncovery and dinponal of cortificate cases. 

The progress of diopoana of certificate caoes as well no of recovery 

should be pursued by your officcra with Upazila loirbuhL Officem and 

occasionally with Deputy Coramincionora. The Secretary of the Diotrict 

CoMMIittee is Lleo being advicod to vend regularly t),u progress of dinpoc.Al 

of certificate coes to the Chief Officers griculturul Credit Deprtment, 

Bangladesh Blanko Hand Office, Dhakn each month. 

Floave advion your branutoo nccordingly on priority baois. 

Tours ainc-'rsl 

Dr. A. I ahim, ( ;1. 14URUL ISLAM ) 
Hapnaing Director,
 
Bangladeoh Krishi Bank,
 
Hand Office,
 
811,MotiJheel Commercial Areas
 
Dhnkn.
 

http:dinpoc.Al
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ANNEX # 2 

Re : AGRICULTURAL LOANS - APPLICATION OF SERVICE CiARGES AND REFINANCE 

MATRIX, ACD CIRCULAR LETTER NO. ACD(PCLY)2/83 of 29 September 83 

This circular issued by the Btngladesh Bank's Agricultural Credit 

Department in 1983, tries to impact several different problems
 

confronting the banking system in three ]akge paragraphs. As in the
 

previous circulars I have cotiented on, the circular' prose will be 

given first, fo-lowed by comments and a brief analysis will be node 

at the end of the memo.
 

QOtote 
During the last two years, volume of agricultural credit has Increased to 

a qreaL extent without showing corresponding improvemint in the recovery 

of loans. As a result large amount of loans disbursed by the credit 
at field level and the fund is not ovailableinstitltions revian overdue 

to the credit agencies for recycling, causing strain on the resource 

position. One of the main reasons for poor recovery performance is the lack 

of effective supervision of the loan operation by the credit agencies. With 

a view to enabling the credit institutions to mect the rising cost of loan 
overoperation, it has been decided to apply service charge at -1% the normal 

at 3% over the norm;3l interestinterest rate of 12% on short-term loans and 
rate of 13% on term loans. 
Unqtpote. 

CCMMENT
 

This paragrAph touches upon a number of topics and issues. 

1) 	Loan repayment rates are not improving.
 

2) 	Lack of improvement in loan repayment rates is causing liquidity 

problems for the banks in Bangladesh. 

3) 	 The loani repayment rates are not improving becausie you cannot nrinage 

your bi-nking business. 

4) 	 Since you cannot tiknage your bank, we will raise the cost of credit. 

Quote
 
In order to discourage holding up of the loans by the borrowers after the
 

samq become due and to induce them to make timely repayment, it has been
 

decided to enhance the existilg penal interest from one percent per
 

quarter with a maxinmim of (3% to a flat rate of 6% to be charged on the 

overdues applicable from the day following the due date of repayment. 

Unquote.
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COMMENT
 

1) 	This regulatory change of penalty interest has as an underlying assumption that the size of rate being changed in the
strongest motivating factor for influencing an overdue
borrower to repay. There is 
no consideration of the reason
why 	a borrower has not repaid his loan or of other possible

remedies or concerns.
 

Quote

The lending institutions have increasingly become dependent on
refinance from the Central Bank for funding their programme on
agricultural credit. The basic reasons for such dependence are
the lackof availability of resources and lack of incentive to
apply own resources to lending in the agricultural sector. With
a view to encouraging the lending institutions to finance an
increasing proportion of their need for funds from their own
 resources, 
it has been decided to apply variable interest rates
of refinance as 
per the undernoted matrix:
 
Unquote.
 

COMMENT
 

The 	matrix can be found in the attached memo and has not been
 
reproduced for this analysis.
 

1) 	The banks are having liquidity problems with the amount of
agricultural credit they are being asked to disburse.
 

2) 	The banks think the risk/reward ratio for agricultural credit
is inappropriate for the volume of credit the government would

like to see disbursed.
 

3) This refinance matrix will motivate the banks to use 
their
 
own resources to fund agricultural credit.
 

ANALYSIS OF THE CIRCULAR
 

This is 
an example of a piece of banking regulation that tries to
do too much within a few pages to differing groups of recipients.
 

1) It severely criticizes bank management.
 

2) It acknowledges that current lending levels creates 
a liquidity

problem for the banks.
 

3) It implies that increasing penalty rates on 
loans will improve
loan repayment, therefore, liquidity problems will improve.
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The 	circular ends with a baffling type of theoretical argument.
4) 

If 
the 	banks are having liquidity problems and do not like 

the
 

risk/reward ratio for agricultural lending, they will do 
more
 

if we make
agricultural lending from their own resources 


refinance more expensive or more complicated.
 

This circular has quite a number of theoretical and practical
 

deficiencies.
 

1) 	 It cites loan repayment rates as insufficient and 
offers no
 

substantive program for solving that problem.
 

2) 	 The topics concern refinance which is a head office 
treasury
 

issue and, service charges and penalty interest which 
is 
an
 

issue for the bank branch networks. The two topics 
are
 

same audience within
complicated and not really for the 


the banks.
 

3) 	 It whows a limited appreciation for bank liquidity, 
loan
 

repayment, lending motivation of bank management and 
the
 

use of a funding mechanism to motivate bank activity.
 

Since the banks feel compelled to try to lend in the agricultural
 

sector in the volumes thvc government desires, they will be forced
 

to utilize refinance facilities to fund their activities 
unless
 

they can significantly improve deposit and loan repayment 
growth
 

rates, and improve their internal capital growth.
 

If government is unwilling or unable to understand 
how significant
 

and determinant their role is in improving the circumstances
 

areas such as loan repayment, there will
 of the nation's banks in 


be no solution to these problems.
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BANGLADESH BANK
Telegram HEAD OFFICE Agricultural1BANGLABANK, POST BOX NO. 325 Credit DcArtm-nt 

DHAKA
 

ACD CIRCULAR LETTER NO. ACD(POLY)2/83-
 Dated September 29, 1983.
 

The Managing Director, 
Bangladesh Krishi Bank/
 
Sona li/Agran i/Janata/'Rupa Ii/
 
Pubali/Uttara Bank,
 
Head Office,
 
Ohaka
 

Dear Sir,
 
AGRICULTURAL LOANS - APPLICATION 
 OF SERVICE 

CHARGES AND REFINANCE MATRIX
 

During the last two years, volume of agricultural credit has increased 
to a great extent without showing corresponding improvement in the recovery
 
of loans. 
 As a result large amount of loans disbursed by the credit insti
tutions remain overdue at field level and the fund is not available to the
 
credit agenciesIfor recycling, causing strain on their resoJrce position.
 
One of the 
main reasons for poor recovery performance is the lack of effective 
supervision of the ioan operation by the credit agencies. With a view to
 
enabling the credit institutions to meet the risina cost of loan operation,
 
it has been decided to apply service charge at 4% over the normal interest
 
rate of 12% on short-term loans and at 
3% over the normal interest rate of 
13% on term logns. 

2. In order to discourage holding up of the loans by the borrowers after 
the same become due and to induce them to make timely repayment, it has been 
decidod to enhance the existing penal interest from one percent per quarter'
 
with a maximum of 3%to a flat rate of 6% to be charged on the overdues
 
applicable from the day following the due date of repayment.
 

3. The lending institutions have increasingly become dependent on 
refinance from the Central Bank for fuhding their programme on agricultural 
credit. The basic reasons for such dependence are the lack of availability 
of resources and lack of incentive to apply own reiources to lending in the 
agricultural sector. With a view to encouraging the lending institutions 

(Contd....P/2)
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to finance an increasing proportion of their need for funds from their own 

resources, it has been decided to apply variable interest rates of refinance 

as per the undernoted matrix :-

Refinance Rate ( Refinance Scale in Percentage of Disbursement
 
(in percent) ICommercial Banks I B.K.B. I B.S.B.L. 

6.0 	 - 30 to below 50 

7.0 	 - 50 to below 70 

7.5 30 to below 50 30 to below 50 

8.0 	 - 70 to bel. 80 

8.5 50 to below 60 50 to below 80 80 to below 90 

9.0 	 - 90 to below 100 

9.5 60 to below 80 80 to below 95 

10.5 80 to 100 95 to 100 	 100
 

However, the refinance against the financing of irrigation equipments 

will be admissible to the extent of 90% at an Interest of 8.5%. 

This 	supersedes all previous instructions in this regard and will come 

into 	effect from Ist October, 1983.
 

You are requested to issue necessary instructions to your branches 

acccrdingly under advice to us. 

Yours faithfully,
 

S/d 

(Kamaluddin Ahmed) 
Chief Officer 

Erdt.No. ACD(POLY)2/83-	 of date 

Copy 	 forwarded for informati and necessary action to :

1. 	 The Secretary, Ministry of Agriculture, Agriculture & Forests
 
Division, Govt. of the People's Republic of Bangladesh, Dhaka
 

2. 	 The Secretary, Finance Division, Ministry of Finance & Planning 
Govt. of the People's Republic of Bangladesh, Dheka 

1. 	 The Secretary, Rural Development & Cooperatives Division, Ministry
 
of Local Government, Govt. of the People's Republic of Bnaladesh,
 
Dhaka
 

4. 	 The P.S.O. to the CMLA, CMLA's Secretariat, Old Sangshad Bhaban, Dhaka 

(Contd....P/3)
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5. The P.S. to the Minister for Agriculture.
 

6. 
 The P.S. to the Minister for Finance & Planning.
 

7. The Manageri Bangladesh Bank, Khulna/ChittagonK/ogro/ajshahl/Sylheto
 

8. The Chief Officer, Banking Control Deptt., Bangladesh Bank, Head Office, 
Dhaka. 

9. 
 The Inspection Division, Agriculturol Credit Doptt., Bangladesh Bank,
 
Head Office, Dhaka.' 

10. 
 The Chief Officer, Department of Banking Inspection# Bangladesh Bqnk, 
Head Office, Dhaka. 

11. 
 The Special Coll, Agriculturnl Credit Deptt., Dnngladesh Bank, 
Head Office, Dhaka. 

12. 
 The P.S. to the Governor, Dongladesh Bank, Head Officc, Dheka.
 

13. 
 The A.S.O. to the Deputy Governor(II), Dangladoh Bank, Head Office,

Dhaka. 

14. 
 The Director, Rural Credit Project Deptt., Bnrjadesh Bank, Head Office,
 
Dhaka. 

15. All Sectiona of ACD, Bangladeah Bank, Head Office, Dhakn.
 

M
1. A. fahman-

Deputy Chief Officcr
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TELEGRAM BANGLADES11 BAM|1 AGRICULTURAL CREDIT 
'BANGLABANK' HEAD OFFICF, DEPANTMENT 

POST BOX NO.. 3a5 
3IAKA 

CIRCULAR W E'TR10. ACD(OL')2/85-1?58(7) Dated the 30th March, 198., 

The 	 Manag:lnC Director, 
Soali/Jariato/Azrani/fRupali/ The General Man ger,
 
Pubali Bank Ltd./ Bangllndenh Samabaya Dank Ltd.t
 
Bnnrladesh Krivhi Bank, 9/D, Motijheel Comm rcin]l Area,
 
Head Office, Dhnkn.
 
Dha ka.
 

Dar Sir,
 

RATE OF INT"REST ON i EFINANCES AGAINST AGRICULTURAL CREDIT 

Plc.we refor to our Circular letter Non. ACD(POLT)2/83 dated the 

29th September, 1983 on the above subject. 

Consequent upon enhancement ,f the Bank Rate from 10.5% to 1'1Y effectivo 

from Ist January, 1985, it has since been d cided to refix the rate of 

interest at the 3.ut ula2a of the refinance matrix at 11% in place of 10.5, 

Thts rate wi.l also be apr!icable ci. all outatandine refittance availed under 

the sa id slat. 

The new rate will come into force with effect from the Idt April, 1985. 

Yours faithfully," 
( 	 arnl Uddin Ahmed) 

GENERAL MAflAGE. 

EtNDT. No. ACD(PQLY)9t"/'85-1265(11O) 	 of data. 

1. 	The Principal Staff Officer to the CiBA. CMU.A's Secretariat, Old
 
Sangshnd Bhaban, Dhaka. 

2. 	 Tihe Zonal airtino LIw Administrator, Zono-At Dhakn/Zon-11, VogrA/zne-C1 
Chittnen&/ZonC-D, Cornlla/Zooe-E, jesoore. 

3. 	 The P.S. to the Minister Lor . riculturr, Governimcnt of the People's
 
Ropublic of Bangladenh, Dhahn.
 

4. 	The P.O. to the Principal Financo Socretary, Government of the People's
 
Repuulic of Bangladesh, Dhaka.
 

5. 	 The Secretary, Finance Divloon, Ministry of Finance Go-'/ra4mevt of the
People's Republic of Bangladoch, Dhaim. 
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6. The Secretary, -5riculture and Forests Division, MinintryGoverziuont of of Agriculture,the People's Republic of Bangladsh, Dhaka.7. The Sooretary, Rural Development & Co-bperative Divii:on,L.G., R.D. & Co-upertives, Ministry ofGovernment" of the People'.5 Republic (ifBangl.deEh, Dhaka.
 
8, The Director-eneral, DopEfrtncnt of Ag'Icultural Extension, Kbnnnr ]ari,Farm Unto, 0h1,l1.t.
 
9, The Director-GeUeral, 
 Banglodoah Rural Development Board, 24-25,Di4kusi,.i- CoiminercinI Aren, DlEkr).10. Th0 Joint Secretnry( Tpveitn,&(nt) Finance Division, finistrj of Finance,Government of the People's Roptiblic of Bangladosh, Dhaka. 
11. All Member-Secretary, Dirstrict Ccwmittoa. 
12. 
 The General Managor,fangladeh lDnit,DhaoL/Chi ttajong/A0ula/eajshahI/Bo.ra/Sylhe 1. 
13. The General Manager, fLaukinS Co!ntrol Dopartment/bepartment of BankingInspection/Aricultural Credit Inspection Department, Bangladeshfend Office, Dhniui Bank, 
14. The General Manager, Rural Creoit Project Dopartment/Department ofResearch, Bangladesh Bank, Hoead fflco, Dhaka.15, .The Deputy Dix'ector, (Co-ordin tor for Aericultural Credit) ,Uneladeah

Bank, Chittngong/KJulna/Rajha]-/lJogra/sylhe t.
16. The Private Secretary to the Governor, Bangladosh Bank, Head Offico,Dhaka.
17. The A.S.O. to the Deputy Governor-I,Bangladosh Bank,Hlead Office,Dhaka.

18; The P.S. to the Executive Dilector-,Banglrdesh Bank,11ead Office.,Dhsa=m 
19. pThe Chief, World Bank Resident Mission inBangladesh, 222, New EskatonRoad, Dhnko.
 

All Sections of ACD, Bangladesh Bank, Hoed Office, Dhaka.
 

DFPUTY DIRECTOR 
Phone:-.235000/622. 
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Date : 
Dhaka 13 October 1985
 

ANNEX # 3
 

Re : Legal issues and Loan Repayment
 

From my study of issues concerning the topic of loan repayinpui., there are
 
some aspects of a legal nature that require Further 
 legal study and
 
possible generation of a new law or modLflcation of an existing law 
 or
 
legal procedure.
 

The topics are as follcws
 

Loan write-off versus Legal Remedies
 

One of the big accounting and MIS topics for the loan repayment aspect of
 
this project is the purolng of loan past due ]oaris from a given branch's
 
loan portfolio. This Is an lmport:int element In evaluatiui branch profit
ability and the size of provisions for loan ]o;n. It npears from
 
diso ssions with bank pers, nnel the writing-off a loan ol the banks' !xioks
 
will lose the bank the right to bring suit for non-payment. This issue
 
creat;es large problems in trying to determine the quality of the loan
 
pr tfolioand confuses rate oJ rebir arid other lypes of ,malysis. If a
Viw obstlructs reasonible loan write-offs, wL should consider a nodlficotin,
 
of the law as a project recommendation.
 

Ccrilficate C,,ses DeferL,?d For Years 

It appears that when a bank brings suit for non-payment, the defaulting

borrower can ask the curt to defor the 
case whle the borrower "attempts"

to find the resources to repay. It appears tht the perlod defeLred can be
 
up to three years. If this Is so, it seems to reflect the timing and
 
realities of another 
 age. Even in poor circumst;inces the legal process can
 
move somewhat more quickly these 
days. The borrower r'hould be allowed a
reasonable amount of time to try to repay but three years seems like a long
time and makes one aspect of loa-i default seem somewhat attractive. The 
process should he reviewed and if found to be excessive, should be rodified 
as a project reconendation. 

Collection of Certificate Cases
 

It appears from dis:cussions with branch personnel that: winning a crtificate 
cases is not enough. The object is to win and collect enfigh to comnpen.;tl_ for 
the loan. As the procedure .s a part of the tax collection process, it is 
easy to give It less priority than an attempt to co]lert 1:,xes. If this is 
the case, the banks need an ndependent irm of thi reuris to aid In the 
collection of ct,,failted loons. Tf this nwikes legal serime,, It should be a 
project recommendation.
 

Extoedited Proced|uros
 

There have been some efforts mute to expedite legal procedurf-s for the 
business sector. These efforts should be reviewed ond etther 
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a reconnendation should be made for expansioncourt throughout of the activities of thisthe country In support of banking activitiesloans or to collectthe recommendation should be considered to modify the expedited
procedure to assist banks to the degree possible fn collecting loanis. 

SUMMARY 

Much has alread' been written concerning theestablishes- an important 
legal process and how itpart of the environmentrepayment. that influencesThe comments made loanin this note are not necessarily uniqueand may have already been commented on by othersduo but are worth repeatingto their importance for the loan repayment issue.
 

An important element 
 in changing the current loanin repayment situation ischanging the current legal environment
default an which appears to make loanattractive altPrnative while
consuming and 

loan colonction is difficult, timeexpensive (a barnk posts a bondamount with the court when 
of 16.67A of the claimedsuit is brought). The legal process should .lotbe an obstacle to Justice in this matter. 

Positive change in the legal environment would be a strong signal to thehorrcxiers that the banks and government
defaulted loans. Strong legal 

are serious about collecting
efforts followed bycollection efforts will strong management ofimprove the repayment circumstance in Bangladesh. 
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Dates Dhaka 27 October 1985 

ANNFX # 4 

Ref. 5 Bank Loan Portfolio Components
 

Under the RFP terms of reference subtasks B4.1 and B4.2 specific measures
 
are to be recommended and technical assistance offered to improve loau
 
recovery. One way to prepare for this activity is to consider the mix and
 
status 
of loans that comprise a rural bank branch portfolio and deve.lop 
methods and technictl assistance projects related to the nature of each
 

component.
 

From my branch visits and extensive reading on lending programs, it appears
 
that the following loan situations can be found in the portfolio and others, 
probably, that I have not discovered may be found aso:
 

The loan portfolios consist of: 

1. Current loans - Acceptable earning assets using any reasonable
 

definition of current.
 

2. Pre-liberation Somwe loans are still on branch bank books from
loans - Pakistan days. They may or may not be accruing 

interest to income or interest suspence accounts. 
They may or may not be increusing the branch out

standing loan balance.
 

3. Disaster Diarup- Loans made for crop production or a variety of
 
ted ioanp  projects can be influenced by weather or a variety
 

of natural disasters. Some loans are still 
on the 
branch bank books where the underlying project or 
crop wa3 destroyed and the possibi]lly of repayment 
from that productive activity no longer exists. 

Contd..oop/2
 



(An 4 Contd.) 

- 355 -

4. 	 Willful Default 
 A borrower took a loan, had no intention of
 
Loans repaying, has assets which would be adequate to
 

repay 	but the loan remains overdue.
 

Absent Borrower
5. 	 A loan was made to a borrower who has either dis-
Loans  appeared or died. The loan is still overdue on the
 

books 	of the bank.
 

6. 	 Fraudulent Loans - A loan was made to a borrower who lied al;out his 
identity or who was being coerced to obtain the
 
loan by an influential individual. The loan goes
 
overdue and is still on the bookc of the bank 

7. 	 Government Influ- Loans 	were made and remain -n the books where govern
enced 	Loans ment pronouncement has deferred or waived principal 

and/or interest payments temporarily or permanently.
 

8. 	 Failed Project 
 A project was proposed to the bank for funding, a
 
Loans 
 loan was made but the project failed and the loan
 

was not repaid although it is still on the books.
 

9. 	 Bank Crime Loans - A loan or series of loans; are made by a branch 

manager to fictional borrowers. Clearly, no repay
ment is likely or, perhaps, intended and the loans
 
remain on the branch bank's books.
 

In each of the above mentioned ci: cumstances, a different repayment treatment 
is likely to be necessary to recover or collect loan principal and interest
 
in a hatisfactory manner.
 

It is 	 a reasonable banking goal to avoid having a large number of reasons for 
loan default, but once having them a bank must be prepared to deal with each 
unique loan failure situation as it occurs and with routine procedures. 

As the RFP survey results clarify and weight the types of loan default in
 
Bangladesh, specific measures can be developed to mana;" each problem type 
to improve loan repayment. 
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Date a Dhaka 24 November 1985 

ANNEX I 5 

Re a Bank Profitability in Bangladesh 

Attached are a seriesof tables on profitability which have been compiled 

from the annual reports of the respective banks. 

This analysis has been done to evaluate the magnitude and allocatign of bank
 

profits in Bangladesh in order to support or refute stratpgies to improve loan
 

recovery that might incorporate selected write off procedures for certain old 

or otherwise uncollectable loans in an immediate time frame. This creates a
 

baseline for that analysis.
 

MAGNITUDE OF BANK PROFITS
 

In Table 16 the total profits reported by the banks for the 3 years under
 

review came to Taka 2,510 nili: n. The most profitable bank, by far, was 

Sonali with total profits for the 3 years of Taka 1,218 million which was
 

49% of the total. Janata and BKB came in a very distant second and third with
 

profits of Taka 425 and 375 millions respectively. 

MAGNITUDE (OFBANR CAPITAL AND RESERVES
 

In Table 18 the total average capital + reserves reported by the banks for
 

the 3 years under review was Taka 908 million. The capital position for BKB
 

was greater than the other banks combined for all three reporting periods.
 

RETURN ON CAPITAL BEFORE AND AFTER ALLOCATIONS
 

Bank profits are subject to Bangladesh corporate income taxes, and mandatory
 

profit transfers to government under section 25 of Bangladesh Banks (Nationa

lisation) Order of 1972.
 

Contd....P/2
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When the profits of Table 16 are compared to the average capital of Table 18,
 
a calculation for the pre-tax and pre-allocation return on capital can be made. 
The results of this calculation are shown in Table 19.
 

The results of this calculation can only be classified as astounding. For 
Agrani, Jenata, Rupali and Sonali, the 
lowest pre-tax and allocation return on
 
capital was 56% and the hightst was 379% 1 BKB's results were more modest.
 
Their results were (only I) in the 20-28% range. The weighted calculation for
 
the profitability to capital ratio was an extremely high 92%.
 

Table 17 shows the next amazing development. The government, t:hrough taxation
 
and mandatory transfers, takes 83% of the available profits made by the banks.
 
This leaves the banks with after tax and transfer profits of 16% of capital
 
when reviewing the results of operations over three years.
 

Of the Taka 1,215 million previously indicated for Sonali Bank profits for the
 
3 years, 965 million Taka were paid to the government. Sonali paid 46X of 
bank
 
profits paid to the government. The four banks paid 
a total of 87X of their
 
profits to the government.
 

BANK PROFIT AND CAPITAL GROWTH 

During the three years under review bank profits grew from Taka 515 million
 
to 1,074 million or 109%.
 

In the same period bank capital grew from Taka 724 million to 1,063 million
 
for a growth rate of 47%.
 

BJEr6's prrnfit grew 85% while its capital grew 59%. The four banks profit grew 
114 , while their capital grew 33%.
 

ANALYSIS AND COMMENTS 

1. It is hard to imagine any bank in the world having a return on capital of
 
J71% before taxes. An mvprage for the system of 92Y would have to place
 
grave doubts concerning the rules which dictate profitability levels.
 

Contd. .P/3
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2. In Table 21, the averaqe loans for the barks over the period was
 

Take 40,358 million with the average capitalmVbeing Tnka 908 million. 

The capital to average loan ratio would be 2.25. In most banking systems. 

the capital to total assets.( of which loans are merely one component) ratio 

begins to be considered adequate at 5%. It is acknowledged that these
 

banks are governrmnt entities, but they still sae severely under capita

lized. 

3. It is clear from this analysis that the government thinks that it is 

appropriate and necessary to strip these bw*s of a sigiificant percen

tage of their stated profits. This need and fact will need to be taken 

into account in any recovery program which might require strict accounting 

standards for loan classification and loan income classification.
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DETAILS CONCERNING TiHE TABLES
 
IN THIS REPORT
 

SOURCE OF DATA
 

All financial data has been compiled using the published annual reports for 
the Bangladesh Krishi Bank (BKB) for 30 June 84, 83 and 821,nd for 31 
December 83, 82 and 81 for the Agrani, Janata, Rupall and Sonali Binks. These 
are the official end of year public statements for these organizations.
 

STATEMIENT OF DATA
 

All financial data are stated 
in Taka Millions except where percentages are
 
lindicated and parenthesis indicate decline rather than Drowth. 

COLUMN AND ROW H:AD] NGS 

Column I Is financial year 81-82 for BKB and 1981 fcr 
the others.
 
Column 2 is finincial year R2-83 for BKB and 19P2 
 for the others.
 
Ctv]umn 3 is financial year 83-R14 for 
 LAKB and 19113 for the othrrs. 
Column T is the sumaition of columns 1, 2 and 3. 
Columrn AVG is the averaqe of coluuss 1, 2 and 3. 

Row A contains Aqrani Bank ittintcs. 

Row ,1 cnntainn Jnnha lKink 
Stalt I s ics. 

Row R contain lrup,il K-irk St itist ics. 

Row S contains Sonal Rank Statistics. 

Pnw ST contains sub totn] BKiritk St-a. Istics. 
Row L.B contains i1nqlidesh Krishi Pank Statistics.
 

Row T 
 contains the summatirn of all bank statistics for a given year.
 



(An 5 Contd.) 
- 360 -

TABLE HEADINGS
 

NET PROFIT (MOSS) 

Consists of interest income minus interest expense p]us all other income
 

minus other expenses before taxes or other allccaticrns. 

GOVERNMENT ALLOCATIONS 

Consists of taxes paid to the govarnment plus mandatory trnnsfers made 

tinder various nationalisation orders. 

CAPITAL AND RESERVES 

Ccnsists of pald in equity of a ban: plus reserves which have been specifically 

allocated to the capital account for capital growth as some type of retained 

earninqi. This category will often be referred to simply as "capltal". 

TOTAL ADVANCES 

Consists of all loans urban and rural, Aqricultural and non-agricultural, 

outstanding on the books of a bank at the end of a particular period. 
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GOVERNMENT TRANSFERS 
AND TAXES PAID 

TABLE 15 

I2 3 T 

A 66 86 l1l 263 

J 60 157 166 383 

R 5f 64 no 202 

S 215 376 374 965 

ST 399 683 731 1813 

BKB 67 88 110 265 

T 466 771 841 2078 
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NET PROFIT BEFORE
 
GOVERNMENT ALLOCATIONS 

TABLE 16 

1 2 T 

A 68 89 119 276 

J 61 171 193 425 

62 67 87 216R 

S 232 481 505 1218 

ST 423 808 904 213 

8KB 92 113 170 375 

T 515 921 1071 2510 
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PERCENT OF TAXES AND GOVERNMENT 
TRANSFERS TO NET PROFIT 

TABLE 17 

1 2 
T 

A 

3 

R 

S 

ST 

BKB 

T 

97 

98 

94 

93 

94 

73 

90 

97 

92 

96 

78 

85 

78 

84 

93 

86 

92 

74 

81 

65 

78 

95 

90 

94 

79 

05 

71 

83 
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TOTAL CAPITAL + RESERVES
 

TABLE 18
 

2 3 -AVG
1 


67 68 72 69
 

115 !22 1.15
 

R 66 69 75 70
 

S 100 127 187 138
 

3 109 


392
ST 342 179 456 


516
558 607
BKB 382 


T 724 937 1063 908
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PERCENTAGE OF NET PROFIT BEFORE GOVEptALLOCATIONS,COMPARED TO CAPITAL RESERVES 

TABLE 19 

1 2 3T
 

A 
 101 % 131 % 165 % 133% 

J 56 % 149 % 158 % 123 % 

R 
 94 % 
 97 % 
 116 % 
 103 %
 

S 232 % 379 % 270 % 294 % 

124 % 213ST % 190 % 181 % 

BKB % 20 % 28 %24 
24 % 

T 
 71 % 
 98 % 
 101 % 92 %
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PERCENTAGE OF NET PROFIT AFTER GOVERNMENT 
ALLOCATIONS COIPARED TO CAPITAL + RESERVES 

TABLE 20 

1 2 3 T 

A 3 % 4% 11% 6% 

3 1 % 12 % 22 % 12 % 

R 6% 4% 9% 7% 

S 

ST 

17 % 

7 % 

83 % 

33 % 

70 % 

38 % 

61 % 

27 % 

BKB 

T 

7 % 

7 % 

4 % 

16 % 

10 % 

22 % 

7 % 

16 % 



1 

A 362 

J 814E 

R 3067 

s 9997 

ST 24833 

BKB 4973 

T 29806 
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TOTAL ADVANCES 

TABLE 21 

2 3 AVG T 

4273 6237 4710 14131 

10968 11637 10251 39753 

3267 3975 3436 10309 

14734 16144 13625 40875 

33242 37993 32023 96068 

7881 12153 8336 25007 

41123 50146 40358 121075 
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Date : Dhaka 23 December 1985 

ANNEX # r 

Re : Tenure of Senior Bank Managers
 

In order to develop RFP Subtask B4.1, an action plan to improve loan 

repayment, it is necessary to appreciate the role of the Fnior Managements 

in the guidance of the 5 bankn (bKb, Sonali, Janata, Agrani, f{upli) 

contained in our study. 

Since the banking system in bangladesh is directly 'anaged by the Minii:try 

of Finance and the Central Bank using regulations, circulars and a variety
 

bf directives to dictate the banks' activities, it 4n relevant to attempt 

to ascertain the Senior Managers' role in the system. It is through the 

Managing Directors to their banks that eny action plan will have to 1-e 

implemented after approval by government authority, wiTh the General Managers 

responsible for daily compliance.
 

The first issue that one mlght review is the tenure of t'leir assiginment. 

Bank officer- are subject to rotation policies such as other
 

civil servants in the government. The issue is whether this pollcy extends 

to the highest managers. The following table reflects the information on
 

Managing Director tenure as provided by each bank covering the 14 years
 

(168 months) since liberation to the eniK ui 1985.
 

[Number of Managing Director Longest 
Bank New since Monthsin Approx.years inJivJdual 

Total I 1980 office in office, tenure 

Agrani 3 2 164 4.6 10 Yrs. 

Jan,-ta 6 3 168 0 2,3 4 Yra. 

Rupali 7 4 165 2.0 5 Yrs. 

Sonali 8 4 16r, 1.7 6+ Yrd. 

BKB 6 2 168 ' 2.3 5 Yrs 

30 15 Approximate 2.5 
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If the tenures of the longest serving Managing Directors are eliminated
 
for each bank, the average tenure is 1.6 years.
 

If orne calculates the average tenure for the Managing Director since
 
1980 (Eliminating 
the last years of men who started before 1980),
 
counting those who only began and uerved since that time, the average 

tenure is 1.3 years.
 

It could be argued that the role of General Manager is far more important 
to the daily operation of a bank than the Managing Director is. The tenure 
of the General Managers for the 4 banks (BKB failed to give tenure 
information. BKb had 17 General Managers in' the 14 years) is contained 

in the following table.
 

GENERAL MANAGERS 

Turiji .., ?J EW SINE 1980 CURRENT 
Bank Number Average 
 Nu be Number Average

years .veas years
 

Agrani 8 
 2.8 7 2.2 
 5 2.5
 
Janata 11 
 3.2 8 2.1 5 2.4
 
Rupali 
 8 2.6 5 1.2 2 1.4 
Sonali 
 20 2.3 14 1.6 7 
 1.1 

Total 
 47 2,7 34 1.8 19 1.8 

The results found in the Gene-ral Manager data correspond to the results
 
found when reviewing the Itanaging Director information. 

Of the 47 men who have bceri General Managers, 72% (34) have been placed In 
the position since 1980. The awrage tenure 
since 1980 has been 1.8 years
 
which is just slightly better (longer) then the Managing Directors' 1.3 
years.
 

This is a signiflcant change from barlier expectntion-,. Managing Directors
 
hired before 1980 had a tenure of 3.3 years and the General Managers had
 

a tenure of 5.1 years. 
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ANALYSIS AND CONCLUSIONS 

1) 	 It is safe to say, by world standards, these Managing Directors and
 

Geiv2ral Managers do not hold their positions for long considering 

their level of responsibility and accountability. 

2) From the results of this study, the question must be asked "whaf- are 

Director oraccountabilities a 

a General Manager?". This question must have a prectical answer, not 

a theoretical or organizational manual answer. Are they profit seeking, 

entre preneurial businessmen or civil service caretakers? Are t)-y 

part of the problems of the banking system or part of the solution to 

the responsibilities and 	 of Manauing 

the 	 system's problems ?. 

3) 	 Until someone can demonstrate otherwise, I must regard this situation 

as part of the problems of the banking system. This should not be 

interpreted as an automatic criticism of the individuals who hold 

these positions, it is a criticism of their tenute only. 

this 	tenure -ituatton is a problem is a practical4) 	 The conclusion that 

one. It is hard to imagine a Managing Director (%ho has a bank that 

may have more branches than Bdnk of mnerica has in California) becoming 

familiar with the Ministeries of Finance, Agriculture end others, 

Bangladesh bank, his board and the capabilities of his Senior Managers 

(who also are changing), appreciate his current business situation, plan 

for the future, negotiate approval for his plans with his board and 

the relevant parts of government, implement the plan-, monitor and modify 

the plans, all within 2 years. It is ilso impractical to imagine that 

business plans started by one Managing Director could be immediately
 

grasped by the next, accepted as anpropriate and implemented and
 

monitored without pause. Everyone has a learning phase to go through 

in a 	new position, regardless of how brilliant or experienced a banker
 

he might be. 
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5) There is no reason to believe the situation is more simple or
 
clear for a General Managez. He has the same problems of learning to 
appreciate his function, assess his staff and plan to have thinqu 
done. He also has frequent changes in M4anaging Directors to 
influence or stop his planning or project;1sand the typical Intci 
organizational rivalries to contend wiLh which will impact his 
effectiveness.
 

6) 
 The only conclusion regarding this managerial situation 
one can
 
reach isthot it is 
a problem which must be accoLunted for and 
overcome in any action plan the RFP develops. The conservative 
approach will be to treat the Senior Managers as caretakers and to 
build programs that -will minimize the impact of the current 
tenure situation, or require extended tenure, as necessary, for 
the relevant senior Mariager(s) involved in the action plan. 
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Date : Dhaka 24 December 1985 

ANJNEX # 7 

Roe i PosLtIon of Certificate Cases per Bangladesh Bank 

As part of IRFP Subtask 14.1, Prepare ;-n Action Plan to Improve Loan l1ecovery,
 
It seem- reasonalhle to conridc¢- that sove part of the vctlon plel could involve
 

the use of the legal system to force or pressure reay,,,nt from rvoint horrowers.
 

This ptipr trtends to examine the cukit'it c:ertificate caSnu po:Ltion per figurer.
 
srrppl ed by the tanglidosnh Dank. vhfe Public Dcn(ins lc'covetry A -t of 1913 as
 

amended in 1973 is the Lody of law which is relevant for the legal ,nforcement
 

of the ]oan contract by a bank a'ainst a defatilt:ig crc7 Worro,:er who has 
adPqunafe asr- ts to repay l ut who hon fill],"c to ropay. Tht following table 
d1nicts the status of ca;en filed aqaitint agricuilturalists (the term ura'd in 
the law) by bank and the amounts. involved. 

STATUt ENT SHKAI.!G IOSITlCN O'F CEP[FrCATr ASE5
 
OF DIFFERENT !,krIKS AS OF 3U0E 302 1985
 

(Take In million) 

Total Cases Filed Car', Completed Cases Pending 
1ank 

Number Amount 14umber Arourt humlbvr Amount 

Bangladesh 114,80 2-16.71 12,354 21.77 102,526 212.94 
Kr I~h i B nk % I S ( 9|9C,11) 

61.10 12, 469 29.2 21,434 31.9
Sonali Dank 33,9(3 n(7) (4Y) (3) 

34,289 62.86 14,541 2.29 19,746 33.57
 
Agrani Bank (42) (,171,) (5 ) (53c) 

Jannta Oaink '0,743 92.21 15,0O 21.14 14,943 65.15 
(031Y)- (2 crt)- I (59 -t) - ( 7 i ) 

27,439 51.32 7,618 12.60 19,621 38.722ffpa) B251n( ( 71; Y7.) ('75%): ) 

__________~~- - - .___-____-___I---
362.28122.00 9R,530504.28 $7,784T)tal 261, 114 jA e(?4.OK) 19,) (24.Cn) (TV.. 75.8 

Average Car.e Tk. 1,930 Tk. 1,943 'k. 1,925 
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CERTIFICATE CASE TABLe: ANALYSIS & COMIEtfl'S 

1) 
 The first fact from the table that is noteworthy is that the average
case 	is rather small, at Taka 	1,926 for the average pending case and
Taka 	 1,943 for a completed case. 
2) 	 If one made an assumption that 10% of the pending cases were for
Taka 10,000 (there is no evidence that suggests this Is the case),
the average pending case for the remaining 90X would fall 
to Taka


1,028.
 

3) 	 By almost 5ny standard, it would seem that the average certificatecase 	is rather small for a court procedure to be utili7ed.of 1904, there were 	 At the end3,735 bank branches in the rural areas of Bangledesh. If one divides the total branches into the pending cases, it
averages to slightly less than 54 cases per rural. branch. Itto imagine 	 is hardth.t some other procedure other thbm courtcouldn't 	 a rroccedurebe utilized to collect this 	number of relatively small loans,whatever the usual probl, ms are.
 
4) The implied issue in this 
 nnailynis is that there areagricultural loins in thore 	

very few large
statistics. If we believe thatfarrers'Day 	 largeb' fre the drctrion to go to courL isare fine and only 	 made, the numbersthe adminintrative issue of collecting theselovns 	 smallis relievant- If w, 1,'lieve that 	large farmerswell , nd should 	 do not pay verybe reflected in these statistics,develop. 	 a number of problemsIf the l.!rge court cases are reflected here, theof these cases ame truly tiny. 	

vast majority
If the casesbecause the 	

are not ref lected herelarge defaulting borrowers
the law 	 are not being brought to court,is teing used aqo.tint the small, and a major misuse of thejustice system has developed.
 

5) If we assume that the 
 varit mrijority or all of thecares were 	 pending certificatefiled from 1980 to 1985, approximatelynix-ber of cases filc 'd per year 	
6 years, the average

would be about 33,085 per year9 per branch per year 	 or aboutusing thc present number ofabout 10 for. the 	 rural branches oraverage Tumber of rural branches in theperiod. It its difficult 	 198O-1 98 4 to see why 10 small, problem Icans couldn'ttreated as exceptLonl c-;:e!r 	 beach year rather than using a court proce
dure. 

6) 	 It is easy to understand dth:, 13K8 has the largest number of car, 3the period, as they are 	 overthe aoricultural
however, 	 lending leaders. It is odd,to note th.,t the-y are muzh poorer c having!.hare of 	 their proportionatecass .ettled by the couit proceduieCne might think that 	 than the other b: :ks.they 	 should be
best trained personnel, 

the best, having the rost experience,their officers can act an certificate officdrsin place of a magistr.Jte if none 	 is av.ilable, and theagricultural lending 	 importance ofIn their activities. UnlessbKB's agrlcultura l lending is 	
one can argue thatsomehow differintlending the otner banks 	

from the agricultural
do, it does not make sensewell for 	 and does not speak[9U3 procedures that their performance is no poor. 
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7) 	 It would appear from the implications of the analysis in this paper, 

that the legal system is either used inappropriately to collect a 

large number of Avery small loans and a small number of large loans, 

or it is used as a collection method only against small and politi

cally weak individuals and virtually not at all against large, power

ful borrowers in the rural areas. Unfortunately, in either case the 

system seems to be misused and requires modification of approach
 

before the courts can be used as an appropriate bank tool in the 
collection of defaulted loans. 
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Date : Dhoka 31 Decenml:er 1935 

ANNJEX # 8 

lie : BI13 Loan Distribution by size, 1981-172 through 1983-8.1 

In ord, r to develop .n ctin plan to recover overdue .Rur-l locr-st 
as required in RFP subtjsk 134.1, it is nrcessary to develop a view of
 
Lite borrower popul- iton 
as to number of borrowers anud the size of the
 
loans they hold.
 

the Bangladesh Krisht fM.ijk (BKR) rr ikes this information available in 
its arnnual reports. ils hiformtien for the lacst three years for which 
stateznemnts are ival];'Wie IS u, i,;ized in the a ttached tables which 
Ind icotes the number of bcrtowers whio have received louns during th.' 
period under rovi ew. The following malysls rpikcs a flr:;I. atLmpt to focus 
atLentJon cn the topIC: of L'ura, Ilowi(IUsLtriuLion. It is 'i~d'St)Od thattNB3 sta t 1 tL( s wi I1 r] ynot 1ue3s;reflect tur exact loon iitr Ihti(rc
 
pI tr,rn of 
ol the kinks in th, rural oreas, but the im,:Jt)czLce of IM13
in rur;l fb-iance is cderniable and is a rteasonablo siarting point for
 
this typf! of cn:;idIeru, in.
 

A11ALY IS AND CCIM1r;F''S 

The $al]cs ,,nthe followbig paqe:; contain two types of analysin. The first 
shows th -lstr 1hitlon of R',H loans In ofeach throe yearn. The second 
siv)ws two curproesito views of the 3 period fig.ires under roview. 

1) In ll the yo.s rid,.r areview, very s5jul] numnhor of hrrrowors have 
ohtain,Ad a disproporticnaLe amount of the credit that BKB has disbursed. 
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2) This percentage of large borrowers declined over the 

period from 7.63% in 81/82 to 4.14% of total borrowers 

in 83/84. 

3) Their percentage of total loan volume declined from 

71.82% in 81/82 to 44.12% of total loan volume in 83/84. 

4) The number of total borrotiers increased dramatically 

in the period from 379,063 in 81/82 to 1,188,366 in 

83/84. This was an increase of 213 5% 

5) The large borrower population receiving loans grew from 

28,894 in 81/82 to 49,190 in 83/84. This was a growth of 

70.2%. 

6) The small borrower population grew from 350,169 in 81/82 

to 1139176 in 83/84. This was a growth of 225.3%. 

7) In the composite analysis for the three years it becomes 

clear that BKB has two classes of borrower, one having 

loans less than TAKA 10,000 and another having icans 

in ecess of TAKA 10,000. Although the credit volume is 

virtually even between the two classes, those who have 

loans of less than TAKA 10,000 constitute over 95% of 

all BKB borrowers while those having loans greater than 

TAKA 10,000 constitute less than 5% of all BKB borrowers 

in the period. 

8) If we find from the RBBUS borrower research that the 

rural borrowers split as disproportionately as the historical 

BKP figurea suggest, some interesting and important con

siderations must be made. 

9) If the loan recovery problem is the same (or worse) for 

the large borrowers, and tie administrative cost of a 

legal action is the same for virtuj'ly all borrowers 

("valorem fees are proportional and reimbursed when the 
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case is won), 
a better return on administrativ- rost will
be obtained by bringing larger (rather thin the current 
practice of bringing smaller) defaulters to couL-t since
 
the average large loan is TAKA 55,401. 

10) 
Since the small borrowers are 
such a large percentage of
 
all burrowers (over 95%), when the] default and if they 
are brought as a 

rative costs would be With 


tc court routine procedure, the adininist
huge. rewards of this type of 

action being the collection of loans that average TAKA 
21711, 
it does not seem like a court procedure is appropriate
 
to use. 

II) If administrative cost for bringing a case to court are 
the sxine for large and small cases, it Is 20.4 times
 
more productive 
 to bring the large borrowers rather than the 
small (TAKA 55,401 - TAKA 2,711) to court. 

12) It is vital from the RBLIS borrower resear, to determine 
if large horrower repayment is poor in the rural areas. 
If it fs, a very clear RFP reconanentld,)oin will be to use 
the legal process against large defaulters, rather than 
smal l, as a roitilne procedure. Needless to say, the courts 
must work erflciently and enforce their decisions decisively 
to, make this approach successful. 

13) Eromn this; analysis it would seem that a tactic other
 
than rc:ourse 
 to the legal system will be necessary to
 
I,,ana(le 
 the large numvbers of defaulting small borrowers. 

e-rhips; a routine close admnistrative approach, similar 
to t e Grameen Bank model, may be a more appropriate
 
me'hod of improvin; rural loan 
 repayment In the future.
 
More analysis and consideration is required.
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ANALYSIS BY YEAR
 
DISTRIBUTION OF' BKB LOANS BY 

(TAKA IN TIIOCSAND.h) 

1981 - 1982 

SIZE OF LOANS BORROWERS 

up to 3,000 279,950 73.85 

Over 3,000 to 10,00 70,219 113.52 

Over 10,000 28,894 7.63 

.31,063 I 

1982 - 1983 

SIZE OF LOANS ___ _BORRUWAMONT% 

Up to 3,000 562,045 65.77 

Over 3,000 to 10,000 21,5,246 29.07 

Over 10,000 37, .2,2 4I 

F3, 43 1 

1983 - 1984 

SIZE OF LOANS BOEP!JWERS 

Up to 3,000 66,973 58.65 

Over 3,000 to 10,000 4.12,2(3 37.21 

Over 10,000 49,190 4 1.1 
I~ ,, r-88,3 

(An 8l Ccntd. 

SIZE 

PMOUNT 

451,438 16.66 

3L2,327 12.52 

1,946,641 71.82 

72,710 ,406 100 

1,134,450 28.30 

1,04, 1i96 26.05 

, ,.4Y 45.65 

4 , (5,7 1034 100 

AMOUNT 

1,301,601 21.97 

2,009,033 33.91 

2,613,630 14.1.2 

-O2-,, 64T 
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COMPOSITE DISTRIBUTION 
OF BKD LOANS BY SIZE


(TAKA IN THOUSANDS)
 

1981/82-1983/84 

TABLE -- A 

SIZE OF LOANS BORROWERS AMOUNT% 

Up to 3,000 1,538,968 63.54 2,887,497 22.84 
Over 3,000 to 10,000 767,668 31.70 3,365,556 26.62 
Over 10,000 115,336 4.76 6,389,726 50.54 

2,421,972 100 12,642,779 100 

TABLE - B 

SIZE OF LOANS BORROWERS % AMOUNT 

Up to 10,000 2,306,636 95.24 6,253,053 49.46 
Over 10,000 115,336 4.76 6,389,726 50.54 

2,421,972 100 -,-79 100 
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BKB ANNUAL REPORT 83/84
 

ANNEXURE-IlI
DISTRIBUTION OF LOANS ACCORDING TO SIZE OF 


HOLDING OF BORROWERS FOR THE YEAR 1983-84. (Amount in Thousand)
 

No. of 
Size Go Borrowers' holding loanees Percentage Amount Percentage
 

1. Landless
 
a) Individuals 106419 8.96 498062 8.41
 
b) Corporate bodies 25583 2.1.5 98530 1.66
 

2. Less than 1.0 acre 2631,64 22.15 1327642 22.41
 

3. 1.0 acre to less than 2.5 acre 544074 45.79 1732305 29.24
 

4. 2.5 acre to less than 7.5 acre 212266 17.86 1190907 20.10
 
5. 7.5 acre to less than 12.5 acre 31923 2.69 355422 6.00 

6.. 12.5 acre to less than 33 acre 4287 0.25 412721 6.97 

7. 33 acre and over 650 0.05 308675 5.21
 

Total : 1188366 100.00 5924264 100.00
 

DISTRIBUTION OF LOANS ACCORDING TO ANNEXURE-IV
 

SIZE OF LOANS FOR THE YEAR 1983-84. (Amount in Thousand)
 

No. of 
loans loanee Percentage Amount PercentageSize of loanees 

1. Upto Tk. 1,000 165977 13.97 146008 2.46
 

2. Over Tk. 1,000 to 3,000 530996 44.68 1155593 19.51
 

3. Over Tk. 3,000 to 10,000 442203 37:21 2009033 33.91
 

4. Over Tk. 10,000 to 20,000 19413 1.63 275303 4.65 

5. Over Tk. 20,000 to 50,000 26338 2.22 785264 13.25
 

6. Over Tk. 50,000 to 100,000 1842 0.16 138034 2.33
 

7. Over Tk. 100,000 to 300,000 572 0.05 87983 1.49
 

H. over Tk. 300,000 1025 0.08 1327046 22.40
 

ToLal 1188366 100.00 5924264 100.00
 

TERMS-WISE DISTRIBUTION OF LOANS FOR THE YEAR 1983-84. ANNEXURE-V
 

No. of 
Terms 1o. of Percentage Aount Percentage
 

1. Short term 906521 76.28 3715923 62.72
 

2. Medium term 254884 21.45 1268613 21.42
 

3. Long term 26961 2.27 939728 15.86
 

Total 1188366 100.00 5924264 100.00
 

32 
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BKB ANNUAL REPORT 82/83 

DISTRIBUTION OF LOANS ACCORDING TO SIZE OF LOANS
 

1982-83 (ALL CASES)
 

Annexure - 7
 

(Taka in Thousand)
 

Size of loans 
 Short Term 
 Medium Term 
 Long Term 
 Total
No. Amount No. Amount No. Amount No. Amount 
1. Upto Tk. 1,000 138451 157953 12481 11403 52 160 150984 169516 

2. Over Tk. 

3,000 

1,000 to 336137 827200 74746 136976 178 766 411061 964942 

3. Over Tk. 3,000 to 176389 758928 78511 277080 526 8188 255246 1044196 
10,000 

4. Over Tk. 10,000 to 1894 34897 6011 55805 3223 64632 11128 155334 
20,000 

5. Over Tk. 20,000 to 489 18870 6693 96241 17724 524608 24906 639719 
50,000 

6. Over Tk.50,000 to 

100,0,)0 

212 19905 228 12127 184 8752 624 40784 

7. Over Tk.100,000 to 

300,000 

141 75223 72 8265 38 8900 251 92388 

8. Over Tk. 300,000 243 692004 11 5551 89 203675 343 901230 

TOTAL 653956 2584980 178753 603448 22014 819681 054723 4008109 



DETAILS OF LOANING UNDER SPECIAL AGRICULTURAL CREDIT PROGRAMME(SACP)
 

1981-82 

TABLE 5 

DISTRIBUTION OF LOANS ACCORDING TO SIZE AND TERIM: 1981-82 

As to size of loan S 
No 

Term 
Amunt 

Mdim Term 
No Amount 

Long Term 
No Amount No 

Total 
% Amot % 

upto Tk. 1000 

Over Tk. 1000 to 
3000 

Over Tk. 3000 to 
10000 

Over Tk. 10000 to 
20000 

Over Tk. 20000 to 
50000 

Over Tk. 50000 

71508 

120678 

13744 

600 

350 

471 

748.88 

1971.90 

605.42 

93.66 

346.06 

12897.34 

13385 

74344 

55807 

5314 

2671 

530 

168.76 

1621.53 

2217.67 

628.24 

645.19 

560.11 

-

35 

668 

9142 

9582 

234 

2.56 

.75 

300.18 

904.84 

1781.27 

1609.70 

84893 

195057 

70219 

15056 

12603 

1235 

22.40 

51.46 

18.52 

3.97 

3.32 

.33 

920.20 

3594.18 

3123.27 

1626.74 

2772.52 

15067.15 

3.40 

13.26 

11.52o 

6.00 

10.23 

55.50 

c 

Total 207351 16663.26 152051 5841.50 19661 4599.30 379063 100.00 27104.06 100.00 

0o 
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Datf : Dhalka Jn,ry 1rWG 

ANNEX # 9 

Re : Defini.ilons of Loan PortFolio Condition 

OLUrSTANDING LOANS 

Outstanding loans are the loans that can be found in the accounting records
of a bank at any given tine.. The ouitstandIng loan balance will always
contain principal amounts 
 which have not yet been repaid and will 'ilsocontain various interest amounts vhich have been capitalized (added to the
original loan balance like principal) according 
 to local acccuntIng practice.The outstanding loan balance will oftefn contain three different tjeneral
caitegories of loan condition : 

I) Loans Outstanding but h'iu ;ue for Repayment 

2) Loans Outs;tanding and Du,: for Repayment during a given period. 

3) Loans Ctstanding and Ovetdue for Repayment.
A loan becomes overdlue wh.ni the time period in which it was expected
to be repaid has bern exceeded. 

Loan repayments have two (oir al componentzs, principal and interest In bankingsystems where interim Interest cal-cilatlons are not placed in a distinCt account,the combination of principal and Interest will simply be subtracU-d from theloans outstandIng balance when tht. loan repayment is made. Whatever reinainnafter the repilyent is the loins ottstn balance.new tnlig 

CLASSIFYIIJO LOAN RFPA:.47JT 

The quality of loan r- -.paymrnt performince is characterized by the quantity (%)which can be collected before the end of the Due period dnd the ultimateprolitabiltty of the collection activity will be charactErized by the quantityof overdue loans collected. Overdue loans not collected within a given periodare usually candidates for write-off and usually lossesare fo th'! bank
 
Involved.
 

It Is possible to evaluate loan repayment i)erformance by treating the itemsof Loan Outstanding and Loan Repayment ;jas series of numbers relat-d to tlegeneral citerories indicated in the first piragraph. 

Loans Outstanding (LO) Loans Not Due Loans Due Loans OverdueStart of Period (LM) + +(LD) (Lou) 

Loan Repayrents(MR) impact

the various categories - (RND) 
 + (R) + (ROD) 
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If the Loan Repayment equation is subtracted from the Loans outstanding at the
 
start of the period equation (LO-LR), element by element, the new status of
 
loans outstanding is expressed by general category
 

Loans Outstanding at
 
End of Period (LOE) = LO L 

Loans Not Due at
 
End of Period (LNDE) = LND - RND 

Loans Due at 
End of Period (LDE) = LD - RD 

Loans Overdue at 

End of Period (LODE) = LOD - ROD 

Therefore, at the end of a repayment period 

LOE = LNDE + LDE + LODE 

MEASUREMENTS OF LOAN REPAYMENT 

The first number from the calculations thece equations provide which must be 
considered is the Loans Overdue at End of Period, LODE. This measure is the
 
largest amount that one will have to evaluate in terms of potential write off. 
LODE is best compared as a percentage of Loans Outstanding to estimate what
 
the size of potential loan reserves will need to be and as a percentage of bank 
profitability to estimate the time it will take to rebuild the capital loss. 

The next measure of interest (assuming pre-payments are not of great iiLArest) 
would be the repayment rate for loans that are due and overdue : 

Repaynent Rate (D + OD) (RD + ROD) / (LD .+ LOD) 

Overall Loan Repayment (LRO) would include all elements 

LRO = LR / LO 

A measure of current performance would use the elements only related to the 
loans Due in this period and Repaid in this period. 

Current Repayment Performance (CRP) = RD / LD 

MEASURES OF LOAN PORTFOLIO CONDITION 

The primary measure of loan portfolio condition might be found the ratio between
 

the non-overdue component of Loans Outstanding to the overdue compon,7:'t 

Loan Portfolio Condition (LPC ) = (LND + LD) (LOD) 

The higher the ratio, the better for the loan portfolio. 
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A second measure of portfolio condition 
places emplhasis on the
 

Due and 
Overdue elements of Loans Outstalldilng:
 

Loan Portfolio CondiLionu(LPC2) 
 (LD + LOI) / (LO)
 

This percentage focuses 
on the emphasis a give, bajik must placeon loan collection durti g a givei, period. The higher the percerlir.age,the greater collection efforts must be as a Percentage of total 
h,..

1 supervision efforts.
 

OTrHER NEASURES
 

In some reference material, 
 the ratio of loan repayment to Ieansrdisblrsed in a 
given period is presented as a measure of
repayment. This is a loanvaluable calculation as a hank liquidit"A'tit a difficult c.-4Iculqtion for 
loan repayment as 
the disbursement
rate is a related but not 
directly related 
Issue, Loan repaymenit
needs comparisons by years and in percentai,- comparison with theoriginal amounts disbursed to be informative. 

OTHER ISSUES
 

Another topic which Is related and Is always the subject ofanalytical dehate Is the concept of what Is "Due for Repayment".liere are generally t-o guidelines for this discussion. The firstguideline Is usually the starndard accounting treatment for agiven banking system which drives the classification and agingmethods. The second guideline, often used In the absence of thai.,first, is market place practice or traditional practice. In theabsence of accounting 
treatment which is standardized, market
practice is usually driven by the limits and conslderations oflegal system. From the ohservations the 
we have made of the regitlar.oryenvironment and legal procedures, it is clearwhich a loan rould 

that tile perilod inbe considered as Due but not Overdue cane boquite liberally Interpreted. This topic requlrj,., more .9f.tlrv i i.ie
RIBUS survey material becomes available for computer analy-iis. 
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Date: Dhaka 13 January 1986
 

ANNEX # 10
 

Re : Bank Income Statement Items and Allocations Vs. Earning Assets
 

The attached table consists of an extract from an extensive analysis of
 

published bank financial statements from 1981 through 1984. 

the table consist of weighted averagesof 4 years of incomeThe percentages in 

items compared against th banks' corresponding earning assets forstatement 

the respective period.
 

The banks" earning assets consisted of the following categories:
 

a) Money at call
 

b) Investments
 

c) Advances
 

d) Bills Discotunted 

These categories 	contain all the financial asrets which would qenerate the 

in,:ome of the tanks under review. It is not po;sible tointerest related 

analyze the income preclsely~arning asset type. The int,-rest income compo

income statement does not typically differentietenent in an annual report's 


the source of the Interest.
 

The point of this type of analysis is the deterrminatioo of the percrntaqe 

magnitude of various components of income or expense against a standard for
 

each bank. A relevant and typical standard is the value of earning assets.
 

This measure is particularly useful as it demonstzates the magnitude of 

various incomes and expenses versus a standard which nelps focus on& think

tig for purpones of evaluating various strategies for topics svch as bad debt 

reserve possibilities,
 

ANALYSIS
 

the comonents of 	earningAlso included in this report is a table which shows 

someassets as a percentage of total earning assets. This table will allow for 


relative influence each component 
 has on the overall rates.appreciation of the 
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l1'TiSET I NCOr: c 

The firnt impression one has whn ole looks at this n,w::uri. in that tile
 
average rateq appear 
 low. The bnk rate has been 11% ov~r the period and one 
would expect lending rates to be In excess of that. The conclusion that one
 
can dIraw from this (and studylater) is that 
 the ratest on some credit and the 
26.9% of non-advance earning assets must be rather 
low. Another consideration 
i:U;that interest Income is reduced to create loan lonn renerrves which are not 
explicitly stated in taka terirs. This certainly has an impact on the calcula
tion.
 

It'uprEsT EXPENSE 

This figure is relatively low also. If one assumes 
an even distribution of
 
current, savings and fixed deposits, the rate would ba in the 7+% range.
 
However, in the analysis, 42t of 
the deposits were current, 221 savings and
 
36 fixed as a nercentaqe o( total depo:its 
which oulls the averane rate
 
into the range calculated in this report. 

For BKP with its relatively srall and slow growinq deporit base, the low 
cost of funds musL be related to concessionary refinance and donor monies made
 
available through the year.. With refinance being nearly double LBKB's denosit
 
base any given 
 year, if the current blended refinance rate of 8.5v, was applied, 
the average cost of funds should be well in excess of 5.5%. 

PTHLIR IPCOIE 

Other Income normally represents fee and commission income generated from
 
prqviding a financial %rvice 
 (e.g. issuing a letter of credit or selling an
 
official 
check) rather than extending credit which generates interest income.
 

Runali Bank has extremely high Other Income as 
a ner',-rtqe of earning as!;ets

which is generated by fees from their foreign exchange husiness in support of 
import/export financing for clients. Rupali Dlaces significant erphasis on
 
this service for building income 
 as it has difficulty obtanling inexuensive 
money (Interest expense ind net: interest income percentaoes are the worst)
 

b, 
 on the other hand, shovw! vary little emphasis on provtdin! financial 
services other than credit as its very low oercentage of Other Income to 
earninq assrets deronstrtes. 
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OTHER EXPENSE 

All 	 the banks showed these expenses in the 2-3X range except for Rupali Bank. 

This 	was consistent with previous analysis as Rupsli Bank's foreign exchange
 

and import/export business would generate brokerage costs and bank commissions 

which would increase tnis category. 

NET PROFITABILUTY 

Sonell Bark leads the way as a result of a very low interest expense position. 

Clearly, they are the recipient of a great deal of commercial current account 

funds and inexpensive government account money when acting as agent for Bangla

desh Bank. 

Despite having the highest interest income percentage, Janata also had the
 

highest cost of funds and was not able to make up the difference with other
 

income, thus they had the worst profitability by this measure.
 

COMHME TS 

1) 	 Anotherclue that hidden reserves are maintained as bad debt provisiona 

are shown in the interest income percentages that are surely lower than 

one would expect with a bank rate at 11%. 

2) 	The investment portfolios contain various types of government securities, 

equity of joint stock companies, prize bondc, debentures and some Pakistan 

related securitiei. In the absence of additional analysis, it ir difficult 

to imagine that this type of portfolio generates significant revenues for 

the banks. There is not significant comment on these portfolios in the 

annual reports. 

3) 	B1(B refinance has to have been historically inexpensive to mrke their
 

cost of funds only 5.5% of earning assets over the period. Donor money
 

must have been inexpensive also, The annual reports do not clarify these
 

points,
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INCOME SATEmuNr PERCELIAGE COMNPARISONS 
VERSUS INDIVIDUAL NCB AND IKb EARNII 3 

ASSETS 1981 - 1984 

AGRANI JANATA RUPALI SONALI NCH BKB
 
---	 AVG 

I 	 INrTRET INCOME 8.81% 9J25% 8.53% 
 8.20% 8.64% 9.1%
 

2 INrERLST EXPENSE 
 6.25% 
 6.91% 6.87Z 5.06% 6.00% 5.5% 

3 NET INTERLJT INCOME 2.56% 2.34% 1.6614 3.14Y, 2.64% 3.6% 

4 OTHER Ii Or* 1.76% 1.53% 3.16% 0.99% 0.3%1.52% 


5 OTHER LX1kNSE 
 2.99% 2.77% 3.31. 2.10% 2.58% 2.4% 

6 	 NET PPOFIT bEFOIE 
TAXES AND TRANiFFRS 1.33% 
 1.10% 1.51% 2.03% 
 1.58% 1.5% 

7 TAXES '.07% 0.82t 1.16% 1.25% 
 1.08% 0.97%
 

0 	 RESERVE (RETAINED

IN CAPEITAL) 0.07X 0.11% 
 0.10% 0.35% 0. IT% 0.35% 

9 RUVILEJT + OrfiER 
FUNDS - 0.01% 0.01% 0.03y 0.03% 0.09%
 

10 TRANSFER. TO GUVURN.-
MEIr 
 0.19% 0.16% 
 0.24% 0.40% 
 0.27% 0.13% 

Weighted
 

Source : Computed from individual bank Annual Report financial statements
 
for 1981, 1982, 1983, 1984.
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CATLGORIES 

-

VERSUS 

(hn l0Centd.) 

TOTAL EARNING- ASSETS 

AGRANI JANATA RUPALI SONALI 

NCf3 

NCB LIB 

MONEY AT CALL 

ADVANCES 

BILLS DISCOUNTED 

INVESTMENTS 

1.3 

71.0 

4.5 

23.2 

4.2 

75.9 

5.2 

14.7 

0.6 

75.6 

2.7 

21.1 

5.1 

71.4 

6.6 

16.9 

3.7 

72.1 

5.4 

17.8 

96.1 

0.2 

3.7 

TOTAL 100% 100% 100% 100?4 100% 100% 

Source z Individual Bank Annual Reports 1981 - 1984. 
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Date I Dhaka 19 Jazluary 1986 

ANNEX # 11 

Re L
limits of Loan Write-off s
 

Much discussion has occurred before and during the RFP concerning what
 

levels of loan loss reserves the banks should malltain. To that end it is 

useful to clarify what limits appear to be possible.
 

Aqrani janato Rupall Sonali 3KB 

I 

2 

3 

Average earning assets 
(000 000) 

Average capital 
(000 000) 

Av.rage protits before 
taxes + transfers 
(000 000) 

8,449 

72 

112 

140861 

120 

164 

5,431 

72 

82 

21,734 

165 

443 

7,439 

481 

113 

4 Capital/E.A. 0.05% 0.81% 1.33 0.76% 6.47 

5 11roflts/E.A. 1.33% 1.10% 1.51% 2.04% 1.52% 

6 Total 4 + 5 U2.1 1.91% 2.94A 2.80% 7.9 €Y 

Source : 	Incividual Bank Annual Report Financial Statements 1981
 
through 1984.
 

If one did the same calcuLation with the advance category only, the tdble 

would look like this z 

Aqrani Janata Hl"3l Sorali 13KB 

I Average advances 5,990 11,284 4,105 15,5e5 7,148 
(000 000) 

2 Average capital 72 120 72 165 481 
(OU ,uo). 

3 Avcrage profits before 
Taxes + transfers 112 164 82 443 113 
(000 000) 

4 Capital/Adv. 1.20% 1.06% 1.75% 1.06k 6.73% 

5 Profits/Adv. 	 1.877, 1.45,', 2.00 / 2.85Z 1.58% 

6 Total 4 + 5 	 3.07% 2.51% 13.75% 3.91% 8.31% 

Source : 	 Same 
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Analysls and comments 

is that there is not a lot of financial
1) What these tables demonstrate 

Ions
 
room for strategies tnat focus on establishing elnborate loan 

actual writing off of slqnificant Iumters of loans. 
reserves or the 

From prevl-us analyn;is on loan loss reserves, liit.s Lnagtin that each 
2) 

fairly tyl;ical
bonk is Iti' licitly r eserving TO each year for losses (a 

Jr, somewhatt on the high side
world pet,-r'ntagc for large banks which 

Looiko woxe Lo have no 1,rfits at all, the totni
of aIe a,) if the 

inlqht look I Ike 3.85% of advances for Sonall and on the low 
reserves 


side, 2. Y forfor Ja.
 

Seriili and 3.51% (1H2.51) for 
3) When reservcs hit 4.91% ('139"!) for 


nc all. They would

Janata, they wAuld ,.,' rinp rof 1ts and col 1 .al at 


effi:ctive.y cease to Le cperating organizaLt'tirs.
 

to be one of the 
to arvny t 1 of write-off strategy seem4) The alterativw 

following :
 

A) Limit loan reserves or write-offs to very sall percentages.
 

of each L,3nk to be able to sustainB) Increase the car.itat base 

write-offs as necessary. 

in amortized against
C) Create a write-off "sinking fund" which 

years. This could be an appropriateprofits over a number of 

of uncollectabletechnique, for example, to handle the issue 

pre-liberation loans.
 

this topic at this 
5) There are mo rucommendations to be made concerl.ig 


ard appreciate the constraints in

time but it is Important to know 

any loan reserve or write-off strategy.
 

http:concerl.ig
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Date: Dhaka 27 Jnnuary 1986
 

ANNEX # 12
 

Re : Recovery Department emphasis in Bank organization charts
 

The official organization charts, 
as approved by the Brigadier
 

Enamul Huq Khan, martial law committ&e in January, 1984, have been
 

reviewed for the five banks.in our stud?.
 

The point of this presentation is to understnd the position and emphasis
 

the recovery departments have in each organization as expressed in an official
 

document. This hopefully, provides some limited insight as to the importance 

of the function in the organizational thinking. 

As 	the following table indicates, there are 
three different approaches used
 

to represent the loan repayment areis in the banks.
 

Analysis and comments
 

1) 	Janata Bank does not have the recovery functibn listed explicitly in
 

its organization chart at all. Experience with Janata finds the rural
 

recovery jtatistics maintained internally within the rural '!redit
 

department.
 

2) Sonali Bank used a decentralized appro-ch to loan recovery by splitling
 

the 	country into four areas or "circles". This is controlled out )f the
 

heqd office in Dhaka.
 

http:banks.in
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RECOVERY DEPARTMENTSSUXMERY OF LISTED LOAN 

BKBRupali SonaliAgrani Janata 

Recovery Dept
 

"
" 
N o 


- Yes
 

-No 	 -

Central Control ' " J " / 

Decentralized
 
Control
 

Dy Gen Mgr N/A Below GM Dy.G". Dy.den I'gr
 
Leader 


Total 41 N/A N/A 91 12
 

Personel
 

N/A 7/1/84 31/1/84

9/1/84 i8/i/84
Org.Chnrt 


Finalized
 

BKBAgrani and Rupali list their loan recoviy departments na centraliz~d 
3) 

in their head offices in Dhaka. 

4) When explicitly indicated(3 cases), the loan 
recovery arena are managed by
 

a Deputy General Manager.
 

staff members while Agrani
 
5) Sonali's decentralized approach utilizes 

91 


12 staff respectively.

and BKB'a centralized approaches utilize 41 

#nd 


Agrani's approach has the recovery and general credit function combined,
 

specific function.
 
so it is difficult to differentiate staff and 


6) 	 Discussion with Sonali Bank rural branch personnel 
indicated that
 

Sonali Bank head office or regional staff 
do not aesist in actual loan
 

repayment or collection activitiep. Therefore, 
it could be assumed that
 

they are ueed in some type of monitoring or control functions 
or
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possibly collection program design.
 

7) 	 Agrani and BKB have far fewer staff than Sonali has assigned to this
 
topic, so it mlt be reasonable to assume thdt they too do not use
 
their recovery department 
staffs for field collection or field support
 

work.
 

8) 	 Organization charts go out of date quickly and these were formalized
 

in January 1984 so some 
caution in analysis is prudent. from discussions 
with 	the banks, 
the emphasis and locations of the departments do not
 

seem to have changed significantly in the last 2 years.
 

Conclusions
 

1) 	 The department is managed by a Deputy General Manager, which is a 
senior position, but does not tend to be a decision making or policy
 
setting position. Policy is normally set at the Ministry level and
 
relayed through the banks' Managing Directors and General Managers.
 

2) 	 The staffs are inadequate for extensive field work 
so they must be
 
involved in control and monitoring and, perhaps, some program design.
 

3) 	 Without extensive field work or a senior management leader, the
 

recovery department staff might be considered to be in a passive
 
role for a topic that requires continuing and active involvement
 

to improve a serious condition.
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Date: Dhaka 25 November 1985 

ANNEX # 13 

Re Liquidity of the five Banks in Bangladesh under review -
A composite view. 

In my review of the annual reports of Agrani, Janata, Rupali, Sonali and B,(B,

it came to my attention that there was no "Funds statement" included in the
 
banks 
 annual financial statements. A bank's"Funds statement" depicts 
the
 
increases (or decreares) in various asset or 
liability catponries from one
 
year to the next. This is an important analysis. A bank balance shvet is only
 
a snapshot in time. An analysis of line item growth gives a rense of movemert
 
an indication of where the bank is going and how it is getting there.
 

The funds statement has two components. The first is an analysis of how funts 
are used from period to period and the second examines the sources of funds
 
that the bank or banks apply in banking activities.
 

Table I and Table 2 provide a composite view of the five banks.
 

Tables 3 to 8 examine asset growth in each lank.
 

Tables 9 to 14 examine liability growth in each bank.
 

COMPOSITE USES OF FUNDS-TABLE I
 

It coes as no surprise that the major use of funds in the last three years
 
comes to -;upport loan growth. Net loan growth constituted 714 of the need for
 
funds in the three years which is a total of Taka 25,347 of 34,638 million
 
required.
 

Loan and investment growth utilized the vast majority of new funds mobilized
 
at 13X of the total.
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USES OF FUNDS BY BANK (TABLES 3-8) 

Net Loan Growth - In the 3 year period, BKB required 8,523 of 25,347 million 

Taka required while Sonali's net growth was 7,736 million Taka. Sonali and BKS 

had 64% of the systems loan.growth. (TABLE 3) 

Investment Growth - Sonall Bank contributed 46% of the growth in this category, 

needing 3,204 of 6.930 million Taka in the period. (TABLE 4)
 

Bills Discounted - In 1983 Sonali Bank reduced its port.folio by 1,231 million
 

Taka. These funds appear to have been redirected to the investment portfolio. 

(TABLE 5) 

- For some reason Janata Bank maintained cash balances
 

nearly twice as high as Sonali Bank, despite being significantly smaller. Janata's
 

cash growth was 42X of the total in the period. (TABLE 6)
 

Cash and Bank Balances 


COMPOSITE SOURCES OF FUNDS-TABLE 2 

In the period under review deposit growth provided 75X of the need for funds.
 

Refinance provided 161, of the remaining need.
 

growth 
of
With all the growth in this analysis, capital/provided a disAppointing 1% 


the cash need over the period.
 

SOURCES OF FUNDS BY BANK(TABLES 9-14)
 

Deposits grew by 26,148 million Taka. BKB mobilized 9% of the
Deposit Growth 

total deposits. Even little Rupali Bank was able to mobilize 2,698 million 
Taka,
 

10% of the total, in the period. (TABLE 9)
 

Government taxation and allocations destroyed any possibility
Capital Growth 

allowed any real advance by 247 million Taka
for capital growth. Only FAB was 


which was 67% of the total capital growth. (TABLE 10)
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Reflnance - Only Janata and BKB increased their refinance positions in the 

period. 2KB utilized 5,123 million Taka in the period which was 92% of the 

refinance growth. Sonali. made a major effort to reduce itsrefinance posi

tion by 4,114 million Taka in 1983. (TABLE 11) 

Other Borrowings - Janata Bank decreased its other borrowings by 2,135 million 

Taka In the period while increasing refinance by 2,219 million Taka.this may 

have been a profit maximizing strategy. (TABLE 13) 

ANALYSIS AND COMME14TS 

1. 	 Many comments are made in Bangladesh concerning the need for more deposits
 

in the banks. In the three years under review the deposits exceeded the
 

loan growth by 801 million Taka.
 

2. 	 If one examined the funds statement in isolation, one might get the
 

impression that the central bank refinance program is funding the liqui

dity reserves in the bank investment portfolios. I am not sure that this
 

is not true.
 

3. 	 It is hard to imagine BVB, with its huge branch net work, being the worst 

bank in the mobilization of deposits. it isn't expected that they be the 

beat at this task since their branches are in the country and BKB doesn't 

have the large commercial accounts of some of the other banks. Rupali, 

however, is only two thirds BKB's size by some measure-. 

4. 	 It is unclear why Janata needs more cash then the other banks. Perhaps
 

it is a problem. Perhaps there is some issue the figures do not reveal.
 

5. 	 It is disconcerting to see an average capital position for the banks at
 

a level of about 2% of outstanding loans. It is also confusing to watch
 

the government tax away most of the 2,510 million Taka profit before
 

taxes and then fund refinance growth of 5,568 million Taka over the period.
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WHAT IS BANK LIQUIDITY 7 

The concept of bank liquidity refers to a bank or banks' ability to make
 

available the funds necessary to meet deposit orwithdrawals or to meet
 

investment or loan growth requirements.
 

Bank and banking systems meet their liquidity needs ina variety of ways 

depending on the need, size and sophistication of the given bank or system. 

Short and long term liquidity needs are often met in different ways. 

LONG TERM LIQUIDIT NEEDS
 

Over a long period of time funds are required to increase the loan portfolio
 

and other earning assets a bank has. Banks normally depend on deposit, growth, 

and capital growth through profitability and'stock sales to fund this type of 

liquidity need. In sophisticated markets long term debt or other issues can
 

be sold to raise additional funds for long term grcwth.
 

SHORT TERM LIQUIDITY NEEDS
 

In the short term a bank has to meet deposit withdrawals, commitments to 

disburse loans and repayments of bank debts. These needs are met with vault 

cash in the simplest case of typical customer withdrawals. Most banking systems 

require some type of reserves be maintained at the Central. FBank. Money supply 

control issues aside, these are additional funds availahle to meet customer 

Most banks require, by managementrequirements in unusual demand situations. 


approach or by government regulation, that some part of their earning assets be
 

kept in negotiable obligations which can be liquidated to provide cash at fairly 

short notice. An alternative funding approach might be to borrow funds for short 

or long pariods from other banks In the banking system. 

These long and short term methods account for the vast majority of bank
 

liquidity requirements.
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EXCEPTIONAL CIRCUMSTANCES
 

In the unfortunate circumstance that a bank cannot meet its funding needs 
by the methods descrihed, most banking systems have a lending facility 
such as the discount wlndcii in the Federal Reserve Bank in the U.S.,to 
help banks throcuah periods of difficulty In meeting their funding requirements.
the refinance facilIties of Bangladesh Rink have soi,, aspects of this 
nature. Hlefinance in 3-anglad sh Is also thought of as concessionary credit 
support for prograni Itrldinq the Central Bnk wo~ild like to enccrurage. 
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DETAILS CONCERNING THE TABLES
 
IN THIS REPORT
 

SOURCE OF DATA
 

All financial data h~s been compiled using the published annual reports for 

the Fangladesh Krishi Bank (BKB) for 30 June 84, 83 and 82, and for 31
 

December 83,.82 and 81 for the Agrani, Janata, Rupali and Sonali Banks. These
 

are t:he official end of year public statements for these organizations. 

STATEMENT OF DATA
 

All financial data are stated in Taka Millions except where percentages are
 

indicated, and parenthesis Indicate decline rather than growth.
 

COLUMN AND ROW HEADINGS
 

81-82 for BKB and 1981 for the others.
Column I is financial year 


Column 2 is financial year 82-83 for BKB and 1982 for the others.
 

Column 3 is financial yenr 83-84 for BKB and 1983 the others.for 

Column T is the summation of colunis 1, 2 and 3. 

Column AVG is the averaqe of columns 1, 2 and 3. 

Row A contains Agrani Bank Statistics. 

contains Janata Bank Statistics. 

Row R contains Rupall Bank Statistics. 

Row J 


contains Sonali Bank Statistics.
Row S 


contains sub total bank statistics.
 

Row BKB contains Bangladesh Krishi Bank Statistics.
 

contains the summation of all bank statistics for a given year.
 

Rcow ST 


Row T 


Row LD refers to Loan Disbursements in a given year.
 

Row AIR refers to Accrued Interest Receivable (but not yet collected)
 

in a given year. 

Row LR refers to loan principal and interest collected in a given year. 
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TABLE HEADINGS
 

NET PROFIT (LOSS)
 

Consists of interest income minus interest expense plus all other income minus
 
other expenses before taxes or other allocations.
 

GOVERNMENT ALLOCATIONS 

Consists of taxes paid to the government plus mandatory tran,;fers made under
 
various nationalisation orders.
 

CAPITAL AND RESERVES
 

Consists of paid in equity of 
a bank pius reserves which have been specifically 
allocated to the canital account for capital growth as some type.of retained
 
earnings. This category will often be referred to simply as 
"capital."
 

TOTAL ADVANCES
 

Consists of all loans urban and rural, Aqricultural and non-agricultural, out
standing on the books of a bank at the end of a particular period.
 

-USESOF FUNDS
 

It is a measure of the change in bank assets from one time period to the next.
 
'themeasure is in currency units and the emphasis and importance is found in
 
the size of the need to fund earning assets.
 

SOURCES OF FUNDS
 

It is a measure of the change in bank liabilities and capital from one time
 
period to the next. The measure is in currency units and the importance is in
 
the type of liability'iunds the earning assets.
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COMPOSITE 
USES OF FUNDS 

TABLE I 

12 3 T 

NET LOAN GROWTH 4820 11179 9348 25347 73.2 

INVESTMENT GROWTH 242 2283 4405 6930 20.0 

BILLS DISCOUNTED 603 196 (1197) (398) (1.2) 

CASH + BANK BALANCES 172 913 642 1727 5.0 

PREMISES 33 20 f3 96 0,3 

(O'HERASSETS 503 104 329 936 2.7 

TOTAL USES 6373 14695 13570 34638 100 
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COMPOSITE
 
SOURCES OF FUNDS
 

TABLE 2
 

1 2 3 T %__ 

DEPOSIT GROWTH 
 3891 8015 14242 26148 75.5
 

CAPITAL GROWTH 
 27 218 126 371 1.1
 

REFINANCE 
 845 6300 (1577) 5568 16,1
 

OTHER BORROWINGS 202 (575) (134) (507) (1.6)
 

BILLS PAYABLE 
 (4) 123 (95) 24 0.1
 

OTHER LIABILITIES 1412 614 1008 3034 
 8.8
 

TOTAL SOURCES 
 6373 14695 13570 34638 
 100
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USES OF FUNDS
 

TABLE 3
 

NET LOAN GROWTH
 

1 2 3 T
 

A 374 652 1964 2990
 

j 1112 2676 994 4782
 

R 408 200 708 1316
 

S 1589 4737 1410 7736
 

ST 3483 
 8265 5076 16824
 

8KB LD 2710 4008 
 5924 12642
 

AIR 597 928 1428 2953
 

LR -1970 -2022 -3080 
 -7072
 

BKB 1337 2914 4272 8523
 

T 4820 11179 9348 25347
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USES OF FUNDS
 

TABLE 4
 

INVESTMENT GROWTH
 

1 2 3 T
 

A 439 87 1250 1776
 

J 135 (56) 866 945
 

R 123 206 609 
 938
 

S (684) 1892 1996 3204
 

ST 13 2129 4721 6863
 

BKB 229 
 154 (316) 67
 

T 242 2283 4405 6930
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USES OF FUNDS
 

TABLE 5
 

BILLS DISCOUNTED
 

1 2 3 T
 

A (43) 32 24 13
 

J - - - -


R 7 (75) 10 (58)
 

S 639 239 (1231) (353)
 

ST 603 196 (1197) (398)
 

BKB - -


T 603 196 (1197) (398)
 



- 409 

(An 13 Contd.) 

USES OF FUNDS
 

TABLE 6
 

CASH + BANK BALANCES
 

1 2 3 T
 

A 65 280 (53) 292
 

J 203 161 359 723
 

R 22 35 186 243
 

S (77) 336 105 364
 

ST 213 812 597 1622
 

BKB (41) 101 45 105
 

T 172 913 642 1727
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USES OF FUNDS 

TABLE 7 

PREMISES 

2 3 T 

A 3 (2) 1 2 

J 6 (4) (4) (2) 

R - 14 10 24 

S 16 (3) 7 20 

ST 25 5 14 44 

BKB 8 15 29 52 

T 33 20 43 96 
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USES OF FUNDS 

TABLE 8 

OT1ER ASSETS 

12 3 T 

A 

3 

R 

S 

ST 

BF.8 

T 

(71) 

39 

(25) 

450 

393 

110 

503 

26 

277 

(20) 

(141) 

142 

(38) 

104 

147 

84 

53 

(18) 

266 

63 

329 

102 

400 

8 

291 

801 

135 

936 
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SOURCES OF FUNDS
 

TABLE 9
 

DEPOSIT GROWTH
 

12 3 T 

A 1019 1352 3200 5571
 

J 971 1248 3764 5983
 

R 
 398 
 561 1739 2698
 

S 960 4034 4537 

ST 3348 7195 13240 23783
 

BKB 543 820 
 1002 2365
 

T 
 3891 
 8015 14242 26148
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SOURCES OF FUNDS
 

TABLE 10
 

CAPITAL GROWTH
 

12 3 T
 

A - 1 4 5
 

J 2 6 7 15
 

R 3 3 6 12
 

S 5 27 60 92
 

ST 10 37 77 124
 

R(B 17 181 49 247
 

T 27 218 126 371
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SOURCES OF FUNDS
 

TABLE 11
 
REFINANCE GROWTH
 

2 3 T 

A (365)  (5) (370)
 

3J 
 223 11701 295 221'9 

R (73) (109) (319) (501) 

S 303 2908 (4114) (903) 

ST 88 4500 (4143) 445 

IKB 
 757 1800 2566 5123
 

T 845 6300 (1577) 5568
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SOURCES OF FUNDS 

TABLE 12 

BILLS PAYABLE 

12 3 T 

A (2.2) (12) 10 (24) 

3 - - - -

R (2) 18 (4) 12 

ST (24) 6 6 (12) 

EKB 20 117 (101) 36 

T (4) 123 (95) 24 
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SOURCES OF FUNDS 

TABLE 13 

OTHE*R BORROWINGS 

1 2 3 T 

A 111 (292) 70 (111) 

3 92 (309) (1918) (2135) 

R 155 (160) 26 21 

S (223) 68 1369 1214 

ST 135 (693) (453) (1011) 

BKB 67 118 319 504 

T 202 (575) (134) (507) 
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SOURCES OF FUNDS 

TABLE 14 

OTHER LIABILITIES 

1 2 3 T 

A 24 26 54 104 

J 207 408 151 766 

R 54 47 128 229-

S 888 23 417 1328 

ST 1173 504 750 2427 

BKB 239 110 258 607 

T 1412 614 1008 3034 
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Date : Dhaka September 15,1985
 

ANNEX # 14
 

Re z Loan Loss Reserves In Banks in aingladesh 

A review of 1983 annual reports for Sonali, Janata,.Agrani and
 

Rupali banks and the 1983-84 annual report for BKB explicitly
 

indicates that general loss reserves and capital account reserves
 

are created by each bank.
 

Additions to the reserves are shown as appropriations from profit 

on the balance sheet each year. The reserves sections within the 

capital account portion of the balance sheets show accumulztions from 

year to year. Tile "Other Libilities" section oF the balance sheets 

show reserve accumulations for losses from year to year. 

A case can be mide that these banks are also accumulating hidden 

reserves. Sonali, Janata, Agrani arid Rupali have all listed taxes 

paid at year end in excess of the 60% tax rai on stated profit. No 

reasons are indicated in the notes to the statements for additional 

taxes having been paid. 

If hidden reserves are being created, it is possible to estiiaLe them. 

Assume that the taxes paid by each bank is the correct amount at a 

rate of 60%. Using the amount paid at 60%, one. can calculate the 

profit necessary to generate the taxes paid. Subtracting the "stated 

profit" from our "calculated profit" gives us an esthrvite of hidden 

reserve.
 



iIs interestn tont ha t ithe "additicen- of,, the" ca lcu. ated 
niddenh reserve totesaed re'serves'_ hen taken.,,as ,a per-,
 
centgoh a erge lonp foli or each bank- yields
 
generall sImia ests,Trangingj from approxil ati 1.y 707-5
to0.9of a ecn.o h'e.average-loan-porLtfo lios; BKB
 

being, the lowes t04 of "a'per cent.
 

Note lalso ithe calculated ratio' forannualyaccumu-~Y <A "~ 
lated :reserves,,to'the average loan portfolios4 (Page 7). 
The range wsfrom,approxinmately 1% to 2.3%. BKB had theW2~' 
largest ,standing-reserve ratio .at 2.3%. 5 Agrani and Rupali 

had'ithe --smallestiat 1.08 and 1.81%.~ ' ~ ,<'>~ 

Tere 'seems 'to.-be a,logic cin BKB alloc~ating onlyO046% in ~ 
838 asit h ~lresad ng reserve. Agrani and Rupali
 

.,
al ocated',more from 1983' asthey had comparatively smalleru<
 
Tstanding -'ese*ries taken as a percerntag'etof their average loan
 

pJanata'ss caclto i lwda it does not
 
.Xplicitly~list acuuae'ecvsi its OhrLabilities"
 

Itisnot possible atthis tiet-omn n h dqayo
 
theseL'reserves. t h~n fthe 5 RFP Rural Bank Arnd,'Bank User . -. ~ 

SureyBBS)a great deal more will be- known 'about the age of
hloan port'folios and the reasons for' lo'ans being'past due.
 

.A large .bank inth Wes 
 uplacmuaelanls 
-,to- about 1% per year and will keep it.aleels somnewhat higher 

tn"thalt depening on their loan 1c~experience.Spca
 
a,,.."dditional1 
 reserves 7are -o en estab1i he&d in unusual' situations. ..-.
 

Latin'American',dekit problems are 'a rccei) example for banks in
 
teU.S., mhen informationi is available5 ;'voM the RBBUS it should" 

be 1possible.to make estimates of aprp -:-?ev levels' and ;9, AS. 

,,timetables' for estabishing them ... ...-. ~, .L1 :*.5 

http:1possible.to
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In the following pages are demonstrated the methods used
 

in calculating estimated hidden reserves and the ratios for
 

contributions for stated years as well as ratios for stand

ing reserves.
 

There have been only limited opportunities to discuss the
 

subject of this note with senior members of the respective
 

banks, and at times the bank officials seemed reluctant to
 

discuss the matter in detail. The analysis in this Note
 

has been developed primarily ftota a review of the annual
 

reports of each bank, and from the author's experience with
 

the subject.
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SONALI JANATA 

LOANS 

(000) 

1983 

1982 

AVG. 

16,144,333 

14,734,445 

15,439,389 

11,636,542 

10,967,821 

11,302,181 

TAXES PAID IN 83 

by 60% RATE 

ESTIMATED PROFIT 

STATED PROFIT 

HIDDEN RESERVE 

305,561 

509,268 

509,513 

4,855 

146,148 

243,580 

192,718 

50,862 

STATED CAPITALaol 

GENERAL RESERVE & 

RURAL CREDIT FUND 110,000 25,255 

TOTAL RESERVES 114,855 76,117 

HIDDEN & STATED 

RESERVES 

AVG. LOAN PORTFOLIO 

0.74% 0.67% 

These calculations estimate contributions to re

serves as a percentage of average loan portfolios
 

at the end of the 1983 reporting year for each bank.
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AGRANI RUPALI 

LOANS 

(000) 

1983 

1982 

AVG. 

6,623,611 

4,635,517 

5,629,564 

4,101,553 

3,382,723 

3,742,138 

TAXES PAID IN 83 

60% RATE 

ESTIMATED PROFIT 

STATED PROFIT 

HIDDEN RESERVE 

94,860 

158,100 

118,760 

39,340 

67,227 

112,045 

86,616 

25,429 

STATED CAPITAL 

& GENERAL RESERVE 

& RURAL CREDIT FUND 7,800 6,500 

TOTAL RESERVES 47,140 31,929 

HIDDEN & STATED 

RESERVES 

AVG. LOAN PORTFOLIO 

0.84% 0.85% 
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BKB 

LOANS 1983/84 12,153,186 
(000) 1982/83 7,881,137 

AVG. 10,017,161 

TAXES PAID IN 83/4 100,00n 

60% RATE 

ESTIMATED PROFIT 166,666 

STATED PROFIT 169,500 

HIDDEN RESERVE (2,834) Tax Dispute 

STATED CAPITAL & 

GENERAL RESERVE 

& RURAL CREDIT FUND 48,500 

TOTAL RESERVES 45,666 or 48,500 eliminating the 

tax dispute. 

HIDDEN & STATED 

RESERVES 

AVG. LOAN PORTFOLIO 0.46% or,48% 
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Date I Dhaka 17 September 1985 

ANNEX # 15 

Re : Loan Loss Reserves in Banks in Bangladesh # 2 

I have reviewed the annual reports for BKB, Sonali, Janata, Agrani andRupali bank for leastat the last three years and as much as the last six years. The most current annual report Is the 1983 year for the NCB's and the 
1983-84 year for BKD. 

The point of this analysis was to determine if the banks were utilizing
their stated reserves to write-off loan lorseb or If they were slinpyaccumulating the reserves for future use as appropriate. 

I have determined from this review that the banks are accumulating their
stated reserves and have not utilized them to write-off loan losses in any

year I have revcwed.
 

It is difficult to present concise visuala analysis of this topic from thestatements as the banks ppear to change accounting approaches when theychange accountants. H[owever, have dttached timeI a line analysis of AgraniBank taken from their last six annual renorts. Their accounting has beenconsiftant and their results are conslstant with the inpression I ha ve
received from my review of all the banks. 

Tle analysis consists of a matrix created by the annual transfers to three

different reserve categories. The coitegories are following:
the RuralCredit Fund, Unforeseen Loss and Capital Reserves. Each category has twonumbers. The top number Indicates the am(unt transferred to this category
in a given year and the number 
 below in brackets indicates the accumulationfor this category from year to year. The addition does not indicate any
subtractions for wrlting-off loirs. 

It is possible, if this bank is creating "hidden reserves", (part of theprevious paper's consideration of reserve thatthe topic) loan wtite-offs are coming from that "reserve". This is complete conjecture on my part
it would bn an ',xplanation if the bank is writing-off louns. If no loans

but 

are being written-off and no "hidden reserves" are being utilized, itappears that stated reserves are allocated and accunmjlatei but have not been 
utilized. 

If the banks lose their legal remedy against defaulting borrowers by
writing-off the debt, this would be a strong disincentive to utilize the
 reserves that are being accumulated. The accumulation of reserves I haveobserved in the annual rcports is consistant with this disincentive. 
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Date : Dhaka 17 September 1985
 

ANNEX # 16 

Re: 	 Bangladesh Bank Rules for Classification of Problem Loans
 
and Related Interest-BCD Circular 
No. 	 17 of April 23, 1975 

The attached Circular establishes the rules for classifying problem loans
and 	related interest in the financial statements of the scheduled banks inBangladesh. This memo states the various rules as presented in the Circular

and 	then attempts to annotate or comment on the 	rule as oppropriate. 

ADVANCES CLASSIFIED AS 'SUBSTANDARD'
 

If any stuck up advance classified by Bangladesh Bank Inspectors as 'Substandard' continues to remain stuck up without any repayment of interest
 
or principal for 2 
 years or more after the date of inspection, interest
accrued on such accounts from the 3rd accounting year and onward after
inspection should be booked through 'Interest Suspense Account' till the
account is regularised. No provision 
need however, be made against such

stuck up advances in the bank's Annual 
 Accounts. 

ADVANCES CLASSIFIED AS 'SUBSTANDARD' COMMENTS
 

1) 	 It appears that only Bangladesh Bank's Inspectors can classify loans. 

2) The classification period is not related to the loan term but to when

the loan has been reviewed bythe Inspectors. It would seem 
that if thereis no inspection during a year, 
there are no classifications that year

in a given branch under this rule.
 

3) The title of the circular is the "APPLICATION OF INTEREST ON CLASSIFIED
LOANS & ADVANCES & MAKING PROVISIONS THEREFOR", however, the circular appearsto provide guidance on the correct stating of both principal and interest.
The 	title of the circular might suggest to some that only the classification
 
of interest is involved. 

ADVANCES CLASSIFIED AS 'DOUBTFUL' 

Provision need not be made by banks in their annual accounts for advancei

classified by Bangladesh Bank Inspectors as 'Doubtful' during the first 2
years after such classification. However, if the advances continue to remain
un-recovered during the 3rd accounting year after classification, provisionshould be made the Annualin Accounts of the banks against such advances as 
under 

a) 	 Private Sector Advances-- 50% of the classified amount at the end of the 
3rd 	Accounting Year.
 

b) 	 Public Sector Advances-- i) 25% of the classitied amount at the end 
of the 3rd Accounting Year.
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b) Public Sector Advances- ii) Further 25% at the end of the 4th Accoun
ting year, to raise the accumulated provision to 50%. 

Interest accrued but not realised on such advances should, however, be 
credited to the 'Interest Suspense Account' right from the day of 
classification till actual realisation thereof. 

ArnVANCES CLASSIFIED AS 'DOUBTFUL' : COMMENTS 

1) The interest is already being placed in a suspence account so this
 
rule mainly applies to principal.
 

2) There is no definition of "provision" in this rule. It would appear
 
that a provision is a reserve against a potential bad debt and not an
 
instruction to treat the loan as uncollectable and, therefore, to write 
it off.
 

3) This rule does not indicate at what level of a banking organization it
 
applies to. I interpret this rule as applying to the head office when it
 
prepares the annual accounts which means the head office needs current
 
information on lban-classification from its branches. I interpret in this
 
fashion as I do not recall seeing a loan provision in any rural branch
 
I have visited.
 

ADVANCES CLASSIFIED AS 'LOSS'
 

This rule was modified by a circular on 11 October 76 and it is the
 
modified version that is reviewed here.
 

Provisions for advances classified by Bangladesh Bank Inspectors as 'Loss'
 
should be made to the extent specified blow and at the time of Annual
 
Closing of Accounts immediately following the expiry of the period spelled
 
out in each undernoted case :

a) In case the advances remain un-rPcovered during the first year after
 
classification.
 
Private Se:tor: SO% of the classified amount.
 
Public Sector : 20% of the classified amount.
 

b) In case the advances continue to remain un-recovered during the 2nd 
year after classification.
 
Private Sector: Further 35% of the classified amount.
 
Public Sector : Further 20% of the classified amount.
 

c) In case the advances continue to remain un-recovered during the 3rd
 
year after classification.
 
Private Sector: Further 33% of the classified amount to raise the
 
cumulative provision to 100%.
 
Public Sector: Further 20% of the classified amount.
 
Public Sector: 4th year afte. classification, further 20%.
 
Public Sector: 5th year after classification, remaining 20% of the
 
classified amount to raise the cumulative provision to 100%.
 

Interest accrued bit not realised on such advances should, however, be credited
 
to the 'Interest Suspence Account' right fron the date of classification till
 
the advances including interest are either recovered or written off.
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ADVANCES CLASSIFIED AS 'LOSS': COMMENTS
 

1) It is interesting to note that as much as 3 to 5 years after classification

in the 'Loss' category the rule does not instruct the bank to write off the
loan and it does not make any reference to using the legal system to assist
 
in collection.
 

2) At no point in this circular is the term 'stuck-up loan' defined. Clearly,a loan has to reach its original titurity date of the date of some 
installment before it can be considered to be some type of problem. If the loanmatured after two years with no repayment having been made and the inspectorsdo not make the classification until a year 
later, it would appear that the
loan might not be fully reserved for until as themany as 5 to 8 years afteroriginal loan was made. At this point the loan still is not written off and
this rule makes no comment as to the necessity of utilizing 
the courtsalthough it is conceded that the banks have their own policies on this mitter. 

3) It would appear that this section of the rule uses percentages toindicate amounts to be reserved for a loan that is immediately placed in the'Loss' cateqory or it divides up the remaining amount that has not beenreserved for when the 
loan was in the 'Doubtful' cateqory. The 
intent is
 
clear tbjt the mechanics are not.
 

4) It is not clear if the process is to move loans from substandird, todoubtful to loss 
over a period of time or if the c.iteqory is simply chosen
by the inspectors at the time they look at it. There is probily commonpractice governing this matter bit the rule does not make it clear. 

ANALYSIS OF BCD CIRCULAR NO. 17 

1) It is 
a positive sign that rules exist concerninq reserving for
 
possible loan loss.
 

2) 
There rule is not as clearly written as 
it might be. If no changes in
this issue come about as a result of this project, we should at least re
write this circular to make it 
a little clearer.
 

3) The lack of instruction requiring loans 
to be written off is another
powerful suggestion that doing so may lose the bank its legal remedy
against the borrower.
 

4) In my opinion the exaqerated timeframes in this rule reflect the
realities of another age. Business and banking dealings happen a little
 more quickly these days and I have some confidence that these rules could
 
be accelerated somewhat.
 

5) The dnalysis that the RFP will do on 
the branch bank financial statements
combined with the loan portfolio information gathered should provide us withsome 
insight as to the modifications that may be appropriate for this rule.
This Circular and the practice it generates is an important part of themanagement environment around loan recovery in the head offices and the ruralbranches. A quality revision of this rule would be a strong sign that theattitude around loan repayment was changing and was serious. 



- 430 -
BANGLADESH BANK
 

I,2AD OFCE 

P.o.BoX No.325 


DHAKA
 

BCD CIRCULAR NO.17
 

ALL SCHEDULED BANKS IN 

BANG LADESH
 

(An 16 Contd.)
 

UANKINC CONTROL
 
DEPARTMENT
 

OCTOBER 11,1976
 

Dear Sirf, APPLICATION OF INTEREST ON CLASSIFIED LOANS
 

AND ADVANCES AND MAKING PROVISIONS THEREFOR.
 

Please refer to sub-para 1(i1) of our BCD Circular N.17
 

4ated ho 23rd April 1"75 orr the captfoiied subject.
 

It has since been decided that the existing instructions
 

regarding provisions for advances classified as loss appearing in
 

of the above Circular under the heading "Advances
 

2. 


sub-para l.(iii) 

Classified as Loss should be substituted by the following:

(iii) ADVANCES CLASSIFIED AS LOSS:
 

Provisions for advances classiried by Bangladesh Bank Inst
 
extent specified below and
pectors as 'LOSS' should be made to the 


at the time of Annual Closing of Accou .ts immediately following the
 

expiry of the period spelled out in each undernoted case:

a) 	In case the advances
 
.reiain'un-recovered 


during the first year 

after classifitcation. 


b) 	 Iii case the advances 
continue to remain un-
recovered during the 2nd 
year after classification, 


c) In case the advances
 
continue :to remain un-

recovered during the 3rd 

year after classification, 


d) 	In case the advances
 
continue to remain un-

recovered during the 4th
 

year after classification
 

e) 	In case the advances 

continue to remain un-


recoveked even at the end 


of the 5th year after class-


ification. 


Private sector Public sector
 

30% of the class- 20% of the 

ified amount classified 
amount 

Further 52 of the Further 20% of
 
classified amount the classified
 

amount.
 

Further 35% of the
 
classified amount
 
to raise the cumula- -dO
tive provision to
 
100%
 

-do-


Remaining 20% of
 
the classified
 
amount to raise
 
the cumulative
 
provision to l00,
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Interest accrudd but not realised on 
such advances should, should,
hcwever, be credited in the 'Interest Suspense Account' right from
the date fo classification till the advances including interest i,:e
either recovered or written off.
 
Banks are requested to make necessary changes in the said BCD
circular & ensure proper complinner to the revised Instructions 
in this regard.
 

Please At-knowledge receipt.
 

Yours faithfully,
 

Sd/-

B.B. DEBNATH 

ADDITIONAL CHIEF OFFICER 
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BANGLADESH VANK
 

BANKING CONTROL DEPARTMENT 

HEAD OFFICE : DHAKA
 

BCD 	CIRCULAR NO.17 APRIL 23,1975
 

ALL SCHEDULED BANKS IN 
CANGLADESH. 

Dear Sir,
 
APPLICATION OF INTEREST ON CLASSIFIED
 
LOANS & ADVANCES & MAKING PROVISIONS
 
THEREFOR:
 

In supe,,csession of 'll previous instructions issued on the
 

subject, the following zeviscd procedure is prescribed with regard
 

to application of interest on classified advances and making provi

sions therefor in the Annual Accounts of the banks effective from
 

the accounting year 1935.
 

(i) 	Advances classified as 'Substandard'
 

If any stuck up advance classified byj Bangladesh Bank
 

Inspectors as 'Sub-standard' coutinu-s to remain stuck
 

up without any repayment of interest or Principal for 

two years or more after-the date of inspections,interest
 

4ccrued on such accounts froa the 3rd accounting year
 

and onward after inspc:tion should be booked through 

Interest Suspense Account' till the account is regularised. 

No provision need however, be made against such stuck up 

advances in the bank's Annual Accounts.
 

(li) 	 Advanres classified as 'Doubtful' 

Provision need not be made by banks in their annual accounts 

for advances classified by Bangladesh Dank Inspectors as 

'Doubtful' during the first two years after such classifi

cation. However, if the advances continue to remain un

recovered during the third Accounting Year after classifi

cation, provision ,should be made in the Annual Accounts of 

the banks against such advances as under: 

(a) 	 Private Sector Advances -- 50% of the classifiod amount 
at the ncd of tho Third 
Aecomba.9 Yeor. 
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(b) Public Sector Advances --
 (i) 25% of the classified
 
amount at the end of the
 
Third Accounting year.
 

(ii)Further 25% at the end of
 
the Fourth Accounting year,

raised the accumulated prc%,,
sion to 501.
 

Interest accrued but not realised 
on such advances should however,
be credited to the 'Interest Suspense Account' right from the date
of classification till. actual realisation thereof.
 

(Iii) Advances classified as 'Loss'
 
Provisions for advances classified by Bangladesh Bank

Inspectors as 'Loss', 
should be made to 
the extent
specified below and at the ti'ne of Annual Closing of-

Accounts immediately following the expiry of the period

spelled out in each under-noted case:
 

Private Public
 
Sector SectoL
(a) In case the advances remain 30% of 
the 20% of the

unrecovered during the ffrst classified classifiod
 
year after classification. amount 
 amount
 

(b) In case the advances continue
 
to remain un-recovered during 50% 
" 30%
 
the 2nd year after classifi
cation.
 

(c) In case the advances continue
 
to remain un-recovered during 100% 
" 50% " 
the 3rd year after classifi
cation. 

(d) In case the advances continue
 
to reinain un-recovered even 
 100%
 
after 5 years of classifi
cation.
 

Interest accrued but not realised on such advances should,
k,,6o'q.r, be credited to the 'Interest Suspense Account'
right from the date of classification till the advances
including interest are either recovered or written off.
 

(iv) 
Apart from the above interest accrued/char ad on loans and
advances, recovery of which Is considered b,'d or doubtful
by the barh itself 
should also be credited to 'Interest
 
Suspense Account' pending actual realisation of the 
same.
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(v) 	 While preparing Annual balance sheet and profit and loss 
Account, the total amount of interest in respect of all 
branches of the bank, which was earlier credited to 
'Interest Suspense Account' should be d,.lIkcted from the 
total out:standLnq Loans and advances anr. the resnultant 
baan;e only :showld be show under ' Loan and Advances' 
portfolio in the balance sheet. 

(vi) 	 Similarly, whi le rperpotting the f igures of loapis and 
advance to the LlaIjladerl) Dank in various returns, the 
bank should dedect the amount of outstanding balance 
in 'InLteres-t SuS)pense Account' from the total loans and 
advances. 

2. For the put'llose of item Nos (1), (ii) and (iii) of paragraph I 
The latest Inspestiri!s Report. prepared by Bangladesh Bank, should 
be taken as the basis for determining the position of advances. 

Receipt of tfi.s Circular may please be acknowledged. 

Yours 	faithfully, 

Sdij
(S.A. 	K:AIt1s
 

CHlh'F 	OFF ICIt 
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ANNEX # 17 
Dater DhAka 18 Ju-ne 1986 

Re Pre-Liberation Loans from RBBIJS-BM 2 Results 

Do you have Preliberation Loans?
 

grani BKB Janata Rupali Sonali Total 

Yes 2 2f3 1 27 

No 20 1. 15 7 30 73 

Total Branches 22 25 16- 7 30 100 

How
 
Many ? 2,521 3 
 ,531 

Loan value 
outstanding 7 I4,580 6 4,593
(TkOO0) 

Number of 
branches with 1 19 F I 20
 
recoveries in 
84-85 

Comments and Analysis 

(i) Pre-liberation loans are n 13KB phenornen with 99.7%of fliem located in 
their branches. 

(2) BKB would have approximately 105 fromlonns/branch pre-liberation times. 

(3) Assuming 890 rural branches at the end of 1985, there bewould 
a system approximation of 89,712 pre-liberation loans.
 

(4) Average loan value would be Tk. 1,815. 

(5) Total pre-liberation loan outstnridinge for BKB would be approximately
 
Tk. 162,827,280.
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of taka 163 MM VS BKB financials - 1983/84
(9) Pre-liberation loans 

Percentage
Taka (000000)iQ84 
26.7%
610
Total Capital 

43.4%376Paid- in-Capi.tal 
1.3%

Total Loans 	 1 2, 1 3 4 

Total Refinanco 7,377 	 2.2% 

Total Interest Income 1,127 	 14.5%
 

95.9%
170
Net Income 

5. 3%3,083
Lo~ns Overdue 


they were crop loans.
 (7) 	 The srall average loan size suggent 

105 of 	 these loans in each of 96% 
survey 	suigei;ts there are over(8) 	 The 

They are an admin'strative and fundsIng burden. 
of DKB's rural branches. 

rate Of 8.5%1'., these loa,
At the averare agricultural refinance 

would cost BKB taka 13,840,51k to fund ech year. This is over 8% of 

totA intcrf st incojme.
BKB'u net income in 19S14 and ovier 1% of 

atnd large
(9) 	 The loans nre a -mall petcentagu of BKB refiminc, (2%) a 

percentage of total. capital (27%). 

small farmers 
(10) 	 As the ]onnt; are .o,;,ll , a maioritj of the borrowers were 

ofor who relocated as n result
ret~ri.d to Pakicten, diedwho probably 


or after the libezetion conflict.
 

Recommendat ion 

(1) BKB should writ off all pre-liberat on loans. 

(2) The Government should allow BUPB to reduce Itt; refinance obligation 

equal amount due to the polltical and social nature ")f theproblem. 
by an 

(3) Thin activity should be taken with a irdinimur of fanfare and whatever 

collection activities are posruible nhould contlie tO be taken, 
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Annex # IS
 

(Translated from Bengali)
 

Urgent
CMLA' S sECRETARIAT 
OLD SA14GSHAD B!MABAN 
TEJGAON, DHAKA 
25 FEBRU \RY 1986 

7011/11/Civil-I
 

See Distribution
 

Rel Certificate cases for realization of agricultural loans and 
withdrawal of warrants for arrest 

In the context of instituting certificate cases in various parts of 
the country
 
by the BKB.police have issued warrants for arresting 	defaulting farmers of agri
cultural loans. A proposal relatin9 
to realization of agricultural loans is under
 
consideration of hicihestthe level of the goveriimeuit. Under the circumstances, np 
decision on certificate cases and no arrest warrant are to be executed upto 30
 
June 198G. In those 
cases where the cases have been finalized and arrest warrants 
,. ve bexnr, issued, verdict on such cases and execution of arrest warrants will 
stay in abeyance till 30 June 1986. 

Suzer Rahman
 
Lt. Col.
 
for Principal Staff Officer 

Distribution:
 

Action:
 

- Managing Diirector, Bangladesh Krishi Bank, Head Office, Dhaka.
 
- Managing Directors, Sonali Bank, RupalL Bank, Agrani Bank and
 

Janata Bank. 

- All District Commissioners 

- All Police Superintendants 

Information
 

- Governor, Bangladesh Bank
 
- Secretary CabInet DILvision
 
- Scrctary, Finarince Division
 
- In',pector oeralPolice
'f 

- All Upa:; l a Chairmfon
 
- Private Secr,tur,, to the Finance Advisor
 

RFP Note: 	 AccordLng to a 5ubrequr:nt directive from tie CMLA's Secretariat No. 
7056/9/Civil-3 ,I;,t,-d 1' Miarch 1986 only Lie 1'orrowers of crop loans 
were brouirht 1nd,, the purview of the directive dated 25 February
I186. The dilecci tve was nol ap] cable to the lcance; in respect of
agricultiral proje&t;, oanctioried hy 21<5 and viiious commercial banks. 


