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SECTION A i INTRODUCTION 



A. 	 Robert R. Nathan Associates, Inc (RRNA) of Washington DC, USA 

performs as prime contractor on the Bangladesh Bank's (BDBI 

Rural Finance Project (RFP) which is funded by USAID/Dhaka. 

The RFP comwenced on 02 October i984 and is scheduled to
 

terminate on 01 September 1986. During 23 months of RFP, 

S.7. Akhmpe & Ct (SFACO), Chir-.rHr Ar-Jintant ard Mnoae'mnt 

Consultants, acts as sub-contractor to RRNA providinq entire 

local 	professional, administrative and logIstical support to
 

the RFP including such support of a national sample Rural 

Branch and Bank User Survey (RPBUS) covering 100 rural bank 

branches and 1500 rural households. The RBBUS looked closely 

into various features of the rural banking system and was 

specially directed towards gathering data on rural deposit 

mobilization and loan recovery problems. 

A.2 	 This report relates to an RFP requirement that bank accounting 

systems be studied with a view to determining how they might 

so as to give a clearer, rn:re useful (for planning andbe changed 

control purposes) picture of the financial condition of the
 

banks 	from branch level to headquerters. Special attention was 

intended to be given to the accountinq of lending operations. 

While 	all observations and recommendations contained herein are 

based 	 on SFACO's 28 years of professional practice as chartered 

accortants, tax advisorS and management consultants to a 

majority of banking organizations operating in the country 

including the BBB, it should be noted that this report benefits 

from full familiarity with other RFP research, reports and
 

presentations and continuous consultative dialogue with all 

senior members of the RFP professional staff.
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Bo Accounting Systems 

B.1.1 Provision for bad loans and accounting of interest income 

Accrual basis of accounting (where all expenditures incurred, 

even if not actually paid -in cash, and all income, even if not 

likewise actually received in cash to the date of drawing up of 

accounts, are accounted for) is followed by all banks in the 

c-,Jintry an elsewhere in the world. This synt, of icv Jrhtifg 

presupposes an accurate stocktaking of all payables and receivablts
 

at accounting date in order to ignorL iteas not considered payable 

and items not considered receivable by means of makiig adequate 

provision in accounts at that date. 

While expenditures are generally correctly reported, there is 

much to be desired in the sphere of reporting of income. Items of 

income not receivable are not adequately provided for - the 

principal item being interest accrued on advances and loans and 

provision made for bad and doubtful loans in accounts. 

B.1.2 Mechanism of providing for bad loans 

Provision for bad loans is now owde in accounts following 

specific instrdctions of B&B contained in their BCD Circular 

No. 41 of 1985 (Appendix I to this report). This requires 

classification of loans by BIB loan inspectors and prescribes 

provision thereagainst as follows I 
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Loan classification 
Substandard Doubtful Loss 

Prescription for provision 

in accountsi in the year 

report of BDB inspectors 

is received Nil 50% 100% 

Prescription for accounting To be treated as To be treated ae 

of interest incomr in the inromf for first incom- cnly when 

year the said report is 2 years from actually realized 

received date of classi- from customers. 

fication by BDB
 

inspectors 

BCD 	41 goes on to state that ­

- banks should raise the minimum level of provision to 4% of 

their total outstanding loan portfolio by accounting year 

1989 at following scale beginning from accounting year 1985 

09 	 at end of 1985 ............ 2%
 

60 	 in each of years 

1986 through 1989 ........... 0.5% 

- from accounting year 1990, banks should provide at above 

prescribed scale against advances as classified by BDB loan 

inspectors or at 4% of'total loan portfolio, whichever is 

higher. 

BCD 	41 further states that above guidclL-.- f---n! r and 

application of interest will also be applicable to similar 

classification of loans if done by banks themselves. In practice,
 

however, this is rarely done by banks, which throws these matters 

back to prescribed scale and percentages. This policy will have 

following drawbacks subsequently in ratter of determining amount to 

be 	provided for bad loans ­
0 O#C 
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- only a few representative branches are covered by BDB loan 
inspectors 

there is often a big time gap between dates of exmmination by
 

inspectors and date on which provisions are effected in
 

accounts by banks. During this gap, position of loans may
 

significantly change for better/wo-se
 

opinion of branch managers is never taken in respect of
 

B.1.3 Accounting for interest income
 

In accordance with BCD Circular No. 41 of 1985, if any stuckup
 

advance, classified by BDB inspectors as "sub-standard", continues
 

to remain stuckup, without any recovery of principal or interest
 

for 2 years or more after date of inspection, interest accrued on
 
such account from 3rd accounting year and onward after inspection
 

will cease to be treated as income of a bank. This means that
 

prior to that point of time, a bank will be fully justified in
 

treating interest on such stuckup accounts as its income.
 

Time lag thus provided by BDB is quite long and the matter is not
 

entirely left to discretion of individual banks whose accounts are
 

annually audited by chartered accountants and reported on. It is
 

more so because the condition "without any recovery of principal
 

or interest" described above has been very badly abused b,' branch
 

managers who often manipulate borrowers to put in a paltry sum in
 

their a~counts toward very end of accounting year in order that
 

such accounts get out of the net of stuckup accounts and managers
 

can freely take interest on such accounts to income to show an
 

inflated result of branch for their own employment record, promotion,
 

transfer to urban branch, increment, entitlement to annual bonuses,
 

etc.
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B.2 	 Accounting Proceduret 
And Banking P'actices 

B.2.1 Loan analysis 

Criteria of ageing and preparing breakdowns of loans for various 

accounting and banking purposes have not yet been standardized 

mnd therefore these were found to be at vpriance at different
 

banks and, more importantly, at different branches of the same 

bank. This tends to crf-ate confusion when one attempts to 

meaningfully analyse loan portfolios, 

B.2.2 
 Mode 	of adjustment of loan recoveries against 
various elements of loans
 

A loan balance comprises elements like principal, interest, penal 

interest, service charge, other charges, overdues, etc and there
 

has to be standardized guideline pref;-rlbing order In which loan 

collections should be adjusted against these various elements. No
 

such 	 standardized guideline exists, as a result of which banks 
adjust loan collections in different order; neither are loan 

ledgers provided with separate columns for recording these loan 

elements.
 

B.2.3 Accounting at branch level 

Following expenses are never cnsidered in accounts at branch 

level as'a result whereof finapcial and operational result of 
branch is always incomplete and distorted mking branch accounting 

statements useless for branch evaluation purposes ­

- provision for bad loans 

- loan and other writeoffs
 

0
- accrued expenditures 

- allocation of head office overheads. 



While no system exists of charging branches with a portion of 
head office overheads, first three items are always accounted 
for at heed office level while preparing annual accounts of a 

bank. 

B.2.4 Detailed acerunting procedures 

Steps involved in flow of accounting data from vouchers to cash
 

booK/)kdger(which forris the osl.s J pre,,a:t~or of weekly 

statement of affairs or trial balance) at the branch differ 

betw.een banks because of varying instructions issued by their 

respective head offices or procedures adopted by braRch managers 

themselves for sake of convenience. In some branches this results 

in extra work load. 

B.2.5 FormAts and ledgers 

Formats for weekly statement of affairs (trial balance) designed 
by respective head offices for reporting various items of income 

and expenditures differ between banks which makes interbank 

comparison very difficult. Different types of accountinig ledgers 
were found at branches. Some branch managers seemed to prefer 

loose leaf ledgers while others liked these bound.
 

B.2.6 Mechanization
 

While at some head offices pechanization (including use of
 

comput&rs) of accotunting and data processing is observed to some 
extent, most of their branches have introduced very little 

mechanization. Some branches do not even have electronic pocket 
calculators. This results in unnecessary and avoidable delays in 

accounting and data processing. 
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9.2.7 Inter-office interest rate 

Rate of interest on inter-office transfer of funds (head office 
to branch and branch to head office) was observed to differ 
between banks. While Pubali charged 14%, Rupali adopted 12 %. 

B.2.8 Circulars and instructions
 

BDP as the central bank of the country operates under functional 
and administrative control of Ministry of Finance (MOF) of 

Government of Bangladesh (GOB). Various circulars and instructions 

are from time to time issued by BDB, MOF and GOB. Rarely at any 

office or branch these circularo and instructions were found to 
have been gathered chronologically with any sequentipl and 

rational order. 

B.2.9 Branch log book 

Not very long ago in the past a permianent record called Branch 
Diary/Branch Log Book used to the maintained at all branches. This 
record used to be confidentially maintained and updated by managers 

themselves wherein a profile of branch was recorded covering 
features like command area of branch, customers, employees, etc. 

This used to give a very good picture of different aspects of 
banking potentials, untapped customers, staff quality dnd perfor­
mance, etc but, sadly enough, this record was found to he;'e been 
discontinued and was not found at any branch. Most managers seemed 

not to even heard of it.
 

B.2.10 Manuals 

Each bank follows Its own Book of Banking Instructions (BBI) and 
various manuals relating to banking, accounting, auditing, 
reporting, etc. In most cases these were not found updated.'0 

*4
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B.2.11 Pilin2 and indexing 

Filing and indexing systems observed at branch level were 

to be very inadequate and apparently neglected. 

found 

1.2.12 Storage and security 

Facilities observed to be available at branches regarding storage 
arnd s.-curA4ty of records and coll t.-ra ]c ,'P' cp., ' : wexe 
very poor. Quite often vaults or strong rooms, where important 

files and valuables v.re kept, w-re found to be very insecure and 
inadequate, Important records were often seen lying on floors. 

B*2,13 Branch manager 

Branch anager, specially one working in 

with a number of constraints and handicaps 

summarized as follows t 

rural areas, operates 

some of which may be 

- Major part of his office time is spent at his desk engaging 
in official and clerical work with no or very little time left 
for business promotional activities. It was observed that, on 
an average, rural branch manager spends 2 days in a nonth with 

customers (mostly non-agricultural) while rural or agricultural 

customers are handled by rural credit officers employed on a 

full time basis for rural branches. 

- Themanager, even if he wants to, cannot establish and 
maintain his contacts with his clients owing, specially, 

transport and communication problems. 

to 

- Quite frequently he is interfered and is under pressure from 
local social/political elements in matters of granting and 
recovery of loans. Security measures being deplorably weak at 
that level (rural branch), he finds no wisdom in antagonizing 
local influential elements primarily because he lives in their 

locality with his family members. 

1 
No' 
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He has very little authority and discretionary powers vested 
in him. For every little matter he has to seek permission and 

clearance of either head office or zonal or principal office. 

Since he seeks prior approval in all worthwhile matters, 

including cases of granting of loans, he thl's it is not his 

personal responsibility to recover loans. 

B.2.14 Rural borrower 

Agricultural and rural credit lending programs are undertaken by 

GOB mostly in isolation and many different credit lines are opened, 

quite frequently, in the same command area under leadership of 

different banks, This probably happens because aid/grant agreements 

are negotiated and annual development program budgets are allocated 

that way. But one can imagine predicamen of a rural farmer who 

has to go to different banks for his different credit requirements 
at different times of year each time wading through unnecessary 

bureaucracy and paper work (of which he is totally uncap-blt and 

also has to pay for services obtained) and corruption. He gets 

frustrated in the process and turns to informal local credit 

sources to meet his needs where he has no paperwork requirements 

to meet, gets his credit rightway and avoids corruption but all 

this at the costof exhorbitant interest rates. 

The lone borrower or farmer, is never eyed by the banking and 

credit machinery as an indiviiual with his own credit needs for 

an entire year but always as part of some particular farming 

program. His total profile is never prepared catering to all his 

needs (productive or domestic/personal) for a year which accounts 

for his channelling of credit obtained to unproductive uses 

eventually leading to loan nonrecovery. 

V/ 

-j 
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BO3 Income Tax Laws and Practices 

B.3.1 	 Provisions for bad loans are not allowe6 for income tax purpose 

and therefore these, when made in accounts, suffer tax at 6"., 
Even bad loans, when written off in accounts, are not normally 

allowed as deduction at first level of assessment. These are, in 

many cases, allowed after cumbo'trsome and time-consuming tax 

In 1984 income tax laws were amended to allow a provision for bad 

and doubtful debts made by banks for overdue agricultural or rural 

loans upto a maximum of 11% of such total overdue loans. Provisions, 

if any, inade in accounts in excess of 11, similarly suffer tax at 
60%.
 

These are very serious deterrants and act as disincentive for banks 

to provide for bad and doubtful loans. 

B.3.2 	 A summarized list follows of above and some income tax provisions 

and their practical application which offer very serious resistance 

to growth of deposits, promotional activities, correct accounting 

and reporting practices.
 

(a) Writepffs of bad loans (ba'b 


debts) routinely disallowed 

at first .eve, of assessment; 

mostly allo.wed after appeals 

an] litigation 

(b) Provision for bad loans (bad 

deb-s) not allowed as a 


deductible expense item 


ILL 

Reference to Income Tax 
Ordinance 1984
 

As per practice observed, 

although allowed under 

section 	29(l)(xv) 

Does not appear in list of 

business deductible expenses
 

under.section 29(1)
 



(c) Provision for bad loans (h-4 

debts) allowed to banks on
 

overdue agricultural or rural 

loans upto 1h% only of their 

overdue rural loan portfolio 

particulars of depositholders 

receiving interest, in excess 

of Taka 15,000, during a year 

(this has proved to shy away
 

existing and prospective
 

depositors)
 

(e) All interest earnings on 


deposits paid to deposit-


holders are tax exempt upto
 

Taka 15,000 only in a year
 

(f) Amounts placed in fixed 

depositaccounts by indivi-


dual3 do not qualify for 


deduction as investment 

allowance (this allowance is 

permitted in case of purchase 
of GOB securities, lifle 

insurance policies, etc) 

(g) Accumulations of staff 

provident fund are not 


allowed to be kept in banks 

(such accumulations are 

allowed to be invested in 

GOB securities, etc)
 

Are 

Reference to Income Tax 
Ordinance 1984 

Section 29(l)(xviii)
 

Section 44(2) sixth schedule
 

(part A) clause 10(1)
 

Section 44(2), sixth schedule 

(part B), clauses 20(1,4,5 

and 6) 

Section 2(6), first schedule 

(part A), clause 3(e) read
 

with section 20 of Trusts 

Act 1882 
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Reference to Income Tax
 
Ocdinance 1994
 

(W) 	A bank's interest earning Section 22 read with 

from its investment in GOB erstwhile Central Board of 

securities and corporate Revenue Circular No. 15 of 

shares and debentures is taxed 1954 

on receipt basis (irrespective 

of "at is sluwr in accounts 

as accrued income) whereas
 

its interest earning from
 

loan portfolios is taxed
 

on accrual basis
 

(M) Tax rebate at the rate of Section 29(1)(v)
 

10% of annual profito
 

(subject, however, to ceiling
 

of paidup capital) is allowed
 

for amounts transferred to
 

special reserve fund by
 

specialized financial institu­

-%

tions or development finance
 

institutions (DFIs) only for
 

augmenting their equity babe
 

but cormercial hnnks ar# not
 

given this facility.
 

1 
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B.4 	 Accounting, financial and operational 
disclosure in annual financial statements 

Banks are required to publish their financial statements once a year 

duly audited by professional and independent chartered accountants. 

Preparation of financial statements is guided by formats prescribed 

by and embodied in Banking Companies Ordinance 1962. These formats are 

shown, in somewhat abridoed versions, in Appendix 2 to this report. 

Study of formats will certainly reveal that these ­

have 	become very outdated by now (for one, these were designed
 

back 	 in 1962) 

offer very little disclosure to readers
 

are not even sufficient for purposes of income tax department. 

There is another bottleneck in way of adequate accounting disclosure 

for banks (specifically for those which are in denationalized/private 

sector and whose shares are quoted on Dhaka Stock Exchange Ltd). 

Corporate entities quoted on Exchange are exposed to significant 

disclosure in their published financial statements by Securities & 

Exchange Rules of 1971 framed under Securities & Exchange Ordinance of 

1969 but 'hese Rules have clearly exempt banks and insurance companies 

from disclosure requirements. Therefore, banks legally fulfil their 

obligations by adhering to requirements of formats laid down in Banking 

Companies Ordinance 1962. 

General realization in financial, ,nking and professional circles of 

inadequacy of disclosure of published financial statements is there 

but since relevant formats are statutorily prescribed there is very 

little one can do about it unless the guiding statute is amended. 

A(t'~ 
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B.5 	 Managem-.nt Information 
jsy t MIem - (Report ing) 

Tliere Is a friohtonino num'-r of management reports qrinrated at 

branch level. Their number, however, varies from branch to branch and 

from bank, to bank. flead office, also generate m-iny rep-rt,-. A qood 

uo.ss About their numbnr could be around 200. Reports are prepared 

with varylna frpqeency - daily, weekly, monthly, quarterly, bi-annually 

an m l,, y. T'',y a- di :;tr1I te-' d ffvr-.nt]y - t.-, pi Inc8al] cffice, 

z,)na2] Cff 7e, h-; d offic-, BPB, 1OF, GOP, etc havira no rati!inalized 
d istx:ik .jt ion c'i qrnnl. 

Reports qoin to hr-ad office are instantly distributed to concerned 

der:,-rtments/sections of heAd office where these are handled and then 

filed, Attempts to obtain copies of all reports at any c:5ice, due to
 

this 	reason, often ended in failures. Owing to this rpason, no head
 

office has so far been able to establish a central data bank where all 

infor'-"ion and reports are available and which could then ger.rate 
repor-s by exception for corrective steps .by top layers of management 

in time. 

Demands made by the n, reports are often very elaborate and the most 

interesting part of the scenario is that books and records, specially 

at branch level, aronot designed in a fashion which would conveniently 

yield fiqjre! and data to be fed into reports. Compulsorily,
 

therefore, hanch staff have to'qute frequently dig into elementary
 

records lik- votchers, etc in orde'r to prepare reports. An example
 

could be classification of loan amounts into important elements like
 

principal, interest, penal interest, service charge, other charges,
 

overdues, etc. Reportlng of these elements is desired, quite rightly,
 

by all concerned but loan ledgers do not appear to have been provided
 

with columns for recrirdina these elements. Tlhis nocfr-!tates consulting 

subsidiary records for report preparation. 

Once reports reach their destination, no feedback is generated for 

education or tralninq of offices preparing them. 

(A* 

http:Managem-.nt
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8.6 Auditing 

B.6.4 lypes of audit 

Branches/offices are subjected to audits/inspection by ­

- BDB inspectors 

- members of office of Comptroller e..d Auditor General, GOB 

- ehartered accountants. 

B.6.2 BDB inspectors
 

BDB inspectors mainly visit branches for purpose of classification
 

of loans in terms of requirements of BCD Circular 17 of 1975
 

(updated by 41 of 1985) of BDB. BDB inspection has not been found
 

to be adequate and while their inspectors do not audit/inspect
 

all branches of any bank, their reports on branches covered are
 

often very late.
 

B.6.3 Internal auditbrs
 

Banks' internal ,auditing/inspection systems leave much to be
 

desired. Auditors are half or quarter trained, there is no 

standardized auditing guidelines or audit programs used in audit,
 

there is no auditing manual 1j use and there are no instructions
 

on how to write audit reports .for management. As a result, internal
 

auditors mostly restrict their ,-+r., n9 Pr,knditure vouchers
 

on staff salaries, travelling allowances knd medical expenses and
 

expenditures on stationery, transport maintenance, etc which make
 

these reports of very little auditing value.
 

4eSt .Available D
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B.6.4 GOB auditors 

Members of office of Comptroller and Auditor General, GOB conduct
 

what is termed as commercial audits. These audits never yield any
 

results as these remain bogged down with unnecessary scrutiniza­

tion of establishment and administrative expenditures.
 

B.r. r r "Wrr I I --rF1 ! 

Audits conducted by external/professional auditors (chartered
 

accountants), by far, meet requisite standards and internationally
 

accepted auditing essentials and guidelines but these audits face
 

two very serious handicaps.
 

- Since external auditors have to certify annual accounts soon 

after year end they somewhat work under time ccnstraints 

and therefore their audit is limited to head office and big 

branches and offices necessitated by maximum possible coverage
 

of transactions in financial terms for forming and expressing 

a professional opinion on annual accounts. As nature of audit 

demands coverage of big branches, small and rural branches 

have t6 be most reluctantly dropped altogether.
 

- External' audit compepsation/fee is deplorably low compared to 

costs involved in doing a quality work by employing experienced 

professional personnel, for required span of time. This is a 

rtter of concern and' very often external auditors find it 

extremely difficult td perform-all the time maintaining 

professional standards demanded by audit of banks which deal 

with huge public money. 

IL. 
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5.7 Performance Evaluation
 

B,,1 	 At present budgets are prepared for each branch which includes 

budget lines like deposits, loans, income, expenditures (capital 

and revenue), etc only. These budget lines are so brief in 

nature that no purposeful analysis of branch operation or 

performance is possible. Activity or performance budgeting and 

,y),1At:)r rig ',ter's have nc,t yet bee:; really Irtro1ic,, at 

branch level. 

B.7.2 	 Employees are promoted and their compensation refixed based on 

number of years put in and not really based on periodic evaluation 

of their performance. 

B.7.3 	 Quite frequently a tendency has been noticed with branch managers 

to deliberately inflate branch profits because calculation of 

their incentive bonus entitlements is based on bank's total 

profits. In order to discourage this BDB has issued guidelines 

vide its Circular letter No. BCD(C)613/10-46 dated 26 December 

1985 (Appendix 3) whereby bonus is to be paid on the basis of 

actual recovery of loans and not on profits arrived at following 

accrual basis of income accounting. This will necessitate 

arriving at total cash recovery for entire bank in a year. This 

can be very easily done by inserting a "received in cash" 

column In recovery portion (credit side) of loan ledgers.-!0 
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W -. eferenc to Ob..rvattoi 
(ect on a) 

Cal Accounting systems 

Although banks are Justified in making provision in 

accounts strictly in terms of BCD Circular 41 of 1985, 

yet overall position of provision should be -tudied in 

a broader and more realistic persper-tive as banks are 

financil inctitutions dealing with pub'ic R-ney Eil 

they should be financ'ally conservst. 'e in their total 

approach. The matter tiberefore necessitates reconsid-

eration and banks should create provision based on 

their own latest assessment of all loan accounts of all 

branches. in which opinion of tranch managers should 

play the most dominating role-reports of BDB loan 

inspectors providing guidance only. 

B.l.1 

B.-12 

B.I.3 

C.2 Accounting procedures and banking practices 

C.291 Criteria of eeing and preparing bre, kdowns 

loans for various accounting, reporting and 

banking p~rposes should be standardized. 

of 

B.2.1 

C.2.2 Mode of adjustment of loan recoveries against 

various elements of loans should be determined 

and fixed for application. B.202 

C.2,3 Branches must be made self accounting units 

through incorporation of' all accrued expenses 

including a share of their head office overhead, B.2.3 

C92.4 Detail accounting steps involved in flow of data 

from vouchers to drawing up of trial balance 

need to be made uniform between branches as well 

as banks. 

B.2.4 
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(Section B) 

C.?.5 Formnt of we.ekly trir,l bnlnnce (rtrit n, nt rf 

nffnirs) rhuld be mid, uni I orm with ccomwo'J.r-

tion of previous period figurer for comparison 

purposes. led, er forms should be identical. 

8.2.5 

C.?.- .ini ;irr amount of mech:,ni-ritin- should be 

Pndi jffir rnc-y. B.2.6 

C.?." All circulrr, IStructionr, etc should be 

properly filed alnO'indexed. Steps should be 

takez, to thorouhly streamline overall filing 

anid indexin F systemrs in order to improve the 

working Atmosphere and increase efficiency. 

NManunls in use mmst be kept updnted. Branch log 

book should be re-introduced. 

B.2.8 

R.2.9 

B.2.10 

B..11 

C.1.8 Stornge ind security arrangements for preser­

vation of records and valuables should be B.2.12 

greatly improved. 

C.2.9 Branch manager must be made more independent, 

aggressive snd, businesslike. He must be given 

more authority and necessary facilities with 

equall2y demnding responfibility. lie should be 

in a position to indepvndently ascets a loan 

applicart, give him loan and. take all necessary 

steps to, recover loan includint!, whei ever called 

for, taking wilful defaulter to doors of ju-tic­

with absolutely no interference -social, political 

or otherwise from any qunrter. He should be 

judged by his perlormnce, given incentive and 

rewarded for good work and penalized for negli­

B.2.13 

gence and bad performance.


(7. 



- o - Reference to Ob'erv 
-ions (Section B) 

C.2.10 Rural farmer should be viewed in a Lotal
 

perspective. His entire annual credit needs
 

should be taken into consideration by providing
 

him one-stop service as has been visunlized for
 

city-based industrialists. He should be given a 
Bofrrower Credit Card which will h(Ay him'. in getting B.2.14 
all his credit nvedo ft ona bjL branch thatd at he 
cf1U r0 LV ue the most convenieiit for him. lntrodu­
ctior: ('4 tfa.,, crire : ] F11T heij, if, vo :i the 

possibility of hic getting ,redit from -ore than 

one bank or even more than one branch. 

C.3 Income tax laws and practices 

C.3.1 	 Writeoffs and specific provisions made by banks, as
 
per their own appraisal, against all uncollectible
 

loans should be allowed ac deduction in order to
 
encourage adequate provision in accounts. On the
 
other hand, in order to discourage borrowers from 
 B.3.1 
not paying back their loans at all, tax statutes B.3.2(a) 
should be suitably amended to tax such delinquent B.3.2(b) 
borrowers for amount of bad debt writeoff or B.3.2(c) 
provision allowed as tax 	deduction to banks-thereby 

equalizing effect on internal tax mobilization of GOB.
 

C.3.2 
Banks should be made exampt from submitting particul­

ars of 	recipients of interest on deposits. This will go 
a very 	long way in augmenting and mobilizing bank
 
deposits. In 1985 national budget an announcement was 
made for withholding taxes from interest paid on fixed
 
deposit accounts. This created such a scare in the mi; is 
of depositholders(even after repented assurances from 
GOB that their names will not be disclosed to taxing
 
authorities) that there was virtually a run on banks for 
withdrawal of funds and closure of fixed deposit accounts
 

and eventually MOF was compelled to totally withdraw
 

that announcement forthwith.
 

~10 
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C.3.3 	Ceiling of tax free annual interest earning on bank
 
deposits should be increased from existing Taka 

15,000 to T.-ka 50,000. Alternatively, these could 


be taxed et a concessional rate. This will boost
 

deposit mobilizntion greatly.
 

C,3.4 	Amounts invested by individuals in fixed deposit
 

hLCY.,Urit5. F-:u]6 b" treeted pni ­at wi tr, ,it 

sELaritiev- rind life insurance policier for purpose 

of deduction as investmpnt allowance paving the 

way for deposit mobilization. 

C.3.5 	Accumulations of staff provident fund should be
 

allowed to be invested in term deposits with banks. 


This measure, too, will bring considerable amount
 

of funds into national banking channels.
 

C.3.6 	Taxing a bank's income from its investment in GrB
 
securities and corporate shares and debentures and
 

from interest on loan portfolios should receive
 

identical tax assessment treatment and the second 


should be, like the first, taxed on receipt basis.
 

(This could be an alternative to allowing writeoffs
 

of and provisions made in accounts against uncoll­

ectible bad loans.
 

C.3.7 	In order to allow banks to augment their equity base
 

which, in turn, will ensure their financial sound­

£Ioo, £Avii-D1Jo b;juuld also be, like DFIs, given a 

tax rebate of 109 (subject, ofcourse, to same DFI
 

ceiling of paidup capital) of annual profits for
 

transfer to a special rese;-ve fund.
 

0 

0 

Roference to Obtsen
tions (Section B)
 

B.3.2(e)
 

B.3.2(f)
 

B.3.2(g)
 

B.3.2(h)
 

B.3.2(i)
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C.4 Accounting, financial and operational 
disclosure in annual financial statements 

c.4.1 It is high time formfts of finnncial statements 

are changed/amended, to the extent feasible and 

in phases, in line with internationally accepted 

principles of accounting and disclosure requi.-d 

by Interretion;1 Accou tin- Stand ,rds (]A7,s) 

publintaed iron. trr", to time by a .rr r'tiori Acco-

untip.n,;,nn!,mrdE Cormittee(IASC). ]tk' should be 

uniformly kdopteu by all bnnks tit national .evel 

since Institute of Chartered Accountants of 

Bangladesh, which regulates the profe.,sion of 

accounting, auditing and reporting in the country, 

became a member of IASC back in 1977. 

B.4 

-C.4.2 Since banks deal with public money, investors have 

every right to know about their financial dealings 

and position and fherefore there is no reason why 

banks (irrespective of being in public or private 

sector) should remain outside the ambit of compul­

sory disclobure under Securities & Exchange Rules 

of 1971. The Rules should therefore be amended to 

B.4 

include banke also. 

C-5 Management informntion system - MIp (JPerorting) 

C.5.1 Number of reports should be.'drastically reduced 

through a process of con l'4t'' n 

and integration of existing multifarious reports. 

Data bank at head office of each bank should be 

established. An executive summary of reports 

should be prepared by each branch/office highligh­

ting strategic performance areas. Reporting 

channels (both for their timing frequency and for 

distribution) need rationalization. 

B.5 

A ) 
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C.5.2 	 Basw)d on collectability, standardized guidelines 

should be isaueJ by BDB for classificntion and 

ageinig of loan portfolios. 

C.5.3 	Depositholders should be categoriscJ into various
 

professions/strata of society in order to measure
 

potentially untapped pockets of deposits in
 

commnnr 	 nrep or each brp'rh. 

C.5.4 	 Programwise segregFaton o deposits and lending 

should 	be done at each branch to evalunte
 

viability, popularity and 	effectiveness of various
 

economic programs of GOB. Consideration may be
 

given to possibility of programwise accounting by
 

alloting cost and income centres to each GOB program.
 

Necessary changes may be made in accounting systems
 

and procedures to accommodate these requirements
 

under the direction of BDB at national level.
 

C.6 Auditing 

C.6.1 	BDB inspectors should be properly trained to adopt 

modern auditing practices and techniques of loan B.6.2 
.valuation. Steps should be taken to ensure sub­

mission of their reports on time.
 

C.6.2 	Internal audit department ifhst be upgraded. Quali­

fied personnel should be appointed and trained in 

modern bank auditing techniques. Their entire B.6,3 

approach and outlook towards auditing are to be
 

changed so that external auditors can rely on
 

internal audit work. 

C.6.3 	 Audits conducted by office of Comptroller and
 

Auditor General, GOB should be discontinued for 


banks. 

( 	 )
 
B.6.4 
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C.6.11 Audits conducted by external auditors should be 
done in close cooperation with internal auditors 

(provided standard and quality of internal auditors' 
work is sufficiently raised) in a way that external 

auditors can rely on the work of internal auditors 
th ( E z-.' i -,,i i~ i"- n ,, f, r,i:,h, d L.;, _'.ic;i t I c,. 0 r" wc,F;.. 

B.6.5 

C.6.5 All branches of a bank should be, by rotation each 
year, covered by external audit in way that total 
coverage is complete, say, within a span of 4-5 years. 

B.6.5 

C.6.6 Appointment of external auditors should be left to 
discretion of banks themselves and the matter 

should not be decided by GOB (as in case of 

nationalized banks). 

B.65 

G.6.7 External audit ccmpensation/fee should be fixed on 
commercial considerations following recommendations 

of Institute of Chartered Accountants of Bangladesh. 

B.6.5 

C.7 Performance evaluation 

C.7.1 Budgeting system at branch -level should be improved 

to help management in monitorinz and decision 

making.' 

B.7.1 

C.7.2 Employee compensation should be reviewed and refixed 

based on performance and not on length of employment. B.7.2 

C.7.3 Incentive bonus should be tied to recovery of loans 
at branches as already decided by GOB. Implementation 

of this policy should be strictly and forthwith done. 

B-7.3 

.. , ' . 
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C.8 Training 

Foregoing recommendations should be imp]emented in
 
phases by dividing these into short term and long
 

term stepn. Short term steps should be completed in
 
L yv: rt' 'I-, 6i I 2c or- t(1 ct;t bc, exUuted 

in 4 years. Accordingly, staff at all concerned 

levelr should b- trained in phssea so that implemen­
tation does not face any bottlenecks. Alongwith
 

training there has to be an ongoing program of staff
 

evaluation and. repeat training.
 

A 

)(dA 
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BANKING CONTROL DEPARTMENT 
BANGLADESH BANK
 

HEAD OFFICE
 
DHAKA
 

NO. BCD CIRCULAR NO. 41 
 Dated: The 24th December 1985
 

All Scheduled Banks 
in Bangladesh.
 

bear 	Sirs, 

APTLICAT] N OF ]NTIT!;ST ON CLASSIFILD LOANS 
ANID ADVANCES AND MAKING PROVISIONS ThEREFOR 

In supersession of the instructions contained in BCD Circular No. 17 of 1975
 
and No. 17 of 1976 and incorporating the guide-lines given in BCD Circular
 
No. 37 of 1985, the following instructions are issued with repard to the
 
application of interest in classified advances and making provision there­
against for necessary action by the banks
 

2. Provision against classified advances 

(a) No provision need be made against advances classified as 'Sub-Standard' 
by the Bangladesh Bank inspectors. But provision should be made 
against acvances classifipd as 'doubtful' and 'loss' by the Bangladesh 
Bank inspectors at the following scale in respect of both public and
 
private sectors
 

(i) 	 Doubtful 50% of the total amount remaining
 
classified in this category.
 

(ii) Loss 100% of thba total amount remaining
 
'lassified in this category.
 

(b) 	Provision at the tscale mentioned-at para 2(a) above should be made
 
in the'same accounting year bh which the inspection report from
 
Bangladesh Bank is received.'It cannot be deferred to subsequent 
accounting years. 

(c) 	It has also been decided that banks should raise the minimum level of
 
provision to 4% of their total outstanding loan port-folio by the
 
accounting year 1989 of the following scale beginning from the
 
accounting year 1985
 

Ci) 2% of the outstanding 	loan at the end of 19?5. 
(ii) 	 At the rate of O.5% of total outstanding loan in each subsequent 

year upto the accounting year 1989. 

(d) 	From the accounting year 1990, provision should be made at the 
prescribed scale against classified advances or at .4% of total loan 
port-folio which ever is higher.
 

(e) 	Irovision made against bad and doubtful debts should be deducted by

the banks from their total outstanding loans and advances and only the 
resultant balance should be shown in all their returns to be submitted 
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to Bij1r]ndesn Bank so as to reflect a ret,]istjc position of their 
assets and linbilities. Such provisions should naso not be shown 
as reserver in the returns to be submitted to Bangladesh Bank aL 
in the case o Balance Sheet. 

5. 	 Application of interest on clnssjfi,.d ndvnncen 

(i) In the c.se of advances classified as 'doubtful' or 'loss' interest
 
should neither be debited to the concerned loan account nor credited
t(, to. f. r. tU Ac c -Unt/I ntejent ;u r Acc ,uu t by barn. ri ht fron 
the dnte of c]rf;,,1fi catior. of the rejr tive r11vanrces. hut separite
reccrd of sucr: interest rhould be kept b- thr UVinkr- so that. the same 
may be claimed from t'e concerned borrowers r,nand when required.
Such interest may be taken into income account of the bank as and wher 
actually realised.
 

(ii) In case of advances classified as 'substandard' interest accrued may

however be credited to interest account for the first two years from 
the 	date of classification of 
the 	relative advances. Interest on such

advances thereafter should neither be credited 
to interest account/

interest suspense account nor debited to 
the 	concerned loan account
 
as in the case of advances clasr'fied as doubtful and loss if the
 
relative advances remain stuck up without any repayment during the
 
first two years from the date of classification.
 

4. 	 The above instructions regarding provision and application of interest will
also te applicable to advances considered as 'sub-standard', 'doubtful' or
 
'bad' by the bank itself.
 

5. 	 The external auditors of the banks should ensure that verification of all 
stuck-up account has been carried out by inspection team of Bangladesh
 
Bank/Commercial Banks' own inspection team.
 

6. 	 The above instructions will come 'into force with imm-diate effect. 

7. 	 Banks are, therefore, advised to circularise the above instructions to
their branches in Bangladesh immed<iately and ensure meticulour compliance 
of the same. 

Please acknowledge receipt.
 

Yours faithfully, 

MOHD. BUZRUCH MEIHER 
Deputy General Manager
 
Phone: 281944
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Formts prescribod In the Bankirg Companies Qrdin&mvce 1962 

B0lance Sh-et (To. A) 

Capit.] and Llabil]Itlea Property and Anetm 

Capi ta] Cash 
Authortaed 	 (1) Blanme with other banks 
Ilsued, subacrlbed 

paidur 

Remrve fNnA andot'lr 
renr a, 

Str,!i nr. r , ,rve 
Sppcin3 renerve 
General re#Arve 

mnd 

Depoalta and other accountn 
'iled deponi ta 

Znvinr-a tank de-o.-I ts¢ 
Current e.cournta, coritiri-

g.et-rv a ouni1t,, etc 

1%L '* ;n ~ ~b 

(11 1.i !, f-,r il ha 

be at bille recelvae, 
am per contra . -

Other l on-

AccerLaren, er.lor-errents 
and Other otli btl one, 

an per contra 

Profit and lona 

! Jon i:.e 'n'L~a'l~t~a,,"(1) 

(1l) Pipure ~n,-arotoly rei-o'ted 

for wit,,ri and otllide 
the C .;"try 

(2) Some more infcrmtve 
particuars,Apr ,t frO 
th. 14 c~leeaification , 

are included ir.the 
puLllahed balance sheit 

Tota : Taka 

Expenditure 

Irofi, nl Lta Account 

Interest paid or. depomits, 
borrowin-e, etc 

Salaries, allottnren arri 
provident foid 
To chief ex4cutive 

To othera 

Dire.tor' fees and 
a nlwan-om 

Rent, taxes, insurance, 
lirhting, etc 

Law chargen 
Foetat'e, telerram. and 


Auiitorr' feet
 
Depreciatinr on and 


Money at cal] and short
 
notice
 

Inventaerts (a'. conr') 

Advnr-e, (]e'-. provi,,io:
 
mIilC to tho alinfaction
 
of a dI t orrn)
 

(1) 	 Loann, cash crodltm,
 
overdrnfts, etc
 

(1) Bil In diprcount-d arid 
purchased 

(h) f~tw"'tior:*o!
 

-¢:;*ful r o','. ,t., c-'. 

noe'curity 

- det-ortt' pr.trw:s 
aecurit only
 

persort lintiitl.ee
of ont- or f'tre
 

partieu ir adljitinr 
to. pern.r:, ;erur­

ity of del-tors 

Deb ta co1n1'tered do'1:tful 
but ntct;:tvlded for 

Bills 	re,-eiynt~le tb-i:r t illn 

for ccllertion, an per 
contra
 

Conptituerita' liatiitien
 

for ecc-ptances, endor­
semen ts and other ot,l ­gations, an per contra 

Prgain lo dpecentren 

Promises less depreciation
 
Furniture and fivturv 

leas depreciation
 
Other onseta 
Ran- ba nk,.ng asaets 
Profit and Ioa 

TotaliTaka
 

(Form B)
 

Income (Ueasproviions
 

made dot.in the year) 
Inter-est aid discount 

Coxiaaion, exchange and 
brokerage
 

.ent
 

Net pr-,fit on sale of 
investment and other 
aneta 

Net profit on revaluation 
tampsa 	 of invetmntn and other 

aaaeta 
repairs to bfnV's property Income fr-n nnn-banking 

Stationery, printing, asiOeto 
advertiaement, etc Other reeiptg 

Low from sale of non­
bankinp as ets Loe (if any) 

Other expendi ture 
balance of profit 

Total i Taka Total : Taka 

0 em nw a eta 

http:lintiitl.ee
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BANKING CONTROL DIPAR1Ik11T 
BANGLADESH BANK 

HfEAD (FF1 ch; 
DH AK A 

Circular Letter No. BCD(C)613/lO-46 Dated 26-12-85
 

Sor, li~'Jtrti~,/Airan IiPiu 1i bank 
liep' t fficE 
1)hr,k , 

Dear Sirr, 

FAYF2T 0'IIJCUTIV BONUS TO 
THE Ei}'I.OYEF-5 OF NCBS. 

In view of ECNECS decision tit-t bonus be paid on the basis of actual 
recovery and not on accrual basis, the following arrangements have been 
suggested by the Ministry (,f Finance in this rega-d. 

i) 	 fJClis should strictly follow the orderr of the langladesh Bank with respect 
to classification of loans and to make adequate provision for bad and 
doubtful debts; 

ii) 	 Auditors would be asked to submit confidential reports to th Ministry of 
Finance whether these instructions egarding classification of advances 
and making provisions thereagairist are being adequately 'ollowed by NCBs; 

iii) 	 Bangladesh Bank will at random inspect 10(ten) ;epresentative branches of
 
each of the NCBs tr, make assessinent )f cl-ssificsiion of loans and
 
provisions for bad and doubtful debts. Bangladesh Bank will crm-lete the
 
inspection by March every year
 

iv) 	 P-rvortioun of bad and doubtful debts in relation to the total loan as 
found from above exercise would bi applied for the bank as a whole for 
estimating provisions for bad and doubtful debts before calculating bonus; 

v) 	 ihile doing the inspection as mentioned in sub-para(iii) above, Bangladesh 
Bnrak will also examine recovery in actual and accrual terms for few 
branrchirs an(! recommend weightPFg between the two types of incomes that 
comes to approximate tho results foun- by making actual classification/ 
provision as per sub-para(iii) above.
 

Yours 	faithfully,
 

(A. . '1'A'.qt2UE AIMI2)) 
DEIUTY 	 GENEP1A, MA1'AGLU 

1H(:NEu: 2ULk9ib 


