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Message from Director General 

 

Bangladesh Institute of Bank Management (BIBM) has introduced a number of review 

workshops in its annual academic calendar to review overall activities of different 

functional areas of banks (Credit, Trade Services, Treasury, Internal Control & 

Compliance, Information Technology, Human Resources and Islamic Banking). From 

2019, two more additional areas, Sustainable Banking Activities and Regulatory 

Reporting Requirements have been included in the list. In these review workshops, 

keynote papers are prepared by the research teams comprising the faculty members of 

BIBM and experienced bankers from different banks. The main objective of these 

papers is to highlight the overall activities and major challenges of different functional 

areas of banks. The research papers are finalized after the discussion in review 

workshops with the concerned heads of departments of different banks. 

 

The present compendium, the eighth of the Banking Review Series, combines nine 

review papers. We hope it would attract attention of not only bankers, but other 

professionals like credit analyst, economists, development practitioners as well as the 

academic community. BIBM would also welcome comments, critiques and suggestions 

on the themes contained in these review-based publications. 

 

 

Dr. Md. Akhtaruzzaman 

Director General 

 

 

 

 

  



Foreword 

 

papers in different functional areas of banks. A total of nine areas (Credit, Trade 

Services, Treasury, Internal Control & Compliance, Information Technology, Human 

Resources, Islamic Banking, Sustainable Banking and Regulatory Reporting 

Requirements) were covered in this publication. The review studies are undertaken 

mainly to bring the Head of the Departments of the mentioned areas of the review 

workshops within the capacity development program of BIBM on a continuous basis. 

The research team, comprising the faculty members of BIBM and experienced bankers 

from different banks, prepared a keynote paper for presenting before the expert bankers 

of the relevant desk. Presence of operational bankers in the Review Team is very useful 

to understand and draw facts about operational issues and challenges. We believe that 

the publication would be able to offer easy access and understanding to the readers on 

the research outcomes of the institute.  

 

Our sincere thanks goes to Dr. Md. Akhtaruzzaman, Director General of BIBM for his 

continued guidance, support and encouragement. 

 

ccumulates all the 

key findings of the above-mentioned review areas conducted during the year 2019. 

BIBM usually publishes this document by the first quarter of the following year. This 

year, the publication got delayed because of general holiday for an extensive period on 

account of the Corona pandemic. We expect suggestions from our readers and 

stakeholders on our way to serve the banking sector even better in the future. 

 

 

Professor Dr. Shah Md. Ahsan Habib 

Professor Md. Nehal Ahmed 
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Credit Operations of Banks 

 

1. Introduction 

The credit flows to the economy remained moderately strong in 2018 to support a robust 

real GDP growth of 7.86 percent in FY 2017-18 (Bangladesh Bank, Monthly Economic 

Trend, January 2019). Domestic credit growth reached 13.3 percent in December 2018 

which was remained within the programmed target of 15.9 per cent (Bangladesh Bank, 

Monetary Policy Statement, January-June 2019). The balance sheet size of the banking 

sector recorded of BDT 14,072.2 billion at the end of September 2018 in which loans and 

advances constituted 65.4 percent of total assets. 

positive movement of commercial banks facilitated to extend sufficient credit to MSMEs, 

agriculture sector, green projects and labor intensive firms.  

 

But unscrupulous as well as inefficient activities concerning the quality of credit hid 

many achievements of the banking sector. The number of banks with 10 percent or higher 

NPL ratio consistently remained high which seemed to be a sign of stress for the banking 

industry (Bangladesh Bank, Financial Stability Assessment Report, July-September 

2018). Additionally, default of rescheduled and restructured loans might worsen the asset 

quality of these banks in future. Additionally, there is no visible sign that the borrowers 

received scope of rescheduling and restructuring were regaining their health. BB 

acknowledged that with all the progress achieved, the performance of the financial sector 

still remained suboptimal and below its true potential.  

 

The detrimental effect of loan default on economy was known to all.  Banks could not 

convert savings into loanable funds as they had to keep aside the amount equivalent to 

the bad loans as provision. As a result, banks' cost of funds increased and lending rates 

got higher. Bad loans impeded further economic growth as banks' lending capacity got 

tightened. Sometimes, banks were so stretched that they were not even lending to healthy 

companies. These were holding back growth of the economy. 

 

In this perspective, Government and Bangladesh Bank (BB) were committed to bring 

down the default loan at zero level. Both were serious to take action against the loan 

defaulters, to punish the offending bank officials, to free the banks from related person 

lending and to allow the banking sector to function professionally within a supportive 

legal framework. The Bangladesh Bank Governor Mr. Fazle Kabir advised frequently 

scheduled banks and Financial Institutions (FIs) to be more active in controlling the 

classified loans for sustaining the economic growth and maintaining stability in the 

financial sector. Additionally, BB rolled 
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Credit Risk Rating System (ICRRS)  to rein in spiraling bad loans. Additionally, as per 

recent direction of BB, banks could write off debts that had been marked bad for three 

years from their balance sheet. The new central bank decision would assist banks to cut 

default loans by a huge amount.  

 

Bangladesh economy has been regarded for its strong growth level, future high potential, 

sound macroeconomic indicators and strong base of young entrepreneurs more than a 

decade. We could not simply allow credit operation of banks to become worse and result 

in amputation of healthier parts of economy. By any means, we had to to maintain quality 

of credit operation1 in banks.  

 

BIBM reviewed the credit operation of banks of 2018 consecutively for the eighth time. 

The findings of this post mortem initiative were expected to be helpful for banks to take 

necessary corrective measures in their future credit operation activities.    

 

The main objective of this study was to review different aspects of credit operation of 

banks in 2018. Section-2 presented data and methodology used in the review. Section-3 

reviewed recent issue-based literature relating to credit operations in banks published in 

2018. Section-4 showed activities associated with credit operations of banks. Section-5 

reviewed changes in regulatory and supervisory requirements for credit operations of 

banks in 2018. Section-6 evaluated the credit portfolio of banks. Section-7 reviewed the 

norms followed by banks in their credit operations as per the CRM manual. Section-8 

presented five cases pointing out some causes of success/ failure. Section-9 showed the 

status of the issues raised in the 2016 credit review. Finally, a number of challenges 

observed in credit operations in 2018 and possible solutions were discussed in section-

10. 

 

2. Data and Methodology 

The credit operations in banks of 2018 was reviewed depending on both primary and 

secondary data. Primary data had been collected by administering a semi-structured 

questionnaire from the heads of credit/ credit risk management department of all banks. 

Questionnaires were sent to all banks. Finally, 32 banks consisting State-owned 

Commercial Banks (SOCBs), Private Commercial Banks (PCBs) including Islamic 

Banks, and Foreign Commercial Banks (FCBs) returned questionnaires with their 

 
1 Good quality of lending must have the features like coming back money in accordance with agreed terms 
of repayment, investing the money in productive sectors, applying money by the borrower according to stated 
purpose,  making rational amount of  profits for banks, taking security as an insurance or a cushion , 
considering national interest and taking calculated risks and a successful hanker is an expert in assessing such 
risks, diversification of advances. 
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responses. Secondary data sources included various publications of Bangladesh Bank like 

Bangladesh Bank Annual Reports, Economic Trends, Bangladesh Bank Bulletin, 

Scheduled Banks Statistics, newspaper, and circulars issued and manuals. In addition, 

credit policies of the commercial banks had also been vetted to understand the compliance 

level of banks. Data for 2016, 2017 and 2018 had been used in the report. This study was 

mostly descriptive in nature. After data collection, necessary screening had been 

performed before tabulation and graphical presentation. Then concerns expressed by the 

CRM had been analyzed. Simple financial and accounting tools were applied in this study 

for ensuring concreteness of the findings. Five cases on different issues regarding credit 

operations were analyzed to get an insight into the causes for success/ failure of the 

projects. The paper was finalized by taking into account the comments given by the 

designated discussants and participants of the review workshop. 

 

3. Brief Review of Issue Based Recent Literature 

Issues Reviewed Literature and Discussion 

Loan scams, ethics 

of board members, 

management and 

officials 

Governor YV Reddy in his speech in Nurul Matin Memorial 

Lecture stressed that trust and confidence are the fundamentals 

building trust and confidence is a work of a lifetime but one that 

can be lost overnight. Poor management of the banks results in 

bad quality of loans which indicates the increasing of non-

performing loans (Calice, 2012). Four pillars of ethics in 

banking are: (i) comply with all laws, rules and regulations to 

ensure soundness of operations. (ii) fair and equitable treatment 

of all stakeholders, (iii) full, truthful and transparent disclosure 

of their financial health, and (iv) behave as socially responsible 

corporate citizens. 

action to control 

adventurous and 

influential 

borrowers 

Kabir 2019 stated that willful bank loan defaulters, who are 

influential in the society puts the economy at risk in connivance 

with a section of unscrupulous bankers. He emphasized on 

rigorous training and state of the art technology for monitoring 

the loopholes of banks. Rajan (2016) opines about structural 

reforms that Reserve of Bank of India intend to implement in 

the financial sector, which will build on the platform of 

macroeconomic stability to generate growth. According to him, 

we will increase efficiency through greater entry and 

competition. We need more participation in our financial 
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Issues Reviewed Literature and Discussion 

markets to increase their size, depth, and liquidity. Technology 

can also be very helpful in reducing the costs of the supportive 

frameworks, and can bring hitherto excluded populations into 

the financial fold. 

Credit operation, 

lending policy and 

NPL 

A default is not completely an unreasonable pronouncement. 

Rather a defaulter takes into account probabilistic evaluation of 

a variety of costs and benefits of his decision. Lazy banking 

policy (Reddy and Agarwal, 2003; Sinkey, 1991; and Dash and 

Kabra, 2010). Day by day the non-performing loans are 

increasing for lacking of risk management system of the banks 

which menaces the profitability of banks. This research presents 

the proposition that banking sector can avoid their non-

performing loans by adopting methods suggested by the central 

bank of perspective country (Haneef and Riaz, 2012). 

According to Alamgir (2015), the modus operandi of 

sanctioning loan to deserving entrepreneurs is a question to 

ponder about. Had there been sincere and honest actions by the 

lending authorities there would not have so high percentage of 

classified loans in almost every schedule Bank in Bangladesh. 

Gandhi (2015) in his speech on Problem of Loan Management 

& MSME Financing mentions that access to finance can only be 

successful if qualitative aspects are taken into account. He adds 

that although financial access is critical for MSME growth, 

expansion of financial access should not be achieved at the cost 

of financial stability. 

 

 

NPL, 

macroeconomic 

variable and GDP 

growth  

Ahmad 2019 opined that I 

explanation for bailouts and sustaining of banking dysfunctions, 

f

political system in many countries creates a stake in financial 

institutions which ignores the large conflict of interest that can 

shape this relationship. Ethics in banking, in my view, lies not 

in how ethics shapes the design and operation of the banking 

system but more in how it governs the relationship between the 
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Issues Reviewed Literature and Discussion 

political system and the financial sector. According to Fogila 

(2009), the loan performance is put into relation with 

macroeconomic indicators such as nominal interest rate, 

inflation rate, change in real GDP, economic growth, 

unemployment, and the change in terms of trade. One of the 

problems of such approach, taking macroeconomic variables as 

exogenous is that they are concurrently affected by a distress in 

the banking sector  

 

4. Functions Associated with Credit Operations of Banks 

Function associated 

policy, vision, mission as well as guidelines and directions given by Bangladesh Bank 

from time to time. Of course set steps starting from discussion between bank and client 

and ending with recovery of loan are also reflected in activities of Credit operations in 

banks. As a whole, an overall picture of activities of credit operations of a bank are 

outlined in the Appendix-1 and decision flow chart of borrower selection is presented in 

Appendix-2. 

 

5. Changes in Regulatory and Supervisory Requirements for Credit 

Operations of Banks in 2018 

With a view to streamlining the credit operations of banks and maintaining quality of 

credit, Bangladesh Bank issued a number of prudential regulations, guidelines and 

circulars in the year 2018. Relevant regulations, guidelines and circulars of the year 2018 

as well as a few very relevant regulations issued in 2019 are summarized below. 

 

Table 5.1. Requirements Set by BB 

Date Circular No. Title Content 

01/04/2019 DFIM 

Circular No-

2 

New Policy Guideline 

on Bank Loan Write-

off 

Banking Regulations and Policy 

Department of the central bank on the day 

issued a new write-off policy, allowing 

banks to write off a loan worth below Tk.2 

lakh without filing lawsuit. In the 

previous policy, the limit was Tk. 50,000. 

According to the new policy, banks will 

also have to write off bad loans after three 

years of becoming classified without any 

possibility of recovery in near future. In 

addition to that, the loans/ leases/ 
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investments those are irrevocable for long 

time or already accounted for bad and loss 

for the last three years, can be amortized 

permanently. 

31/03/2019 SMESPD 

Circular No-

01 

Loan Fund for Pre-

finance under Program 

to Support Safety 

Retrofits and 

Environmental 

Upgrades in the 

Bangladeshi Ready-

Made Garments 

(RMG) Sector Project 

(SREUP) (BD-

2230322) 

Bangladesh has constituted a Loan fund in 

Bangladesh Bank to support the RMG 

factories through medium to long term 

Safety Retrofits and Environmental 

Upgrades in the Bangladeshi Ready-Made   

Garments (RMG) Sector Project 

(SREUP Agence 

Française de Développement).  The loan 

fund size of the project is EUR 50 million.   

28/10/2019 ACD 

Circular No-

01 

Revised Guidelines for 

Refinance Scheme on 

Milk Production and 

Artificial Insemination 

Banks and specialized financial 

institutions will enjoy refinancing scheme 

from Bangladesh Bank at the bank rate of 

5% and clients will be charged maximum 

4% interest rate. 

30/10/2018 BRPD 

Circular No-

16 

Guideline on Internal 

Credit Rating System 

of Banks 

on Internal Credit Rating System for 

1st July 2019.  From the date of circular, 

banks can use this guideline along with 

simultaneously till 30th June 2019.  From 

1st July 2019, the previous CRG manual 

will no longer be effective.   

25/07/2018 ACD 

Circular No-

1 

Agricultural & Rural 

Credit Policy 

Considering the growing demand for 

agricultural and rural credit, state-owned 

commercial and specialized banks will 

determine their own target level and 

private and foreign commercial banks will 

allocate 2% of net loans and advances for 

agricultural and rural credit and thus total 

expected level of agricultural and rural 

credit disbursement in the current fiscal 

year will be BDT 21,800 crore which will 

be 6.86% higher than previous fiscal year.   
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24/04/2018 DFIM 

Circular 

Letter No-02 

Reducing Rate of 

Interest against Loans 

to Ship Building 

Industry of Bangladesh 

and Providing Long 

Term Repayment 

Facility 

For ensuring the smooth production, 

exporting of ships, and improving the 

liquidity problem of ship building 

industry, Banks and NBFIs may allow 

three years of moratorium period for the 

loans (including principal and interest) 

that they had already provided and the 

installments will be collected on quarterly 

basis for ten years period purely based on 

the application of the industry. 

Source: www.bb.org.bd 

 

Table 5.2. Requirement Suggested by Bangladesh Association of Banks (BAB) 

Date Circular No. Title Content 

30/06/2

018 

BAB Private 

Banks Cap 

Lending 

Rates at 9%. 

 

As per the decision of Bangladesh 

Association of Banks (BAB) in June 20, 

2018, the maximum ceiling of lending rates 

will be 9% whereas the maximum ceiling of 

deposit rates will be 6%, which supposed to 

be effective from July 1, 2018.   

 

6. Review of Credit Portfolio of Banks  

Size, composition and quality of credit portfolio of a bank determine its level of income 

and health. If the banking sector of a country lends quality credit for productive activities, 

it will increase economic growth. In contrast, excessive credit for unproductive activities 

creates inflationary pressure. A well-diversified credit portfolio of banks is, therefore, a 

prerequisite for the safety and soundness of banks as well as for a balanced and 

sustainable economic growth of an economy.  

 

6.1. Domestic Bank Credit Scenario: Government and Private Sector Credit 

Overall domestic credit consisting Government Sector credit and Private Sector credit 

increased steadily over the last 10 financial years from FY 09 to FY18 (Figure-6.1). 

Private Sector credit also grew in parallel manner to that of total domestic credit. 

Conversely, Government Sector credit was more or less flat during the period. In the 

FY18 domestic credit increased sharply while government sector credit decelerated 

slightly compared to FY17. Government sector credit slowed mainly because of heavy 

borrowing from high cost savings instruments instead of bank borrowing. 
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Figure 6.1. Domestic Bank Credit Scenario 

 

Source: Bangladesh Bank, Annual Report 

 

6.2. Loans and Advances by Major Economic Purposes 

6.2.1. Contribution of Each Group of Banks to Different Economic Purposes 

In giving advance to major economic purposes, PCBs disbursed 37.04 percent of their 

exposure to trade, followed by 24.32 percent in industrial working capital, 17.80 percent 

in industrial term loan, 9.82 percent in construction, 5.71 percent in consumer finance 

and 1.77 percent in agriculture, fishing and forestry in 2018(Table-6.2.1). Alike PCBs, 

SOCBs had also highest outstanding credit in trade (25.88 percent of total credit 

outstanding credit). However, the focus of SBs and FCBs in this case was different. About 

79 percent of total credit of SBs in 2018 went to agriculture, fishing and forestry, which 

was 77 percent in 2017. About 40.55 percent of total credit of FCBs in 2018 was 

anding industrial working 

capital loan increased from 21.59 percent in 2017 to 22.56 percent in 2018. PCBs and 

SOCBs positively contributed to this increased flow of funds to the industrial working 

capital. Despite many regulatory and supervisory supports to disburse loan to agriculture, 

fishing and forestry sector, the proportion of outstanding loan amount to this sector 

slightly decreased from 5.10 percent in 2017 to 4.79 percent in 2018. Similarly, the share 

of outstanding credit to consumer finance and trade finance decreased slightly in 2018 

from 2017. 
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Table 6.2.1: Contribution of Each Group of Banks to Different Economic Purposes (%) 

Economic 

Purposes 

2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs 
All 

Banks 
SOCBs PCBs SBs FCBs 

All 

Banks 

1. Agriculture, 
Fishing & 
Forestry 

6.04 2.02 77.00 2.27 5.10 6.21 1.77 79.29 2.32 4.79 

2. Industrial 
Term  

31.90 16.65 2.33 8.74 18.69 25.40 17.80 1.99 10.14 18.49 

3. Industrial WC  11.28 23.96 3.65 39.40 21.59 15.14 24.32 1.35 40.55 22.56 

4. Construction 9.45 9.67 0.65 0.48 9.02 10.76 9.82 0.89 0.49 9.41 

5. Transport and 
Communications 

0.89 0.76 0.10 0.62 0.76 1.48 0.77 0.01 0.66 0.88 

6. Trade2 26.68 37.67 12.91 23.28 34.38 25.88 37.04 12.70 21.23 33.71 

7. Consumer 
Finance 

10.99 6.42 2.91 18.75 7.58 10.56 5.71 2.36 18.34 6.97 

7. Others3 2.78 2.84 0.45 6.45 2.89 4.58 2.76 1.39 6.27 3.19 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  
 

6.2.2. Growth of Advances by Major Economic Purposes: 2017-2018  

In 2018, total outstanding bank loan increased by 15.17 percent, which was 3.49 percent 

lower than the growth rate in 2017.  The highest rate of growth of advances was in 

transport loan category which was 32.29 percent in 2018, followed by 27.11 percent in 

other loan category, 20.37 percent in industrial working loan and 20.16 percent in 

construction loan (Figure-6.2.2).  Increasing rate of growth was observed in case of 

transport and construction loan in the year 2018 compared to 2017. Decreasing rate of 

growth is found only in consumer finance category over the last three years period. 

Fluctuation in the rate of growth was found in all other categories of outstanding loan in 

the said period.      
 

Figure 6.2.2. Growth of Advances by Major Economic Purposes: 2016-2018 

 

Source:  

 
2 Trade includes the service sector too. 
3 Others include consumer finance, water, works and sanitary services, storage, and miscellaneous. 
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6.3. Industrial Term Loan by Size and Sector 

6.3.1. Industrial Term Loan by Size and Sector: Share of Each Group of Banks  

In 2018, PCBs had 68.16 percent of their total outstanding industrial credit in the large 

industries. This is the highest percentage of advances outstanding out of all bank groups 

to a single category (Table-6.3.1

percent of total industrial term loan was outstanding in small and medium industries in 

2018 which is almost 6 percent lower compared to previous year. In the field of financing 

cottage industries, contributions of all bank groups were very negligible in 2018 (0.56 

percent of total industrial term loan). Industrial term loan outstanding in service industries 

was 15.10 percent in 2018, slightly lower compared to the same of the previous year.  

 

Table 6.3.1. Industrial Term Loan by Size and Sector: Share of  

Each Group of Banks (%) 

Size and Nature of Industrial 

Credit 

2017 (September) 2018 (September) 

S
O

C
B

s 

P
C

B
s 

S
B

s 

F
C

B
s 

A
ll

 

B
a

n
k

s 

S
O

C
B

s 

P
C

B
s 

S
B

s 

F
C

B
s 

A
ll

 

B
a

n
k

s 

1. Large 
40.3

6 

64.7

5 

47.5

7 

73.0

9 

57.2

7 

52.5

3 

68.1

6 

50.5

5 

66.6

7 

64.0

9 

2. SME 
45.2

6 

18.6

3 

28.5

5 7.22 

26.7

2 

38.1

1 

14.1

8 

16.4

3 

12.2

5 

20.2

4 

3. Cottage 0.50 0.13 4.61 0.42 0.27 1.46 0.24 4.22 0.37 0.56 

4. Service 
13.8

9 

16.4

9 

19.2

7 

19.2

7 

15.7

4 7.90 

17.4

3 

28.8

0 

20.7

1 

15.1

0 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  

 

6.3.2. Growth of Industrial Term Loan by Size and Sector: 2017-2018  

The overall growth rate of total industrial term loan in 2018 was 13.98 percent (Figure-

6.3.2). However, the growth rate of advances to small and medium industries was very 

unimpressive with negative 13.64 percent in 2018. Large industrial credit grew by 27.56 

percent in the year 2018 about 4 percent higher compared to previous year. Credit to 

cottage industries increased by 139.56 percent compared to negative 73.99 percent 

growth rate in the previous year. 
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Figure 6.3.2. Growth of Industrial Term Loan by Size and Sector: 2016-2018 

 
Source:  

 

6.4. Advances by Geographical Distribution 

6.4.1. Advances by Geographical Distribution: Share of Each Group of Banks  

In 2018, 67.43 percent out of total advances of all banks was outstanding in Dhaka 

division compared to 66.70 percent in 2017 (Table-6.4.1). About 86 percent of bank 

advances were concentrated in Dhaka and Chattogram division in 2018, i.e only about 14 

percent of advances went to other divisions. Moreover, concentration of advances in 

Dhaka division slightly increased and that of Chattogram division slightly decreased in 

2018 from 2017. Level of divisional concentration is highest in case of FCBs as this group 

advanced up to 99.41 percent of its total loan in Dhaka and Chattogram divisions. Banks 

gave least priority on distribution of advances in Barisal and Sylhet division in both years. 

In Barisal and Rangpur divisions, FCBs disbursed no advances in 2017 and 2018. Such 

inequitable distribution of advances by the banks may create regional economic disparity. 

Concentration of advances in only two regions of the country will add concentration risk 

to the risk profile of the banks and may require them to maintain additional capital under 

pillar-2 of Basel-III as adopted in Bangladesh. 
 

Table 6.4.1. Advances by Geographical Distribution: Share of Each Group of Banks to Different 

Divisions (%) 

Divisions 

2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs 
All 

Banks 
SOCBs PCBs SBs FCBs 

All  

Banks 

Chattogram 10.70 21.5

7 

14.8

9 

11.9

6 
19.04 11.15 21.0

8 

14.1

3 
12.38 18.73 

Dhaka 64.93 67.7

9 

26.9

6 

87.2

1 
66.70 64.88 68.6

7 

26.0

6 
87.03 67.43 

Mymensing

h   

2.39 0.90 11.4

4 
0.00 1.47 2.52 0.84 12.0

5 
0.00 1.44 

Khulna 8.75 2.81 12.3

6 
0.14 4.09 8.44 2.76 12.7

1 
0.13 4.00 

Rajshahi 5.11 3.60 10.2

2 
0.22 3.95 5.05 3.43 10.4

3 
0.08 3.81 

Barisal 2.19 0.61 7.79 0.00 1.10 2.17 0.60 8.00 0.00 1.08 

Sylhet 1.23 1.22 4.37 0.47 1.29 1.26 1.10 4.52 0.38 1.20 

Rangpur 4.70 1.50 11.9

7 
0.00 2.36 4.54 1.51 12.1

0 
0.00 2.31 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  
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6.4.2. Growth of Advances by Geographical Distribution: 2017-2018 

As depicted in Figure-6.3.2, Dhaka division experienced the highest growth which was 

16.43 percent in 2018. Credit growth of Chattogram division was lower than the credit 

growth of Dhaka division in 2018. Growth of advances in Sylhet division marked the 

lowest which was 7.20 percent only. Overall, growth of bank advances in 2018 was lower 

than that of the same in 2017.  

 

Figure 6.4.2: Growth of Advances by Geographical Distribution: 2016-2018 

 

Source:  
 

6.5. Advances by Size of Loan Account 

6.5.1. Advances by Size of Loan Account: Share of Each Group of Banks  

Of the total outstanding advances of all banks, about 36.02 percent were outstanding in 

the largest loan category of above Tk. 200 million in 2018 compared to 32.01 percent in 

2017 (Table-6.5.1). In this case, the contribution of the SOCBs was highest (51.40 

percent) followed by PCBs, FCBs and SBs. Of the total advances of SBs, 79.26 percent 

belonged to loan size category of up to Tk.1 million. It indicates that maximum loans of 

SBs are disbursed to the small borrowers.  
 

Table 6.5.1. Share of Each Group of Banks to Different Size of Loan Accounts (%) 

Size of 

Loan 

Accounts 

2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs 
All 

Banks 
SOCBs PCBs SBs FCBs 

All 

Banks 

Upto Tk. 1 

Million (M) 
14.04 7.76 

77.5

7 
9.84 11.15 13.79 7.06 

79.2

6 
8.94 10.41 

Tk.1M  

Tk.10M 
17.56 18.20 7.10 20.56 17.82 17.56 

18.2

0 
8.31 

19.3

5 
17.84 

   Tk.10M  

Tk.200M 
21.82 44.44 

10.1

7 
37.35 39.01 17.25 

41.1

3 
6.90 

40.9

2 
35.73 

 Above 

Tk.200M 
46.57 29.60 5.16 32.25 32.01 51.40 

33.6

1 
5.54 

30.7

9 
36.02 

Total 100 100 100 100 100 100 100 100 100 100 
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6.5.2. Growth of Advances by Size of Loan Account: 2017-2018 

The highest rate of growth observed in the loan category of above Tk.200 million which 

was 29.59 percent in 2018 (Figure-6.5.2). Lowest growth was observed in the loan 

category of Tk.10M to Tk.200M. Credit in the loan amount category of Tk.1M to Tk.10M 

grew by 15.30 percent in 2018 which was slightly lower than the growth rate of previous 

year. 

 

Figure 6.5.2. Growth of Advances by Size of Loan Account: 2016-2018 

 

Source:  

 

6.6. Advances by Urban and Rural 

6.6.1. Advances by Urban and Rural: Share of Each Group of Banks  

About 89.66 percent of the total advances of all banks (Table-6.6.1) were outstanding in 

the urban areas in 2018 compared to 90.02 percent in 2017. In providing rural advances, 

SBs played a major role extending 69.04 percent of their total advances in rural areas. 

FCBs continued to concentrate 100 percent on the urban areas. Such financing pattern 

may create urban rural disparity. It also deprives rural people from their right to get credit. 

Such practices are not also ethical considering the fact that most of the low-cost deposits 

are mobilized from the rural areas. However, it cannot be denied that there is low demand 

for credit in the rural areas due to absence of required infrastructure, utilities and 

entrepreneurial initiatives. There is also a feeling of insecurity in rural investment from 

the side of entrepreneurs and banks as well. For inclusive development, initiatives should 

be undertaken to remove the above-mentioned barriers to rural credit. 
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Table 6.6.1. Advances by Urban and Rural: Share of Each Group of Banks to Different Areas (%) 

Urban/ 

Rural 

Area 

2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs 
All 

Banks 
SOCBs PCBs SBs FCBs 

All 

Banks 

Urban 81.55 93.90 34.14 100.00 90.02 78.56 94.11 30.96 100.00 89.66 

Rural 18.45 6.10 65.86 0.00 9.98 21.44 5.89 69.04 0.00 10.34 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  

 

6.6.2. Growth of Advances by Urban and Rural: 2017-2018 

Urban and rural advances grew by 14.72 percent and 19.22 percent, respectively in 2018 

(Figure-6.6.2). Rural credit growth of the year 2018 was higher than the previous year 

which is expected to bridge the gap. Overall, an increasing rate of rural credit growth was 

observed in the three years period from 2016 to 2018. If this trend continued in future, it 

will help gradually reduce the existing large gap between urban and rural credit.  
 

Figure 6.6.2. Growth of Advances by Urban and Rural: 2016-2018 

 

Source:  
 

6.7. Advances by Interest Rate 

6.7.1. Advances by Interest Rate: Share of Each Group of Banks  

Approximately 50.61 percent of total advances of all banks in 2018 was outstanding at 

the range of interest rate between 10.1 percent to 15 percent followed by 33.52 percent 

in the rate ranging between 0.1 percent to 10 percent, 13.50 percent in 0 percent, 2.03 

percent in the range of 15.1 percent to 20 percent and 0.35 percent in the range above 20 

percent (Table-6.7.1). Proportion of advances in the interest rate ranging from 15.1 

percent to 20 percent slightly increased to 2.03 percent in 2018 from 1.66 percent in 2017.  

SOCBs, FCBs and SBs were found to have lion share of their loans outstanding in in the 

rate ranging between 0.1 percent to 10 percent in 2018. PCBs, however, had most loans 

outstanding at the range of interest rate between 10.1 percent to 15 percent. 
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Table 6.7.1: Share of Each Group of Banks to Different Interest Rate Ranges (%) 

Interest Rate Range 
2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs All Banks SOCBs PCBs SBs FCBs All Banks 

0% 24.29 8.77 19.08 7.96 11.88 27.52 10.32 15.10 6.39 13.50 

0.1% to 10% 29.44 43.13 58.93 78.02 42.40 61.23 22.92 80.44 74.79 33.52 

10.1% - 15% 45.16 45.91 21.79 8.23 43.66 11.24 63.82 4.41 14.23 50.61 

15.1% - 20% 1.11 1.75 0.20 3.90 1.66 0.01 2.58 0.05 2.53 2.03 

Above 20% 0.00 0.44 0.00 1.89 0.40 0.00 0.36 0.00 2.06 0.35 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  

 

6.7.2. Growth of Advances by Interest Rate: 2017-2018   

About 40.81 percent, the highest growth rate of the advances in the year 2018 was 

observed at the range of interest rate between 15.1 percent to 20 percent (Figure-6.7.2). 

Second highest growth was observed at the range of interest rate between 10.1 percent to 

15 percent. Amount outstanding credit at zero percent (0%) interest rate grew by 30.89 

percent in 2018 and reached to Tk.1,159,938800000 at September 30, 2018. Negative 

growth was found in the range of 0.1 percent to 10 percent and above 20 percent category.  
 

Figure 6.7.2: Growth of Advances by Interest Rate: 2016-2018 

 

Source:  
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6.8. Advances by Security 

6.8.1. Advances by Security: Share of Each Group of Bank  

From Table-6.8.1, it is observed that 64.18 percent of the advances of all banks in 2018 

were secured by real estate followed by guarantee, financial obligations, merchandise, 

machinery and fixed assets. The proportion of real estate as a security against advances 

increased to 64.18 percent in 2018 from 61.34 percent in 2017. Such increasing trend was 

also observed in the past. About 5.70 percent of the advances of banks in 2018 was 

secured by the merchandise slightly higher than the year 2017. It is also observed that 

shares and securities are the least preferred form of security acceptable to banks in both 

years. The proportion of unsecured advances of all banks in 2018 was 1.01 percent. It is 

interesting to note that PCBs in 2018 advanced 68.28 percent (the highest percentage of 

PCBs) of its total advances against the real estate security whereas FCBs advanced only 

23.98 percent against real estate. About 19.73 percent of the loans of FCBs were 

outstanding against machinery and fixed assets. This shows the relative preference of 

bank groups in choosing security. The choice of security is also important for banks for 

mitigating risk associated with loans. Real estate is considered as the sensitive security 

that may suffer from price volatility leaving loans partly unsecured and may lead to 

strategic default.   

 

Table 6.8.1: Advances by Security: Share of Each Group of Bank against Securities (%) 

Divisions 
2017 (September) 2018 (September) 

SOCBs PCBs SBs FCBs All Banks SOCBs PCBs SBs FCBs All Banks 

Shares and Securities 0.02 0.60 0.00 0.42 0.47 0.00 0.57 0.00 0.21 0.43 

Merchandise 11.83 4.47 0.00 1.51 5.56 8.10 5.48 0.49 1.92 5.70 

Machinery and  

Fixed Assets 

6.97 2.48 0.05 22.98 3.96 6.06 3.00 3.47 19.73 4.18 

Real Estate 57.79 65.62 25.77 21.08 61.34 60.80 68.28 28.47 23.98 64.18 

Financial Obligations 5.18 8.12 1.59 24.68 7.98 6.52 6.08 2.27 14.97 6.38 

Guarantee  15.84 14.39 1.15 5.02 13.90 15.40 12.05 0.54 16.38 12.50 

Miscellaneous 1.91 3.85 70.93 10.43 5.83 2.55 3.94 63.50 11.11 5.62 

Unsecured 0.45 0.48 0.51 13.87 0.96 0.58 0.60 1.25 11.70 1.01 

Total 100 100 100 100 100 100 100 100 100 100 

Source:  

 

6.8.2. Growth of Advances by Security: 2017-2018    

As regards growth of advances against different forms of security as shown in Figure-

6.8.2, 21.72 percent growth in 2018 was observed in the category of machinery and fixed 

assets followed by the real estate, merchandise, etc. Financial obligation category was 

found to have negative growth in the year. Though the rate of growth in the unsecured 

category is high, the total volume of advance against this category is very insignificant.  
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Figure 6.8.2. Growth of Advances by Security: 2016-2018 

Source:  

 

6.9. Gross Non-Performing Loan (GNPL) and Net Non-Performing Loan (NNPL) 

by Bank Groups 

Gross NPL of the banks increased to 10.4 percent in June 2018 from 9.3 percent in 

December 2017 (Table-6.9). Highest percentage of increase in gross NPL was observed 

in case of SOCBs in 2018 which was increased by 1.7 percent. Gross NPL of SOCBs and 

PCBs has increased in the year 2018. However, gross NPL of SBs and FCBs declined in 

first half of the year 2018. Net NPL increased to 2.7 percent in 2018 from 2.2 in December 

2017. 
 

Table 6.9.  Gross NPL and Net NPL by Bank Groups 

Bank 

Groups 

Gross NPL (%) Net NPL (%)  

December 2017 June 2018 Change December 2017 June 2018 Change 

SOCBs 26.5 28.2 1.7 11.2 11.7 0.5 

SBs 23.4 21.7 -1.7 9.7 7.4 -2.3 

PCBs 4.9 6 1.1 0.2 0.8 0.6 

FCBs 7 6.7 -0.3 0.7 0.8 0.1 

All 

Banks 
9.3 10.4 1.1 2.2 2.7 0.5 

Source: Bangladesh Bank, Annual Report, 2017-2018 

 

6.10. Gross NPL and Provision Scenario 

Gross NPL of the banks, as observed from Table-6.10, increased by an amount of 

Tk.150.4 billion during the period of six month between December 2017 and June 2018. 

During the same period, provision requirement against NPL increased by Tk.85.8 billion. 

However, banks increased their provision by an amount of Tk.73.6 billion. As such, 

amount of deficit in maintaining required provision against the NPL increased to 79.9 
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however, slightly improved during the period. Banks may accelerate recovery drive or 

increase collateral security to become compliant in case of maintaining required provision 

against the NPL.     

 

Table 6.10:  Gross NPL and Provision Scenario 

Particulars 
NPL and Provision Scenario 

December 2017 June 2018 Change 

Gross NPL (In Billion Tk.) 743 893.4 150.4 

Required Provision (In Billion Tk.) 443 528.8 85.8 

Provision maintained (In Billion Tk.) 375.3 448.9 73.6 

Excess (+)/ Deficit (-) (In Billion Tk.) -67.7 -79.9 12.2 

Provision Maintenance Ratio (%) 84.7 84.9 0.2 

Source: Bangladesh Bank, Annual Report, 2017-2018 

 

6.10. Composition of NPL of Banks 

Composition of NPL changed unfavorably during the period of six month between 

December 2017 and June 2018. In both the time line 

constitutes the largest part of the pie (Figure-6.9). In June 2018, bad and loss category 

loan was about 83.2 percent of total NPL which was slightly higher than December 2017. 

About 1 percent downward migration was also observed in the doubtful loan category 

from 6 percent to 7 percent. 

 

Figure 6.10. Composition of NPL of Banks 
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7. Review of Major Aspects of Credit Operations in 2018 in the Light of 

Guideline on Credit Risk Management (CRM) for Banks   

To strengthen the risk management practices in banks, Bangladesh Bank (BB) issued 

examined whether all banks followed the Credit Risk Management (CRM) Guidelines 

issued by Bangladesh Bank. 
 

7.1. Guideline, Database and Checklists 

Table-7.1 showed the major compliance issues of banks. It depicts that, all banks have 

their own credit policy in line with Bangladesh Bank. Using credit scoring model for 

small enterprise financing depicted the positive change of 4.22 percent in 2018 over 2017. 

However, in terms of doing assessment test for selecting executives for appraisal system 

for all loans experienced a negative change of 56.25 percent in 2018 compared to 2017. 

Foreign Commercial Banks (FCBs) in this regard have shown that they did not take 

assessment test for selecting their executives for appraisal of loans. To ensure the legal 

comfort it is a must to take legal opinion before charge creation. In 2018, the result 

showed the negative change. The banks introduced some incentive schemes for recovery 

of NPL in 2018 which was expected to give a good push in recovery. All the SOCBs and 

SBs offered some incentive schemes for the recovery of their loan whereas the FCBs did 

not provide any incentive. On the contrary, banks had introduced some punishment 

system for delay in loan recovery. It is observed that the punishment system was 

increased in 2018 with a positive change of 17 percent over 2017. 
 

Table 7.1. Availability of Guideline, Database and Checklists in Banks as per CRM 

Guidelines 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Lending guideline/ credit policy 100 100 100 100 100 100 0.00 

2 Credit scoring model for small 
enterprise financing 

66.67 100 70.37 100 71.88 68.97 4.22 

3 Legal opinion before charge 
creation 

66.67 100 100 100 96.88 100.00 -3.13 

4 Incentive scheme for recovery of 
NPL 

100.00 100 59.26 0.00 62.50 51.72 20.84 

5 Assessment test for selecting 
executives for appraisal of loans 

100.00 100 37.04 0.00 43.75 100.00 -56.25 

6 Punishment system for delay in 
recovery of loan 

33.33 0.00 44.44 0.00 40.63 34.72 16.99 

  Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey 
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7.2. Financial Techniques for Lending Decision 

Banks generally apply different financial tools and techniques for their lending decision 

depending on types of loans. Table-7.2 presents a summary of different financial 

techniques used by banks for lending decisions in 2017 and 2018. Results reveal that, for 

doing appraisal of all types of credit facilities, banks considered income statement, 

balance sheet and cash flow analysis as three mostly used financial statements. The 

dependencies on these three techniques were increased in 2018 compared to 2017 for all 

categories of loan expect in import financing regarding the income statement and balance 

sheet. Applying capital budgeting technique reduced a bit in 2018 compared to 2017. 

However, CRG and the ratio analysis as the financial techniques for lending decision 

were used by most banks in 2018 and increased the usage than of 2017 for appraising all 

types of credit facilities.  
 

Table 7.2. Use of Different Financial Techniques for Lending Decision  

(Response in %) 

Financial 

Technique 
Scale 

Term Loan CC 

Import 

Financing 

(LATR/LIM) 

Export 

Financing 

(FBP/LBP) 

2018 2017 2018 2017 2018 2017 2018 2017 

Income 

Statement 

and Balance 

Sheet 

Analysis 

Mostly used 96.88 89.29 100.00 96.55 83.87 85.71 80.65 67.86 

Likely used 3.13 7.14 0.00 3.45 16.13 10.71 12.90 21.43 

Unused 0.00 0.00 0.00 0.00 0.00 3.57 6.45 3.57 

Cash flow 

Analysis 

Mostly used 96.88 78.57 90.63 72.41 80.65 53.57 70.97 42.86 

Likely used 3.13 17.86 6.25 24.14 16.13 32.14 19.35 32.14 

Unused 0.00 0.00 3.13 3.45 3.23 14.29 9.68 17.86 

Capital 

Budgeting* 

Mostly used 78.13 89.29 28.13 79.31 19.35 67.86 16.13 57.14 

Likely used 12.50 3.57 21.88 20.69 29.03 25.00 29.03 21.43 

Unused 9.38 3.57 46.88 0.00 48.39 7.14 51.61 14.29 

Ratio 

Analysis 

Mostly used 87.50 64.29 84.38 24.14 67.74 21.43 64.52 17.86 

Likely used 6.25 25.00 6.25 37.93 22.58 32.14 16.13 28.57 

Unused 6.25 7.14 9.38 34.48 9.68 42.86 19.35 42.86 

CRG Mostly used 96.88 82.14 100.00 96.55 90.32 89.29 83.87 75.00 

Likely used 3.13 14.29 0.00 3.45 9.68 7.14 6.45 10.71 

Unused 0.00 0.00 0.00 0.00 0.00 3.57 9.68 7.14 

Others Mostly used 28.13 29.63 25.00 28.57 19.35 24.00 19.35 19.23 

Likely used 3.13 3.70 3.13 0.00 6.45 4.00 3.23 3.85 

Unused 68.75 3.70 71.88 7.14 74.19 8.00 77.42 7.69 

Source: Survey  

Note: *Not necessary for CC, Import Financing and Export financing 
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7.3. Segregation of Relationship, Approval, and Credit Administration Function 

Banks are subject to segregate the functions of relationship, approval and credit 

                

Table-7.3, it is revealed that 15.31 percent of sample banks concentrated these functions 

only at the head office level which is 51 percent higher in 2018 over 2017. Among all the 

sampled banks, around 18 percent of PCBs concentrated these functions at their head 

office level. Around 84 percent of sample banks segregated their functions both in head 

office and branch level which increased 6.39 percent in 2018 compared to 2017. In this 

regard, no segregation was observed by 0 percent banks in 2018 whereas it was 6.90 

percent in 2017. 

 

Table 7.3. Segregation of Relationship Function, Approval Function, and Credit 

Administration Function 

# Particulars 

Response (%) 

2018 2017 

Change SOCBs SBs PCBs FCBs All 

Banks 

All 

Banks 

1 Only at the head 

office level 

0.00 0.00 18.52 0.00 15.63 10.34 51.04 

2 Both at the head 

office and 

branch level 

100.00 100.00 81.48 100.00 84.38 79.31 6.39 

3 No segregation 0.00 0.00 0.00 0.00 0.00 6.90 -100.00 

4 Others 0.00 0.00 0.00 0.00 0.00 3.45 -100.00 
 Total 100 100 100 100 100 100 

 

  n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey 

 

7.4. Approval of Large Loan  

As shown in Table 7.4, 81.25 percent of sampled banks delegated their approving 

authority regarding large loan according to the CRM guideline where SOCBs were fully 

compliant in 2018. In 2017, the figure was 92.86 percent. Therefore, it is observed that 

in 2018 delegation of authority regarding large loan was 12.50 percent lower than it was 

in 2017. The entire sample SBs, FCBS and 81.48 percent of PCBs were liberal compared 

to CRM in 2018 which need to address more cautiously regarding the consequences of 

those loans. None of the banks followed any other authority delegation method other than 

CRM for loan approval. 
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Table 7.4. Delegation of Approval Authority Regarding Large Loans 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 As per CRM/ 

conservative compared to 

CRM 

100.00 0.00 18.52 0.00 81.25 92.86 -12.50 

2 Liberal compared to 

CRM 

0.00 100.00 81.48 100.00 18.75 3.57 4.25 

3 Others 0.00 0.00 0.00 0.00 0.00 3.57 -100  
Total 100 100 100 100 100 100 

 

 n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey  

 

7.5. Nature of Approval Function  

Commercial banks follow the centralized or decentralized process for decision making 

of loan approval. However, according to CRM, the approval authority must be separated 

from relationship management. Table-7.5 shows that 25 percent of sampled banks 

followed the decentralize credit approval process in 2018 which is 3.57 percent higher 

than 2017. Among all the categories of banks, SBs ranked the top to decentralize their 

credit approval authority followed by SOCBs (66.67%). A total of 37.50 percent banks 

fully centralized their credit approval authority in 2018 which is 9.38 percent lower than 

previous year.  However, 37.50 percent banks partially centralized their approval 

authority which experienced a positive change of 8.75 percent in 2018 over 2017. It is 

evident from the study that decentralized approval system is increasingly followed in the 

banking industry of Bangladesh especially in SOCBs (66.67%).   

 

Table 7.5. Nature of Approval Function 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Decentralized 66.67 100.00 18.52 0.00 25.00 24.14 3.57 

2 Fully Centralized 0.00 0.00 40.74 100.00 37.50 41.38 -9.38 

3 
Partially 

Centralized 

33.33 0.00 40.74 0.00 37.50 34.48 8.75 

4 Others 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
 Total 100 100 100 100 100 100 

 

 n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey  
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7.6. Assessing Credit Risk 

In order to assess credit risk, banks follow different indicators as suggested by CRM. As 

documented in Table-7.6, almost all the sampled banks (96.67%) used leverage ratio for 

assessing their credit risk with a significant positive change of 16.81 percent in 2018 over 

2017. The use of gross NPL ratio decreased 6.67 percent in 2018 whereas the use of net 

NPL ratio increased 0.53 percent compared to 2017. In 2018, a total of 80 percent banks 

was 10.48 percent higher than 2017. The study also reveals that, 86.67 percent banks used 

Credit Risk Weighted Assets as a percentage 

assessing credit risk which reduced 2.93 percent compared to 2017. Another important 

indicator is frequency of Rescheduling and/or Restructuring, which is used by 80 percent 

banks in 2018 whereas it was 82.14 percent in 2017 indicating that the tendency of 

rescheduling had decreased although the change was insignificant (2.61%). Around 77 

percent  which 

slightly reduced (3.33%) in 2018. 

 

Table 7.6. Indicators for Assessing Credit Risk 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Gross NPL Ratio 100.00 100.00 92.00 100.00 93.33 100.00 -6.67 

2 Net NPL Ratio 100.00 100.00 84.00 100.00 86.67 86.21 0.53 

3 Leverage Ratio 100.00 100.00 96.00 100.00 96.67 83.00 16.81 

4 Credit Concentration 

Ratio (HHI/ Gini 

Coefficient/ others) 

100.00 100.00 76.00 100.00 80.00 72.41 10.48 

5 Credit Risk Weighted 

Assets as a % Total 

Assets 

100.00 100.00 84.00 100.00 86.67 89.29 -2.93 

6 Excess CDR/ADR/IDR 66.67 0.00 80.00 100.00 76.67 79.31 -3.33 

7 Frequency of Loan 

documentation 

exceptions 

66.67 100.00 64.00 100.00 66.67 68.97 -3.33 

8 Frequency of 

Rescheduling and/or 

restructuring 

66.67 100.00 80.00 100.00 80.00 82.14 -2.61 

9 Others 0.00 0.00 16.00 0.00 13.33 8.33 60.00 

 Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey  
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7.7. Indications for Detecting Poor Credit Risk Management 

There are different indicators by which banks can detect the quality of credit risk 

management as per CRM manual. Table-7.7 highlights the results of some important 

indicators. As presented in Table-7.7, around 42 percent of sampled banks agreed that 

launching any new loan products or initiatives without conducting sufficient due 

diligence testing as a symptom for credit risk which is 686 percent higher in 2018 than 

previous year. A total of 48.28 percent banks considered that unclear responsibilities and 

accountabilities in the origination, administration, or problem loan management 

processes is considered as the most effective indicator of poor credit risk management by 

banks in 2018 and the response is 221.84 percent higher than 2017 which demands 

immediate and time demanding improvement in credit policies for effective credit risk 

management. 

 

Around 44.43 percent banks followed that backdated credit policy in one or more areas 

is another important indicator for detecting poor credit risk management. It is a matter of 

alarming that 41.38 percent 

symptom of credit risk in 2018 which is 686.21 percent higher over 2017. The increasing 

trend should demand more attention to reduce credit risk. The same situation has been 

observed in case of Deviations 

classification  percent 

higher over 2017. 

 

Table 7.7. Indications for Detecting Poor Credit Risk Management 

# 

Particulars 
Response (%) 

2018 2017 

Change  SOCBs SBs PCBs FCBs 
All 

Banks 

All 

Banks 

1 Engages in new 
loan products or 
initiatives without 
conducting 
sufficient due 
diligence testing 

100.00 0.00 33.33 100.00 41.38 5.26 686.21 

2 Materially flawed 
credit culture 

33.33 100.00 37.50 100.00 41.38 5.26 686.21 

3 Strategic and/or 
business plans 
encourage taking 
on liberal levels of 
risk. 

33.33 100.00 41.67 100.00 44.83 30.00 49.43 

4 Anxiety for income 
dominates planning 
activities. 

66.67 100.00 25.00 100.00 34.48 21.05 63.79 
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5 Unclear 
responsibilities and 
accountabilities in 
the origination, 
administration, or 
problem loan 
management 
processes 

66.67 100.00 41.67 100.00 48.28 15.00 221.84 

6 Backdated credit 
policies in one or 
more areas  

66.67 100.00 37.50 100.00 44.83 N/A - 

7 Deviations between 

ratings (including 
the classification 

risk ratings or 
classifications 

66.67 0.00 33.33 0.00 34.48 10.53 227.47 

 Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey  

 

7.8. Credit Concentration Risk  

Risk also arises when credit is concentrated either in a sector or division or group. In 

2018, the all sampled banks paid their attention towards the sector wise concentration 

risk (Table-7.8) which is 3.57 percent higher over 2017. In case of division wise 

exposure/ geographic concentration, 96.88 percent banks paid their attention where all 

the groups except PCBs were 100 percent careful whereas 96.30 percent PCBs were 

attentive. However, compared to 2017 the rate increased by 22.15 percent in 2018. All 

sampled banks fully focused on the concentration risk regarding group wise, single 

borrower wise and top borrower wise except 11.11 percent of SOCBs who did not pay 

their attention in group wise concentration risk. However, the overall indications suggest 

that almost all banks increased their attention in 2018 to avoid credit concentration risk.  
 

Table 7.8. Paying Attention by Banks on Credit Concentration Risk 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Sector wise exposure 100.00 100.00 100.00 100.00 100.00 96.55 3.57 

2 Division wise 
exposure (Geographic 
Concentration) 

100.00 100.00 96.30 100.00 96.88 79.31 22.15 

3 Group wise exposure 
(Outstanding amount 
more than) 

100.00 100.00 88.89 100.00 90.63 93.10 -2.66 
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4 Single borrower 
wise exposure 
(Outstanding amount 
more than) 

100.00 100.00 100.00 100.00 100.00 100 0.00 

5 Top borrower wise 
exposure (Top 10-50 
borrowers will be 
counted) 

100.00 100.00 100.00 100.00 100.00 89.66 11.54 

6 Others 0.00 0.00 7.41 0.00 6.25 10.34 -39.58 

Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey  

 

7.9. Considerations for Collateral Security 

While accepting collateral securities against lending, almost all sampled banks 

considered the stability, marketability or liquidity, and control over the collateral 

securities (Table-7.9).  All groups of banks except PCBs fully considered the stability of 

value and marketability of securities. It is also evident that all the banks considered the 

 percent 

higher in 2018 over 2017. A total of 96.88 percent banks considered the marketability or 

liquidity of the collateral securities which is 3.13 percent lower than the previous year. 

Therefore, PCBs should pay more attention to consider the marketability and liquidity 

while accepting securities for lending.  

 

Table 7.9. Considerations for Collateral Security 

# Particulars 

Response (%) 

2018 2017 Change 

SOCBs SBs PCBs FCBs 
All 

Banks 

All 

Banks 

1 Stability of value 100.00 100.00 92.59 100.00 93.75 93.10 0.69 

2 Marketability or 

Liquidity 

100.00 100.00 96.30 100.00 96.88 100 -3.13 

3 Control Over the 

Security 

100.00 100.00 100.00 100.00 100.00 100 0.00 

4 Correlation 

between Value of 

Collateral and 

Activity Financed 

100.00 100.00 100.00 100.00 100.00 89.66 11.54 

5 Others 0.00 0.00 3.70 0.00 3.13 7.69 -59.38 

 Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey  
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7.10. Factors Considered in Taking Third-Party Guarantees 

Table-7.10 presents the factors considered by banks while taking third party guarantee. 

All the sampled banks considered the legal capacity of the guarantor in 2018 and also 

checked either corporate guarantee approved in the board meeting of the corporate 

guarantor in 2018 which is 3.57 percent higher over 2017. A total of 37.50 percent banks 

did not consider the rating of the guarantor company rated by ECAI in taking third party 

guarantee. Although all the SOCBs and FCBs considered this factor, the SBs did not 

consider at all and 59.26 percent of the PCBs considered. Around 97 percent of the 

taking third party guarantee. Considering the recent NPL situation, the banks have started 

to place greater contemplation even on the CIB report of the guarantor while taking third 

party guarantee. 

 

Table 7.10. Factors Considered in Taking Third-party Guarantees 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 
Legal capacity of the 
guarantor 

100.00 100.00 100.00 100.00 100.00 100 0.00 

2 
Rating of guarantor 
company by ECAI 

100.00 0.00 59.26 100.00 62.50 59.26 5.47 

3 
Corporate guarantee, 
supported by a MoA 
and AoA 

100.00 100.00 96.30 100.00 96.88 96.55 0.33 

4 

Corporate guarantee, 
approved in the board 
meeting of the 
corporate guarantor 

100.00 100.00 100.00 100.00 100.00 96.55 3.57 

5 Others 0.00 0.00 0.00 0.00 0.00 7.69 -100.00 
 Total n=3 n=1 n=27 n=1 n=32 n=29 

 

Source: Survey  
 

7.11. Steps for Credit Risk Administration 

Banks maintain several steps for managing their credit risk in the administration process 

through developing call schedule, site visit and loan monitoring, etc. which are shown in 

Table 7.11. In 2018, 71.88 percent banks developed their call schedule plan monthly 

whereas a tiny portion of banks developed it quarterly and yearly. Around 72 percent of 

respondents stated that they determined the frequency of site visits monthly whereas 9.38 

percent did it quarterly and yearly. Most of the banks (78.13%) evaluated the 

effectiveness of loan administration by focusing on loan policy, loan approval system and 

ongoing loan monitoring by monthly although a tiny portion did it quarterly and yearly.  
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Table 7.11. Steps for Credit Risk Administration 

# Particulars 

Response (%) 

2018 2017 

M Q S Y M Q S Y 

1 Develop a call schedule plan 71.88 6.25 0.00 3.13 77.78 7.41 0.00 3.70 

2 Determine the frequency of 
site visits  

71.88 9.38 3.13 9.38 62.96 25.93 0.00 11.11 

3 Evaluate effectiveness of 
loan administration by 
focusing on loan policy, loan 
approval system, and ongoing 
loan monitoring 

78.13 6.25 0.00 9.38 66.67 7.41 0.00 18.52 

4 Others 0.00 0.00 0.00 0.00 0.00 0.00 3.70 0.00 

  Total                     n=32                       n=29 

Source: Survey  
Note: M = Monthly, Q = Quarterly, S = Semiannually, Y = Yearly 
 

7.12. Accurate and Updated Database of All Credit Application  

As highlighted in Table-7.12, all the sampled banks updated their database of all 

approved credit applications in 2018. However, regarding the declined applications, 

collateral and security all the group of banks except PCBs completely updated their 

database. About 19% of PCBs did not update information in their database for declined 

applications and collateral 26% of them failed to update security in 2018.   
 

Table 7.12. Accurate and Updated Database of all Credit Application in 2018                

(Response %) 

#  SOCBs SBs PCBs FCBs 
All 

Banks 

1 Approved applications 100.00 100.00 100.00 100.00 100.00 

2 Declined applications 100.00 100.00 81.48 100.00 84.38 

3 Collateral 100.00 100.00 81.48 100.00 84.38 

4 Security 100.00 100.00 74.07 100.00 78.13 

5 Others 0.00 0.00 0.00 0.00 0.00 

 Total n=3 n=1 n=27 n=1 n=32 

Source: Survey  
 

7.13. Booking MIS 

As stated in CRM guideline, banks must trace and track some indicators on a monthly 

basis which are presented in Table-7.13.  All the respondents except some PCBs fulfilled 

the guideline in 2018. The overall performance showed the substantial improvement in 

2018 compared to 2017 in terms of complying with the instructions given in the CRM 

guideline for booking MIS under the five categories. However, in terms of analyzing 

rejection reason, around 66 percent banks maintained it although it is 31.25 percent higher 

in 2018 over 2017.  
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# Particulars 

Response (%) 

2018 2017 Change 

SOCBs SBs PCBs FCBs 
All 

Banks 

All 

Banks 

1 
Applications 
Received and 
Processed 

100.00 100.00 96.30 100.00 96.88 79.31 22.15 

2 
Applications 
Approved, Declined 

100.00 100.00 96.30 100.00 96.88 82.76 17.06 

3 
New Business 
Booked in 

 

100.00 100.00 88.89 100.00 90.63 78.57 15.34 

4 
Loan Information 

100.00 100.00 100.00 100.00 100.00 96.43 3.70 

5 
Analysis of 
Rejection Reason  

100.00 100.00 59.26 100.00 65.63 50.00 31.25 

6 Others 0.00 0.00 0.00 0.00 0.00 3.70 -100.00 
 Total n=3 n=1 n=27 n=1 n=32 n=29 

 

Source: Survey Data 

 

7.14. Portfolio MIS 

The indicators of portfolio level MIS shown in Table-7.14 depict that all the sample banks 

excluding some PCBs complied with the CRM guideline. Although all the indicators 

show positive change in 2018 over 2017, 19.23 percent PCBs did not comply with the 

guideline regarding   risk grading of customer exposures and early alert reporting (EA 

Code wise) and 3.75 percent PCBs failed to maintain MIS for collateral values in 2018. 

 

Table 7.14. Portfolio MIS 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 
Risk Grading of 
Customer 
Exposures 

100.00 100.00 80.77 100.00 83.87 60.71 38.14 

2 
Early Alert 
Reporting (EA 
Code wise) 

100.00 0.00 80.77 100.00 80.65 65.52 23.09 

3 
Classified Account 
Reporting 

100.00 100.00 100.00 100.00 100.00 93.10 7.41 

4 Collateral Values 100.00 100.00 96.15 100.00 96.77 86.21 12.26 

5 Others 0.00 0.00 3.85 0.00 3.23 3.70 -12.90 
 Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey Data 
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7.15. Segment wise MIS by Banks 

The segment wise MIS status by banks is shown in Table-7.15. All the categories of 

respondents complied with segment wise MIS regarding customer profile, collateral 

profile, break-down of collaterals held and segment/ industry-wise/ product-wise loan 

sanctioned vs. utilization vs. outstanding except some PCBs. In 2018, 90.32 percent 

sampled banks-maintained customer profile MIS and 83.87 percent banks complied with 

collateral profile which is 2.73 percent and 6.06 percent lower than the previous year 

respectively. In 2018, regarding the MIS of loan to value and geographic location, all the 

respondents achieved the result of 7.53 percent higher than previous year. From Table 

7.15, it is also evident that 80 percent 

 percent lower in 2018 over 2017 where the 

SOCBs status was remarkable. A total of 35.48 percent respondents failed to maintain 

 percent lower than 

2017.  

 

Table 7.15: Segment wise MIS by Banks 

# Particulars 

Response (%) 

2018 2017 

Change SOCBs SBs PCBs FCBs All 

Banks 

All 

Banks 

1 Customer profile 100.00 100.00 88.46 100.00 90.32 92.86 -2.73 

2 Collateral profile (fully 

secured/ partly secured, 

etc.) 

100.00 100.00 80.77 100.00 83.87 89.29 -6.06 

3 Breakdown of 

collaterals held 

100.00 100.00 80.77 100.00 83.87 82.14 2.10 

4 Loan to value and 

geographic location 

100.00 100.00 76.92 100.00 80.65 75.00 7.53 

5 Segment/ industry-wise/ 

product-wise loan 

sanctioned vs. 

utilization vs. 

outstanding 

100.00 100.00 84.62 100.00 87.10 89.29 -2.45 

6 Utilization of approved 

limits (TL/ WC) 

66.67 100.00 80.00 100.00 80.00 89.29 -10.40 

7 Product wise campaign 

reports 

100.00 100.00 57.69 100.00 64.52 66.67 -3.23 

8 Others 0.00 0.00 0.00 0.00 0.00 4.00 -100.00 

Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey Data 
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7.16. Interaction with Borrowers in Managing Credit Risk of Problem Assets 

In order to minimize the credit risk, banks maintain proper interaction with the borrower 

that is evident from Table-7.16. All the categories of sampled banks maintained proper 

interaction with their borrowers except 7.41 percent 

y 

parameters regarding interaction with borrowers show the positive change in 2018 

compared to 2017. About 3.13 percent of the respondents opined that they followed some 

other strategies stated in Table-7.16 for interacting with their borrowers.  

 

Table 7.16: Interaction with Borrowers in Managing Credit Risk of Problem Assets 

# Particulars 

Response (%) 

2018 2017 Change 

SOCBs SBs PCBs FCBs All 

Banks 

All 

Banks 

1 Develop a preliminary 

plan before meeting with 

the borrower. 

100.00 100.00 92.59 100.00 93.75 89.66 4.57 

2 Schedule a meeting with 

the borrower soon after 

learning about the 

problem loan. 

100.00 100.00 100.00 100.00 100.00 93.10 7.41 

3 Discuss the problem, 

explore available 

alternatives to solve the 

problem, and establish 

what actions are 

acceptable and not 

acceptable. 

100.00 100.00 100.00 100.00 100.00 100.00 0.00 

4 Ask for additional 

information from the 

borrower to track the 

situation more closely. 

100.00 100.00 92.59 100.00 93.75 89.66 4.57 

5 Invite borrowers to outline 

interim steps to resolve 

the problem. 

100.00 100.00 100.00 100.00 100.00 96.55 3.57 

6 Others 0.00 0.00 3.70 0.00 3.13 15.38 -79.69 

Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey Data 
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7.17. Issues Taken into Consideration while Conducting Credit Recovery Functions 

As describe in Table-7.17, almost all the sampled banks were serious enough in taking 

required measures to conduct the credit recovery. This is happened due to the growing 

nature of non-performing loans and strict intervention of Bangladesh Bank over the entire 

banking sector. However, 7.41 percent 

nd 

therefore it is observed a negative change of 6.25 percent in 2018 over 2017.  

 

Table 7.17: Issues Considered by Banks while Conducting Credit Recovery Functions 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 

Determine 

account action 

Plan/recovery 

strategy 

100.00 100.00 100.00 100.00 100.00 96.43 3.70 

2 

Ensure adequate 

and timely loan 

loss provisions 

100.00 100.00 92.59 100.00 93.75 100.00 -6.25 

3 

Regular review of 

non-performing 

or worse accounts 

100.00 100.00 100.00 100.00 100.00 92.86 7.69 

4 Others 0.00 0.00 7.41 0.00 6.25 4.00 56.25 

 Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey Data 

  

7.18. Environmental Risk in Lending Decision 

Addressing the environmental risk is another important issue for banks while lending. 

According to Table-7.18, around 97% of respondent banks considered environmental risk 

in case of lending decision in 2018 which is 3.12% lower than the previous year. A total 

number of 18,727 low rated projects were financed by banks in 2018 while it was 13,922 

in 2017. On the other hand, all the sampled banks financed 3,656 high rated and 124 

moderately rated projects in 2018. One important issue is that banks lending in high rated 

projects significantly reduced in 2018 (124 projects only) compared to 2017 where 

15,892 high rated projects were financed by banks. It indicates that banks were intended 

to expose to lower environment risk.  
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# Particulars 
Responses  

2018 2017 

1 Consideration of 

environmental risk in lending 

decision 

96.88 100 

2 Rate of Environmental Risk 
Banks 

(%) 

No. of 

Projects 

Amount 
Banks 

(%) 

No. of 

Projects 

Amount 

(BDT 

crore) 

(BDT 

crore) 

High 34.49 124 3999.42 24 15892 26097.35 

Moderate 58.62 3656 17618.78 61.54 4146 15123.71 

Low 79.31 18727 100171.20 65.39 13922 32128.36 

Source: Survey Data 

 

7.19. Cluster Financing 

For ensuring the regional development across the country, cluster financing was initiated 

and encouraged by BB. According to Table 7.19, a total of 53.13% sampled banks were 

involved in cluster financing with amounting BDT 1749.14 crore in 2018 which was BDT 

395.59 crore higher than the previous year. For the purpose of cluster financing, personal 

guarantee, land, building, machinery, hypothecation of goods, third party guarantee, 

postdated check, registered mortgage of immovable asset etc. were accepted by banks as 

securities. However, the amount of NPL were increased in 2018 (BDT 256.42 crore) 

compared to 2017 (BDT 32.11 crore). 

 

Table 7.19. Cluster Financing 

# Particulars 

2018 2017 

Banks 

(%) 

Total (In 

Crore) 

Average 

(In 

crore) 

Banks 

(%) 

Total (In 

Crore) 

Average 

(In 

crore) 

1 
Amount 

disbursed 
53.13 1749.14 102.89 66.67 1353.55 64.46 

2 Recovery rate 50.00 - 71.95 71.43 - 48.15 

3 NPL 53.13 256.42 15.08 47.62 32.11 1.53 

Source: Survey  

 

7.20. Inclusive Financing against No-frill Accounts 

In order to create banking habit of marginal people of the country, Bangladesh Bank has 

-

minimum balance. It will help the account holders to get subsidy from Government and 
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to have a credit facility at lower rate in line with BB directions. As shown in Table 7.20, 

BDT 3507.45 crore was disbursed through No-frill accounts in 2018 which was BDT 

550.19 crore higher than 2017. It is important to note that the amount of NPL significantly 

reduced in 2018 (BDT 22.75 crore) compared to 2017 (BDT 327.15 crore). Banks 

accepted personal guarantee, group guarantee, hypothecation of goods, etc. as the security 

for this account. 
 

Table 7.20. Inclusive Financing against No-frill Accounts 

# Particulars 
2018 2017 

Banks 

(%) 

Total  

(In Crore) 

Average 

(In crore) 

Banks 

(%) 

Total  

(In Crore) 

Average 

(In crore) 

1 
Amount 

disbursed 
40.63 3507.45 269.8 52.94 2957.26 140.82 

2 
Recovery 

rate 
34.38 - 92.09 52.94 - 40.08 

3 NPL 40.63 22.75 1.75 29.41 327.15 15.58 

Source: Survey 

  

7.21. Financing off Balance Sheet Activities (OBSA) 

Table 7.21 highlights the status of financing the OBSA of banks. In 2018, around 72% 

sampled banks stated that they have a separate policy relating to financing OBSA in their 

banks, which was only 61.54% in 2017 indicating structural changes in managing off 

balance sheet activities in the banking sector. Similarly, banks have also the separate 

department to deal with financing OBSA. A total of 59.38% respondents in 2018 claimed 

that they have separate department to deal with financing OBSA which is 28.65% higher 

than 2017.  
 

Table 7.21. Financing Off Balance Sheet Activities (OBSA) 

# Particulars 
Response (%) 

2018 2017 Change 

1 Separate policy relating to financing OBSA 71.88 61.54 16.80 

2 Separate department to deal with financing OBSA 59.38 46.15 28.65 

 Total n=32 n=29  

Source: Survey 

 

7.22. Social Security/ Group Security in Case of SME Financing 

Banks may accept social security/group security in case of small enterprise financing. 

According to Table 7.22, 23.33% of sampled banks accepted social security/group 

security as the main security in 2018 with a significant positive change of 203.33% over 

2017. On the other hand, 36.67% of sampled banks accepted this as an additional security 

which is 26.67% lower than 2017. It is notable that, 31.03% respondents did not accept 
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social or group security as the security rather preferred more on inherent business 

capacity due to some problems faced by banks to obtain social /group security in case of 

small enterprise financing.  

 

Table 7.22. Social Security/ Group Security in Case of Small Enterprise 

Financing 

# Particulars 

Response (%) 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 
Accepted as the 
main security 

0.00 100.00 23.08 0.00 23.33 7.69 203.33 

2 
Accepted as an 
additional security 

100.00 100.00 30.77 0.00 36.67 50.00 -26.67 

3 
Do not accept as 
security 

0.00 0.00 32.00 100.00 31.03 19.23 61.38 

4 
Others (please make 
comment) 

0.00 0.00 7.69 0.00 6.67 11.54 -42.22 

 Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey 

 

7.23. Written-off Loan and their Recovery 

In 2018, 75% of sampled banks respond about written of loan and 68.75 banks respond 

on recovery of written off loan (Table 7.23). The average written off loan as % of total 

loan in 2018 was 12.77% which was significantly higher than 2017 where it was only 

4.64%. The range of written of loan as % of total loan was between 224.50% and 0.01% 

in 2018.  In recovery of written off loan, all the respondents banks recovered 4.28% in 

2018 which was 7.26% in 2017. Therefore, it is evident that the written off loan as % of 

total loan increased whereas the recovery rate decreased in 2018 compared to 2017. 

 

Table 7.23: Written-off Loan and their Recovery 

# Particulars 

2018 2017 2016 

Response (% 

of Banks) 
Max Min Avg. Max Min Avg. Max Min Avg. 

1 

Written off 
loan as % 
of Total 
loan 

75.00 224.50 0.01 12.77 50.00 0.09 4.64 100.72 0.13 7.3 

2 

Recovery 
rate (%) of 
total written 
of loan 

68.75 24.08 0.01 4.28 40.14 0.02 7.26 356.53 0.03 24.2 

 Total n=32 n=29 n=31 

Source: Survey  
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What recovery measures undertaken to collect written off 

loan?

Majority of the respondents used negotiation, utilize the services of 3rd party recovery 

agents, legal action and filing suits under Artha Rin Adalot 2003 and NI Act 1881 in due 

time against the default clients for recovering the written off loan.  

 

Box 1: Various Recovery Measures Undertaken by Banks to Collect Written Off Loan 

# Particulars Frequency 

1 Negotiation  7 

2 
Utilize the services of 3rd party recovery agents appointed by the bank 

and entrust the difficult cases to them. 
7 

3 Legal procedure under Artha Rin Adalot 2003 and NI Act 1881 5 

4 Persuasion 4 

5 Initiative of separate debt collection unit 3 

6 Sale of collateral 3 

7 Amicable settlement. 3 

8 

Strengthening continuous monitoring and follow up of the client, 

guarantor, mortgagor over phone through letters and visiting their 

business/ residence. 

3 

9 
Regular follow up and communication with the customer to recover 

written off loans 
3 

10 Interest waiver 2 

11 Tri-partite meeting among R & M, branch & borrowers. 1 

12 Taking assistance of peer group of default clients for recovery of loans. 1 

13 Special incentive scheme 1 

 Total n=32 

Source: Survey 

 

7.24. Strategies Used in Collecting Money from Habitual/ Willful Defaulters 

Table-24 indicates the different measures or strategies taken by the respondent of 32 

banks in recovering money from willful defaulters. Almost 44 percent respondent banks 

gave priority in taking punitive actions against the willful defaulters whereas second 

highest measure was meeting with the borrower. 
 

Table 24: Strategies Used in Collecting Money from Habitual/Willful Defaulters 

# Particulars Frequency 

1 Legal Action 14 

2 Meet the Borrower. 8 

3 Engage 3rd party recovery agent for collection 5 

4 Issue reminder letter. 4 

5 Disposal of collateral security 4 
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Table 24: Strategies Used in Collecting Money from Habitual/Willful Defaulters 

# Particulars Frequency 

6 Persuasion to Personal Guarantors for repayment of liabilities. 3 

7 Contact with dominated person related to the borrower 3 

8 Amicable settlement. 3 

9 Creating social pressure 3 

10 Rescheduling. 2 

11 Collection effort through group visit of SAMD & RM. 2 

12 Finding weakness of borrower 2 

13 Negotiation 2 

14 Group visit and persuasion 2 

15 Waiver of interest. 1 

16 
Meeting among R&M, Branch & Borrower for negotiation toward 
recovery. 

1 

17 Allow takeover of those loans to other Banks. 1 

18 
Regular monitoring through overdue monitoring system and from contact 
time to time with borrowers 

2 

19 Filing of CR and AR suit. 1 

Total n=32 

Source: Survey Data 
 

7.25. Measures Applied for Recovery except Court Settlement 

Banks applied different measures for the recovery purpose. It is always preferable to settle 

the recovery issues outside the court in order to save time, money and effort of bank 

executives. The most applied measure for recovery except court in 2018 was rescheduling 

and restructuring (100%) followed by negotiation, arbitration, Alternative Dispute 

Resolution (ADR), using recovery agent, loan selling and some others as opined by 

respondents (Table-7.25). It is good to observe that arbitration is gradually being a 

popular method of recovery among bankers except court settlement.  
 

Table 7.25. Measures Applied for Recovery of Loan except Court Settlement 

# Particulars 

Response 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 
Rescheduling and 
restructuring 

100.00 100.00 100.00 100.00 100.00 93.10 7.41 

2 Negotiation 100.00 100.00 100.00 100.00 100.00 89.66 11.54 

3 Arbitration 33.33 100.00 62.96 100.00 62.50 41.38 51.04 

4 
Alternative 
dispute resolution 
(ADR) 

66.67 0.00 81.48 100.00 78.13 60.71 28.68 

5 Recovery agent 33.33 0.00 66.67 0.00 59.38 50.00 18.75 

6 Sale of loan 0.00 0.00 33.33 0.00 28.13 14.29 96.88 

7 Others 0.00 0.00 7.41 0.00 6.25 7.69 -18.75 
 Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey  
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7.26. Credit Growth Rate of Banks 

From Table-7.26, it was found that 93.1 percent banks who sent information to banks 

comment on their growth rate of credit. The maximum growth rate of credit was 26.8 

percent in 2018 which is lower than 2017. The cumulative average growth rate of credit 

is 0.48 percdent during 2014-2018 whereas the maximum is 43.59 percent and minimum 

is -0.73 percent. In Table-7.26b, we tried to identify the possible reasons for changes in 

credit growth rate in the banking sector in 2018 and in total 22 reasons were identified. 

Since the number of respondents are 33, there could be more possible reasons may exist 

for the adverse growth of credit in 2018. On the basis of these reasons, we also attempted 

to provide some concrete recommendations in Table-7.26c in order to improve the 

situations. 

 

Table 7.26a: Credit Growth Rate of Banks 

# Year 
Response  

(% of Banks) 
Max Min Average 

Growth Rate  

(CAGR) 

1 2014 93.10 43.59 2.01 12.97 

0.48% 

2 2015 93.10 27.02 -2.62 12.96 

3 2016 93.10 31.45 -0.73 17.34 

4 2017 93.75 30.23 3.50 18.82 

5 2018 93.75 26.80 2.34 13.22 

 Total n=32  

Source: Survey  

 

Table 7.26b. The Reasons for Credit Growth at your Bank in 2018 

# Reasons Frequency 

1. Annual business growth target 2 

2. Moving with Bangladesh Bank Policy 1 

3. Careful selection of customer & business. 3 

4. More professional & practical credit risk analysis 1 

5. Financing in a large number of mega project  1 

6. Growth of national economy 1 

7. Increasing branch and manpower 1 

8. Stable growth as a result of target 2 

9. Strategic Plan 1 

10. RMG Growth 2 

11. Construction sector financing  2 

12. Importance given to lending in SME sector  1 

13. Increase disbursement in OBU 1 

14. Due to maintaining IDR (ADR)  1 

Total n=20 
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Table 7.26b. The Relevant Suggestions for Credit Growth at Bank in 2018 

# Relevant Suggestions Frequency 

1. Disbursement of new loan 1 

2. Paying attention on the quality of the credit and concentration risk 1 

3. For maintaining quality of Assets no compromise 1 

4. Innovative products to be launched 1 

5. Increasing deposit growth  1 

6. Improving overall credit environment of the country 1 

 

7.27. Disbursing Loan to New Sectors/ Industries 

In 2018, 20 percent banks disbursed loan to new sectors/industries (Table-7.27) whereas 

80 percent banks are confined to old business. As compared to 2017, there is a negative 

attitude found by the banks in disbursing loans to new sector which was actually 

decreased in 2018 by 54.55 percent. This trend indicates that banks are showing least 

interest to finance the innovators than the followers.  On the basis of this negative 

tendency towards innovative/ new sector regarding loan disbursement, we identified 

some reasons that is depicted in     Table-7.27b. The only positive thing is that banks 

provided loan in two new sectors that is explained in Table-7.27c  
 

Table 7.27a. Disbursing Loan to New Sectors/ Industries in 2018 

# Response 

Percentage of Banks 

2018 2017 
Change 

SOCBs SBs PCBs FCBs All Banks All Banks 

1 Yes 33.33 100 16 0 20 44 -54.55 

2 No 66.67 0 84 100 80 56 42.86 
 Total 100 100 100 100 100 100  

 n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey Data 

 

Table 7.27b. Reasons for not Disbursing Loan for the First time in 2018 to New Sector 

# Reasons Frequency 

1 Lack of opportunity to invest in New Sectors/Industries 4 

2 Presently maintaining conservative portfolio 3 

3 No new sector found 1 

4 Lack of promising entrepreneur with promising projects. 1 

 

Table 7.27c. Disbursing Loan for the First Time in 2018 to New Sector 

# New Sector Frequency 

1 Petroleum Industries 1 

2 
Financing through PPP model construction work of two terminals at 

Mongla Port 

1 
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7.28. Lucrative Sectors for Investment in 2018 

To enrich investment portfolio and to minimize the sector specific concentration risk, 

banks should always be envisioned to invest in diverse sectors. A list of sectors 

considered as lucrative by bankers in 2018 for investment is summarized in Table-7.28. 

RMG, Pharmaceuticals, SME, Leather, Agriculture, etc. were the most lucrative sectors                          

for investment in the last year. Bankers considered readymade garments and textile as 

lucrative sectors always because of their huge profit margin. But in 2018, the power sector 

successfully outraged the RMG and pharmaceuticals which is obviously a good news 

from macro-economic point of view which was previously considered as a risky 

investment. Besides that, Pharmaceuticals and Chemicals, SME sector, Leather & 

Footwear Exports were considered really profitable because of their growing nature 

(Table 7.28). 

 

Table 7.28. Lucrative Sectors for Investment in 2017 and Reason for Selection 

# Lucrative Sectors Reason for Lucrative Sector Frequency 

1.  Pharmaceuticals 1. Most growing sector.  

2. Good yield, satisfactory turnover, high recovery 

rate, minimum classification.  

3. 1.85% contribution to GDP  

4. Population Growth rate 

6 

2.  Rice Mills Low rate of classification 1 

3.  Feed Mills Low rate of classification 1 

4.  RMG 1. Growth in export market  

2. Good yield, satisfactory turnover, high recovery 

rate, minimum classification.  

3. Maximum GDP contribution  

4. Skilled workforce  

5. Strong backward & forward linkage etc. 

9 

5.  Power sector 1. Deficit of electricity and 

sector.  

2. Most growing sector  

3. Offtake agreement with PDB and minimum 

capacity payment of bank loans.   

4. Secured income and stable repayment  

5. Energy sector, especially renewable energy is 

likely to achieve foreign aid  

6. Significant increase of demand 

10 

6.  Construction Few mega projects of govt. are running 3 

7.  Steel High growth of the sector. 2 

8.  Trading Huge potentials. 2 

9.  Garments Main sector for the economy. 1 

10.  
SME 1. Regulatory Incentives like less provision 

requirement and Re-finance facility 
6 
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Table 7.28. Lucrative Sectors for Investment in 2017 and Reason for Selection 

# Lucrative Sectors Reason for Lucrative Sector Frequency 

2. Most growing sector  

3. Rate of interest. 

4. Enhancement of income generation activities. 

11.  Government Project 

through PPP model 

Overall infrastructural development activities.  
1 

12.  Large Industries Import substitute industries and export oriented  1 

13.  Cement & Ceramic Good yield, satisfactory turnover, high recovery 

rate, and minimum classification. 
1 

14.  Food & Allied 1. Rapidly growing sector. 

2. GDP contribution (more than 2%)  

3. Local Consumption 

2 

15.  Telecommunication 1. Eighth largest mobile market in the world  

2. Contributes (almost 1.8% of total GDP)  

3. Unique subscriber penetration  

4. Connected only half of the entire population 

connected 

1 

16.  Agro Based and agro 

processing 

1. Raw materials are available in the country and 

technological know-how has improved in the 

meantime 

2. To increase the Agricultural production in the 

country & self-reliant in this sector. 

2 

17.  Leather and Leather 

Products 

Good local market size and export potentials. Raw 

materials also available in the country. 
1 

18.  Spinning Mill Most growing sector 1 

Source: Survey Data 
 

7.29. AD Ratio of Banks 

The AD ratio of the entire banking sector has significantly increased more than the 

anticipated rate in 2018 (Table 7.29) like to 2017 which is envisaged as the violation of 

macro prudential policy of Bangladesh Bank. The table indicates that even a few banks 

touch the AD ratio close to 100% (97.49%). This trend will ultimately increase the 

liquidity risk, credit risk and above all possibility of higher NPL. 

 

Table 7.29. AD Ratio of Banks in 20184 

# Particulars 2018 2017 2016 

1 Maximum AD Ratio 97.49 100.25 95.14 

2 Minimum AD Ratio 53.59 39.49 32.02 

3 Average AD Ratio 81.77 77.83 77.82 

Source: Survey Data 

 
4 Computation is done on only data given by 32 banks. 
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7.30.  

In 2018, less banks started to ask for collateral security for LATR whereas requirement 

of collateral for LIM increased as compared to previous year which is shown in Table 

7.30. The number of banks which asked for collateral in case of LATR was decreased to 

76.67% from 85.19%% and for LIM, the number was increased to 33.33% from 30.77%. 

On the other hand, it is observed that the number of days allowed for both LATR and 

LIM is 30 to 180 but sometimes clients misuse the opportunities5. Since all banks do not 

ask for collateral for these facilities, it creates problems as banks convert those facilities 

into term loan when borrowers fail to adjust LATR and LIM on time.  
 

 

       Nature of Client 

 

 

Issues 

Banks (%) 
Change 

2018 2017 

For 

LATR 

For 

LIM 

For 

LATR 

For 

LIM 

For 

LATR 

For 

LIM 

Collateral requirement 

(% of banks) 
76.67 33.33 85.19 30.77 -10.01 8.33 

Allowing Grace 

Period (% of banks) 
16.67 6.67 0.07 0.07 23709.52 9423.81 

Number of days 

allowed  
30-180 90-180 120-360 60-90     

  n=32 n=29 

Source: Survey Data 

 

7.31.  

In 2018, average margin requirement for both old and new clients had decreased by 

92.86% compared to 2017 (Table-7.31). Same as the collateral requirement for both old 

and new clients decreased by 63.33% in 2018 that are lower than 2017 as depicted in 

table 7.31. 
 

 

Nature of Client 

 

 

Issues 

Response (%) Change 

2018 2017 
 

For Old 

Client 

For New 

Client 

For Old 

Client 

For New 

Client 

For Old 

Client 

For New 

Client 

Average Margin Requirement  92.86 92.86 96.3 96.3 -3.57 -3.57 

Average Margin 14.29 35.18 15.56 30.46 -8.16 15.50 

Collateral Requirement  63.33 63.33 66.67 59.26 -5.01 6.87 

Total n=32 n=29 
  

Source: Survey Data 

 
5 Borrowers usually wait for the last day allowed for repaying their money and borrowers ask for excuse at 
the last moment of given day which force banks to make LATR as term loan. Bank can ensure this repayment 
through making linkage between selling products and making payments to banks very stringently. 
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7.32 Utilization of Refinance Schemes of Bangladesh Bank 

Implementation of refinance schemes is more important for developmental activities. 

Study shows utilization of refinance schemes by banks varies from 9.38% to 78.13% in 

2018 (Table-7.32). Among the refinance schemes, Women Entrepreneur Refinance 

(78.13%), Export Development Fund (75%), Refinancing for Renewable Energy and 

Energy Efficient Products (56.25%), SME refinance (62.4%) are extensively used by 

banks.  In comparison with previous year, it is really matter of deep concern that 

Refinancing for Renewable Energy and Energy Efficient Products, Export Development 

Fund and SME refinance schemes have been decreased dramatically.  

 

Table 7.32: Utilization of Refinance Schemes of Bangladesh Bank 

# Particulars 

Response 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Housing refinance 33.33 0.00 18.52 0.00 18.75 26.09 -28.13 

2 

Refinancing for renewable 

energy and energy efficient 

products 

66.67 0.00 59.26 0.00 56.25 84.00 -33.04 

3 

ADB supported refinance 

scheme for brick kiln 

efficiency improvement  

66.67 0.00 40.74 0.00 40.63 56.52 -28.13 

4 

Refinance scheme supported 

by Shariah based Banks and 

FIs  

33.33 0.00 7.41 0.00 9.38 21.74 -56.88 

5 Sharecroppers refinance 33.33 0.00 14.81 0.00 15.63 13.04 19.79 

6 
Women entrepreneur 

refinance 
66.67 100.00 81.48 0.00 78.13 76.00 2.80 

7 Small enterprise refinance 33.33 100.00 59.26 0.00 56.25 60.00 -6.25 

8 SME refinance 66.67 100.00 62.96 0.00 62.50 64.00 -2.34 

9 
Equity and entrepreneurship 

fund 
66.67 100.00 14.81 0.00 21.88 37.50 -41.67 

10 Export development fund 66.67 0.00 81.48 0.00 75.00 66.67 12.50 

11 Others 33.33 0.00 18.52 0.00 18.75 17.39 7.81 
 Total n=3 n=1 n=27 n=1 n=32 n=29  

Source: Survey Data 

 

7.33. Problems Faced by Banks with Refinancing Schemes 

Table 7.33 depicts different problems that banks faced with refinancing schemes in the 

year 2018. The most acute problems that bankers face in case of refinancing scheme are 

delay in getting approval from Bangladesh Bank (21.05%) and complicated 

documentation and reporting system (15.79%). The other significant problem realized by 

bankers in this regard is poor loan recovery rate (13.16%). These were the major problems 
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that hindered bankers to extend refinancing schemes in 2018, but the positive thing is that 

the quantum of these problems had significantly declined as compared to 2017. 

 

Table 7.33:  Problems Faced by Banks with Refinancing Schemes 

Sl. Problems Recognized Freq. 
Response 

(%) 

1.  Timely payment of installment 1 2.63% 

2.  Recovering the amount from deposit account with Bangladesh Bank. 1 2.63% 

3.  Repaying the installment on due time. 1 2.63% 

4.  Low recovery rate 5 13.16% 

5.  Longer time for approval of refinance facility from Bangladesh Bank  8 21.05% 

6.  Lack of simplification of documents 6 15.79% 

7.  Poor understanding level of client about refinance schemes. 1 2.63% 

8.  Lack of funds 2 5.26% 

9.  Constriction Terms & Condition of regulator regarding Refinancing 

Schemes. i.e. Environmental Issue etc. 

2 
5.26% 

10.  Branches are much reluctant to finance in refinancing schemes etc. 1 2.63% 

11.  Monitoring 1 2.63% 

12.  Delay in reimbursement 2 5.26% 

13.  Reduced/subsidized pricing on own-fund till reimbursement 1 2.63% 

14.  Overdue tendency on loan 1 2.63% 

15.  Time mismatch of demand and supply of fund 1 2.63% 

16.  75% sanction in ADB Fund is required to increase.  1 2.63% 

17.  Shariah Perspective 1 2.63% 

18.   Total 38 100 

Source: Survey Data 

 

7.34. Default Borrowers despite Having Good Credit Rating from ECAI 

In case of selecting bank borrowers at the very beginning of credit appraisal process, it is 

always wise to remember that prevention is better than cure.  Usually borrowers rated by 

ECAI are expected to be exposed to low default. However, according to Table 7.34a, in 

2018 around 37.93% banks mentioned that borrowers became default in spite of having 

good credit rating from ECAI.  Although this trend had declined as compared to 2017 

(44.44%). It is really alarming that ECAI rated good borrowers also became defaulter in 

2017. In 2018, around 66.67% SOCBs and 37.5% PCBs are holding opinion that 

borrowers defaulted despite having good credit rating. It is extremely crucial to find out 

the underlying causes of such opinion and to try to annihilate those reasons to redeem the 

confidence on ECAI rating. In Table 7.34b, we had identified almost eighteen reasons of 

becoming default borrowers despite having good credit rating from ECAI.  These also 

raise the question of assessment techniques, sincerity, and integrity of the local credit 

rating agencies.  Although FCBs, in most of the cases they prefer the credit rating done 
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by reputed international credit rating agencies such as: Standard & Poor, Moody, Dun & 

Bradstreet etc. 

 

Table 7.34a.  Becoming Default Borrowers despite Having Good Credit Rating from 

ECAI 

# Particulars 

Response 

2018 2017 Change 

SOCBs SBs PCBs FCBs 
All 

Banks 

All 

Banks 

1 Became default (Yes) 66.67 0 37.5 0 37.93 44.44 -14.65 

2 Becoming Default (No) 33.33 100 62.5 100 62.07 55.56 11.72 

  Total 100 100 100 100 100 100 
 

  n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey Data 

  

Table 7.34b. Reason for being default Borrowers despite Having Good Credit Rating 

from ECAI 

# Reasons Freq. 

1.  Huge portion of the report is speculative 1 

2.  ECAI are doing Credit Rating based on the information supplied by the 

borrower and they merely go for cross checking of the information furnished 

by the borrower.  

1 

3.  Rating of ECAI based on un-audited financials  2 

4.  Manipulated Audited Balance Sheet 2 

5.  Adverse market conditions 1 

6.  In-adequate/poor utility services 1 

7.  Management conflicts. Death of the borrower/key person of the borrowing 

company/firm  
1 

8.  Un -expected labor unrest  1 

9.  Disruption of the economic activities due to prolonged political unrest/natural 

calamity 
1 

10.  Sudden cancellation of business deal  1 

11.  Failure in collection of receivables on timely 1 

12.  Not maintain regular transaction in their loan account.  1 

13.  Price fall of Collateral Securities  1 

14.  Fund Diversion 1 

15.  Lack of competent Second Line Management 1 

16.  Changing of policy level by Different regulators 1 

17.  Exchange Rate fluctuation. 1 
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7.35. Problems Faced by the Banks in Credit Operations 

In table 7.35, Problems faced by banks in credit operations are summarized from the 

survey. Like 2017, the most acute problem realized by the bankers in credit operation is 

financing to a single client by multiple banks which is 90.63% in 2018.  This problem 

has increased in 2018 as compared to 2017 (86.21%). Apart from that, waiving interest 

rate (71.88%) and urban concentration (79.31%) were considered as another significant 

hurdles on the way of credit operation. These trends indicate that a concentration risk 

(both geographical concentration and single borrower concentration) might expose to 

severe credit risk in upcoming years. Banks also mentioned that flaw data in audited 

financial statement

liquidity were major encumbrances for smooth credit environment in 2018. 
 

Table 7.35. Problems Faced by the Banks in Credit Operations in 2018 

# Particulars 

Response 

2018 2017 

Change 
SOCBs SBs PCBs FCBs 

All 

Banks 

All 

Banks 

1 Waiving Interest Amount 100.00 100.00 66.67 100.00 71.88 N/A N/A 

2 Borrowers' connection with 
influential person/s 

66.67 0.00 44.44 100.00 46.88 N/A N/A 

3 Borrowing from abroad in 
foreign currency by local 
firms  

33.33 0.00 29.63 100.00 31.25 42.86 -27.08 

4 
 

33.33 0.00 55.56 100.00 53.13 58.62 -9.37 

5 Financing to a single client 
by multiple banks 

100.00 100.00 88.89 100.00 90.63 86.21 5.13 

6 Excessive amount given 
under LATR 

33.33 0.00 25.93 100.00 28.13 37.04 -24.06 

7 Flaws of data in audited 
financial statements 

100.00 100.00 55.56 100.00 62.50 71.43 -12.50 

8 Over invoicing 100.00 100.00 25.93 100.00 37.50 37.04 1.25 

9 Urban concentration 66.67 0.00 62.96 100.00 62.50 79.31 -21.20 

10 Difficulty in getting 

ECAI 

33.33 0.00 62.96 100.00 59.38 51.72 14.79 

11 Lack of trained bank 
officials in credit 
department 

66.67 100.00 3.70 100.00 15.63 42.86 -63.54 

12 Delay in loan 
documentation due to 
delinquency of some 
Government offices 

100.00 100.00 25.93 100.00 37.50 46.43 -19.23 

13 Loan take over culture 
based on undervalued 
security 

33.33 0.00 25.93 100.00 28.13 42.86 -34.38 

14 Others 0.00 0.00 7.41 0.00 6.25 7.69 -18.75 

  Total n=3 n=1 n=27 n=1 n=32 n=29 
 

Source: Survey Data 
Note: *N/A= Not Available 
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7.36. Credit Budget and Actual Amount of Credit Disbursement in Major Economic 

Purposes in 2018 

Table-7.36 depicts a negative trend of amount of credit budget and average actual 

disbursed amount by banks based on major economic purposes.  As compared to 2017, 

in all the nine areas, there is a significant increase of percentage of actual disbursed 

amount to budgeted amount in 2018, which will obviously make a positive impact 

towards economic development of our country.  

 

Table 7.36. Credit Budget Amount and Actual Disbursed Amount by Banks in Major 

Economic Purposes in 2018 

# 
Economic 

Purpose 

2018 2017 
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1 Agriculture, 

Fishing & 

Forestry 

24 796.33 463.88 58.25 14 418.33 348.78 83.37 

2 Industry: Term 

Loan 

24 5547.07 4950.15 89.24 14 3264.94 2969.06 90.94 

3 Industry: 

Working 

Capital 

Financing 

24 4670.04 4571.75 97.89 14 6211.38 6969.22 112.20 

4 Construction 24 2241.05 2167.71 96.72 14 1790.98 1645.75 91.89 

5 Transport 24 376.26 357.66 95.06 14 311.77 348.80 111.88 

6 Trade and 

Commerce 

24 6098.14 5385.19 88.31 14 5512.86 5486.79 99.53 

7 Other 

Institutional 

Loan 

24 662.66 997.08 150.47 14 655.09 649.58 99.16 

8 Consumer 

Finance 

24 1012.98 902.92 89.14 14 1076.68 1005.82 93.42 

9 Miscellaneous 24 1075.11 1040.71 96.80 14 1381.09 1482.52 107.34 
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8. Cases on Different Types of Projects/ Borrowers  

8.1. Case Study-1: Successful Woman Entrepreneur:  Poultry and Plastic Mat 

Industry 

Nahid Sultana Tripti is an example of a successful woman entrepreneur who has changed 

her fate through poultry business. Her journey was started in the year 1999 by establishing 

'Women Entrepreneurship' in 2009 from Honorable Prime Minister. But her triumph was 

not too easy. She got married when she was the student of class eight. It was very hard to 

run her family expenditure as her husband was unemployed. The poultry business came 

into her mind after seeing that one of her neighbor made a good profit from poultry 

business starting with 70 layer hens only. 

 

She ran the poultry business firstly with 150-layer breeds and her initial capital was only 

Tk.15,000.00. In 2001, she received a three months long training from local Jubo 

Unnayan Odhidaptar and learnt the most effective way of poultry farming in her local 

environment. She stood first among the trainees and highly appreciated for her sincerity 

and good performance in the training. Besides, she participated in a seven-day training 

program on farming in Thailand in 2011. She was one of the two trainees (one lady and 

one gentleman) selected from Bangladesh. 

 

Initially it was very hard to run her business with small investment and without loan 

facility. She availed her first loan for Tk. 20.00 lac from a Bank in 2001. With that money 

she enlarged her poultry from 150 to 1000 layers on her ancestral land. The limit has been 

enhanced from time to time with the business growth. At present, she has been availing 

total working capital finance for Tk. 1.30 Crore.  Her sales and net profit positions are as 

under: 

 

Particulars 2017 2016 2015 2014 2013 2012 

Sales (in Crore Tk.) 24.70 24.00 22.00 19.00 16.50 15.00 

Net Profit (in Crore Tk.) 0.94 0.90 0.69 0.79 0.70 0.49 

 

Besides the working capital, she availed short term single payment seasonal loan facilities 

several times to grab the seasonal opportunity of the business. As she was earning slowly 

and gradually, she used to reinvest the profits and expand the farm operations.  

 

She faced a huge loss of Tk.1.20 crore in 2017. Branch manager advised her to search for 

other line of business having good market demand. She has taken it and explored a new 

line of business. She came with a new thought with 'Three Star Mat Indust

year. The concern is engaged with manufacturing of plastic mats. She set up her factory 
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with twenty machineries. Fifty workers worked in the factory both day and night shifts. 

Response of the product in local market is tremendous. Sales for the 1st two years are as 

under:   

 

Particulars 2018 2017 

Sales (in Crore Tk.) 2600.00 2500.00 

Gross Profit (in Crore Tk.) 400.00 250.00 

Net Profit (in Crore Tk.) 269.39 133.50 

 

In 2017, the manager checked the viability of the business and sanctioned a working 

capital loan for Tk.50.00 lac for her new business. The business gained a good respond 

in the market very quickly. Then the limit has been enhanced up to Tk.150.00 lac after 

one year. She bought more machinery to expand the production capacity. She has 

overcome all her barriers caused by loss in previous business. She is now dreaming to be 

the owner of a group of Companies.  

 

Observations 

i. Previous loss in business was beyond her control and she was not a willful defaulter. 

ii. Branch manager assessed her appropriately and kept confidence on her capacity as 

well as willingness to repay Bank Loan.  

iii. Diversification of business worked out perfectly and timely.  

 

8.2. Case Study-2: Successful Man Entrepreneur: Fish Business Local and Export 

Business   

NFCL is one of the largest fish processing plant in the port city Chattogram. The company 

has started its journey in the year 2009. Mr. Shumendhu Bose is the Managing Director 

and the key person of this company. He is a young entrepreneur and started a business of 

successfully up to 2002. Thereafter, he joined in his friend fish trading business and make 

it profitable one. But he could not continue with his friend. In 2005, he started his own 

fish business with capital of Tk.12.00 lac only. All his earnings from the previous 

business were reinvested for the expansion of the business. Mr. Shumendhu used to travel 

in different countries since 2004 to understand human dynamics and exhibit his 

merchandise to different sectors for attracting potential customers. 

 

Initially, he started fish business as non-  

which mainly involved in collecting, processing and packaging of non-traditional deep-

sea fish and then exporting abroad. But as a non-packer exporter, it cannot display its 

products to buyer due to lack of proper infrastructure.  
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He bought two plots from Bangladesh Fishery Development Corporation in 2008 & 2010. 

His Company `Nihao Food Company Ltd. (NFCL)' has started its journey on May, 2009 

with a view to providing one stop services. He has purchased two licenses for cold storage 

and export process fish to China for expanding his business. 

 

With the policy "No compromise in quality", he gave special attention on each and every 

stage of production to ensure international standard. NFCL got certificate for their quality 

management from Fish Inspection and Quality Control (FIQC) under Ministry of 

Fisheries and Livestock and also certified by International Organization for 

Standardization (ISO). 

 

To meet up the working capital requirement in the business, he has availed of a loan for 

working capital facilities of Tk.2.70 crore from a Bank in 2010. To fit with the growing 

business, limit has been enhanced from time to time as under: 

 

Credit Facility 2018 2016 2014 2013 2010 

Working Capital 

Loan (L/C, LTR. 

SOD Time Loan, 

etc.) (in Crore Tk.) 

15.00 10.00 7.50 5.80 2.70 

 

Besides the above-mentioned working capital facilities, he availed of bank term loan of 

Tk.1.65 crore for construction of fish processing plant and Tk.1.45 crore for capital 

machinery of fish processing in the year 2014. With the help of the financial supports 

from bank, he operates his business efficiently.  

 

Sales volume and net profit of the business concerns are as under: 

 

Particulars 2017 2016 2015 

Sales (in Crore Tk.) 19.13 7.65 7.32 

Net Profit (in Crore 

Tk.) 

1.04 0.95 0.79 

 

He dedicates his utmost effort in establishment of the finest quality frozen fish industry 

and creating a brand image for supplying his product in domestic market mainly in 

Chattogram and Dhaka area as well as international market. For the research purpose, it 

has owned fish laboratories also.  
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Now he exports products in different countries such as India, Pakistan, Sri Lanka, 

Vietnam, South Korea, Australia, UAE, China, Yemen, France, etc. Recently he supplies 

their product in Burj Khalifa hotel of Dubai. He is always searching new export 

destination.  

 

Observations 

i. The entrepreneur was always serious about the quality of the product which took him 

up.  

ii. He explored a strategic line of exporting fish which has no local demand but have 

huge potential demand in the foreign market.  

 

8.3. Case Study-3: Successful Man Entrepreneur: Shamvu Auto Flour Mills 

M/s Shamvu and brothers, a small-scale trading enterprise was established in the year 

1995 with capital of Tk. 57,000.00 only. Sakumar Saha is the proprietor of the firm. Now 

he is one of the successful businessmen in his region He faced huge struggles in his life 

to be successful. During his primary schooling, he was a peddler of papor vaja & ice-

cream. At the age of 14 years, he got the first job to an Aroath and ruled out from that job 

at the age of 24. At that time, he got nothing left with him.  

 

After being fired from the job, Sukumar Saha started his business with capital of 

Tk.57,000.00 which was borrowed from his 02 neighbors. It was a flying business of 

supplying Bhushimaal in local market. He had no physical business establishments. 

Rather, he used to move around places to buy bhushimaal from wholesalers and sold 

those to local retailers. He got advantages of his previous relationship with the 

wholesalers during the first job. They trusted him and provided him with credit facilities. 

Thus, he was making profits from Buying Bhushimaal from Dhaka, Khulna and 

Chattogram on credit and selling those in local areas. During a short span of time, he 

made a fortune of Sixty Thousand Taka after repaying the loan. He reinvested the 

proceeds in the business. 

 

continuing the business well and bought an old mini truck for Tk. 5.00 lac in 2001 to 

reduce the transportation cost.  

 

He shared his desire with his mentors and bankers. Consulting with them, he has started 

pulse business in 2002. He bought a pulse mill of Tk. 13.00 lac in the same year with the 

help of bank finances. He grew his business further over time.  
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In 2014, he availed Term Loan of Tk. 280.00 lac for procurement of capital machinery 

for establishment of M/s. Shamvu Auto Flour Mills with 300 ton per day production 

capacity. In the same year, he also established a pulse mill with 200 ton per day 

production capacity named Shamvu Dal Mill. 

 

As a working capital support, he took first Bank Loan of Tk. 7.00 lac in 2002. The Bank 

Loan was taken over by another Bank by sanctioning Tk. 10.00 lac in the year 2007. The 

limit has been increased thereafter to fit with the expanded business as under: 

 

(in Crore Tk.) 

Concern 
Credit 

Facility 
2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 

M/s. 

Shamvu 

and 

Brothers 

Working 

Capital 

Loan 

600.0 850.0 910.0 600.0 450.0 100.0 75.0 60.0 25.0 15.0 10.0 

Term Loan  96.5          

M/s. 

Tulshi 

Dal Mill 

Working 

Capital 

Loan 

- - - - - 200.0 600.0 60.0 40.0 20.0 10.0 

M/s. 

Shamvu 

Auto 

Flour Mill 

Working 

Capital 

Loan 

1050.0 800.0 200.0 120.0        

Term 

Loan 

   280.0        

 

He immersed himself with the business community and studied the people experienced 

with positive result. As a result, despite of very humble beginning, Sukumar Saha has 

achieved noteworthy success. At present, 180 employees work under them. To run the 

business more smoothly, he has now 17 truck-mini-trucks which are used to supply the 

products to various wholesalers and retailers in 32 districts. He has two four-storied, one 

three-storied and five two-storied buildings on 12 bigha own land to operate his business.  

 

Observations 

i. Mr. Sukumar Saha gathered sufficient knowledge about dynamics of manufacturing 

the goods of which he was in trade and successfully transformed his business from 

trading to manufacturing. 

ii. He expanded his business timely and bank also responded to his expansion 

appropriately with full confidence. 
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8.4. Case Study-4: Unsuccessful Entrepreneur: Knitting, Dyeing, Finishing, 

Chicken Embroidery & Garments 

XYZ, a 100% export-oriented composite knit-dyeing and RMG manufacturing company 

was established in the year 1995. In the first few years of operation, the company was 

involved in woven-cloth production with automatic Power Looms. Later, the mill was 

engaged in producing knit fabrics by the way of installing Circular Knitting machine. 

 

In the year 2007, the entrepreneurs set up the dyeing, finishing & ETP unit in their factory 

premises. In the next year, they installed an open-end high capacity finishing machine. 

They also set up garment machinery from their own sources in 2008 and started 

production. Thus the company was equipped with knitting, Dyeing, Finishing, Chicken 

Embroidery & Garments machinery with the help of bank finance and own contributions. 

The value of the Project was approximately Tk.30 crore.  

Bank liability was as under in the year 2010: 

 

Nature of facility Limit 

Term Loan in lac 2043.20 

Working Capital Loan in lac 1833.25 

Total 3876.45 

 

At this stage, the customer came to the bank with a proposal for massive expansion of the 

project. But the lending bank denied it and advised the borrower to take time to go for 

the expansion. 

 

expansion of the project with its own finance. He deployed the earnings to that project 

the outstanding liability mounted up.   

 

In 2014, Bank rescheduled the irregular liabilities by converting them into a single basket 

Term Loan of Tk. 4518.15 lac.   

 

Due to inadequate gas supply in the factory, the full capacity of the factory was not 

achieved. Thus, it was difficult for the customer to bear the installment of the rescheduled 

liability. In 2014, with an expectation that business performance of the customer would 
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They were repaying the installment regularly till 2016. Once the installment size became 

higher as per approved ballooning repayment module, the customer failed to repay the 

installment. Besides, the customer could not complete the expansion project as per 

expected schedule. The customer failed to repay the installment and the account became 

classified once again.  

 

The company also faced labor crisis as there were no garments factories in that locality. 

That also contributed to fail for executing the export orders on time as per schedule 

causing cancellation of export orders.  

 

In 2018, the company decided to shut down the operation of sewing and knitting unit of 

the factory. The dyeing and printing unit was running in small scale. There was 

insignificant amount of stocks against those liabilities indicates that the borrower sold the 

stocks in the local market.  

 

Finding no other option to settle the Accepted Bills liabilities against the BTB L/C, the 

lending bank have created forced loan. Thus, the total funded liability of the borrower 

stood at Tk.7900.00 lac and all liabilities has been classified as BL.  
 

Observations 

i. The borrower deployed their working capital into the long-term investment of 

expansion project. Thus, the company failed to maintain its liquidity.  

ii. There was inadequacy of utility services and shortage of labor in the factory 

premises. 

iii. Bank official failed to understand diversion of fund due to lack of monitoring. 

 

8.5. Case Study-5: Unsuccessful Entrepreneur: High Speed Diesel Plant 

ABC Company was awarded two rental power projects by Bangladesh Power 

Development Board (BPDB) in 2010. The generated electricity from the project would 

be sold to BPDC under two separate power supply contracts for a term of 03 years and 

05 years, respectively. One project was High Speed Diesel (HSD) plant and another was 

Heavy Furnace Oil (HFO) Plant.   

 

The major sponsors of the company hold 60% of the share who were basically engaged 

in manufacturing of furniture. The project land was provided by the BPDB. Total cost of 

the project was of Tk.700 crore. The customer had taken Bank Loan for Tk. 500.00 crore 

under syndicated finance from different banks with a tenor of 03 years and 05 years for 

the two projects.  
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As per agreement, electricity was supposed t

insufficient experiences in this business, the company failed to start its commercial 

operations within deadline. As a result, they had to face LD (Liquidity Damage) penalty 

amounting to Tk. 200.00 crore. They paid Tk. 104.00 crore as penalty to BPDB and 

obtained an injunction against payment of rest of the penalty. As an alternative, they 

approached to the BPDB authority to convert the High-Speed Diesel (HSD) plant into 

Heavy Furnace Oil (HFO) Plant with a new deadline to mitigate the risk of loss. But the 

authority denied their approach. 

 

Both the projects went in operation since June, 2011. Mentionable here that, the projects 

were implemented with second hand machineries with 85% capacity. The achievable 

capacity was lesser than the contracted quantity because of inferior quality of imported 

capital machinery. Due to technical defect they failed to satisfy BPDB. In consequence, 

payment from BPDB delayed and the bank account started to become overdue. Then the 

lenders rescheduled their respective portion of syndicated loans. 

 

They continued to repay the installments up to April, 2013 but the loan accounts expired 

on 19.08.2013 keeping huge overdue amount to all the lenders. At this stage, the Ministry 

of Power, Energy & Mineral Resources of the Govt. of Bangladesh had extended period 

of one of the contracts of the power plant for further 05 years subject to conversion of the 

plant from High Speed Diesel (HSD) to Heavy Furnace Oil (HFO) with re-fixation of 

Tariff.   

 

In line with the new agreement with the BPDB, the lenders approved 2nd Time 

Rescheduling of the liabilities through extension of the tenure up to 5 years.  

 

The sponsors were not very serious about the project. Consequently, operation of the 

projec rd time 

rescheduling of the liability for further period of 06 years. But they again failed to make 

payment which was supposed to be started from January 2016. 

 

Eventually, the borrowers decided to sell the projects with a total amount of Tk. 250.00 

crore and approached bank for settling down the syndicated finance of Tk. 690 crore 

(Approx.) with that amount. The proposal was unrealistic and not bankable from the 

lenders perspective.  

 

At present the projects are not in operation. The lenders have taken the litigation process 
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Observations 

i. The sponsors of the projects did not have experience on the business. 

ii. The High-Speed Diesel Plant (later on converted in Heavy Furnace Oil Plant) was 

not assessed properly as it was not profitable to them. 

iii. In the very first year, the customer paid huge amount of penalties (LD) due to 

nonconformity with the agreed terms.  

iv. Banks granted name lending without proper assessment.  

v. The imported machinery was inferior in quality (2nd hand machine).  

 

9. The Issues Raised in Credit Review 2017 and Their Status in 2018 

The issues raised in the 2017 credit review, were tabulated below along with their status 

in 2018.   

 

Table 9.1: The Issues Raised in Credit Review 2017 and Their Status in 2018 

Sl. Issues of 2017 Status in 2018 

1.  Demand of Private Sector Credit and Shortage of Liquidity of 

Banks 

Slightly improved 

2.  Less Public Sector Credit Growth Same as before 

3.  Higher Growth Rate of Industrial Loan Growth rate Reduced 

4.  Growth of SME Term Loan Aggravated 

5.  Credit Concentration in Dhaka and Chittagong Division Increased 

6.  Decrease in Rural Credit Slightly improved 

7.  Concentration in Large Loan Aggravated 

8.  Application of Credit Risk Management (CRM)  Slightly Increased 

9.  Symptoms for Credit Risk Same as before 

10.  Rise in NPL Slightly Deteriorated 

11.  Improper Loan Rescheduling and Restructuring Slightly improved 

12.  Excessive Trend of Converting Non-funded Facility into 

Funded Facility 

Slightly Improved 

13.  Volatility in the Real Estate Sector Lessened 

14.  Lack of Monitoring Slightly Improved 

15.  Accurate Financial and Industrial Data Same as before 

16.  Decrease in Interest Rate on Credit Same as before 

17.  Use of Refinancing Schemes Declined 

18.  Default after Having Good Credit Rating Same as before 

19.  Environmental Risk in Lending Decision Slightly Improved 

20.  Responsibility of Media Slightly Improved 

 

would 

surely help banks in making future credit operation sustainable in Bangladesh. 
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10. Challenges Observed in Credit Operations of 2018 and Possible Solutions 

10.1. Decreasing Agriculture Loan  

The amount of loan to the agriculture sector fell 9 percent year-on-year to Tk 7,475.60 

crore between July and November, 2018. The ongoing liquidity crunch in the banking 

sector created an adverse impact on the disbursement of farm loans.  

 

Apart from SOCBs and SBs, private and foreign banks were required to come forward to 

provide necessary financing to the agriculture sector.  Notably, each bank would 

responsible to follow the   central bank's policy of setting aside at least 2 percent of their 

total loans for the agriculture sector. Private and foreign banks might go for wholesale 

banking in collaboration with SOCBs and SBs to abide by the aforesaid regulatory 

requirements.  

 

10.2. Punishment for Habitual Defaulters   

As of September 2018, the ratio of NPLs stood at 11.45 percent of the total outstanding 

loans. Habitual defaulters were the perpetrators behind increasing the rate of NPLs at this 

alarming level. When banks stepped into realize the defaulted loans the habitual 

defaulters went to courts and created an impediment to recover the default loans.  Almost 

Tk. 75,000 crore of default loans was pending with the money loan courts because of the 

drawn-out process to settle the cases. 

 

A collective initiative of Government, Bangladesh Bank and Commercial Banks would 

be necessitated to give exemplary punishment to these willful defaulters. Existing Artha 

Rin Adalat Ain 2003, if necessary, might be reformed to collect default loan within a short 

period of time. A dedicated bench with the High Court to settle the default loan cases 

might ease the situation. 

 

10.3. Finding out Buyers for Selling Mortgaged Assets 

In many cases, the banks failed to find buyers for purchasing mortgaged assets after 

having decrees in favor of banks. People did not show interest to buy mortgage assets 

fearing it might invite trouble for them in future.  

 

In this situation, keeping provision in the Act would necessary to get the ownership of the 

mortgaged properties within very short period of time if banks failed to sell and applied 

for ownership on this asset.  
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10.4. Sanctioning Loan without Matching Cash Flow 

Amount of cash flow generated from operation of business was required to be analyzed 

carefully for understanding the movement of cash throughout the year. But cash flows 

were not analyzed properly in many cases before sanctioning loan. In this situation, debt 

service capacity of the borrowing concern did not match with its cash flow, hence the 

borrowed funds turned into non-performing loans shortly.  

 

Banks should examine borrower's Cash Flow to be 

to repay the loan. Notably, Internal Credit Risk Rating (ICRR) system incorporated four 

ratios associated with cash flow namely Interest Coverage (IC), Debt Service Coverage 

Ratio (DSCR),   Financial Debt to Operating Cash Flow (FDCF) and Cash flow 

Coverage Ratio (CCR). Banks had to calculate these ratios meticulously based on 

accurate information for understanding the repayment capacity of the borrower.  

 

10.5. Non-Consideration of Global Liability in Assessing Credit Proposal 

While allowing credit facilities to a customer, the exposures of the group with other 

bank(s)/financial institutions were not being taken into consideration in many cases. As 

a result, excess fund goes to the borrowers. 

 

While sanctioning credit facilities to a group, assessment of borrower's overall debt 

repayment capacity was necessary. In this situation, Bangladesh Bank (BB) might 

consider to circulate the names of borrowers among all banks who had global exposures 

amounting to Tk.  100 crores and above or any amount BB felt rational.    

 

10.6. Unhealthy Competition among the Banks 

Unhealthy competitions among banks regarding loan takeover had resulted in 

vulnerability in the banking industry as most of the taken-over loans became defaulted. 

Due to ill competitions among banks regarding loan taken over, banks gave loan to 

 

 

A guideline for loan taken over might be given by the regulatory authority. Besides, banks 

necessitated analyzing the  business capacity, yearly turnover and reason 

behind transferring loans to another bank precisely.   

 

10.7. Lack of Accountability of Security Assessor  

The security assessors were not accountable for assessing value of the security. At the 

time of disposal of collateral, it was found that the assessed value was much higher than 

the actual value. Moreover, assessors did not confirm about the control of the owner on 

the collateral security.  
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Collateral security assessor should have brought under accountability. The assessor 

must comment on control on the collateral security, as well.  

 

10.8. 

Documents 

The borrower sometimes placed fake land documents to obtain loan, where ownership 

were not legally enforceable. Lawyers did not make clear opinion on the genuineness of 

the ownership of the collateral property and its chain of documents.  

 

Lawyers must come under accountability regarding genuineness of the ownership of the 

property and they had to declare clearly whether the property could  be taken as 

 

business license could be challenged with Bar Council. 

 

10.9. Scarcity of Financial and Industrial Data  

Scarcity of reliable and efficient source for industry data including price verification had 

long been impeding the credit operation in banks. It left credit operation of banks as a 

guessing game.  Bankers usually prepared fresh financials with inputs obtained from the 

 

 

Banks might create data bank with relevant information for its own use through collecting 

data from suppliers, buyers, employees, spouse of the borrowers, etc. Banks may go for 

could be motivated to act commercially as the suppliers of reliable data along with the 

verifier of information. Bangladesh Association of Banks (BAB) and Association of 

Bankers, Bangladesh (ABB) could take a joint initiative to create a reliable data bank 

where BIBM can contribute. Notably, BIBM took an initiative for creating a reliable data 

bank with macro, bank specific and share market data; it was going on.   

 

10.10. Rise in Written-off Loan and their Recovery 

The average written off loan as percentage of total loan in 2018 was 12.77 percent which 

was significantly higher than 4.64 per cent in 2017.   In recovery of written off loan, all 

the respondents banks recovered 4.28 percent in 2018 which was 7.26 percent in 2017.  

 

This is alarming for the banks from the risk management perspective. Banks should take 

stern actions to reduce NPL so that the amount of written off loan will reduce. Proper 

borrower selection, marketable security, strong third party or corporate guarantee, loan 

for productive purpose, etc. can be considered in this regard.  On the other hand, after 
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written off, more and vigorous recovery strategies are required to be implemented for 

collecting loan. 

 

10.11. Cluster Financing 

In different parts of the country, multiple clusters are producing a variety of products like 

footwear, electrical, plastic, agar-attar, light engineering, handloom and cricket bat. Had 

financing been available at flexible terms and conditions with lower interest rate, clusters 

would have the center of development of MSMEs. For ensuring the regional development 

across the country, cluster financing was  encouraged by BB.  

  

Banks may finance directly to clusters or they can go for whole sale financing in 

collaboration with banks and NBFIs  in financing MSMEs. At present, banks are 

accepting personal guarantee, land, building, machinery, hypothecation of goods, third 

party guarantee, registered mortgage of immovable asset, etc. in cluster financing. Banks 

may give a step forward to finance different clusters without taking collateral security 

but accepting social security and maintaining close relationship with cluster leaders and 

enterprise owners.  

 

10.12. Loan to New Sectors  

In 2018, 20 percent banks disbursed loan to new sectors/industries whereas 80 percent 

banks were confined to old business. As compared to 2017,  a negative attitude was found  

among banks in disbursing loans to the new sector . Giving loan to the new sector  was  

decreased  by 54.55 percent in 2018. This trend indicates that banks are showing least 

interest to finance new sectors. 

 

New sectors are the labor rooms for industrialization and have more chances to grow 

rapidly. Hence, banks can make more return from this financing. In yearly revised credit 

policy, each bank may keep a certain percentage of funds for financing new sectors and 

factories. If possible, a separate fund can also be created from each year profit amount 

of banks to finance new sectors.    

 

10.13. Corporate Governance in Banks  

Absence of good corporate governance in banks is a strong barrier to maintain quality of 

credit operation in banks. Intervention of directors in day-to-day functions of banks was 

noticed as a regular phenomenon in several banks in 2018. This intervention creates moral 

hazard, originates daisy chain in credit operation and deteriorates the financial health of 

respective banks.  
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Roles and functions of the board and management must be practiced as per the definition 

and clarification given in Bank Companies Act (Amendment 2013) 1991 and Guidelines 

on Credit Risk Management (CRM) for Banks, 2016. Additionally, Government and BB 

may fix a set of qualifying conditions before appointing somebody as director in SOCBs, 

DFIs and other banks. BB may monitor the progress of banks as per the memorandum of 

understanding (MoU) with SOCBs and DFIs closely in order to uphold the corporate 

governance and quality of credit operation in banks.   

 

10.14. Financing Single Client by Multiple Banks 

Financing large corporate businesses by multiple banks leads to excessive loan amount 

to a single party as opined by 89 per cent respondents. It allows borrowers to divert excess 

funds to other purposes mainly in speculative businesses or in procuring properties. 

Hence, borrowers fail to generate sufficient cash flow from its business operation to 

service huge amount of debt compelling borrowers either to become default or to repay 

loans of one bank by  funds borrowed from another bank.  

 

Examining the existing credit facilities with all banks along with determination of exact 

credit requirements before sanctioning new loan amount is sine-qua-none to avoid this 

situation.  Apart from checking CIB report from BB and collecting NOC from existing 

lending banks, close communication among banks may be helpful. Club financing could 

have been useful in this regard.  

 

10.15. Waiving Interest  

Interest waiving against bad loans pushes good borrowers to avail this benefits through 

becoming defaulters and encourages habitual 

time persistently, as opined by 67 per cent bankers. This exemption raises the questions 

about the due  

 

direction. We must be careful so that no bank can waive interest on loan  deliberately.  
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Appendices 

Appendix 1: Credit Flow-Chart of Banks 

By Whom to be 

Done 
What to be Done 

   

Origination of Credit 
   

Relationship/ 

Marketing Manager 

(RM) 

 

1. Discussion with Client about Credit Facilities 
  

2. Ensuring Expected Business Segment/Sector and Expected 

Types of Loan Facilities 
  

3. Reviewing Lending Target-Disbursement in the Industry and 

Single Borrower/ Group Limit 
  

4. Receiving Request for Credit from the Client along with Related 

Papers, Documents, etc. 
  

5. Scrutinizing/Verification of Submitted Documents and 

Information 
  

6. Collection of all Other Required Information 
  

7. Appraisal of Managerial, Organizational, Marketing, Technical, 

Socio-Economic & Environmental Aspects 
   

Relationship/ 

Marketing Manager 

(RM) through 

Credit 

Administration 

(CAD) 

8.  

   

Relationship/ 

Marketing Manager 

(RM) 

9. Analysis of Loan Structure, Purpose of Loans, etc. 
  

10. Financial Analysis (Historical &Projected Data) 
  

11. Analyzing Security Offered by Client 
  

12. Completing Credit Risk Grading (CRG) Score Sheet 

  

13. Collection of Credit Rating Done by ECAI of Client, if Possible 

  

14. Finalization of Loan Structure and Security Arrangement 

  

15. Recommendation of the Credit Proposal and Placing for 

Approval to Head of Corporate Banking (HOCB) or Head of 

CRM 
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Approval of Loan Proposal 
   

The Head of Credit 

Risk Management 

(CRM) 

16. Forward to Risk Management Unit (RMU) for their Observation 

   

Risk Management 

Unit (RMU) 
17. Send back to CRM after Putting Observations  

   

The Head of CRM 18. Forward to Processing Unit (PU) under CRM 
   

Processing Unit 

(PU) under CRM 
19. Forward to Approval Unit (AU) under CRM 

   

The Head of CRM 

(if beyond his 

power) 

20. Forward to Managing Director (MD)/CEO for Approval 

   

Managing Director 

(MD)/CEO 

(if beyond his 

power) 

21. Forward to Executive Committee (EC)/Board for Approval 

   

Executive 

Committee 

(EC)/Board 

22. Returned Proposal on Approval/Rejection to CRM 

   

The Head of CRM 23. Forward Approved/ Rejected Proposal to RM 
   

Documentation and Disbursement 
   

Relationship/ 

Marketing Manager 

(RM) 

24. Making 2 Copies of Approved Proposal and Send one to RMU 

and the other to CAD 

   

Credit 

Administration 

Department (CAD) 

25. Issue Sanction /Offer Letter along with Loan Documentation 

Check List (LDCL) to RM 

   

Relationship/ 

Marketing Manager 

(RM) 

26. Advise Sanction/Offer Letter to Client 

  

27.  

  

28. Completing LDCL and Forward to CAD 

   

Credit 

Administration 

Department (CAD) 

29. Documentation and Stepping towards Disbursement 
  

30. Disbursement of Credit ensuring Compliance with all Terms and 

Conditions of Sanction Letter 
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Monitoring and Follow-up 

   

Relationship/ 

Marketing Manager 

(RM) 

31. After Disbursement, Regular Follow-up of the Credit  

   

CAD/Zone 32. Monitoring Credit based on Due-Date-Diary  

   

Relationship/ 

Marketing Manager 

(RM) 

33. Identification of Early Alert Account & Reporting to CRM 

   

The Head of CRM 

(for positive 

change) 

34. Conversion of Early Alert Account to Regular A/c Status  

   

Relationship/ 

Marketing Manager 

(RM) 

35. Classification and Making Provision as per Policy  

   

Recovery of Credit 

   

Relationship/ 

Marketing Manager 

(RM) 

36. Transfer of all accounts of Sub Standard (SS) or Worse to A/c 

Manager within RU 

   

Account Manager 

within RU 

37. Determination of Recovery Strategy 

  

38. Pursue All Options of Non-Legal Measures to Maximize 

Recovery 

  

39. Making Loan Loss Provisioning based on Actual and Expected 

Losses 

  

40. Regular Review of Grade 6 (SS) or Worse A/c 

  

41. Preparation of Classified Loan Review Report (CLRR) on a 

Quarterly Basis 

  

42. Recovery of Credit Through Legal Action against Defaulted 

Clients 

Source: Credit Review, 2018 
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Appendix 2: Decision Flow Chart of Borrower Selection 
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2. Expected Types of Loan 

Facilities 

Rejec

t 

 

1. Expected Business 

Segment/Sector 

Rejec

t 

 

3. Lending Target and 

Disbursement in the 

Industry 

Rejec

t 

Exceed 

 

4. Single Borrower/ Group 

Limit  

 

Rejec

t 

Exceed 

5. Managerial, 

Organization, Marketing 

and Technical Aspects 

Rejec

t 

Negative 

P
o

si
ti

ve
 

 

6. CIB, Bank Statements 

and Contact Point 

Verification 

 

Rejec

t 

Adverse 

 

7. Financial Analysis Based 

on Historical Data  

Rejec

t 

Unsatisfactory 

 

8. Financial Analysis on 

Projected Data  

 

Rejec

t 

9. Loan Structure: Price, 

Tenure, Nature, etc.  

Rejec

t 

Unexpected 

10. Security Arrangement: 

Nature, Amount, Quality, 

etc. 

Rejec

t 

Unsatisfactory 

11. Socio-Economic and 

Environmental Aspects  

Rejec

t 

Non-Compliance 

12. Sanction and 

Documentation 

Rejec

t 

Non-Compliance 

Loan Application 

 

Borrower 

13. 

Disbursement of 

Loan 

Source: Siddique et al. (2016) 
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

10.1 Decreasing 

Agriculture 

Loan 

The amount of loan to the 

agriculture sector fell 9 percent 

year-on-year to Tk 7,475.60 

crore between July and 

November, 2018. The ongoing 

liquidity crunch in the banking 

sector has left an adverse 

impact on the disbursement of 

farm loans. It created 

difficulties for farmers in 

growing crops.  

 

Apart from SOCBs and SBs, 

private and foreign banks were 

required to come forward to 

provide necessary financing to 

the agriculture sector.  Notably, 

each bank is responsible to 

follow the   central bank's policy 

of setting aside at least 2 percent 

of their total loans for the 

agriculture sector. Private and 

foreign banks might also go for 

wholesale banking in 

collaboration with SOCBs and 

SBs to fulfill the aforesaid 

regulatory requirements.  

10.2 Punishment for 

Habitual 

Defaulters   

As of September 2018, the 

ratio of NPLs stood at 11.45 

percent of the total outstanding 

loans. Mainly, habitual 

defaulters were the 

perpetrators behind increasing 

the rate of NPLs at this 

alarming level. When banks 

stepped into realize the 

defaulted loans the habitual 

defaulters went to courts and 

created an impediment to 

recover the default loans.  

Almost Tk. 75,000 crore of 

default loans was pending with 

the money loan courts because 

of the drawn-out process to 

settle the cases. 

A collective initiative of 

Government, Bangladesh Bank 

and Commercial Banks is 

required to be undertaken 

immediately to give exemplary 

punishment to these willful 

defaulters. Existing Artha Rin 

Adalat Ain 2003, if necessary, 

might be reformed to collect 

default loan within a short period 

of time. The authority concerned 

might also set up a dedicated 

bench with the High Court to 

settle the cases pertaining to 

default loans. 

 

10.3 Finding out 

Buyers for 

Selling 

Mortgaged 

Assets 

 

In most of the cases, the banks 

failed to find buyers for the 

mortgaged assets after having 

decrees in favor of banks to 

float tenders to sell the 

mortgaged assets when 

defaulters unable to make 

In this situation, keeping 

provision in the Act is necessary 

to get the ownership of the 

mortgaged properties very 

shortly if banks applied for 

ownership on this asset.  
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

payment in line with verdicts. 

Buyers did not show interest to 

buy mortgage assets fearing it 

might invite trouble for them in 

future.  

10.4 Sanctioning 

Loan without 

Matching Cash 

Flow 

 

Amount of cash flow 

generated from operation of 

business is required to be 

analyzed carefully for 

understanding the movement 

of cash throughout the year. 

But cash flows were not 

analyzed properly in many 

cases before sanctioning loan. 

In this situation, debt service 

capacity of the borrowing 

concern did not match with its 

cash flow, hence the borrowed 

fund turns into non-performing 

loans within the short period of 

time.  

Banks should examine 

borrower's Cash Flow to make 

capacity to repay the loan. 

Notably, recently launched 

Internal Credit Risk Rating 

(ICRR) system incorporates four 

ratios associated with cash flow  

namely Interest Coverage (IC), 

Debt Service Coverage Ratio 

(DSCR),   Financial Debt to 

Operating Cash Flow (FDCF) 

and Cash flow Coverage Ratio 

(CCR). Banks may calculate 

these ratios meticulously 

depending on accurate 

information for knowing the 

repayment capacity of the 

borrower.  

10.5 Non-

Consideration 

of Global 

Liability in 

Assessing 

Credit 

Proposal 

While allowing credit facilities 

to a customer, the exposures of 

the group with other 

bank(s)/financial institutions 

are not being taken into 

consideration in many cases 

resulting in excess fund goes to 

the customer which are used in 

non-business sector. 

While sanctioning credit 

facilities to a group, assessment 

of borrower's overall debt 

repayment capacity is necessary. 

In this situation, Bangladesh 

Bank (BB) may consider to 

circulate the names of borrowers 

among banks who have global 

exposures amounting to Tk.  100 

crores and above or any amount 

BB feels rational.    

10.6 Unhealthy 

Competition 

among the 

Banks 

 

Unhealthy competitions 

among banks regarding loan 

takeover have resulted in 

vulnerability in the banking 

industry as most of the taken-

Guideline for loan takeover 

might be introduced by the 

regulatory authority. Besides, 

banks necessitated analyzing the 
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

over loans became defaulted. 

Due to ill competitions among 

banks regarding loan takeover, 

banks provided money to 

borrowers beyond the 

 

capacity, yearly turnover and 

reason behind transferring loans 

to another bank. 

 

10.7 Lack of 

Accountability 

of Security 

Assessor 

The security assessors are free 

from accountability for 

assessing value of the security. 

Though collateral is secondary 

protection, it gives comfort to 

the banks. At the time of 

disposal of collateral, it was 

found that the assessed value 

was much higher than the 

actual value. Moreover, they 

did not confirm about control 

of the owner on the collateral 

security.  

Collateral security assessor 

should come under 

accountability. The assessor 

must comment on control on the 

collateral security, as well.  

 

10.8 Absence of 

Accountability 

Lawyer 

Regarding 

Forged Land 

Documents 

The borrower sometimes 

placed fake land documents to 

obtain loan, where ownership 

were not legally enforceable. 

Lawyers did not make clear 

opinion on the genuineness of 

the ownership of the collateral 

property and its chain of 

documents.  

Lawyers must come under 

accountability regarding 

genuineness of the ownership of 

the property and they must 

declare clearly whether the 

property could  be taken as 

collateral security to protect 

bank interest. For any 

unprofessional declaration, 

 license should 

be challenged with Bar Council. 

10.9 Scarcity of 

Financial and 

Industrial Data  

Scarcity of reliable and 

efficient source for industry 

data including price 

verification have long been 

impeding the credit operation 

in banks. It has left credit 

operation of banks as a 

guessing game.  In most cases, 

bankers prepare fresh 

financials with inputs obtained 

Banks may create data bank with 

relevant information for its own 

use through collecting data from 

suppliers, buyers, employees, 

spouse of the borrowers, etc. 

collecting and storing data 

safely.  Private sector can also be 

motivated to act commercially as 
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

even from interviews with 

borrowers. 

the suppliers of reliable data 

along with the verifier of 

information. Bangladesh 

Association of Banks (BAB) and 

Association of Bankers, 

Bangladesh (ABB) can take joint 

initiative to create a reliable data 

bank where BIBM can 

contribute. Notably, BIBM has 

already taken an initiative for 

creating a reliable data bank with 

macro, bank specific and share 

market data.  

10.10 Rise in 

Written-off 

Loan and their 

Recovery 

The average written off loan as 

percentage of total loan in 

2018 was 12.77 percent which 

is significantly higher than 

2017 when it was only 4.64 

percent. On the other hand, in 

recovery of written off loan, all 

the respondents banks 

recovered 4.28 percent in 2018 

which was 7.26 percent in 

2017. Therefore, it is evident 

that the written off loan as 

percentage of total loan 

increased whereas the 

recovery rate decreased in 

2018 compared to 2017. 

This is alarming for the banks 

from the risk management 

perspective. Banks should take 

reasonable action to reduce NPL 

so that the amount of written off 

loan will reduce. Proper 

borrower selection, marketable 

security, strong third party or 

corporate guarantee, loan for 

productive purpose, etc. can be 

considered in this regard.  On the 

other hand, after written off, 

more and vigorous recovery 

strategies are required to be 

implemented for collecting loan. 

10.11 Cluster 

Financing 

 

In different parts of the 

country, multiple clusters are 

producing a variety of products 

like footwear, electrical, 

plastic, agar-attar, light 

engineering, handloom and 

cricket bat. Had financing been 

available at flexible terms and 

conditions with lower interest 

rate, clusters would have the 

center of development of 

Banks may finance directly to 

clusters or they can go for whole 

sale financing with collaboration 

of banks and NBFIs expert in 

financing MSMEs. At present, 

banks are accepting personal 

guarantee, land, building, 

machinery, hypothecation of 

goods, third party guarantee, 

registered mortgage of 

immovable asset, etc. in cluster 
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

MSMEs. For ensuring the 

regional development across 

the country, cluster financing 

was initiated and encouraged 

by BB.  

financing. Banks may go a step 

forward to finance different 

clusters without taking collateral 

security but accepting social 

security and maintaining close 

relationship with cluster leaders 

and enterprise owner.  

10.12 Loan to New 

Sectors 

In 2018, 20 percent banks 

disbursed loan to new 

sectors/industries whereas 80 

percent banks were confined to 

old business. As compared to 

2017, there is a negative 

attitude found by the banks in 

disbursing loans to new sector 

which was actually decreased 

in 2018 by 54.55 percent. This 

trend indicates that banks are 

showing least interest to 

finance new sectors. 

Banks are expected to come out 

from this mindset. It is 

commonly known that new 

sectors are the labor rooms for 

industrialization and have more 

chances to grow rapidly. Hence, 

banks can make more return 

from this financing. In yearly 

revised credit policy, each bank 

may keep a certain percentage of 

funds for financing new sectors 

and factories. If possible, a 

separate fund can also be created 

from each year profit amount of 

banks to finance new sectors.   

10.13 Corporate 

Governance in 

Banks 

Absence of good corporate 

governance in banks is a strong 

barrier to maintain quality of 

credit operation in banks. 

Intervention of directors in 

day-to-day functions of banks 

was a regular phenomenon in 

several banks in 2018. This 

intervention occurs moral 

hazard, creates daisy chain in 

credit operation and 

deteriorates the financial 

health of respective banks.  

Roles and functions of the board 

and management must be 

practiced as per the definition 

and clarification given in Bank 

Companies Act (Amendment 

2013) 1991 and Guidelines on 

Credit Risk Management (CRM) 

for Banks, 2016. Additionally, 

Government may fix a set of 

qualities before appointing 

somebody as director in SOCBs 

and DFIs. BB may monitor the 

progress of memorandum of 

understanding (MoU) with 

SOCBs and DFIs closely in order 

to uphold the corporate 

governance and quality of credit 

operation in banks.  
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Challenges Observed in Credit Operations of 2018 and Possible Solutions 

SL. Issues Status Possible Solutions 

10.14 Financing 

Single Client by 

Multiple Banks 

Financing large corporate 

businesses by multiple banks 

leads to excessive loan amount 

over requirements as opined by 

89 per cent respondents. It 

allows borrowers to divert 

excess funds to other purposes 

mainly in speculative 

businesses or in procuring 

properties. In this situation, 

borrowers fail to generate 

sufficient cash flow from its 

operation to service debt. It 

compels borrowers either to 

become default or to repay 

loans of one bank by the fund 

borrowed from another bank.  

Examining the existing credit 

facilities with all banks along 

with proper credit need 

assessment before sanctioning 

any new loan amount is sine-

qua-none to avoid this situation.  

Apart from checking CIB report 

from BB and collecting NOC 

from existing lending banks, 

close communication among 

banks may be helpful. Club 

financing could have been useful 

in this regard.  

 

10.15 Waiving 

Interest 

Interest waiving against bad 

loans impacts good borrowers 

adversely and encourages 

habitual defaulters, as opined 

by 67 per cent bankers. This 

exemption raises the questions 

about the due diligence while 

sanctioning the loans. Such 

facilities are being tried to 

manage by the willful 

defaulters. 

Banks may be very selective in 

waiving interest rate and it must 

We must be careful so that no 

bank can exempt loans or 

interests willfully. 
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List of Abbreviations 

 

ACC Anti-Corruption Commission 

ACU Asian Clearing Union  

AD 

ADB 

Authorized Dealer 

Asian Development Bank 

AML Anti-Money Laundering  

AMLD Anti-Money Laundering Department 

APG Asia Pacific Group  

ASYCUDA Automated System for Customs Data 

AWB Air Waybill 

B/E Bill of Entry 

BB 

BC 

Bangladesh Bank 

Bills for Collection 

BCWMA Bangladesh Ceramic Wares Manufacturers Association 

BDT Bangladesh Taka 

BEFTN Bangladesh Electronic Fund Transfer Network 

BEPZA Bangladesh Export Processing Zones Authority 

BERC Bangladesh Energy Regulatory Commission 

BFIU Bangladesh Financial Intelligence Unit 

BGAPMEA 

Exporters Association 

BGMEA Bangladesh Garment Manufacturers & Exporters Association 

BIBM 

BIN 

Bangladesh Institute of Bank Management 

Business Identification Number 

BKMEA Bangladesh Knitwear Manufacturers & Exporters Association 

BOE 

BPO 

Bill of Exchange 

Bank Payment Obligation 

BPGMEA Bangladesh Plastic Goods Manufacturers & Exporters Association 

BTMA Bangladesh Textile Mills Association 

C&F Clearing and Forwarding 

CAMS Certified Anti money Laundering Specialists 

CCI&E Chief Controller of Import and Export 

CD Current Deposit 

CDCS Certified Documentary Credit Specialist 

CFR Cost and Freight 

CFT Combating the Financing of Terrorism  

CGFS Committee on the Global Financial System 
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CIB Credit Information Bureau 

CIF Cost, Insurance and Freight 

CIP Carriage and Insurance Paid To 

CISG Contract for the International Sale of Goods 

CITF Certificate in International Trade and Finance 

CITF Certificate in International al Trade and Finance 

COTIF Convention concerning International Carriage by Rail 

CPT Carriage Paid To 

CSDG Certificate for Specialists in Demand Guarantee 

CY Calendar Year 

DA Documents Against Acceptance 

DAP Delivered at Place 

DAT Delivered at Terminal 

DBI Department of Banking Inspection 

DDP Delivered Duty Paid 

DOCDEX Documentary Instruments Dispute Resolution Expertise 

DOS Department of Offsite Supervision  

DP Documents Against Payment 

EDF Export Development Fund 

EPZ Export Processing Zones 

ERC Export Registration Certificate 

ERQ Exporters Retention Quota 

EXP Form Export Form 

EXW EX Works 

EZ Economic Zones 

FAS Free Alongside Ship 

FATF Financial Action Task Force 

FC Foreign Currency 

FCA Free Carrier 

FCB Foreign Commercial Bank 

FDBP Foreign Documentary Bill Purchase 

FE Foreign Exchange 

FEOD Foreign Exchange Operation Department 

FEPD Foreign Exchange Policy Department 

FERA Foreign Exchange Regulation Act 

FIT Finance of International Trade 

FIT Finance of International Trade 

FOB Free on Board 
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GFET Guidelines for Foreign Exchange Transactions 

ICC International Chamber of Commerce 

ICC Institute Cargo Clauses 

IDA 

IFC 

International Development Association 

International Finance Corporation 

IFA International Forfeiting Association 

IMP Form Import Form 

IRC Import Registration Certificate 

ISBP International Standard Banking Practice 

ISP International Standby Practices 

ITC International Trade Center 

KYC Know Your Customer 

LC Letter of Credit 

LCAF Letter of Credit Authorization Form 

LDBP Local Documentary Bill Purchase 

LFMEAB Leather goods & Footwear Manufacturers & Exporters Association of 

Bangladesh 

LIM Loan Against Imported Merchandise 

LTR Loan Against Trust Receipt 

MFI 

MLPA 

MOF 

Microfinance Institution 

Money Laundering Prevention Act  

Ministry of Finance 

MNC Multinational Corporations 

MT Message Type 

NBR National Board of Revenue 

NFCD Non-Resident Foreign Currency Deposit 

NVOCC Non-Vessel Operating Common Carrier 

OBU 

OD 

Offshore Banking Unit 

On Demand 

PAD Payment Against Documents 

PCB Private Commercial Bank 

PI Pro-forma Invoice 

PRC Proceed Realization Certificate 

PSI Pre Shipment Inspection 

PwC Price water house Coopers 

RFCD Resident Foreign Currency Deposit 

RIT Rationalize Input Template  

RMG Ready Made Garments 
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RRI Road Rail and Inland Waterway 

SCB State Controlled Bank 

SCF Supply Chain Finance 

SME Small and Medium Enterprise  

SOD Secured Overdraft 

SWIFT Society for Worldwide Interbank Financial Telecommunication 

TBML Trade Based Money Laundering 

TIN Tax Identification Number 

TM Travel and Miscellaneous 

TTI Total Tax Incident 

UAE United Arab Emirates  

UCPDC Uniform Customs and Practice for Documentary Credit 

UK United Kingdom 

UN 

UNCITRAL 

United Nations 

United Nations Commission on International Trade Law 

UNSCR United Nations Security Council Resolution 

UPAS LC Usance Pay at Sight Letter of Credit 

URC Uniform Rules for Collection 

URDG Uniform Rules for Demand Guarantee 

URF Uniform Rules for Forfeiting  

URR Uniform Rules for Bank to Bank Reimbursements under 

Documentary Credits 

VAT Value Added Tax 

WTO World Trade Organization 
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Trade Services Operations of Banks 

 

1. Introduction 

1.1: Background  

Global cross-border trade activities remained relatively stable in the year 2018. The 

development on openness and free trade policies in certain countries have considerable 

implications for trade volumes, prices, and the associated trade services i.e. trade payment 

and trade finance activities. Trade services mainly consist of products and services 

offered to ensure that the exporters are paid and the importers get delivery of 

goods/services within a formal and agreed set up. From macro perspective, offering trade 

services is a multi-stakeholders endeavour, and commercial banks are one of the key 

financing, and document handling services that are associated with offering credit 

facilities, risk reduction assistance with regard to commercial transactions and payment 

guarantees. Involvement of banks in trade service facilitations have also been very crucial 

in terms of exercising operative monitoring and supervision environment for ensuring 

compliance and restricting trade based financial crimes. 

 

Trade services by banks or specifically trade payments, trade finance and other associated 

banking services are clearly linked with global trade regulations and volumes. Market of 

international trade is passing through a great transformation with the adoption of newer 

technologies and fresher risks. Digitization efforts and greater compliance requirements 

of banks are contributing in the changing structure of trade services by banks. Banking 

industries are coping up with the changing trade scenarios with newer approaches, 

channels, products and services. In spite of the expansion of banking services to facilitate 

trade recovery and expansion, trade-finance gap for the relatively small trade enterprises 

remain concerning, as found in the most recent International Chamber of Commerce 

Trade Finance Survey (2018). An estimation of trade flows and trade financing activities 

by the Boston Consulting Group shows that global trade flows to hit a record USD 24 

trillion by 2026; and the projected trade finance revenues to reach USD 48 billion in the 

following three years, at growth rates of over yearly 6 present (ICC, 2018).   

 

Banking industry of Bangladesh has been facilitating trade payment, trade finance and 

risk management services to the traders, and thus, has been contributing in the growth 

process. Banks have considerable involvement in trade facilitation by engaging in 

relevant legal enforcements and commercial risk minimization. The regulatory provisions 

for international trade facilitation in the country expedite greater involvement of the trade 

services departments with greater risks and greater opportunities to earn. With the 
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growing business complexities, technological changes, market expectations and financial 

crimes, trade services are becoming increasingly challenging to the banks and financial 

institutions of the country, similar to the other trading countries of the globe. Though 

trade finance is considered as relatively safe with low default rate, banks may be affected 

severely at the time of financial stress. Moreover, banks can be severely affected or 

penalized due to the negligence, avoidance or violation of risks and compliance issues.  

 

It is widely recognized that the credibility of the demand side and the service providers 

are important determinants of availability, quality and efficiency of trade services; and 

efficiency in trade services affects trade flows and bargaining power of the traders. 

Understanding processes and drivers of trade services offer invaluable lessons to the 

traders and bankers in addressing commercial, financial, and other risks associated with 

international trade transactions. Adequate and reliable information on operations, process 

and trends in different trade service activities are fundamental for the key stakeholders 

for drawing future road map, and for improving service quality and effectiveness. Data 

examination and analysis regarding changes, dimensions and challenges are decisive in 

facilitating practitioners to rectify malpractices, handle challenges and undertake future 

course of action for greater efficiency. Moreover, the activity review is expected to 

contribute for further research activities.  

 

1.2: Objectives and Methodological Issues  

With this background, the broad objective of the study is to review the overall activities 

of trade services operations of banks for the year 2018. The specific objectives of the 

review are:  one, to discuss overall activities of trade services operations of banks for the 

year 2018; two, to discuss regulatory aspects and operational issues of trade services by 

banks in Bangladesh; three, to examine the trends of trade services operations of banks 

for the period CY2011-CY 2018; and four, to identify the key issues of trade services 

operations for future course of action.  

 

Both primary and secondary data were collected to fulfil the objectives of the study. 

Secondary data were gathered from different publications related to international trade 

payment and finance practices. ICC documents and publications/reports of BB and MOF 

were the major secondary data sources. To gather primary data, a questionnaire survey 

was conducted. Both open-ended and close-ended questions were incorporated in the 

survey questionnaire. The survey sample banks and selected AD branches of commercial 

banks were determined purposively based on four considerations: one, trade payment and 

finance practices of banks of the country; two, AD branches that are involved in all types 

of and large volumes of trade payment and trade financing transactions; three, different 

administrative divisions of the country; and four, practices within and outside EPZs, and 
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trade services under on-shore and offshore arrangement. Of the different region, trade 

services issues of Chattogram were specifically focused. The survey was administered in 

forty head offices/ major branches of twenty commercial banks located in Dhaka, and 

twenty branches of banks in other divisional towns. Sample banks included two SCBs, 

sixteen PCBs of different generations, and two FCBs. Five offshore banking units were 

also covered. Interviews were conducted with the dealing officers and in-charge of 

foreign trade divisions of the selected bank branches for opinions on relevant issues.  

 

1.3 Coverage, Limitation and Organization of the Report  

Broad areas of the study are trade payment and trade finance activities and relevant issues 

of banks. The study also identifies other products of the trade services department under 

banks are simple averages. Though the practices 

of different branches of even within a bank may be different, the study considered the 

principal or big branches as the representatives of banking sector.   

 

The report has been organized under six sections. After an introductory section with the 

background, objectives and methodological issues, section 2 deals with the operations, 

market trend and challenges in trade services in global context. Legal frameworks of 

international trade services, trade services products and their operational procedures in 

Bangladesh are discussed in section 3. Section 4 deals with the trends of trade services 

products and other related issues. Several key issues of trade services operations are 

identified in section 5. Finally, section 6 puts forward some major observations and a few 

recommendations. 
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2. Regulatory Setup, Documents, Trade Services Markets and Products: 

Global Context 

2.1 Regulatory Setup of Global Trade Service Practices 

At the operational level, Purchase/sale Agreement is the starting point which is the 

contract between exporter and importer. Common contents1 are expected in a 

purchase/sale agreement; however, terms may vary significantly. The United Nations 

Convention on Contracts for the International Sale of Goods (CISG) provides a 

uniform outline for contracts of sale of goods in cross border transactions. The CISG 

allows exporters to avoid choice of law issues, as the CISG offers acceptable substantive 

rules on which contracting parties, courts, and arbitrators may rely. Till end December 

2018, 89 states adopted the CISG as reported by the UNCITRAL.2  

 

An Incoterm is a key component of purchase/sale contract in international trade that 

allocates responsibilities to exporters and importers in the areas of export and import 

formalities, transportation, loading and unloading, insurance (explicitly or implicitly), 

and point of risk transfer. The current version, Incoterms 2010 having 11 terms became 

effective in January 2011. ICC is in the process of revision of the current version. The 

meeting, held in London in January 2017, came up with the decision of the starting of the 

revision process. There are already invitations from ICC to be part of the revision process 

for Incoterms 20203.  

 

Of the different trade payment or facilitation techniques, cash in advance and open 

account are guided by the purchase/sale agreement and thus should be legally 

enforceable. Documentary collection is jointly guided by the purchase/sale contract and 

Uniform Rules for Collections (URC 522), an ICC publication. Uniform Rules for 

Collection of ICC contains twenty-six articles to guide documentary collection process 

using the service of banks. Divided under seven broad heads, the ICC sets of rules came 

into effect in 1995.  

 

Uniform Customs and Practice for Documentary Credit (UCPDC) is a classic set of 

rules to guide documentary credit operations. Effective from July 2007, the recent 

version, popularly called as UCP 600, is the collection of rules guiding the operations of 

 
1A standard purchase/sale agreement should contain name and address of applicant Name and address of 

l value and full description of goods; last date of shipment, 
date of expiry and documents required; payment terms: method, tenor, trade terms etc.; and warranty/ 
guarantee/ undertaking; Dispute settlement process (arbitration or litigation and the governing laws); 
Retention of title; Liquidated damage clause; and force majeure. 
2http:www.cisg.law.pace.edu/cisg/countries/cntries.htm 
3 http:www.strongandherd.co.uk/incoterms-2010/incoterms-rules-2020/ 
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letter of credit. The current version of UCP brought in dynamic approach. The eUCP is a 

supplement to the UCP that provides the necessary rules for presentation of the electronic 

documents in the documentary credit operation that came into effect in April 2002. 

Bankers are required to follow another document published by ICC called International 

Standard Banking Practice (ISBP 745) to ensure complying presentation. Though 

article 13 of UCP deals with bank-to-bank reimbursement, ICC offered a comprehensive 

set of rules titled Uniform Rules for Bank-to-Bank Reimbursements under 

Documentary Credits (URR 725) that became effective from October 2008 having a 

total number of 17 articles.   

 

Of the other major trade finance instruments, though standby LC has similarities with 

commercial letters of credit, these are significantly different in scope and practice. Rather, 

Standby LC is same as bank guarantee. International Standby Practices (ISP98) 

handles the wide groups of standby users that came into effect in 1999. Standby is not 

conceptually different from international bank guarantees. To guide international bank 

guarantees, the Uniform Rules for Demand Guarantees (URDG 758) came into effect 

in July 2010.  

 

To facilitate supply chain in cross-border transactions, Uniform Rules for Bank 

Payment Obligation (URBPO); Uniform Rules for Forfaiting (URF 800); and the 

General Rules for International Factoring (GRIF) are relatively recent sets of rules. 

URBPO is to facilitate open account trade; URF 800 is to guide forfaiting facilitates; and 

The GRIF, issued by FCI, is to govern factoring transactions. The ICC prepared 

DOCDEX Rules (revised in May 2015) to provide parties with a dispute resolution 

procedure for settling disputes related to UCP, URDG, URR and URC. The ICC Court is 

considered as a top arbitration centre in the globe.  

  

2.2 Documents in the Global Trade Service Practices   

In trade service transactions, the requirements and types of documents depends upon 

purchase/sale agreement between exporters and importers. Domestic and international 

regulations are crucial determinants for the documentary requirements.  

 

Commercial Invoice, probably the most common document in use in trade transactions, 

is basically  for the merchandise, and sometimes simply called as invoice. 

It is issued by the seller or exporter with information on names and addresses of the 

principal parties; shipping marks; quantity of the goods; and prices. Commercial invoice 

may or may not be signed in practice. Some other types of invoices include consular 

invoice, customs invoice, certified invoice, and pro-forma invoice.  
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Transport documents indicate that the goods have already been shipped and these are 

practically the evidences of transportation. Generally, transport documents act as the 

, and some of these 

as well. Transport documents with different names are issued for different modes 

of transportation. Some documents related to the transportation of goods like delivery 

 however are not transport documents.  

 

Issued by an insurance company, Insurance document is the evidence of insurance 

coverage. Considering the involvement of high risks in international trade transactions 

and transportations, it is crucial to insure the goods.  Based on the extent of risk coverage, 

three sets are available to support trade transactions: ICC (A), ICC (B) and ICC(C). 

Coverage and price are the minimum in ICC (C) while the maximum in ICC (A).  

 

Bill of Exchange is another very common document of international trade transactions. 

This is used to claim payment. Some other trade documents that are in use may be 

Certificate of Origin, PSI Certificate, Weight List, Phyto-sanitary Certificate, 

Health Certificate, Fumigation Certificate, Radiation Certificate, Quarantine 

Certificate etc.  

 

2.3 Trade Services/Finance Products and Market Trends in Global Context 
 

In the global context, Open Account is the most commonly used method of payment. 

There are also some instances of cash in advance where sellers enjoy notable bargaining 

power. In case of cash in advance and open account, involvements of banks are generally 

insignificant, and traders have relatively greater freedom in handling the process in 

reasonably low cost. In considerable instances, international trades are facilitated by trade 

services of banks and financial institutions covering documentary credit (LC), 

documentary collection, standby LC or other bank guarantees, bank payment obligation, 

factoring, forfeiting etc.   

 

The use of payment methods and financing products (traditional and supply chain 

finance) may be captured in the following form based on the most recent ICC publication 

(figure 2.1). 
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Figure 2.1: Trade Services/ Finance Product Mix 

 

 

 

 

Open Account 80% 

 

 

 

 

Commercial Letter of Credit 

10% 

 

Documentary Collection & 

Others 10% 

 

Note: Based on ICC Survey, 2018.  

 

According to the most recent ICC (2018) published report, traditional trade products 

constitute 85% of the trade financing activities as compared to that of 15% SCF; which 

contrasts the market where roughly 80% of trade takes place on open account. Of the 

different regions, countries of the Asia region are amongst the key markets for trade 

finance businesses: the most for imports were Bangladesh, South Korea, China, India and 

Pakistan; and most for exports were: China, Hong Kong, India, Singapore and Japan 

(ICC, 2018). In ICC survey, it is shown that traditional trade finance products are 

dominating in all regions. In North America and Latin America supply chain finance is 

used for 37% and 23% respectively (Figure 2.2).  

 

 

 

 

Financing 

Instruments 

Payment 

Instruments 

Supply Chain Products-15%  

Traditional Products- 85%  

Commercial LC 
49% 

Standby LC 
11%  

Guarantee 16% Collection 24% 

Payables Finance 28% Receivable Finance 25% 

Factoring and its variations 17% 

Loan or Advance against receivables 15% 

 Pre-shipment 6% 
 

Loan or Advance against inventory 3%  

Distributor Finance 2% 
Forfaiting 4% 
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Figure 2.2: Regional Distribution of Traditional Trade Finance and Supply 

Chain Finance 

  

Source: ICC,2018  

 

Use of changing technology is bringing changes in the logistics, nature of products, 

products delivery channels, and documentation process. Regarding trade finance, 

according to ICC survey, there had been some digital evolution in trade finance includes 

detailed management dashboards, reporting capabilities and automated document 

preparation. A working group, formed by the ICC, is engaged in working on rules for 

trade finance: revisions of eUCP and eURC are under process. And ICC has also decided 

to update eUCP rules of 2007 and to formulate new rules for electronic presentation 

funder collections (eURC)4 (ICC, 2018).  

 

2.4 Features of the Key Services Products used in the Globe  

Trade payments and financing techniques involve different advantages and disadvantages 

from traders, banks, igure 2.2). Of the trade payment 

methods, cash in advance and open account are the simplest and cheapest, but are risky 

for importers and exporters respectively. LC is the costliest form of trade payment 

method. Documentary collection involves lower costs than LC; but it might be risky for 

the exporter. In connection with some products, involvements of banks are significant 

and thus good sources of revenues; and hence costs and risks significantly vary from 

view.  Regulatory issues for the trade services products are critical from 

the point of view of compliance and addressing trade based money laundering issues.  

 
 

 
4 www.iiblp.org/icc-banking-commission-digitization 
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Table 2.1: Use of Trade Services Techniques in Different Global Regions 

Open Account  Transactions mainly between exporter and importer; risky for 

exporter; involvement of banks are insignificant and thus low 

source of revenue; relatively cheap for the traders; guided by the 

purchase/sale contract; limited control of the regulators; greater 

involvement of country risk; high ML risk.  

Cash in Advance Transactions mainly between exporter and importer; risky for 

importer; involvement of banks is insignificant and thus low 

source of revenue; guided by the purchase/sale contract; limited 

control of the regulators; greater involvement of country risk; high 

Money Laundering (ML) risk. 

Documentary 

Collection  

Transactions amongst exporter bank and importer; exporter has 

less risk than open account, but still has notable risk of non-

payment; banks involve at least in payment and handling of 

documents, and a good source of revenue; guided by the 

purchase/sale contract and URC 522; greater control than open 

account by the regulators; relatively less country and ML risk as 

compared to the open account.  

Documentary 

Credit (LC)  

Both payment as well as a financing techniques; LC is used to 

offering financing to the importer; special types of LCs Back-to-

Back LC and Red/Green Clause LC can be used to offer financing 

to the exporters; in the payment process, bank itself is a party and 

commercial risks are well-distributed between traders and banks; 

revenue for banks; high cost for the traders; formal method guided 

by UCP having considerable control of the regulator; best of the 

payment methods from country risk and ML risk perspectives.  

Stand by LC 

and Bank 

Guarantees 

Stand by is conceptually same as bank guarantees; useful for any 

performance issues including payment; as a risk taker 

involvements of bank/financial institutions are significant; 

involve high cost of traders, and a good source of revenue; 

regulatory may have considerable control over the transactions; 

High Risk Level of ML concern.  

International 

Bank Guarantee 

The bank guarantee is used to indemnify the losses. International 

bank guarantee has wider use. A bank guarantee facilitates the 

traders to transact goods, equipment or even credit. Different 

kinds of bank guarantees include direct and indirect guarantees.  
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Table 2.1: Use of Trade Services Techniques in Different Global Regions 

Payables 

Finance  

Payables Finance is a buyer driven product as per which sellers 

get access to finance by the way of Receivables Purchase. The 

product offers a seller with the option of receiving the discounted 

value of receivables prior to their actual due date and at a credit 

risk of the buyer.  

Receivables 

Finance 

Receivables finance creates liquidity or cash that is owed to a 

company by selling the invoice. Practically it is a kind of asset 

purchase.  

Factoring Factoring is a product using which   traders/businesses sell their 

account receivables to party/parties at a discount. Factoring bare 

of different types that include recourse and non-recourse; advance 

and maturity; disclosed and undisclosed; domestic and 

international. 

Forfaiting Forfaiting is a type of supply chain finance that involves purchase 

of future payment obligations on a without recourse  basis. The 

product has wide applications that may be trading, financial 

receivables or payment instruments. 

In addition to the above other financing products like Loan or Advance against 

receivables; Loan or Advance against Inventory; Distributor Finance; and some 

other pre-shipment financing products are used to support traders.   

 

2.5 Challenges in Global Trade Service Market  

Growing challenges in global trade services market is relevant for local market as well.  

Challenges like trade finance gap, information gap, document rejection, court injunction, 

disruption in correspondent banking relationship, financial crime especially trade based 

money laundering, and sanction have increased and become more complex over the 

years. Especially, compliance challenges became the most critical one that are connected 

with a number of the above mentioned issues.   

 

Trade Finance Gap, Unmet Demand and Product Information Gap:  Available 

published data identified significant gap in the facilitation of trade finance, especially for 

the growing SME sectors in developing countries. There are increasing evidences of the 

rejection of trade finance proposals or applications that has adversely affected SME 

applicants. Though situation is improving, it remains a critical challenge. ADB estimated 

demand and rejection rates of different regions and identified that unmet demand is 

highest in Asia and the Pacific, and Africa and the Middle East (ADB, 2017). According 

to the most recent ICC survey, the global capacity for trade financing is expected to 
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deteriorate. About 22% respondents projected that in the following 12 months, unmet 

demand would increase, and 57% thought that it would be largely unchanged. A total of 

43% of banks in Africa expect the gap to increase (ICC, 2018).  

 

Malpractices in Trade Services and Trade based Money Laundering: International 

trade is vulnerable and there are several instances of document rejection and court 

injunctions. Despite improvements, there are several challenging situation concerning 

documentary compliance and reported occurrences of refusal of documents on first 

presentation of documents. Still there are practices of offering spurious discrepancies in 

documents presented under LC to delay payment or creating hindrance.  Trade based 

money laundering is an area that indicates abusing trade through falsification of the price, 

quantity or quality of imports or exports. Regarding the currency and ongoing approach 

of addressing trade based money launders, Global Banking and Finance Review (2017) 

observed  a significant proportion of international trade being c open 

-based money laundering controls typically focus on 

transactions supported by traditional trade financing such as LC and this is 

Inter-agency 

cooperation is crucial to addressing TBML and mis-invoicing practices (WCO, 2019).  

 

High Compliance Cost, Know Your Customer (KYC), Price Verification: Increasing 

compliance requirement is contributing in raising costs of delivering trade services. In 

addition, capital adequacy requirement made trade finance business more expensive, as 

found in the most recent ICC survey (2019). It is really challenging to ensure 

creditworthiness and credibility of the customers (KYC) and the custome

(KYCC). Identifying right price to control financial crime is a difficult challenge. Banks 

generally are not in a position to identify unit price due to lack of relevant business 

information. Many goods and services are not traded in public markets and there are no 

publicly available declared prices. The agreed price in the contract of sale may be 

significantly different even where goods are publicly traded on the ground of several 

factors and competition.  

 

Greater Regulatory Burden and Challenges of Shadow Banking: Rise in Fin-Tech 

contributed to the expansion of shadow banking activities that include some trade 

services and supply chain finance. Less regulated market participants are said to have 

greater flexibility and comfort in offering trade services as compared to that of the 

regulated one. Though these institution or non-banks are also regulated and licensed, do 

not however, face the same level of stringency in regulation as banks in the areas of risk 

compliance and capital adequacy, and is having greater flexibility in designing and 

delivering the products. The development and the expansion may 
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result abuse of the activities and services. In regard to the cross-border foreign exchange 

transactions, offshore banking activities remained a shadow zone where right kind of 

regulatory arrangement is yet to be installed to address the suspected money laundering 

and tax dodging.  

 

Sanctions and Sanction Clauses: Sanctions commonly hamper banks  services and 

ability to perform due roles. Sanctions of the United Nations, EU or individual countries 

are the instruments to achieve certain political and economic goals. These may ban 

dealings with certain countries or persons or units. Thus, trade service providing banks 

may be subject to conflicting regulatory requirements and handling of legal risks. In 

several instances, banks have chosen to control these legal risks through using sanctions 

clauses. However according to the ICC banking commission  paper the parties 

should not incorporate any sanction clause in the instrument which is subject to ICC rules. 

Even after that, if any banks use sanction clause in any instrument subject to ICC rules, 

it should be precise and unambiguous5.  

 

Correspondent Relationship and Changing Approach of Banks: The number of 

linkages and connections amongst banks has been declining in recent years. It is said that 

the banks recovered from the impact of the de-risking to some extent, however for the 

new and relatively smaller banks, situations remained struggling. One critical change is 

that, the role of certain banks as supportive institutions like advising bank, 2nd advising 

bank, nominated bank under documentary credit; and collecting bank and presenting 

bank under documentary collection changed remarkably. In recent years, some banks 

refused to advise credit through certain banks (as advising or second advising bank) due 

to internal policy issue; or did not handle bill/documents for presentation with collecting 

or remitting bank as part of their de-risking strategies. 

 

3. Regulatory Environment, Products, and Operational Procedures of Trade 

Services in Bangladesh  

In Bangladesh, trade services products of Bangladesh broadly include products or 

services related to trade payment, trade finance and some other services. Use of 

technology has brought notable changes in the operational procedures and compliance 

issues of trade services in the country in recent years. 

 

 

 
5 One of the standard clause promulgated by the Institute of International Banking Law & Practice (IIBLP) 
we disclaim liability for delay, non-return of documents, non-payment, or other action or inaction compelled 

by a judicial order or government  
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3.1 Regulatory Environment of Trade Services in Bangladesh 

Bangladesh Bank controls and guides all trade services activities in Bangladesh. ADs 

offer services as the agents or dealers of the central bank, and the central bank has also 

been playing role in ensuring coordination among stakeholders6. Banks follow both 

domestic and international rules/guidelines while facilitating trade services. In this 

connection, Foreign Exchange Regulations (Amendment) Act 1947 [FERA 1947] is the 

key domestic act for regulating international trade that are also foreign exchange 

transactions. Trade policies issued by the Ministry of Commerce of Bangladesh are also 

relevant for banks. International Chamber of Commerce (ICC) publications are the most 

relevant for banks as international guidelines. The major relevant regulations followed in 

performing trade services activities in the country are shown in table 3.1 below.  

 

Table-3.1: Regulatory Framework of International Trade Services  

in Bangladesh (Key Relevant Rules/Guidelines) 

Domestic Regulations/ Rules: 

Foreign Exchange Regulations 

Act 1947; Export Policy 2018-

2021; Import Policy Order 

2015-18. Bangladesh Export 

Processing Zones Authority 

Act 1980 [for the operations 

within EPZ] 

International Guidelines/Rules: Uniform Customs 

and Practice for Documentary Credit (UCP 600); 

Uniform Rules for Collections (URC 522); Uniform 

Rules for Bank-to-Bank Reimbursements under 

Documentary Credits (URR 725); International 

Standard Banking Practice (ISBP 745); Uniform 

Rules for Forfeiting (URF 800); International 

Commercial Terms 2010. 

 

Other than the above mentioned key rules/guidelines, some other domestic 

regulations/acts like Customs Act 19697 etc. are indirectly related. A few other ICC 

publications like International Standby Practices [ISP-98], Uniform Rules for Demand 

Guarantees [URDG 758], and Documentary Instruments Dispute Resolution Expertise 

Rules (DOCDEX) etc. are also relevant.  

 

Foreign Exchange Regulation Act 1947: FERA, 1947 empowered BB to control and 

regulate all types of foreign exchange dealings in the country. BB issues AD licenses for 

conducting trade payments, financing and other international banking operations 

 
6 Bangladesh Bank established AD Forum in September 2013. Under the forum both Bangladesh Bank and 

Executive Director of Bangladesh Bank is Chairing the Forum. Every commercial bank has a representative 
in this forum. It is helping in reducing the communication gap between the central bank and the commercial 
banks (BB source). 
7 Customs Act 1969 has consolidated the law relating to customs (the levy and collection of customs duties) 
and to provide for other allied matters. The Act has covered some issues connected with bill of entry and pre-
shipment inspection that are related to trade services by banks. 
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empowered by the act. Following the provisions of the Act, Bangladesh Bank issues 

circulars/guidelines from time to time to regulate trade payment, financing, remittance 

services etc. activities to be followed by the banks. Having 27 sections, the set of rules 

complement the ICC guidelines for smooth operations of international trade. A 

considerable amendment on FERA 1947 has been in September 2015. A total number of 

63 FE circular and circular letters, by FEPD of BB in CY 2017 (summarized in appendix 

table-5). Some notable Changes in Regulations/Rules for trade facilitation in Bangladesh 

during CY2017 are summarized in box-3.1. 

 

Box-3.1: Notable Changes in Regulations/Rules for Trade Facilitation during 2018 

- 

 

- LCAFs issued for the import of HR coil, Scrap, Pig iron & Sponge iron for 

manufacturing of flat and long steel for being used in own factories of steel industries 

under 360 days deferred payment basis shall remain valid for remittances for 18 months 

following the month of issuance. 

- Authorized dealers are permitted to issue guarantees (on behalf of non-residents in favor 

of residents in Bangladesh) in foreign currency or in equivalent Taka favoring residents 

against remittances credited in their nostro accounts arranged by the guarantee applicant 

non-resident firm/company 

- 'C' type industries are allowed to access short term foreign currency loans from their 

subsidiaries/associates operating in the same EPZ/EZ for the same purposes and in the 

same manner as applicable for Type A and B. 

- ADs may allow remittance facilities to exporters for bonafide service payments to 

beneficiary's bank account abroad upto USD 5,000 or equivalent, subject to observance 

of certain instructions. 

- The EDF limit has been enhanced from USD 20.00 million to USD 25.00 million for 

member mills of BGMEA and BTMA. 

- BB has permitted that ADs are allowed to hold collaterals on behalf of overseas bank 

branches or correspondents or lenders against external loans as approved by Standing 

Committee on Non-Concessional Loan. 

- AD may open foreign currency clearing account with Bangladesh Bank in Chinese Yuan 

Renminbi (CNY). 

- ADs can open LC on 90 Days deferred payment basis under commercial IRC to import 

Ophthalmic Medical Equipment including Intraocular Lens. 

- ADs may permit carrier companies to draw railway receipts, bills of lading, airway bills 

and other documents of title to cargo if the shipment is made against full payment 

received in advance through normal banking channel. 
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- ADs are allowed to hold collaterals on behalf of overseas bank branches or 

correspondents or lenders against external loans as approved by Standing Committee on 

Non-Concessional Loan. 

- Along with 'ACU Dollar', ADs are permitted to resume transactions in 'ACU Euro' to 

settle current account transactions among ACU member countries. Accordingly, 

mechanism. 

- In order to widen the scope of forward contracts and to ensure sound management of 

risks associated with foreign exchange exposure, forward contracts may be executed on 

outright full settlement or net settlement on non-deliverable basis. 

- ADs shall generate "Information of freight brought by freight forwarders against FOB 

(or similar term) export (to be termed as Form FF)" using Bangladesh Bank Online 

Inward Remittance Monitoring System (as per attached manual) instead of issuing 

encashment certificate in favor of concerned freight forwarder.  

- 

authorized distributors. 

Source: Based on the Circulars issued by Bangladesh Bank 

 

Guidelines for Foreign Exchange Transactions, 2018: Authorized Dealers are required 

to follow Foreign Exchange (FE) circulars issued by the Bangladesh Bank being 

empowered by FERA 1947. Bangladesh Bank compiled all the FE circulars in the 

guideline titled GFET. The current edition of GFET 2018 covers regulations upto 

September 30, 2017. In new GFET, 20 chapters have been given including a new chapter 

titled s by the Enterprises of Economic Zones of 

The first volume offers the directives regarding the procedural modalities 

and the second one contains the details of monthly reporting of FE transactions. From 

operational banking point of view, the importance of the GFET is imperative and the 

officials working at different desks of trade services departments in AD branches must 

know these rules well. 

 

Trade Policies: Import Policy Order 2015-2018 and Export Policy 2018-2021: The 

existing Import Policy Order 2015-2018 came into effect from February, 2016 that covers 

relevant definitions, certain general rules and fees for imports, general rules for industrial 

imports, government sector, and recognized list of chamber of commerce and industry. 

In the Import Policy Order, twenty commodities have been kept under the restricted list. 

Export Policy 2018-2021 has been approved in 2018 with a view to promote export 

operations and enhance competitiveness in trade and commerce (box 3.2).  
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Box 3.2: Notable Issues in New Export Policy 2018 - 2021 

 Export policy for three years (2018-21), was issued giving the highest priority to 12 sectors 

and considering 18 others as special development sectors with the aim of achieving $60 

billion export target by 2021. 

 Active Pharmaceutical Ingredients (API) and Re-agent have been added to the highest 

priority receiving sectors. 

 Five new products have been added to the special development-oriented sectors: light 

engineering products, photovoltaic module (solar energy), cashew nuts (raw and processed), 

live and processed crabs and toys. In addition, by product from the wet-blue leather has been 

announced as an exportable item. 

 A provision for lowering the value added tax (VAT) for providing stimulus to export. 

 The commerce ministry proposed that 100 per cent export-oriented readymade garment 

industry be allowed to send samples worth maximum $20,000 free of cost per year from the 

existing limit of $15,000 and the same facility be applicable for leather and leather products. 

 incentives will be provided for exporting non-traditional products having at least 30 per cent 

value addition instead of the existing 40 per cent. 

 ICT sector would be entitled for Export Development Fund and a comprehensive 

programme would be adopted to train the mid-level management of the sector. 

Source: Ministry of Commerce, 2018 

 

3.2 Purchase/Sale Agreement and Documents in Trade Facilitation  

Not different from the globe the four trade payment methods are:  cash in advance, open 

account, documentary collection and documentary credit. In some cases, a mix-up of 

more than one is used. However for all methods of payment, the very first step is the 

contract between the trading partners. 

 

Purchase/Sale Agreement: In the context of Bangladesh, importers are to obtain IRC to 

import from any sources and exporters are to get ERC8. In Bangladesh, the use of standard 

sales/purchase contract is not so prominent which may be due to the widespread use of 

documentary credit. In regard to uniform rules for the contract, the major trading partners 

of Bangladesh like United States, UK, members of EU, China are among the signatory 

countries of UN Vienna Convention. However, Bangladesh is yet to sign the treaty, and 

the country also does not have any national regulation/guideline to cover cross-border 

purchase/sale contracts.  

 

 
8 In practice, importers and exporters are to submit a diverse set of documents like Receipt of the deposited 
fees, TIN, VAT, Nationality Certificate, Bank Solvency Certificate, Trade License; Certificate from 
Chamber/ Registered Trade Association, Certificate from Board of Investment, Rent Receipt; Partnership 
Deed/ Memorandum of Association/ Article of Association, etc. to the CCI&E of the Ministry of Commerce. 
It is to be mentioned that government ministries do not require IRC for importation. 
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Documents Commonly in Use in Bangladesh: Not different from most other trading 

partners, commercial invoice, transport documents, insurance documents, bill of 

exchange etc. are commonly in use. In practice sometimes commercial invoice may not 

be signed, and thus UCP 600 does not require a commercial invoice to be signed. 

However, as per the domestic regulatory provision, commercial invoice has to be signed. 

Bill of lading is the most common or in case of multimodal transport document ocean 

mode is the base. As per domestic rules of Bangladesh, transport documents for imports 

are to the order of banks and insurance coverage has to be given by domestic insurance 

companies for imports. In Bangladesh, traditionally customs authority seeks bill of 

exchange at the time of releasing of goods. Some other common documents include, 

certificate of origin, PSI certificate, weight list, phyto-sanitary certificate, health 

certificate, fumigation certificate, radiation certificate, quarantine certificate etc. In case 

of import to Bangladesh, other than a few exceptions9, obtaining certificate of origin is a 

regulatory requirement. Since 2013, there is no mandatory PSI requirement. Phyto-

sanitary or health certificates are required in case of the importation of foods. 

 

3.3 Trade Payment Methods in Use and Procedures  

Payment methods are agreed in the purchase/sale agreement, and at the operational level, 

there are two types of payment processing mechanisms that are Branch Based and 

Centralized.  AD branches conduct trade service operation not only for their own 

customers but also for the customer of Non-AD branches under branch-based 

arrangement; whereas under centralized system, trade services are offered through a 

centrally managed department. Sometimes a hybrid arrangement is followed.  

 

Cash in Advance: In Bangladesh, use of cash in advance is very limited. In imports, the 

method can be used for all items upto USD 5000 and upto USD 25000 from ERQ; 

however, import against cash in advance upto any limit is allowed in case of repayment 

guarantee by a foreign reputed bank.  In export there is no such restriction. The 

operational procedures of cash in advance (steps involved) followed in Bangladesh are 

elaborated in appendix table -1.   

 

Open Account: Though it is the most popular method in the globe, open account 

(excepting in EPZs) not at all common due to some explicit and implicit regulatory 

restrictions. In export, there is no explicit restriction, however, EXP signing 

requirement10 restrict banks to facilitate open account. There are some cases of direct 

 
9 Import of lime stone, coal and 100 percent export oriented industries. 
10 Banker and exporter have liabilities if export proceeds are not received within 4 months following the date 
of shipment  
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handling of documents by clients (exporter and importer). The operational procedures of 

open account followed in Bangladesh (steps involved) are elaborated in appendix table 2.  

 

Documentary Collection: Under the method, the exporter submits documents to a bank 

(remitting bank) and requires it to collect payment or acceptance on behalf of the exporter 

using other banks (collecting and presenting bank). The method is collectively regulated 

by Uniform Rules for Collection (URC 522) and the Purchase/sale contract. The 

operational procedures of documentary collection followed in Bangladesh (steps 

involved) are elaborated in appendix table 3. 

 

Documentary Credit: Documentary credit involves long steps and widely used in 

Bangladesh. The operational procedures of documentary credit followed in Bangladesh 

(steps involved) are elaborated in appendix table 4. Trade services departments also offer 

services related to issuance and settlement of local LC. These are mainly connected with 

commodity trade within the national boundary. The operational procedure of the LC 

operation through land port in the country is elaborated in appendix table 5.  

 

Of the different types of LC, transferable LC is very common in Bangladesh where the 

country has a bit unusual practice of 100 per cent transfers to the second beneficiaries11. 

This is an indigenous exercise generally not common in other economies (operational 

procedure of   transferable LC is depicted in appendix table 6). There are use of confirmed 

LC, and also a few instances of receiving LC issued by reputed corporates (corporate LC) 

that are very much within the framework of UCP.12  

 

3.4: Trade Finance Services by Banks 

Exporters and importers need financing and at different stages of production and 

payment. Financing pattern vary in different methods of payments. As a whole, the 

financing products for the exporters can be grouped under pre-shipment and post-

shipment financing; and financing to the importers can be grouped into pre-import and 

post-import financing.  

 

Pre-shipment Credit to the Exporter: Pre-shipment credit is obtained to meet expenses 

on purchasing raw materials, processing, transportation, insurance etc.; and these cash 

 
11As per UCP 600, article 38 (k), the documents presented by the second beneficiaries must be submitted at 
the counter of transferring bank for substitution. For 100 percent transfer, it is not needed. Later on, the 
commentary of UCP 600 released by ICC came up with some solution according to which First 
Beneficiary/Transferring  Bank should inform second beneficiary and Issuing Bank that the documents can 
directly be sent to the counter of Issuing Bank in case of 100 percent transfer. ICC already published an 
opinion on the issue [official opinion R-653]. 
12 J C Penny is one of such issuers of corporate LC to Bangladesh. 
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credit facilities are commonly provided against hypothecation and pledge. The most 

popular form of pre-shipment credit i.e. Packing Credit is extended against transport 

documents evidencing transportation of goods.  

 

Back-to-Back Letter of Credit is a financing technique to import raw materials for 

preparing exportable in the country. Under this arrangement, the bank finances export by 

opening a letter of credit on behalf of the exporter who has received a letter of credit from 

the external buyer (operational procedure is shown in the appendix table 7). The bank's 

credit in the name of back-to-back LC is realized subsequently from export proceeds. The 

technique is very common in Bangladesh13.  

 

Exporter obtains Export Development Fund (EDF)14 to meet foreign currency needs 

mainly to import raw materials under back-to-back arrangement. EDF facility is now 

faster and bigger in terms of processing and fund availability as compared to any recent 

past. The facility is now expanded to export oriented manufacturing units in certain 

sectors like BTMA member mills, BGAPMEA and BPGMEA member 

accessories/packaging material manufacturer-exporters can access for input imports in 

bulk based in addition to import under BTB LC issued on behalf of RMG operating under 

bonded warehouse facility. Moreover, member manufacturer-exporters of Leather goods & 

Footwear Manufacturers & Exporters Association of Bangladesh (LFMEAB) and 

permitted to 

avail EDF facilities for bulk imports. 

 

Post-Shipment Credit to the Exporter: Post-shipment credit facilities are extended to the 

exporters by the banks after shipment against export documents. It is important for 

exporter as exporter cannot wait for a long time without making certain payments. Banks 

in Bangladesh extend post-shipment credit to the exports in the form of Negotiation of 

documents under LC, Purchase of DP & DA bills, and Advance against Export Bills 

submitted for collection.  

 

Financing to the Importer: For importation, banks offer credit facilities to the importers 

at the pre-import and post import stage. LC itself is a financing technique for importers. 

In Bangladesh the popular form of post-shipment import financing techniques include 

 
13 In Bangladesh, back-to- back LCs are used chiefly in the RMG Sector.  Like most LCs, back-to-back LCs 
is used both for domestic and international transactions. As supported by the domestic regulatory framework, 
there are also provisions of opening back-to-back LCs even against sales/purchase contracts (export). 
14To promote non-traditional manufactured items export business of Bangladesh, International Development 
Association (IDA) in 1989 arranged an Export Development Fund (EDF) initially. The main objectives of 
creating an Export Development Fund (EDF) at the Bangladesh Bank is assure a continuous availability of 
foreign exchange to meet the import requirements of non-traditional manufactured items. 
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PAD, LIM and LTR. Under PAD or Payment against Documents, an Issuing Bank makes 

payment against documents on behalf of importer.  Bank extends credit facility against 

imported merchandise is known as Loan against Imported Merchandise (LIM). Advances 

against a Trust Receipt or LTR are for very good customers that allow customer to have 

control over the goods. Banks also offer shipping guarantee/ delivery order/airway 

releases to facilitate releasing of goods when goods arrived prior to the documents.  

 

Usance Pay at Sight (UPAS LC): A relatively recent financing product to offer post-

shipment credit to the exporter or financing to the importer is popularly known as UPAS 

LC (operational procedures given in appendix table 8). It develops as part of LC 

transactions in response to the demands for immediate payment by the exporter and 

are offered by banks following 

two ways: One, UPAS credit service through own offshore banking Unit (OBU); two, 

UPAS credit service through overseas Correspondent Bank. 

 

International Bank Guarantees, Standby LC, Factoring and Forfaiting: The bank 

guarantees operate in much the same way as documentary credits. Practically, demand 

guarantees, standby letters of credit and commercial letters of credits have similarities 

but have distinctive features in terms of operational efficiency, use, preference and 

regulatory environment.  There are growing instances of offering international demand 

guarantee services by banks, and a few instances of standby LC in the country.  In regard 

to the operational procedures, the following process flow figures reveal different steps in 

case of both direct and indirect bank guarantees (Process flow figures appendix tables 9). 

Process flows of factoring (International) and forfaiting are accommodated in appendix 

table 10. 

 

Mix-up of Payment and Financing Techniques: Mixing up of payment and financing 

techniques are commonly practiced in global economies. Using a mix-up of Cash in 

Advance and Performance Guarantee or Standby is not uncommon. In Bangladesh also 

importers are required to obtain bank guarantees to import through advance payment 

technique [other than a few exceptions]. Mix-up of Commercial and Standby LCs are 

also observed for offering a combination of payment and performance guarantee for the 

same trade transaction.  

 

Trade Payment and Financing as Offshore Practices: According to the Bangladesh 

Export Processing Zones Authority (BEPZA) Act, 1980, BB provides offshore license to 

the banks. Offshore banking units offer services in foreign currencies. Type-A industries 

in the EPZs may avail baking facilities from these units. Enterprise in the country may 

also avail foreign currency loan from the OBUs subject to the approval of the BIDA. 



100   Banking Review Series-2019 

OBUs of the local banks are commonly involved in discounting businesses under UPAS 

credit arrangement. Bangladesh bank has published new offshore banking guideline in 

2019 (Box 3.3). 

 
Box 3.3: Some Key Provisions Relating to the Policy for Offshore Banking 

Operation by the scheduled banks in Bangladesh 

As per the policy, Offshore Banking  refers  to the particular conduct of banking  

operations in foreign currencies conditionally approved by Bangladesh Bank, whereas  

Offshore Banking Division refers to the business management unit of a bank that 

controls and supervises the offshore banking operations and Offshore Banking Unit 

(OBU) refers to a specific business unit in the form of distinct branch, booth or desk 

of a branch of a bank that is duly  approved by Bangladesh Bank to carry out the 

offshore banking. 

Approval and Commencement of Operation: A bank willing to operate offshore 

banking in Bangladesh shall have to apply to the Banking Regulation and Policy 

Department (BRPD) of Bangladesh Bank along with the information and documents. 

There is no restriction on the physical location of the OBUs With prior approval from 

Bangladesh Bank; existing branches of banks may also be allowed to operate offshore 

banking through separate desk. Banks that are currently operating offshore banking 

unit  under the approval of Bangladesh Bank shall also apply for approval for offshore  

banking operation The bank shall commence their offshore banking operation within 

6 (six)  months or the time period subsequently extended by Bangladesh Bank from 

the issuing date of approval 

Operation/Transactions of offshore banking:  Permissible transactions as per the 

policy can be conducted by OBU with fully foreign-owned enterprises, with 

enterprises other than fully foreign-owned. OBUs are also allowed to conduct 

permissible transactions with persons residents in Bangladesh, with Juristic persons 

not resident in Bangladesh, with natural persons not resident in Bangladesh and with 

persons residents in Bangladesh. Banks are prohibited from certain activities in 

offshore banking operation like placement of fund to Domestic Banking Unit (DBU). 

At the close of business on any day, value of offshore banking assets in Bangladesh 

shall not be less than 75% of the liabilities of offshore banking. Banks may also use 

funds mobilized from other sources (domestic banking operation) with a limit not 

exceeding 20% of its total regulatory capital. Regulation regarding maintenance of 

capital, leverage and liquidity ratios under Basel provisions shall be duly observed by 

offshore banking operation 

Source: Bangladesh Bank, 2019 
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3.5 Other Trade Related Services by Banks and Payment Facilitation  

Remittance Services: Official remittances flow into Bangladesh through banks, and the 

use of ICT has brought notable changes in the remittance services by banks. Today a 

number of banks use online network, mobile network, and money transfer organizations 

for channelling funds to the rural areas. Alongside using technologies, banks have started 

using the services of each other networks/branches and services of MFIs.  

 

Maintenance of Foreign Currency Accounts: As per GFET of Bangladesh Bank, ADs 

are allowed to facilitate different types of foreign currency accounts that include Private 

Foreign Currency Accounts; Non-Resident Foreign Currency Deposit (NFCD) Accounts; 

Resident Foreign Currency Deposit (RFCD) Accounts.  

 

Payment Facilitation using ACU: Bangladesh uses Asian Clearing Union (ACU) for 

payment settlement with selected member countries.15 ACU is a payment arrangement 

for settling intra-regional transactions for the participating central banks. Established in 

December, 1974 at the initiative of the United Nations Economic and Social Commission 

for Asia and the Pacific (ESCAP), the objective of ACU, is to secure regional co-

operation among the members of the Union to provide a system for clearing payments on 

a multilateral basis. The unit of settlement of ACU transactions is equivalent to one USD. 

 

4. Trends and Relevant Issues in Trade Services during CY2011-CY2018 in 

Bangladesh 

In 2018, both export growth continued, and import volume decelerated in the third quarter 

(appendix table-1). The available data indicate notable changes in import cost and 

marginal increase in export income. In addition, the overall imports increased during the 

period under review mainly due to higher import of food grains, particularly rice and 

wheat, to meet the growing demand for the essentials in the local markets. Regarding 

exports, knitwear and woven garments exports went up in terms of year-on-year basis. 

Export of jute and jute goods increased while shipment of raw jute fell. Export of frozen 

fish, live fish and shrimp and furniture shipment attained growth, according to the EPB 

data.  In facilitation of trade services, contribution of the PCBs was the most during 

FY2011-2018, and the dominance has decreased in 2018. According to the available 

information, 74 percent export proceeds entered into the country through PCBs in 2018 

(increased from 71 percent in 2011). The figures for SCBs and FCBs were 7 percent and 

19 percent respectively in 2018. In case of import payments (Figure 4.1 and 4.2), market 

share of PCBs was also considerably high with 69 percent of import payment made 

through PCBs but the share of SCBs has increased significantly in 2018 due to increase 

 
15 Bhutan, India, Iran, Maldives, Myanmar, Srilanka, Nepal and Pakistan 
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in government import. The market share of PCBs in the CY 2018 was also showing 

similar trend (Figure 4.3).  

 

Figure-4.1: Export Receipts through Bank Groups during FY2011, FY 2017 & 

CY2018 

 

 

 

Source:  

Figure-4.2: Import Payment through Bank Groups during FY2011, FY 2017 & 

CY2018 

 

 

Source:  

 
Figure 4.3: Trade (Export/Import) Facilitation by Bank Group during CY2018 

Source: BB,2019 
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the main source of import trade. Since 2018, PCBs started dominating the market both in 

export facilitation (Figure 4.4).   

 

Figure-4.4: Import Facilitating Banks during CY2018 (in Million USD) 

Top Five Banks in Import Facilitation  

during CY 2018 

Top Five Banks in Export Facilitation 

 during CY 2018 

Source: BB, 2019 

 

4.1 Payment Facilitation in Export and Import Transactions by Banks 

According to the BB (2019) information, in 2018, there were 16.34 million import 

transactions (including between EPZ and Bangladesh) amounting to about USD 54.58 

billion.  Of total number of transactions, the survey data clearly indicate the extensive use 

and growing dominance of documentary credit in import transactions (Figure-4.5), 

similar to the previous years. In 2018, over 94 percent [in terms of number of cases] and 

98 percent [in terms of volume of imports] import payments from the country were made 

using LC. In terms of percentages, the figures were higher than that in 2017, and LC 

remains the single most important method in use. This is sharp contrast to the global 

practice in general where 80 percent payment transactions take place through open 

account. There are differences in regard to the use of LC by different categories of banks.  

In 2018, the use of cash in advance was 5 percent in terms of number and 1 percent in 

terms of volume. Import payment through documentary collection decreased both in case 

of number of transaction and in case of volume in 2017 (Figure 4.5 and Figure 4.6). The 

proportionate decrease of documentary collection in importation may be explained by the 

substantial increase in the LC opened by the SCBs during 2018.  
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Figure 4.5: Use of Methods in Import Payment [No. of Cases] in Percentage 

during CY2011-2018 

 

 

  

Source: Survey Data (2012, 2013, 2014, 2015, 2016, 2017, 2018 & 2019) 

 

Figure: 4.6 Use of Methods in Import Payment [In Volume] in Percentage 

during CY2011-2018 

  

  

Source: Survey Data (2012, 2013, 2014, 2015, 2016, 2017,2018 & 2019) 
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remained the most widely used method of payment by the exporters. The survey data 

indicate (Figure 4.7), over 61 percent [in terms of number of cases]; LC payment methods 

were used that amounted to 63.5 percent of the total export receipts (Figure 4.7). The use 

of LC in volume increased compared to the previous year. Tagging of cash in advance 

with cash incentive might have contributed to the increasing use of the method for 

exportation. Moreover, cash in advance increased in the exportation of fish, vegetables, 

and jute made products during the year. Consistent with previous years, compared to the 

methods of import payments, use of documentary collection was much higher in case of 

export receipts (Figure 4.7 and Figure 4.8). In 2018, use of documentary collection 

declined slightly both in terms of cases and volumes.  

 

Figure 4.7: Use of Methods in Export Receipts (No. of Cases) in Percentage 

during CY2011-2018 

 

Source: Survey Data (2012, 2013, 2014, 2015, 2016, 2017, 2018 & 2019) 
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Figure 4.8: Use of Methods in Export Receipts (In Volume) in percentage during  

CY2011-2018 

 

Source: Survey Data (2012, 2013, 2014, 2015, 2016, 2017 & 2018) 

 

Regarding regional exposure, Chattogram division was slightly different from that of the 

national level.  In imports, the use of LC was even higher than the national figures. In 

export however, greater use of LC was even more prominent. When the national figure 

for Documentary Collection was around 17 percent in volume (Figure 4.9). the use of LC 

is higher possibly due to high quantity of food grain imports by the Chattogram traders 

by using LC. 

 

Fig-4.9: Use of Methods in Import Payment [ In Number and Volume] and Export 

Receipt in Percentage in CY 2018 in Chattogram  
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In case of trade services facilitation by OBUs, use of contract based trade payment 

methods (mainly documentary collection and open account) was much higher for both 

imports and exports. But in 2019 the use of LC has been increased due to increase in 

UPAS LC. In terms of volume in import from OBUs, about 45 percent were documentary 

collection, 50 percent were documentary credit in 2017; in exportation however, both 

documentary collection and documentary credit were most commonly used (Figure 4.10). 

Use of LC increased in importation in OBUs, largely because of some cases of not or 

delay in payments, as observed in the opinion survey. 

 

Fig 4.10: Method of Payment Used by the Clients [Importers and Exporter] during  

CY2016-CY2017 in OBUs [Number of Cases and Volume in Percentage] 

Imports 2018 OBU Exports 2018 OBU 

 

Source: Survey Data (2018 and 2019) 
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Table -4.1: Use of Payment Methods in Different Sectors (in Export) in CY 2015-CY 2018 

(Percentage in Number) 
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Payment in 
Advance 

12 10 11 13 42 40 35 30 1 1 1 1 6 5 12 10 
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Account 

0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

Documentary 
Collection 

36 50 55 29 31 30 25 30 43 40 30 24 41 55 65 30 

Documentary 
Credit 

30 40 34 58 27 30 40 40 56 60 69 75 53 50 23 60 

Source: Survey Data (2015, 2016, 2017 & 2018) 

 

Use of Documentary Credit: Different Types 
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in transferable LC since 2017 indicates the growing trend of receiving direct LC by the 

ultimate exporters. Activities and operations of a good number of buying houses is one 

of the reasons for the use of transferable LC. In addition, the practice of subcontracting 

by the garments manufacturers is also very common for which an LC is transferred.  
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Source: Survey Data (2018 & 2019) 

 

In Bangladesh, all LCs opened are irrevocable in nature as required by the import policy 

order and UCP 600. Of the special type of LC, a significant number is back-to-back LC. 

This is because of the garments sector that imports/procure raw materials from home and 

abroad for meeting their export orders. The survey shows that 45 percent of the total LC 

was back-to-back [local] that amounted to 18 percent of the total amount in CY 2018 

(Figure 4.12). The use of confirmed LC remained consistent. For obvious reason quite an 

insignificant volume of LC issued by the FCBs required confirmation. Relatively higher 

number of LCs issued by the SCBs required confirmation as compared to other broad 

groups. Data on the issue for Chattogram division was not very different (Figure 4.13).  
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Source: Survey Data(2017 &2018) 

 

Figure 4.13: Use of Different Types of Export and Import LC in Chattogram  

during CY 2018 

  

Source: Survey Data.  
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by domestic importers. In case of export LC, the documentary requirements are not very 

different. Insurance documents are less frequently required in the LCs sent to Bangladesh 

exporters. Such practice indicates the existence of the similar regulatory requirement in 

the trading countries. Ocean bill of lading or multimodal has been the most commonly 

used type of transport document.  

 

Table 4.2: Documents Required in Import LC Export LC] during CY 2012-CY2018 

Name of Document 2012-2017 2018 

Name of the Document Import LC Export LC Import LC Export LC 

Transport Document All All All All 

Insurance Document Very rarely 
Less  

Frequently 
Very rarely Very rarely 

Commercial Invoice All All All All 

Certificate of origin All 
Very  

Frequently 
All 

Very  
Frequently 

Bill of Exchange 
Very 

Frequently 
Very  

Frequently 
Very Frequently Very Frequently 

Packing List 
Very 

Frequently 
Very  

Frequently 
All Very Frequently 

Weight List 
Less 

Frequently 
Less  

Frequently 
Less Frequently 

Less  
Frequently 

PSI Certificate 
Less 

Frequently 
Less  

Frequently 
Less Frequently 

Less  
Frequently 

Source: Survey Data (2013, 2014, 2015, 2016, 2017, 2018 & 2019) 

 

Table 4.3: Use of Different Transport Documents in Imports and Exports in  

CY 2015-2018 
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Multimodal /Ocean Bill of 

Lading 
62 76 65 44 65 80 60 45 60 50 

Airway bill 8 10 12.3 10.5 10 8 17 16 13 8 

RRI 29 12 14 11 24 11 13 9 15 16 

Others 1 2 1 2.5 1 1 2 4 - - 

Source: Survey Data (2015, 2016, 2017, 2018 & 2019) 
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Margin, Issuance of LC, Amendments, Credit Availability and Examination  

The margin is closely integrated with credit line of the customer with the bank. Schedule 

banks provide trade service facility by introducing credit limit in the name of the clients, 

with collateral being the basic security. In opening LC, bank commonly ask for 5 percent 

to 10 percent margin from the corporate clients. But most of the cases the scenario is 

different for SME clients. They have to provide collateral to get credit limits and they 

have to satisfy 50 percent to 100 percent margin requirement. However, margin 

requirement depends also on product type, beneficiary etc.  

 

According to the opinions of the survey respondents, a bank prefers to advise credit 

through its own correspondent bank

choice. To accommodate  choice, banks sometimes avail the services of second 

advising banks (very few cases). In recent time however, situation is changing, and some 

banks are very selective in the selection of advising or nominated bank or work as 

advising or nominated bank for an issuing bank. In recent time there was increase in the 

 

 

For amendment of LC, importers generally approach issuing bank. Though, some issuing 

banks ask for letter, mail etc. to check exporters consent, banks hardly find amendment 

risky. According to the survey, most of these amendments went in favour of exporters, 

and thus less risky. Extension of expiry date and last date of shipment are common 

amendments.  

 

Regarding the availability of the credit, in most cases, banks facilitate negotiation. In 

most cases, credits issued from the countries were freely available which means any 

banks may be nominated banks. In such a case, exporter can submit documents at the 

counter of its own bank. The trend however is changing, and some banks prefer to restrict 

negotiation at the counter of certain banks having correspondence relationship. As the 

survey data indicate (Table 4.4), in most cases, credits were made available on negotiation 

basis during CY 2012-CY 2018.  
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Table 4.4: Availability of Credit in Import and Export Payment in Bangladesh 

during CY 2016-CY 2018 

 CY 2018 [%] CY 2017 [%] CY 2016 [%] 

Credit Availability  
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Sight  5 15 15 15 5 10 

Deferred 5 5 5 5 5 5 

Acceptance 10 15 15 20 40 25 

Negotiation 80 65 65 60 50 60 

Source: Survey Data (2017,2018 & 2019) 

 

Table 4.5: Nature of Discrepancies in LC 

 

CY2016 [%] CY 2017 

[%] 

CY 2018 

[%] 

Discrepancies 
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Late Shipment 45 47 20 65 10 70 

Late Presentation 41 48 21 50 15 55 

LC Expired 5  5 55 5 55 

Others (Data conflict, wrong HS 

code, LC value overdrawn, absence 

of documents, Bill of exchange 

drawn on wrong party etc.) 

36 10 30 30 35 35 

Source: Survey Data (2017,2018 & 2019) 

 

Late shipment and late presentation were the most common discrepancies in both export 

and import documents (Table 4.5) in CY 2018 as during CY 2012 -CY2018. According 

to the survey, in about 47 percent cases the nominated bank of Bangladesh received 

discrepancy notices; whereas in 48 percent cases local issuing bank issued discrepancy 

notices to the foreign counterparts in CY 2018. According to the opinions of the 

practitioners, the proportion of compliant LC increased; however, banks were receiving 

greater number of spurious discrepancies.  

 

4.2: Trade Finance Facilitation by Banks  

According to figure 4.13, the major portion of trade finance facilities of the country had 

been offered by the PCBs during FY2017-2018 period. The PCBs offered 66 percent 
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trade finance volume during FY2018. Followed by that, SCBs offered 33 percent of the 

total trade finance in 2018 by attaining notable growth. The contribution of the FCBs was 

1 percent (Figure 4.13). 

 

Figure 4.13: Distribution of Trade Finance by Bank Groups during FY2017-

FY2018 

  

  
Source:  

 

In 2018, the PCBs were the major contributors in export finance market with 75 percent 

of the total followed by SCBs. Of the pre-shipment finance, in 2018, PC was the main 

component for 75 percent of the total, the major element. It had been observed that banks 

were interested to offer SOD/Export Cash Credit or other forms (like time loans) of pre-

shipment credit in place of PC to obtain relatively better interest returns. It is to be 

mentioned that BB directed commercial banks not to charge more than 7 percent interest 

in PCs. The FDBP is the core component (99%) in the post-shipment credit (Figure 4.15) 

both in CY 2017 and CY 2018. But, new financing products like invoice discounting, 

forfaiting are coming in the market. The total disbursement, on a revolving basis, from 

EDF   stands at USD 3.5 billion.  

 

Figure 4.14: Export Financing by Different Bank Groups during FY 2017-

FY2018 

  

Source:  
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Figure 4.15: Distribution of Export Finance during CY2017-CY 2018 

  

  

Source: Survey Data (2018 & 2019). 

 

Figure 4.16: Import Financing by Different Bank Groups during FY 2016 and FY2017 

Source: MOF Data (2017 & 2018) 

 

Figure 4.17: Distribution of Export Finance during CY 2017-2018 

 

 

Source: Survey Data (2018 & 2019) 
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Most of the import financing was in the form of LTR, as most banks do not have or avail 

warehousing facilities (Figure 4.17).  

 

4.3: Foreign Currency Credit Facilitation by Banks  

Regarding activities of offshore banking units, there was consistent increase in the 

credit popularly known as UPAS upto December 2018. Total buyers credit outstanding 

was increasing over the years. In 2018 (between January- December), the growth rate of 

he survey indicates 

offshore banking activities were dominated and controlled by the FCBs.  

 

Figure-4.18: Increase in the volume of Buyers' Credit Outstanding as of 

December, 2014-18 (in Million USD) 

 

Source: BB, 2019 
 

The survey data showed notable proportion of short term foreign currency financing in 

the OBUs asset portfolio; and a significant proportion of borrowing (not deposits) in the 

liability side (Figure -A industry, remained 

insignificant.  
 

Figure 4.19: Sources and Uses of Foreign Currency Funds by OBUs for 

Financing Activities 

Source: Survey Data, 2019 
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Obtaining long term foreign loan in Bangladesh is a relatively recent phenomenon. The 

main reason is the interest rate differentials between foreign currency-denominated 

(international) borrowing and taka-denominated borrowing from domestic banks. All 

other long term foreign loans (including  credits, financial loans from 

institutions or individuals and debt issues in capital markets abroad) must be approved 

by the Bangladesh Investment Development Authority. The international bank guarantee 

needs to cover full amount of foreign loan and repayment period. The installments for the 

long term loan include monthly, quarterly, semi-annual and annual basis. Normally, there 

is a provision of grace period for six months or one year, which means that the long-term 

loans also create long term liabilities.  

 

4.4 International Bank Guarantees, Standby LC, Factoring and Forfaiting  

In Bangladesh, international bank guarantees are received mainly in the form of indirect 

or counter guarantees. The government sector is the main recipient of international bank 

guarantees mainly for public procurement. RMG receives bank guarantee as securities 

against export under documentary collection.  Most bank guarantees issued were direct 

guarantees in 2018, and the other major type of bank guarantees was advance payment 

guarantees for trade purposes. Indirect guarantees are issued mainly to support 

government sectors. Banks are also allowed to issue indirect guarantee for Hajj purposes. 

Bank guarantees issued to obtain foreign loans is a relatively recent development and a 

potential area for the future. In issuing direct and indirect bank guarantee, banks create 

foreign currency liability. In the wake of the recent financial crisis, the foreign banks, 

foreign FIs, multilateral institutions/development organizations (IFC, IDB, ADB, DEG, 

FOM and various foreign banks),  are moving toward emerging economies like 

Bangladesh to invest their ample unemployed fund ,as the lending rate is very much 

higher compared to the same in the developed countries.  
 

In recent times, are receiving good number of proposals for issuing stand by LC or 

international bank guarantee. The government is also importing LNG using stand by LC.  

Banks are offering the services by obtaining case-to-case permission. Probably, it is time 

to adopt globally accepted guideline, complementary local sets of rules, and capacity 

development of bankers to address the changing demand. Use of international bank 

guarantee has been increasing, largely on account of government projects16 under 

restructure, power, oil, railway etc. are the major demand for increasing trend of 

international bank guarantee. 

 
16 On behalf of Bangladesh government, Petrobangla is going to import liquefied natural gas (LNG) from 
Qatar's RasGas. As financial security, Petrobangla will have to deposit standby letter of credit (SBLC) 
equivalent of the price of two months LNG on the basis of base annual contract quantity (BACQ) to a first-
class international bank. 
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There are a few instances of factoring and forfaiting practicing in the country, that were 

linked to LC operations and transactions (Box 4.1) 
 

Box 4.1 Instances of International Factoring and Forfaiting Practices 

DS-Concept completed its first deal that provides Bangladeshi exporters with the chance 

of turning their deferred letters of credit into cash. The external buyers in the transaction 

preferred to open deferred LCs instead of sight LCs when buying from Bangladesh. 

However the exporter from Banglade  and was 

supported by DS-Concept. This new service was offered in cooperation with Mutual Trust 

Bank Ltd. through which the LC was handled. This facility was further supported by 

several new clients, including a Chinese textile fabricant which exports its products to 

many Bengal textiles mills. In this transaction costing of financing is low.  

Usance export LC needs trade finance from banks to matching gap between export 

receivables with payment obligations arise under BTB LCs.  In order to solve this problem 

there are now three available alternatives; foreign documentary bill purchase, discounting 

through OBU, and forfaiting. Under forfaiting, foreign banks discount the local export bill 

under assignment of proceed and without assignment of proceed. Both arrangements are 

without recourse. When forfeiter discounts bill without assignment of proceed, issuing 

than the available options in this market. But banks have to face some hassle to arrange 

assignment of proceed. 

Source: Bank Source and http://www.ds-concept.net/ 

 

 

In Bangladesh, three types of drawing arrangements are available in the banking system 

to channelize remittance from abroad: Taka Drafts Drawing Arrangement, Electronic 

Fund Transfer Arrangement, and PIN Code System. The first one is obsolete and it is not 

used any more. The second one is electronic fund transfer which done through banking 

channel. In this method the fund is transferred through the banking channel and 

beneficiary can receive the money either in cash or the money can be credited in his/her 

bank account. Under the third method is actually transferring fund through money 

transfer organization where the beneficiary can collect the money only in cash form. As 

part of the remittance collection different exchange houses (more than 250 companies) 

are channeling fund to Bangladesh. Among these, 29 exchange houses are owned by 

Bangladeshi banks which collect 10 percent of the total market share of remittance. The 

charges of sending remittance through these exchange houses are the lowest among the 

legal channels. 1184 drawing system has been working currently with more than 220 

international money transfer companies including Western Union, and Money Gram 

worldwide. In addition to the banking channels, branch offices of 26 NGOs and post 

offices are working for distribution of remittances. Again, 24 banks have already been 
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given permission to distribute remittance by Mobile Financial Services (MFS) for 

strengthening remittance distribution network and 19 have already started their operation. 

Singer Bangladesh is also providing the remittance service through their outlets across 

the country. 

 

During 2018, remittance inflows (both the amount of remittance flow to Bangladesh as 

well as the global market share) of Bangladesh showed declining trends. And the 

declining trend through the banking channel was also evident (Figure 4.20). The 

significant portion of the remittance was mobilized by SOCBs and PCBs as they were 

having the major stakes and these two groups experienced severe declines.  

 

Figure 4.21: Bank Group-wise Remittance Flow from CY 2018 

Source: Bangladesh Bank, 2019. 

 

country. Over the years, banks have improved their efficiency in channeling remittances 

by collaborating with exchange houses, MTOs, local branches, MFIs, and MFS in terms 

of speed, cost, and quality of services. Published global data on the cost of remittances 

general, using formal banking channel. In recent times, the cost of sending remittances 

through formal channels decreased even further. The current average cost of sending 

remittances of USD 200 is not vary far from the SDG target to be attained 2030. Thus 

cost apparently is not a big issue; rather it is the formality, documentation and compliance 

requirement in using formal channel that is coming up with the biggest challenge to the 

remitters, as observed in the BIBM survey. The survey reveals several instances of 

dissatisfaction regarding banking services on the part of recipients (Habib, et.al, 2017). 
 

Using mobile apps made the informal remittance transactions vibrant and extremely easy, 

as agreed by some Hundi service providers, recipients and even bankers. Some remitters 

claimed that growing tendency of building second home by some Bangladeshis in certain 

countries raised the demand for foreign currencies, and thus, incentivized informal 

agents. Other than causing challenge to the formal channels, popularity of such illegal 
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services might open door for remittance based money laundering; and such concerns have 

duly been shown by the BFIU in a disclosure in 2018. These are also defaming the legally 

established MFS services of the country. Strong enforcement of KYC and greater 

monitoring on the part of Central Bank might bring positive changes. The circulars of 

Bangladesh Bank on MFS activities might contribute in addressing this issue.   
 

4.6 Maintenance of Foreign Currency Accounts by Banks  

In terms of the number of foreign currency accounts and volume (both FC and RFCD)  

FCBs had the major market share during CY2017-CY2018 as they had relatively bigger 

clients (in terms of volume) as indicated by the figure 4.22. 
 

Figure 4.22: Foreign Currency Accounts maintained by the bank groups [Amount in %] 

during CY 2017-2018 

 

 

Source: BB Data, 2018 

 

4.7 Exchange Rates and Relevance of Foreign Exchange Market in Trade 

Facilitation  

Some operational exchange rates are in use in facilitation of trade services. For inward 

remittance, banks use TT clean buying rate. For outward remittance TT and OD selling 

rates are used. For all import payment, banks use BC selling rate. In case of export, for 

contract based receipts, like cash in advance, open account and documentary collection, 

TT DOC buying rate is applied for proceeds realization. For sight export LC, banks apply 

OD Sight buying rate. But in case of purchasing usance export LC, different banks 

exercise different interest rates. Where SCBs charge around 7 percent, some PCBs use 

more than 10 percent. Moreover some FCBs apply commercial rate. According to the 

export policy 2015-18, in all export financing, lower interest rate should be applied. 

However, there is a lack of uniformity in applying interest rate in purchasing usance 

export LC by different banks. The range of exchange rates of sample banks in different 

trade services are shown in the Appendix Table-3.  

 

To facilitate foreign exchange transactions, treasury departments of all banks undertake 

responsibility of developing different exchange rates and these departments also take part 

in   Forward Swaps and Foreign Currency Deposit transactions as part of foreign 
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exchange risk management. However, the practice of using derivatives has not been 

remarkable. Forward transactions are used to hedge some differed bill. Though 

commodity swap is allowed in the country to support traders, Bangladesh has limited 

instances of undertaking such transaction.  

 

4.8 Human Resource Development in Trade Services 

Efficient human resources are crucial for effective operation of trade services. Today, in 

most banks, executives working in the trade services departments have training 

exposures. A considerable number of employees of the concerned departments have 

received training from BIBM and other agencies.  Some banks regularly arrange on the 

job training for their officials engaged in international trade payment operation. A 

remarkable improvement in connection with the development of professional banker in 

the trade services area with the growing number of Certified Documentary Credit 

Specialist (CDCS) in the banking sector of the country. The number of CDCS holders in 

the country was only 1 till 2008, which increased to over 1000 by the end of 201). 

Recently, two Bangladeshi expert bankers have been selected in ICC DOCDEX Expert 

Panel. Young bank professionals are also taking interests on professional courses on trade 

services like Finance of International Trade (FIT), Certificate for Specialists in Demand 

Guarantee (CSDG), Certified Anti money Laundering Specialists (CAMS), Certificate in 

International Trade and Finance (CITF), etc. Moreover, the ICC has also been offering a 

number of online courses for the trade practitioners. BIBM is also providing certification 

program in trade services with duration of six months from January 2018 named as 

Certified Expert in Trade Services (CETS). From 2019, BIBM is also going to introduce 

April 2019.   

 

4.9 Monitoring and Reporting of Trade Services 

The returns/statements are crucial tools for monitoring and reporting that include both 

on-line and off-line reporting. By applying reported data, BB conducts its monitoring and 

supervision mechanism. BB may monitor the day to day transaction of head offices, 

international divisions, and bank branches using the reports. Supervisory teams of DOS 

and DBI can use the reported data in their on-site and off-site supervision to identify 

irregularities in AD branches. Reporting by ADs to BB helps the central bank to prepare 

BOP, research publications, and policy formulations.  

 

BB has brought about major change in traditional reporting. From January 2013 BB has 

launched On-line reporting of all inward and outward remittance of ADs. ADs are 

required to report transaction in on-line which helps BB, EPB, ADs, HO of Banks, 

Customs, Bond Customs, DEDO, NBR and different ministries to establish greater co-
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ordination in formulating policy and for day-to-day operation. BB can easily identify and 

instruct banks to instantly rectify their anomalies. Though reporting has brought 

improvement from traditional reporting system to on-line reporting, but still ADs 

sometimes face problems in reporting like network disruptions, continuous connectivity 

of electricity of bank branches. Operational knowledge of reporting person is also a 

problem. 

 

Currently, banks are required to report to BB using both online and offline channels. The 

head offices of banks are supposed to send online statements/schedules to the statistics 

department in RIT (Rationalized Input Template) format (monthly basis)  and AD 

branches are required to report online (daily basis) to the FEOD (Foreign Exchange 

Operation Department) and their head offices to FOED of BB (Foreign exchange 

transaction monitoring Dashboard). Offline statements are sent to the respective area 

offices of BB/FEOD (by the 5th day of the following month). Head offices of banks are 

also required to send a summary statement (by the 12th day of the following month) of 

all transactions (monthly) directly to the FEOD. For monitoring purpose, the central bank 

generally cross-checks the branch level and summary data. The new introduction in 

online Foreign Exchange Transaction Monitoring System include: Introduction of Master 

LC management module in Online Import Monitoring System and Online Export 

Monitoring System; and Introduction of reporting of acceptance information in Foreign 

LC category. 

 

4.10: Coordination with Customs and Monitoring of Trade Services   

The introduction of Dashboard and online integration between customs and BB has 

brought positive changes in handling irregularities. Now for sea, land port and airport, 

custom verifies the data in ASYCUDA given by the banks and then allow CNF agents to 

submit the Bill of Entry. Bankers have to give input in LCAF and LC Contract. BB 

uploads this information to ASYCUDA. Custom verifies amount, beneficiary, suppliers, 

country of origin, quantity, unit, unit price, BIN etc. If there is any mismatch between the 

information of ASYCUDA and imported goods, customs do not allow to submit the bill 

of entry. No doubt, using technology and greater coordination are paying off to the 

regulators. Dash Board is helping to identify fraudulent trade transaction. It has also 

implications on the economy in terms of increased revenue and foreign exchange 

transactions matching. Customs has been contributing in identifying irregularities, 

crimes, and TBML in the country. 
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5. Issues and way forwards for Improving Trade Service Operations of 

Banks of Bangladesh  

Not very different from other countries, most cases of malpractices in Bangladesh are 

related to non-compliance of regulation or guidelines; and some of these are intentional, 

and many of these are due to knowledge gap. Behaviour on the part of clients and other 

external steps also affect country risk, and some of these are suspicious transactions 

related to money laundering. Some key issues observed during 2018 are summarized as 

follows: 

 

5.1 Drawing Lesson from Global Concern 

There are some incidents occurring in the world which are great concern for Bangladeshi 

bankers too. In several countries fraudulent activities by the clients and their undue 

behaviours are affecting their trade facilitation greatly. There are cases when malpractices 

by the trade patterns when payment was not made on the ground of good relationships 

and high cost of returning the goods to the exporting country.  These types of incidents 

are now c  to check the issue of money 

laundering. This issue needs to be considered by the Bangladeshi bankers and regulators.  

 

5.2 Increasing Practice of International Bank Guarantee 

In the survey, it has been observed that the cases of international bank guarantee are 

increasing over the years due to the mega projects by government and private sectors. As 

an emerging payment facilitation and risk mitigation product, the increasing usage of 

different bank guarantee cases demands comprehensive reporting which is now absent. 

Moreover, although Bangladesh Bank has addressed the issue, specific regulations from 

the operational ground are needed 

 

5.3 Mismatch with EPB data 

EPB takes export data from ASYCUDA of customs. But there is a mismatch in the export 

bundle of EXP had not counted in the dash board. Though some those EXP Form

payment is repatriated by advance payment, a number of EXPs are not reported. Another 

reason for this mismatch might be that EPB counts total CMT value of export, whereas 

bankers count CM value which is justifiable. In addition, the return of export shipment 

does not count as reduced export in EPB data.  

 

5.4 Lack of Awareness on Trade based STR (Suspicious Transaction Reporting) 

There is a provision of doing STR for trade transaction in the anti-money laundering 

guideline published by BB. But in some cases, it has been observed that bankers who are 
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involved in trade facilitation has knowledge gap in this issue Of the different trade related 

frauds, trade based money laundering is probably the most concerning issue globally. 

Greater coordination of customs and BB through online arrangement has brought positive 

changes in addressing certain types of money laundering in the country. Lack of 

awareness remained a key challenge for banks and clients, as identified in the survey. 

 

5.5 Knowledge gap on Digitalization of Trade Services 

In recent times, introducing of technologies such as-block-chain, distributed ledgers 

technology, smart contracts, cloud computing, big data, machine-based learning and 

artificial intelligence etc. pushed the global banks to create consortium among themselves 

as well as Fin-Tech companies. Currently some are developing an open account trade 

finance platform powered by distributed ledger technology aiming at simplification of 

trade, reduction of operational costs, and providing better access to credit and risk 

mitigation services. In this issue, it has been observed that bankers as well as regulators 

need advance knowledge to incorporate these new innovations with our traditional trade 

facilitation techniques.  

 

5.6 Comprehensive Data Capturing for Online Transactions  

In recent times, the online trading activities have been increased. This is mainly done 

using Facebook, Amazon, Alibaba Express, Google and so on. The payment in this case 

is done in both BDT and international currency. The payments processed by international 

credit cards are reported somehow to the Bangladesh bank. However,  we need a 

comprehensive and detailed guidelines for  Data Capturing of online Transactions 

 

5.7: Use of Irrelevant or Poorly Drafting LC Clauses, Inappropriate Incoterms, 

Spurious Discrepancies    

Irrelevant and inconsistent terms and conditions are always concerning in LC operation. 

In recent time, experts of documentary credit raises serious concerns about some poorly 

drafted and inappropriate clauses in LCs issued from Bangladesh in several instances17. 

Like last year, the practices do not reveal remarkable development. Inappropriate use of 

incoterms by Bangladeshi and bankers of other countries was also causing concern to 

different quarters. The ICC has already recognized the issue as part of the revision process 

of incomer 2020. However, spurious discrepancies in documents just to delay payment 

or create payment obstacles remained concerning.  

 

 
17 For example, commercial invoice excessively requires to certify origin of the goods, whereas credit 
specifically asked for certificate of origin; LC asked for credit report of the beneficiary; and LC asked for 
packing list where shipment is in bulk 
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5.8 Correspondent Banking Relationship and Internal Policy  

Correspondent banking became a critical challenge of global banking community as a 

whole, and a good number of local banks in the country have faced severe difficulty in 

recent time. Some multi-national banks have experienced severe regulatory pressure, and 

procedure

impact on trade finance and confirmation and discounting lines. In response to the 

scenario given, correspondent banking has now made a paradigm shift. In several 

instances, correspondent banking has become a regional banks product instead of global 

actively engaged in trade finance business. Sanctions have notable implications for trade 

and trade financing activities. Along with banks, local traders are also getting affected 

 

 

5.9 Know-Your Customers, Monitoring and Reporting Challenges  

Know Your Client (KYC) due diligence requirements and compliance issues were major 

impediments to their provision of lines of credit for international trade.  Now not only 

importers, exporters must also be equally considered by banks for KYC to avoid risks. 

This is applicable for all forms of trade payment methods. To handle the risks by banks, 

it is very important to obtain information both for exporters and importers. In this 

connection, information to open bank account does not serve. It is crucial to have 

information on their business trend and involvement in other activities to avoid crime and 

money laundering risks. In certain instances, banks disagreed to issue transferable LC on 

the ground of KYC/AML.18  In Bangladesh, KYC for traders is yet to get due attention 

  

The changing regulatory requirement brought about notable changes in the monitoring 

and reporting arrangement of BB. The new on-line reporting of BB has emerged as a 

great achievement in banking system which helps monitoring and supervising day-to-day 

trade transactions. This is also a great tool for data validation. In spite of improvement 

and several achievements, there are cases of non-reporting. It is also important to attain 

check list based plus objective oriented compliance requirements by banks. Challenges 

faced by the users of Online Foreign Exchange Transaction Monitoring System are given 

in (Box 5.1). 

 

 
18  ADs in Bangladesh   are authorized to open transferable LCs for imports into Bangladesh at the request 
of the party.  But there are some instances where ADs are showing unwillingness to issue transferable LC 
due to AML issues which affects trade transactions adversely for traders. 
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Box- 5.1: Challenges faced by the users of Online Foreign Exchange Transaction 

Monitoring System 

- Interruption in connectivity due to power shortage 

- Speed fluctuation/ low speed of internet  

- and  

-  

- Software up gradation not done in due time by the AD banks 

- Insufficient expertise of the reporting personnel of AD banks 

- Less understanding of Foreign Exchange guidelines and rules by the reporting 

personnel 

- Insufficient manpower in the reporting side 

Source: Opinion Survey of Bangladesh Bank 

 

Total overdue bill of entry is an indication of unsettled cases of trade transactions reported 

to BB. Up to December 2018, there were 3042 cases amounting USD 2330 million (Table 

5.2). In recent time, in case of overdue bill of entry, BB imposes obligation to return the 

import payment. However, overdue cases are mainly associated with government 

agencies (largely BPC and DGDP), which was over 83 percent.  

 

Table 5.2: Overdue Bill of Entry and Refund of Import Payment  

(till December 2018) 

Subject No. of Case Amount 

(Approximate) 

(Million USD) 

Full Overdue Bill of entry 3042 2330 

Refund of Import payments 660 27.00 

Source: BB, 2019 

 

5.10 Cross Cutting Issues  

Insufficient Investment for Capacity Development and Work Load: Traders have huge 

knowledge gap even on the traditional trade financing techniques in Bangladesh. 

Compliance cost already caused huge burden for banks in offering trade services, thus in 

many instances cost-cutting measures caused different kind of challenges with capacity 

and work load of trade services providing bankers.    

 

Obtaining Credit Report: According to the survey of the study, charges or fees in 

collecting per report lies in the rage of USD 70 to USD 150 depending on the location of 

counter parts. Most of the banks, do not share credit report of their customers with other 
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the report is confidential.  Some problems of obtaining credit reports 

are lack of proper knowledge in analyzing credit reports, delay in the collection of credit 

report, reluctance of our customers to pay charges etc.  

 

5.11 Challenges of Trade Services and Proposed Solution As suggested by the 

Chambers 

The chambers related with trade services have identified some challenges in trade 

refinancing facility under EDF. They have also identified access to finance challenges 

for small and medium exporters. The key proposal from different chambers are given in 

box 5.3 

 

Box: 5.3Proposal from Different Chambers 

- To ensure the transfer of data in EXP form from Bangladesh Bank server to 

 

- Online reporting is available for weight in KGs. But in pro-forma invoice, 

different unit for weight are mentioned. So customization in measurement of 

weight is required.  

- After amendment of FERA in 2015, the article 18A has been repealed which 

withdrew the accountability of freight forwarders in proceed realization for lost 

good. This article needs to be included again. 

- Need more clarification in the definition of eligibility to get cash incentive for 

small and medium export organization 

Source:  Discussion with Different Chambers 
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6. Summary Observations and Recommendations 

The review study attempted to capture the status and trend in the trade services activities 

and operations. Though the focus of the review is CY2018, comparative statuses have 

been discussed with previous years since 2011 in some respect. The review report for 

2018 identified the following key observations and recommendations: 

 

First, PCBs as a group was the major market share holder in trade facilitation, not very 

different from the year 2017. One notable observation in recent time was the growth of 

import financing of SCBs due to huge LC opening on behalf of the government sector. 

PCBs were also the most dominant share holder as a bank group in export financing, and 

remittance services. Though, the market share of FCBs increased in CY 2018 in trade 

facilitation, the change does not seem significant.   

 

Second, Documentary credit remained the most important payment technique in import 

and export transactions in CY2018, not different from the previous years. Though the 

extensive use of documentary credit started largely in response to the regulatory 

restrictions, LC remained the most dominant even after removing certain restrictions. 

Rather use of LC increased both in onshore and off shore trade facilitation. Documentary 

collection is the second most important trade facilitation tool. Of the different types of 

LC, back-to-back and transferable LC remained dominant; however, there was 

decreasing trend in the use of transferable LC.  

 

Third, Poor drafting of LC clause and inappropriate use of incoterms in trading became 

matters of concerns to many of the trading partners. As an extensive user of LC, the 

It is 

The upcoming version of Incoterms is expected to solve several related challenges in 

regard to the inappropriate use.      

 

Fourth, In spite of the improvement, there are instances of delay in payment and spurious 

discrepancies in handling documents under LC. For handling fraudulent activities in LC, 

there should be applicable supportive local laws/set of rules alongside universally 

accepted guiding rules like UCP 600. Time has come to have separate LC law for the 

country. This can be achieved either by enacting separate law like USA, China and 

Vietnam etc. A separate bench in the court may be needed to ensure effective use of 

regulatory machinery in the circumstance of growing complexity.  
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Fifth, PC was the main component of the pre-shipment finance; however, it was SOD or 

Export Cash Credit that remained a notable proportion of pre-shipment credit in CY 2018. 

During CY 2017, banks were more interested to offer SOD or Export Cash Credit in place 

of PC to charge relatively higher interest returns, and the trend changed remarkably 

during CY 2018. Due to supportive approach and ceiling of volume, EDF facilities 

became even more attractive to the traders. LTR remained the key component of post-

shipment financing.  

 

Sixth, There are evidences and symptoms of increasing cross border bank-guarantee 

practices over last few years. Though there are reporting arrangements of the BB, the true 

exposures of international bank guarantees by banks cannot be identified with these. Time 

has come to identify the exposure of banks on international bank guarantees; and it seems 

crucial now to formulate guideline/sets of rules for international bank guarantees and 

adopt international rules associated with international bank guarantees and standby LC.       

 

Seventh, In offshore banking, UPAS remained the key component in the asset side, and 

volume increased. Though total volume of short-term and long-term foreign loans 

facilitated by banks increased consistently, growing trend of short term credit was 

particularly visible. On the way to address regulatory and monitoring challenges of 

offshore banking, the issuance of Offshore Banking Guideline is expected to bring due 

developments and changes.  

 

Eighth, In most cases, the contract or purchase/sale contracts have not been legally 

enforceable for ensuring optimum protection. For sound purchase/sale agreement, it is 

essential to have coverage of a regulatory framework. Alongside ratifying the UN Vienna 

Convention on Contract of Sale, there should be clear instructions in regard to the other 

non-ratifying countries. BB may also revisit the four-month repatriation requirement in 

export transactions considering some recent challenges associated with usance payment 

arrangement.    

 

Ninth, The impact of the de-risking has now been rebounded to some extent with the 

intervention of some development institutions to bridge the gap between uncertainty in 

regulator expectation and compliance program of global correspondent banks. However, 

the role of certain banks as advising bank, nominated bank under LC, and collecting under 

documentary collection changed remarkably. Some traders and banks in Bangladesh were 

also facing challenges. For credibility, BB may think of assessing and publishing status 

report on correspondent banking relationship every year.  

 



130   Banking Review Series-2019 

Tenth, Incidences of TBML remain a growing concern for policy makers and central 

banks throughout the globe.  Though the available sets of AML rules are in line with 

globally accepted standards, still there is lot of scopes to improve their enforcements. BB 

is working on a TBML guideline which is expected to bring positive changes regarding 

better enforcement of the AML rules. Greater use of LC offers better protection, 

monitoring and control of the regulatory authority. Bangladesh is having favorable 

circumstance in this connection. Any attempt to move towards open account in line with 

global trend might prove to be risky from the point of view of TBML. As banks have 

obligation of ensuring the prices of importable items 'fair' prices of 

exportable, banks have to find out an effective mechanism to implement the obligation.  

 

The market transformation of international trade is bringing notable alteration in the trade 

services techniques. Adoption of technology and modernization has no alternative. Time 

has come to undertake preparatory work for pacing with on-going global trade 

digitization movements and embracing distributed ledger technology for efficient trade 

services and addressing related financial crimes.  In addition, alongside investing on 

capacity development of the bank executives, awareness initiatives for the traders should 

get due emphasis to ensure competiveness and to minimize the risks.   
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Appendix Tables 

 

Appendix Table 1: Operational procedure of Cash in Advance in Bangladesh 

 Import Export 

S-1: Purchase/ Sale Agreement19 Purchase/Sale Agreement20 

   

S-2: Advance Fund Transfer21 Receipt of Export Proceeds in Advance 22 

   

S-3: Shipment and Sending 

Documents 
EXP Issuance and Bank Endorsement23 

   

S-4: Clearance of the Consignment24 Shipment and Sending Shipping 

Documents25 

   

S-5: Reporting to BB26 Reporting to BB27 

 

 

 

 

 

 

 

 

 
19 Obtaining PI; negotiating terms; payment at cash in advance; signing sales agreement; verification of 
quoted prices 
20 obtaining export order; sending PI; negotiating terms, payment term is cash in advance; signing sales 
purchase agreement 
21 verification of signature of importer; obtaining BB  
22 Transfer of fund by the foreign importer through the banking channel 
23 Issuing EXP; submitting EXP along with other documents to the Customs; issuing shipping bill/bill of 
export by the customs after assessment and verification authenticates the EXP   
24 receiving documents, approaching bank by the importer for obtaining LCAF; releasing goods and submit 
bill of entry   
25 Arranging shipment and sending documents to the foreign importer either through banking channel or 
directly. 
26 Online reporting  IMP/TM form, LCAF, commercial and proforma invoice etc. to BB  along with monthly 
returns 
27 reporting in advance the remittance voucher at the time of realization of export proceeds; reporting the 
duplicate and triplicate EXP copies to BB; submitting the monthly returns [in case of invisible exports, C 
Form is used for reporting] 
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Appendix Table 2: Operational procedure of Open Account in Bangladesh 

Import  Export 

S-1: Purchase/ Sale Agreement28 Purchase/Sale Agreement29 

   

S-2: 
Shipment and Sending Shipping 

Documents30 
EXP Issuance and Bank Endorsement31 

   

S-3 
Bank Endorsement and 

Clearance32 

 Shipment and Sending Shipping 

Documents33 

   

S-4: Fund Transfer/Import Payment34 
Receipt of Export Proceeds after 

Shipment35 

  

S-5: Reporting to BB36 Step-5: Reporting to BB37 

  

 
28 Obtaining PI; negotiating the terms; payment term in open account; signing the sales agreement; verifying 
quoted prices  
29 Obtaining export order; sending PI; negotiating terms; payment term in open account; signing the sales 
agreement 
30 Arranging the shipment and sending the shipping documents to the local importer by the exporter 
31 Issuing EXP by  the  bank; submitting EXP along with other documents to the customs for clearance of 
goods; issuing shipping bill of export by the customs after assessment and verification of EXP; submitting 
documents with EXPs  
32 Receiving the shipping documents, approaching bank by the importer; releasing goods and submitting bill 
of entry 
33 Arranging shipment by local exporter and sending documents to the foreign importer through the banking 
channel 
34 Approaching bank by the importer with an application to remit fund  according to sales agreement; outward 
remittance 
35 Transferring fund by the foreign importer through banking channel after receiving consignment; inward 
remittance. 
36 Reporting to Bangladesh Bank as per the directives of GFET 
37 Reporting duplicate and triplicate EXP to Bangladesh Bank as per GFET 
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Appendix Table 3: Operational Procedures of Documentary Collection in 

Bangladesh 

Import Export 

S-1: Purchase/ Sale Agreement38 Purchase/ Sale Agreement39 

   

S-2: 
Shipment and Sending 

Documents40 

EXP, Shipment and Procurement of 

Document41 

   

S-3: Fund Transfer42 
Submitting Documents with Collection 

Order43 

   

S-4: Reporting to BB44 Receipt of Export Proceeds45 

   

S-5:  Reporting to BB46 

 

  

 
38 Obtaining PI/ quotations; negotiating the terms; signing the sales agreement; verification of quoted prices 
by the banks 
39 Obtaining export order; sending PI; negotiating the terms; signing the sales purchase agreement 
40 Arranging shipment and sending shipping documents either to the bank of the local importer or to its 
correspondent agent 
41 Issuance of EXP by the bank; submitting the EXP along with other documents to the customs; issuing 
shipping bill of export by the Customs after assessment and verification of EXP; submitting documents along 
with EXPs to the bank  
42 Receiving documents by the bank as collecting  or presenting bank; presenting documents to the importer 
and collecting payment or acceptance; collecting  the documents and making payment  (DP) or accepting 
(DA); transferring fund  
43 Approaching bank [remitting bank] for sending documents by the exporter through banking channel; 
forwarding documents to its correspondent bank [collecting bank]; collecting the documents either on DA or 
DP basis by the importer 
44 Reporting to Bangladesh Bank as per directives of GFET 
45 Transferring fund by the foreign importer through the banking channel; collecting export proceeds by the 
remitting bank  
46 Reporting the duplicate and triplicate EXP copies to BB 
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Appendix Table 4: Operational Procedure of Documentary Credit in 

Bangladesh 

Import Export 

S-1: Purchase/Sale Agreement47 Purchase Sale Agreement48 

   

S-2: Financing Arrangement49 Advising and Lien of export LC50 

   

S-3: Importer approaches to Issue 

LC51 

EXP Issuance and Shipment52 

   

S-4: Issuance of letter of credit53 Exporter submits export documents54 

  

S-5: Lodgment and Retirement55 Reimbursement from the issuing Bank56 

   

S-6: Reporting to Bangladesh 

Bank57 

Reporting requirement to BB58 

 

 

 
47 Obtaining PI; negotiating the terms; signing the sales/purchase agreement; verification of quoted prices by 
the banks 
48 Sending PI/ quotations; negotiating the terms & conditions of the agreement; signing the sales/purchase 
agreement 
49 Opening of CD account and an FC accou
regarding opening of LC, margin requirement, financing option for retirement etc. 
50 Receiving the export LC by a bank, sending a notification letter to the exporter and advising the same 
accordingly;  bank lien marks the respective export LC being requested  by the exporter 
51 Approaching bank to open LC with duly filled up LCAF, LC application form, Imp form, proforma invoice 
or indent, insurance cover note, valid IRC, valid trade license, up to date TIN certificate, membership of 
relevant trade association/ certificate from chamber, declaration from the importer regarding income tax and; 
obtaining of credit report of the supplier 
52 Issuing EXP by bank when the shipment takes place; submitting EXP along with other documents to the 
Customs for clearance of goods for export; issuing shipping bill/bill of export by the customs after assessment 
and verification of EXP 
53 Issuance of LC according to PI or indent 
54 Submit documents by the exporter along with EXPs; negotiation or forwarding of submitted documents 
for collection  
55 Intimation about the receipt of document to the customer; effect payment through creation of PAD; 
retirement of documents through adjustment of PAD as per arrangement 
56 Arranging provisioning of the  back to back liabilities as well as adjusts other  pre-shipment  liabilities by 
the bank after receiving export proceeds; remaining amount encashed and credited to customer CD account 
57 Submitting LCAF, IMP form, proforma invoice and commercial invoice to the BB along with monthly 
return 
58 Submitting the copies of EXP to Bangladesh Bank along with invoice and short shipment certificate if any 
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Appendix Table-5: Operational Procedures of LC through Land Port in 

Bangladesh 

 Import Export 

S-1: Purchase/Sale Agreement59 Purchase Sale Agreement 

   

S-2: Arrangement between 

Importer and Bank60 

Advising and Lien of export LC61 

   

S-3: Importer approaches to Issue 

LC62 

EXP Issuance and Shipment63 

   

S-4: Issuance, send copies of LC to 

Land Port64 

The Exporter submits export documents 

after shipment65 

   

S-5 Issuance of Delivery order as 

per customer request.66 

Reimbursement from the Issuing Bank67 

   

S-6: Lodgment and Retirement68 Reporting to Bangladesh Bank69 

  

S-7: Reporting to Bangladesh Bank70 

 
59 Obtaining PI/ quotations; signing the sales/purchase agreement; verification of quoted prices by the banks 
60 Opening of CD account and an FC account, if and when necessary; obtaining CIB report from Bangladesh Bank.; 

etc. 
61 Receiving the export LC by a bank, sending a notification letter to the exporter and advising the same accordingly; 
bank lien marks the respective export LC being requested by the exporter 
62 Approaching bank by the importer to open LC with duly filled up LCAF, LC application form, Imp form, 
proforma invoice or indent, insurance cover note, valid IRC, valid trade license, up to date TIN certificate, 
membership of relevant trade association/ certificate from chamber of commerce, declaration from the importer 
regarding income tax submission and any other permission like import permit etc.; obtaining of credit report of the 
supplier 
63 Issuing EXP by bank; submitting EXP by the exporter or its C & F agent along with other documents to the 
Customs for clearance of goods for export; issuing shipping bill/bill of export by the customs after assessment and 
verification of EXP 
64 Issuance of LC according to PI or indent 
65 Submits documents along with EXP; negotiation or forwarding documents for collection of export proceeds 
66 Issuing Bank issues delivery order along with duly certifies commercial invoice, packing list and truck receipt, 
Custom purpose LCAF copy, Proforma invoice, Insurance Cover note, Money receipt and copy of LC for taking 
delivery of goods  
67 Arranging provisioning of the back to back liabilities and adjusts other pre-shipment liabilities by the bank after 
receiving export proceeds; remaining amount encashed and credited to customer CD account 
68 Intimation about the receipt of document to the customer; effect payment through creation of PAD; retirement of 
documents through adjustment of PAD as per arrangement 
69 Submitting the copies of EXP to Bangladesh Bank along with invoice and short shipment certificate if any 
70 Submitting LCAF, IMP form, proforma invoice and commercial invoice to the Bangladesh Bank along with 
monthly return 
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Appendix Table 6 : Operational Procedure of Transferrable LC in Bangladesh 

Step-1: Purchase/Sale Agreement between First Beneficiary and Applicant 

  

Step-2: Financing Arrangement between the Importer and the Bank 

 

Step-3: Issuing of transferrable letter of credit 

  

Step-4: Transferring the LC to the Second Beneficiary71  

 

Step-5: Transferring Bank Issues transferred Credit to the Second Beneficiary 

  

Step-6: Shipment and Submission of Documents72 

 

Step-7: Replace Invoice and Draft, if necessary73  

  

Step-8: Transferring Bank Sends documents to the Issuing Bank 

 

Step-9: Issuing Bank Examines Documents and if Complying makes Payment 

  

Step-10: Retirement of LC after Handing Over Documents to the Applicant 

 
  

 
71 First Beneficiary Approaches to Nominated Bank and/or Transferring Bank for Transferring the LC to the 
Second Beneficiary 
72  
73  
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Appendix Table 7: Operational Procedure of Back to Back LC in Bangladesh 

Step-1: Purchase/sale agreement74 

  

Step-2: Buyer sends LC or Contract 

 

Step-3: Advising bank advises Master LC to beneficiary. 

  

Step-4: Requests for Issuance of an LC, for execution of export order.75 

 

Step-5: Scrutiny of the terms and conditions of Master LC76 

  

Step-6: After being satisfied, issuance of an LC, known as Back to Back LC 

 

Step-7: Suppliers submit documents to the issuing bank of Back to Back LC. 

  

Step-8: Examination of Documents by the Issuing Bank of Back to Back LC77  

 

Step-9: Arranging shipment and submitting documents by the Exporter 

  

Step-10: Forwarding documents to issuing bank of master export LC/contract78.  

  

Step-11: Payment to the Supplier from Export Proceeds79  

 

  

 
74 Buyer and seller   make a contract to do international trade. 
75 Beneficiary of Master Export LC or contract requests to its bank to open an LC, for execution of export 
order 
76 
contract. 
77 Issuing Bank of Back to Back examines documents and gives the maturity date to the beneficiary of the 
Back to Back LC. 
78 Issuer of Back to Back LC forwards documents to the issuing bank of the master export LC or contract. 
79 When export proceeds are realized from the master export LC, issuing bank of the Back to Back LC 
makes payment to its suppliers 
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Appendix Table 7: Operational Procedure of UPAS Documentary Credit by 

OBU in Bangladesh 

Step-1: Purchase/Sale Agreement80 

 

Step-2: Financing Arrangement between the Importer and the Bank81 

 

Step-3: Importer approaches to Issue LC82 

 

Step-4: Issuing of letter of credit 

 

Step-5: Discounting by OBU83 

 

Step-6: Lodgment &Reporting to Bangladesh Bank84 

 

Step-7: Reimbursement to OBU85 

 

  

 
80Obtaining PI/ quotations; negotiating the terms & conditions of the agreement; signing the sales/purchase 
agreement; verification of quoted prices by the banks 
81Opening of CD account and an FC account, if necessary obtaining CIB report from Bangladesh Bank; 
o
retirement etc. 
82Approaching bank by the importer to open LC along with selected documents like duly filled up LACF, 
LC application form, Imp form, PI or indent, insurance cover note, valid IRC, valid trade license, up to date 
TIN certificate, membership of relevant trade association/ certificate from chamber. 
83 Document received and found complying or waived discrepancy, Sending required doc. For OBU along 
with acceptance OBU effect payment to the beneficiary according to arrangement 
84Completing retirement process, reporting to Bangladesh Bank, Collecting Bill of Entry 
85Reimburse OBU as per agreement along with agreed interest. 
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Appendix Table 8: Process Flows of Direct and Indirect Bank Guarantees 

Received in Bangladesh 

Direct (for export contract) Indirect  

S-1 Receiving Bank Guarantee from 

abroad86 

Receiving Counter Guarantee87 

   

S-2 Advising   or authentication, of 

guarantee 88 

Advising the Counter Guarantee89 

   

S-3 Receiving Amendment (if 

required)90 

Issuance of Guarantee91 

   

S-4 lodging Claim, if any92 Amendment of guarantee93 

   

S-5 Record Keeping and Reporting 
94 

Guarantee Claim and counter Guarantee 

Claim95 

   

S-6  Record Keeping and Reporting 96 

 

  

 
86 Receive appropriate Bank guarantee or as required by the Bank either directly or advised by another bank 
in Bangladesh. 
87 Counter Guarantee Received: Directly through SWIFT; or Indirectly  from other Local Bank 
88 

 
89 Advise the Guarantee to the beneficiary [in case of counter Guarantee Received directly] 
90 Advice in case of a

 
91 Applicant request; Verifying the authenticity, in case of Counter Guarantee is advice by another Bank; 
Checking terms and conditions of Counter Guarantee and compare it with propose guarantee Text., If 
complying; Approval of Credit Limit for issuance Bank guarantee 
92 Lodge claim, in case of payment not received under documentary collection or open account 
93 If  required, amend the guarantee 
94 Preservation of data, record related to FBG; Reporting to HO and BB 
95 If any complying claim received from Beneficiary, effect payment and; Claim the same from Counter 
Guarantor; Receive payment and adjust the loan account. 
96 Preservation of data, record related to FBG; Reporting to HO and BB 
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 Appendix Table-9: Process Flow of Bank guarantees Issued from Bangladesh 

Direct (Loans & Advances) Indirect Bank guarantees  

S-1 Pre-issuance Phase97 Issue Counter Guarantee98 

   

S-2 Issue and transmit the guarantee99 Amendment of Counter Guarantee 100 

   

S-3 Issue Amendment101 Issuance of guarantee by guarantor102 

   

S-4 Received Loan or Advance 

Payment103 

Claim received by guarantor, if any104 

   

S-5 Received Claim105 Record Keeping and Reporting 106 

   

S-6 Examine and effect payment107 

  

S-7 Adjustment of loan108 

  

S-8 Record Keeping and Reporting 109 

 

  

 
97 Obtain Bangladesh Approval, If required; Obtain Govt. Approval , if required; Obtain Management 
Approval; Checking the terms and conditions, where the text of the guarantee is prescribe format of the 
counterpart 
98 Approval of Credit limit; Checking all required information and documents; Permission from Bangladesh 
Bank; Permission from Govt. Authority , if required; Issuance of Counter guarantee, in favor of bank abroad 
99 Issue & Transmit the Guarantee through SWIFT 
100 Received amendment request, if any from Guarantor; Issue amendment 
101 Issue and transmit amendment if required 
102 Issued guarantee in favor of the beneficiary either directly or through advising bank 
103 Received loan or Advance payment for export according to MOA or sales contract 
104 Received complying claim from the beneficiary and paid 
105 Receive claim against guarantee through presentation 
106 Preservation of data, record related to FBG; Reporting to HO and BB 
107 if presentation complying, effect payment 
108 Adjustment of loan through reimbursement from the applicant 
109 Preservation of data, record related to FBG; Reporting to HO and BB 
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Appendix Table 10: Process Flow of Factoring (International) in Bangladesh 

Factoring (International)  Forfaiting 

S-1: Factoring Agreement 110 Presentation of Documents111 

   

S-2: 
Notification to Importer by 

Exporter112  

Purchase by the AD 

Discounting/Forfaiting Bank113 

   

S-3 
Shipment and Submission of 

Original Documents 114 
 Document Submission 115 

   

S-4: Financing by Factor116  Payment without recourse117 

  

S-5: Payment118 Final Settlement 119 

 

  

 
110 An Agreement between Exporter and Factor for Assignment of Receivable 
111 Shipment and Presentation of Documents by Exporter to AD 
112Notification about Factor in Bangladesh and Notification to Factor by Importer about Payment at Maturity 
113 Submission of Documents along with Endorsed Draft for Purchase by the AD Discounting/Forfaiting 
Bank  
114 by Exporter to Authorized Dealer and Copy Documents to Factor 
115 Submission of Documents by Discounting/Forfaiting Bank to the Issuing bank for Acceptance 
116 
Dealer 
117 Upon receipt of acceptance from LC Issuing Bank, Purchase of the accepted draft by 
Discounting/Forfaiting Bank, and making  payment to the AD without recourse. 
118  
119 Settlement by Issuing Bank  to  Discounting/Forfaiting Bank 
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Appendix Table-11 

Trade Volumes of Bangladesh during 2016-2018 [Quarterly in Crore BDT] 

 

 

Source: Based on Bangladesh Bank Data, 2019 

 

Appendix Table 12: LC Opening, Settlement and Growth 
Month wise LC Opening, Settlement in Million USD during CY2018 

 
Source: BB,2019 
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Appendix Table 13 

Commonly used SWIFT Messages in Trade Payment and Finance Transactions  

Documentary Credit  

MT 700;701;707; 

710; 711; 730; 734; 

740; 742; 747; 752. 

Issuance of LC; Issue of LC Continuation; Amendment of LC; 

Continuation; Acknowledgment; Advice of Refusal; 

Authorization to reimburse (Issuing Bank); Reimbursement 

Claim (Claiming Bank); Amendment to 740; Authorization to 

Pay, Accept or Negotiate. 

Documentary Collection  

MT 400; 410; 412; 

416; 430; 456 

Advice of Payment; Acknowledgement; Advice of 

Acceptance; Advice of Non-Payment/Non Acceptance; 

Amendment Instruction 

Fund Transfer 

MT 103; 202 Bank to beneficiary; Bank to bank transfer 

International Bank Guarantees 

MT 760; 767;768; 

769 

Issue or request of Bank Guarantee; Amendment to Bank 

Guarantee; Acknowledgement of a Bank Guarantee Message; 

Advice of reduction or Release.  

Source: SWIFT Handbook 
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Appendix Table 14 

Exchange Rate used in Trade Facilitation in Bangladesh (CY 2017-2018) 

Purpose Rate March June September December 

2018 2017 2018 2017 2018 2017 2018 2017 

Inward 

Remittance 

TT 

Clean 

Buying 

82.50-

82.55 

79.5-

79.60 

82.70-

82.80 

79.90-

79.95 

82.75-

82.80 

80.80-

80.80 

82.95-

83.00 

82.20-

82.20 

Outward 

Remittance 

TT & 

OD 

Selling 

83.40-

83.50 

80.5-

80.56 

83.65-

83.75 

81.35-

81.40 

83.70-

83.75 

81.80-

81.86 

83.85-

83.90 

80.16-

83.15 

Cash in 

Advance 

Export 

TT 

DOC 

Buying 

82.40-

82.50 

79.48-

79.50 

82.60-

82.70 

79.74-

79.88 

82.60-

82.70 

80.70-

80.73 

82.85-

82.90 

82.03-

82.13 

Cash in 

Advance 

Import 

BC 

Selling 

83.40-

83.50 

80.55-

80.60 

83.50- 

83.75 

81.40-

81.45 

83.70-

83.75 

81.85-

81.90 

83.90-

83.95 

80.20-

80.20 

Open 

account 

Export 

TT 

DOC 

Buying 

82.40-

82.50 

79.48-

79.50 

82.60-

82.70 

79.74-

79.88 

82.60-

82.70 

80.70-

80.73 

82.85-

82.90 

82.03-

82.13 

Open 

Account 

Import 

BC 

Selling 
 80.55-

80.60 

83.50- 

83.75 

81.40-

81.45 

83.70-

83.75 

81.85-

81.90 

83.90-

83.95 

80.20-

80.20 

Documentary 

Collection 

Export 

TT 

DOC 

Buying 

82.40-

82.50 

79.48-

79.50 

82.60-

82.70 

79.74-

79.88 

82.60-

82.70 

80.70-

80.73 

82.85-

82.90 

82.03-

82.13 

Documentary 

Collection 

Import 

BC 

Selling 

83.40-

83.50 

80.55-

80.60 

83.50- 

83.75 

81.40-

81.45 

83.70-

83.75 

81.85-

81.90 

83.90-

83.95 

80.20-

80.20 

Documentary 

Credit Export 

OD 

Sight 

Buying 

82.20-

82.30 

79.35-

79.38 

82.50-

82.60 

79.57-

79.75 

82.50-

82.60 

79.57-

79.75 

82.70-

82.75 

81.86-

82.00 

Documentary 

Credit Import 

BC 

Selling 

83.40-

83.50 

80.55-

80.60 

83.50- 

83.75 

81.40-

81.45 

83.70-

83.75 

81.85-

81.90 

83.90-

83.95 

80.20-

80.20 

Source: Exchange Rate Sheets of the Selected Banks 
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Appendix Table-15 

Summary of Some FEPD Circulars and Circular Letters Issued during CY 2018 

Date Circular No Particulars 

11/12/18 

 

FEPD Circular 

No. 41 to 33 

 

Directions are given to ADs in facilitating the export subsidy 

to the exporters of galvanized sheet/coils, crabs and eel, cap, 

chemical goods, razor and razor blades, chemical, motorcycle, 

Photovoltaic Module and pharmaceutical goods.  

11/11/18 FEPD Circular 

No. 32 

Extension of time for submission of application for export 

subsidy against export of software, ITES and hardware 

08/11/18 FEPD Circular 

No. 31  

ADs are allowed to issue guarantees (on behalf of non-

residents in favor of residents in Bangladesh) in foreign 

currency or in equivalent Taka favoring residents against 

remittances credited in their nostro accounts arranged by the 

guarantee applicant non-resident firm/company.  

28/10/18 FEPD Circular 

No. 30 

In order to widen the scope of forward contracts and to ensure 

sound management of risks associated with foreign exchange 

exposure, it has been decided that forward contracts may be 

executed on outright full settlement or net settlement on non-

deliverable basis in conformity with the principle of satisfying 

bonafide needs of the resident business entities. Hence, it is 

permissible to book short term non- deliverable forward 

contracts with roll-over flexibility till maturity for ultimate 

settlement. 

17/10/18 FEPD Circular 

No. 29 

BB has allowed 'C' type industries to access short term foreign 

currency loans from their subsidiaries/associates operating in 

the same EPZ/EZ for the same purposes and in the same 

manner as applicable for Type A and B mentioned in GFET.  

15/10/18 FEPD Circular 

Letter No. 17 

BB has permitted that ADs are allowed to hold collaterals on 

behalf of overseas bank branches or correspondents or lenders 

against external loans as approved by Standing Committee on 

Non-Concessional Loan.  

15/10/18 FEPD Circular 

No. 28:  

 

ADs are advised, while effecting the transactions in 

accordance with the Repayment of External Borrowings by 

Public and Private Sector entities, to be satisfied with the 

deductions of applicable taxes and payment thereof. In 

addition, they are also advised to incorporate information of 

such external loans approved by SCNCL in the format 

prescribed in GFET.  
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Appendix Table-15 

Summary of Some FEPD Circulars and Circular Letters Issued during CY 2018 

27/09/18 FEPD Circular 

No. 27:  

To get export subsidy against export of Active 

Pharmaceuticals Ingredients (API), the applicants need to 

submit the certificate from export development bureau instead 

of the certificate from Bangladesh API & Intermediaries 

Manufacturers Association.  

14/08/18 FEPD Circular 

No. 25  

BB has decided that AD may open foreign currency clearing 

account with Bangladesh Bank in Chinese Yuan Renminbi 

(CNY). 

29/07/18 FEPD Circular 

No. 24 

To facilitate the Issuance of bid bonds on behalf of residents 

in favour of non-residents, BB has permitted that ADs may 

issue bid bonds on behalf of residents favouring foreign 

organizations/entities inviting tenders for supply of 

goods/services in Bangladesh or from Bangladesh to foreign 

countries.  

24/07/18 FEPD Circular 

No. 23 

To encourage deposit in RFCD Accounts, it has now been 

decided that Authorized Dealers may apply interest on the 

balances of the RFCD accounts at Eurocurrency deposit rates.  

18/07/18 FEPD Circular 

No. 21 

Bangladeshi private airlines operating in international route 

are hereby instructed to submit monthly statement through one 

nominated AD bank branch only.  

28/06/18 

 

FEPD Circular 

No. 20 

 

BB has instructed that LCAFs issued for the import of HR coil, 

Scrap, Pig iron & Sponge iron for manufacturing of flat and 

long steel for being used in own factories of steel industries 

under 360 days deferred payment basis shall remain valid for 

remittances for 18 months following the month of issuance. 

11/06/18 FEPD Circular 

No 17 

 

BB has decided that ADs may provide acquiring services to 

eligible exporters for repatriation of export proceeds against 

sales orders of exportable goods received on e-Commerce 

website. In this context, ADs shall observe the operational 

procedures as outlined in this circular.  

10/06/18 FEPD Circular 

No. 15 

To facilitate smooth operations of branches of foreign banking 

companies in Bangladesh, it has been decided that Authorized 

Dealers may remit selected expenses by branches of foreign 

banking companies operating in Bangladesh  without prior 

approval from Bangladesh Bank subject to observance of the 

certain instructions. 

21/05/18 FEPD Circular 

No. 12 

BB has enhanced the EDF limit of USD 20.00 million to USD 

25.00 million for member mills of BGMEA and BTMA. 
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Appendix Table-15 

Summary of Some FEPD Circulars and Circular Letters Issued during CY 2018 

08/05/18 FEPD Circular 

No. 11 

BB has permitted to open LC on 90 Days deferred payment 

basis under commercial IRC to import Ophthalmic Medical 

Equipment including Intraocular Lens. 

15/04/18 FEPD Circular 

No. 10 

BB has decided that unencumbered balances held in the pool 

shall, at the request of exporters within the stipulated time, be 

subsidiaries/sister concerns, subject to observance of the 

instructions contained in GFET.  

21/03/18 FEPD Circular 

No. 09 

Bb has allowed that ADs may allow carrier companies to draw 

railway receipts, bills of lading, airway bills and other 

documents of title to cargo to the order of importer or other 

designated parties as per stipulations of export letter of 

credit/valid sales contract only if the shipment is made against 

full payment received in advance through normal banking 

channel. 

04/03/18 FEPD Circular 

No. 08 

issued. 

15/02/18 FEPD Circular 

No. 07 

To facilitate export trade in meeting urgent needs, BB has 

decided that ADs may allow remittance facilities to exporters 

for bonafide service payments to beneficiary's bank account 

abroad upto USD 5,000 or equivalent, subject to observance 

of certain instructions.  

25/01/18 FEPD Circular 

No. 02 

In advance payment under export, BB has allowed to accept 

with export proceed sender with foreign importers should be 

checked and identified.  

18/01/18 FEPD Circular 

No. 01 

To facilitate transactions under ACU mechanism, it has been 

decided that along with 'ACU Dollar', ADs are advised to 

resume transactions in 'ACU Euro' to settle current account 

transactions among ACU member countries. Accordingly, 

been incorporated as a settlement 

currency in ACU mechanism.  
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List of Abbreviations 

 

AD  Advance Deposit 

AD  Authorized Dealer 

ALCO  Asset Liability Committee 

ALM  Asset Liability Management 

ALS  Assured Liquidity Support 

ASF  Available Stable Fund 

ATDTL Average Total Demand and Time Liability 

BB  Bangladesh Bank 

BCBS  Basel Committee on Banking Supervision 

BDT  Bangladeshi Taka 

BGIIB  Bangladesh Government Islamic Investment Bond 

BGTB  Bangladesh Government Treasury Bond 

BIDA  Bangladesh Investment Development Authority 

BIS  Bank for International Settlement 

BOD  Board of Directors 

BRPD  Banking Regulation and Policy Department 

CAGR  Compound Average Growth Rate 

CRAR  Capital to Risk-weighted Asset Ratio 

CRMR  Comprehensive Risk Management Report 

CRR  Cash Reserve Requirement 

DSE  Dhaka Stock Exchange 

EUR  Euro 

FC  Foreign Currency 

FCB  Foreign Commercial Bank 

FE  Foreign Exchange 

FERA  Foreign Exchange Regulation Act 

FI  Financial Institution 

Forex  Foreign Exchange 

FRTMD Forex Reserve and Treasury Management Department 

FTP  Fund Transfer Pricing 

FX  Foreign Exchange 

ICC  Internal Control and Compliance 

IIFM  Islami Interbank Fund Market 

IPO  Initial Public Offering 

LC  Letter of Credit 

LCR  Liquidity Coverage Ratio 



Banking Review Series-2019 153 

LIBOR  London Inter-Bank Offered Rate 

MN  Million 

MPD  Monetary Policy Department 

MPS  Monetary Policy Statement 

MSA  Mudaraba Savings Account 

MSNA  Mudaraba Short Notice Deposit Account 

MTDR  Mudaraba Term Deposit Receipt 

NPA  Non-Performing Asset 

NPL  Non-Performing Loan 

NSD  National Savings Directorate 

NSFR  Net Stable Funding Ratio 

OBS  Off-Balance Sheet 

OBU  Offshore Banking Unit 

PCB  Private Commercial Bank 

PD  Primary Dealer 

REPO  Repurchase Agreement 

RMG  Ready Made Garments 

ROA  Return on Asset 

ROE  Return on Equity 

RSF  Required Stable Fund 

RWA  Risk Weighted Asset 

SB  Specialized Bank 

SOCB  State Owned Commercial Bank 

SGL  Subsidiary General Ledger 

SLR  Statutory Liquidity Ratio 

SWIFT Society for Worldwide Interbank Financial Telecommunication 

TOD  Today 

TOM  Tomorrow 

UPAS  Usance Payable At Sight 

USD  US Dollar 

  



154   Banking Review Series-2019 

Treasury Operations of Banks 
 

1. Introduction 

The role of the Treasury in money market was limited to the maintenance of CRR and 

SLR and that of foreign exchange market was confined to meeting cu

requirements for imports, exports, remittances and deposits. The deregulation of 

financial markets began with the shift to market determined interest and exchange rates 

and moved ahead with the freeing of bank deposit and lending rates. The volatility in 

interest rate is the major reason for the transformation of bank treasuries from mere 

CRR and SLR  keepers to a profit center. Downward and upward movements in yields 

offer ample opportunities for the bank to trade in the underlying securities and earn 

profits. An active treasury can arbitrage by borrowing from cheap sources and investing 

in money, forex and bond markets at higher rates to earn a spread. Bank treasuries deal 

with the customers enabling them to execute their transactions in financial markets. 

Another key function of the treasury is asset liability management and hedging the 

reordering the maturity and interest rate patters of assets and liabilities, either through 

portfolio actions or derivatives, to minimize or eliminate the risks arising from 

mismatches between the two sides of the balance sheet. Treasuries could also be 

involved in investment banking where their responsibility covers trade execution on 

s clients in the cash or derivative markets. These may generate good 

margins, depending on the complexity and skills required to design and put through 

customized structures in the market (IIBF, 2018). 

 

Banks work as the fund manager of its customers, and the treasury department works as 

the fund manager of the bank. The changing world and the globalized market have 

intensified the scope and importance of treasury functions in the various segments of 

the financial market. In the modern banking environment, treasury is considered as a 

nerve center of the bank. One of the leading functions of a treasury department is to 

manage and control the bank's capital. They are also responsible for making sure that all 

departments of the bank have ready access of cash for continuing their activities. By 

doing so, it makes sure that the bank remains financially secured and stable. As such, 

overall management of the bank is highly dependent on treasury operations. 

 

The treasury activity is exposed to risk due to the uncertainty prevailing in the dynamic 

business world. However, management is alarmed about the treasury risk management 

due to the fact that the major functions of the businesses is carried out at the sole 

decision of the treasurers such as investments in securities, foreign exchange, asset or 
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liability management and cash management. Treasury risk is realized by the bank once 

treasury risk management practice should 

begin before the exposure occurs. Otherwise, the decisions regarding operating, 

investing and financing decisions would be taken on the basis of incomplete 

information (Hillier 2003). The scope of treasury operations has significantly expanded 

in the last few years and ALM has become the heart of treasury function. Considering 

the paramount importance of the treasury operations, this study has been undertaken in 

order to assess the overall activities of the treasury department in the context of the 

Bangladeshi banking system. 

 

The broad objective of this paper is to review the overall activities of treasury 

operations of banks in Bangladesh for the year 2018. The specific objectives are: one, 

to discuss the conceptual issues of treasury operations in banks; two, to describe the 

regulatory framework of treasury operations; three, to find out the different functional 

areas and activities performed by the treasury department of banks; and four, to identify 

challenges faced by treasury of banks and to put forward some recommendations. 

 

Methodology of the Study 

In order to review the treasury operations of banks in Bangladesh, both primary and 

secondary data were used. A detailed questionnaire was designed to collect primary 

data from different banks. For this purpose, a total of 50 banks were selected. However, 

20 banks replied to the questionnaire. Secondary data were collected from different 

departments and various publications of the Bangladesh Bank, Annual Reports of 

commercial banks and published literature mainly from the period 2014 to 2018. 

Besides, treasury manuals of different banks were also consulted. The response from 

the banks was accumulated, compiled and analyzed. All data and information found in 

the questionnaire are presented in boxes, graphs and tables. It is important to mention 

that the issues discussed in the paper are mainly qualitative in nature. The draft report 

was presented in the review workshop participated by the expert practitioners from 

different banks. The report has been finalized after accommodating comments of the 

participants and experts of the banking sector in the review workshop. 

 

Organization of the Study 

This paper has been organized into eight sections. The first section describes the 

background, objectives and methodology of the study. The conceptual framework of 

treasury operations is discussed in section two. Section three describes the treasury 

products and their operational procedures. Section four describes the treasury risks and 

their managements. Section five describes regulatory framework of the treasury 

operations. Current trend and future challenges of treasury activity in the global 
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environment is presented in section six. Section seven presents the review and 

evaluation of treasury operations of banks in Bangladesh for 2018. Finally, a number of 

challenges have been identified and recommendations have been presented in section 

eight.  

 

2. Treasury Operation of Banks: Conceptual Framework 

Treasury management of banks refers to operation in money market, fixed income 

securities, own account trading, dealing with currencies, derivatives and managing risks 

in assets and liabilities. Figure-1 summarizes the different functional areas of a treasury 

division. 

 

Figure-1: Functional Areas of Treasury 

 

Source: IIBF, 2018 

 

2.1 Functional Areas of Treasury 

Reserve Management and Investment: A large portion of the asset base of the 

commercial bank consists of investments in fixed income securities on account of 

statutory reserves. Since significant portion of funds is deployed in such reserves, 

management of those reserves is a very important factor in the overall profitability of 
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the bank. Longer maturity securities are exposed to price risk due to changes in the 

yield curve and short dated securities have low price risk but the returns from these 

securities are very low. Therefore, the choice of an approximate mix of maturity pattern 

is a very important function of the treasury manager. Alongside the market risk of the 

portfolio in terms of its price sensitivity to interest rate changes needs to be quantified. 

This will give a measure of the precise risk profile of the security holdings, and enable 

overall investment strategy and risk return parameters (IIBF, 2018). 

 

Liquidity and Funds Management: Liquidity can be defined as the ability of a bank 

to meet demand for funds when depositors want to withdraw their money. Banks should 

undertake periodic cash flow projections, taking into account movements in non-

treasury assets and liabilities and maturing treasury assets and liabilities for ensuring 

effective liquidity management. This enables the bank for proper planning of CRR and 

SLR maintenance. The latter is crucial as timing is paramount in buying G-Sec given 

ce sheet is funded not only by deposits but 

also by market borrowing  call/notice/term money, inter-bank deposits, reverse repos 

and refinance. Forex fund is also resorted to when exchange rate is expected to be 

stable. 

 

Asset Liability Management: One of the most important functions of the treasury 

department of banks is Asset Liability Management (ALM). The ALM desk performs 

as a separate unit within the treasury department; and ensures efficient allocation of 

fund by undertaking a reasonable and defined risk structure (Kumar et. al. 2005). Asset 

Liability Committee (ALCO) is responsible for reviewing and formulating strategy to 

manage the balance sheet related issues. The ALM desk is also concerned with 

maintaining the desired liquidity structure of a bank over time.  

 

Risk Management: Treasury activities are exposed to diversified risk management, 

which is mostly related to various market parameters. The risk management includes 

liquidity risk management, interest rate risk management, exchange rate risk 

management, etc. Because of its large size of transactions in a single deal, these 

activities are highly sensitive to risk. As such management is concerned about the 

treasury risk. If the treasurer commits an error of judgment, the consequent loss to the 

bank would be enormous. Hence, risk management in treasury operations is very crucial 

(IIBF 2006).  

 

Transfer Pricing: The treasury of a bank not only establishes the relationship between 

the bank and external market, it also provides a connection between the asset and 
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liability groups within the bank. It helps to create a balance between the two, so that 

optimum returns can be obtained on the assets without compromising liquidity. The 

treasurer has to ensure that the funds of the bank are deployed in the most appropriate 

manner without sacrificing either yield or liquidity. This is done very effectively 

through transfer pricing mechanism administered by the treasury. Benchmarking of 

rates provides a ready reference for business groups about the correct business strategy 

to adopt, given the balance sheet structure of the bank as well as the conditions 

movements in the future. Transfer pricing can help the bank to analyze its net interest 

margin more efficiently. Thus a correct transfer pricing provides a versatile tool in the 

hands of the treasury manager in optimizing the asset-liability mix on the balance sheet 

and the returns generated thereon (IIBF, 2018).  

 

Derivatives Trading: A derivative will enable an investor to take a chance on the 

possibility of price rise or fall even without the initial investment. Derivative is thus an 

instrument whose value depends on the values of underlying variables. Derivatives shift 

the price risk from the buyer of the derivative product to the sellerand as such are very 

effective risk management tools. Derivatives serve as effective hedging instruments, 

offer better ways of fixing cost of raising money and contribute substantially to increase 

the depth of the markets. There are a variety of derivative contracts. Basically these are 

forwards, futures, options and swaps. Hedgers, Traders and Speculators use derivaties 

for different purposes. 

 

Foreign Exchange (Forex): Forex market deals with foreign currencies where the 

exchange rates are is determined on the basis of market demand and supply forces of 

the respective currencies. In this market, banks are free to trade foreign currency in the 

spot and forward markets through the authorized dealers. However, to avoid any 

unusual volatility in the exchange rate, the Central Bank remains vigilant over the 

foreign exchange market. To maintain stability in the market, the Central Bank also 

intervenes by buying and selling foreign currencies. Usually the bank mobilizes foreign 

currency through exporters, inward remittances, and local and multinational corporate 

houses remittances. To deal with the global financial market, treasury is connected to 

the international markets through on-line dealing platforms. 

 

Capital Adequacy: Basel Accord, particularly Basel-III, is a comprehensive risk based 

capital management framework for promoting resilient banking system in a jurisdiction. 

The financial crisis of 2006-2008 revealed that banks should have robust risk 

management techniques to withstand in a situation of severe disasters (Elizalde 2007). 

Basel-III guideline is the outcome of the lesson learned from the global financial crisis. 
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The objective of the regulation is to improve the shock absorption capacity of the banks 

through the maintenance of required capital so that bank can survive in severe financial 

and economic crisis. Treasury is responsible for ensuring the proper implementation of 

the Basel guideline so that adequate amount of capital can be maintained.  

 

2.2 Organizational Structure of Treasury  

Organizational structure of a commercial bank treasury should facilitate the handling of 

all market operations, from dealing to settlement, custody and accounting, in both the 

domestic and foreign exchange markets. In view of the voluminous and complex nature 

of transactions handled by a treasury, various functions are segregated as under.  

 

Front-Office Dealing and investment  Risk Taking 

Mid-Office Risk Management, Risk Monitoring, Policy Compliance and 

Management Information 

Back-Office Deal Confirmation, Settlements, Accounting and Reconciliation, 

Marking to Market and Revaluations 

Source: IIBF, 2018 

 

3. Treasury Products and Their Operational Procedures 

3.1 Money Market Products 

The money market deals with short-term, high quality debt securities issued by 

government and corporate borrowers. Maturities of the money market instruments can 

range from overnight to one year. For large institutions and government, money market 

is the best place for managing their short-term cash needs. The inter-bank market is 

divided into call money, term money, repo and reverse repo, and assured liquidity 

support. 

 

Call money: Call money refers to overnight placement, i.e. funds borrowed by banks 

are required to be repaid the following working day. Money market dealers usually 

contact the counterparties over telephone. Sometimes, it is rolled over on the 

subsequent days, if agreed upon by both the parties. In that case, it is treated as a new 

agreement and the rate of interest is determined based on the market rate on that day.  

 

Term Money: Term money market is for placement of funds with banks for a period 

exceeding overnight but not more than one year. In effect, term money makes sense 

when the arrangement is fixed for a certain period of time. 
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Repo and Reverse Repo: Repo means repurchase agreements. It refers to sale of 

securities with a commitment to repurchase the same securities at a later date (Mishkin 

and Eakins, 2008). Presently, only government securities are being dealt with under 

Repo transactions. This facility provides short-term liquidity in the money market 

against an eligible security without necessitating liquidation of the security. In addition, 

banks use Repo to take advantage of anticipated changes in interest rates. The banks 

sell the securities to the counter party with an agreement to repurchase the same 

securities, for overnight or seven days of maturity, at a predetermined price. The banks, 

thus, get cash in exchange of securities and pay back the cash to repossess the 

securities. The difference in sale price and repurchase price is termed as interest on the 

cash advance. The reverse repo is the mirror image of the repo, i.e., the transaction with 

of view. However, the central bank uses Repo in conducting monetary policy. As a 

monetary policy stance, the central bank enters into a Repo transaction with commercial 

banks to control the money supply in the market.  

 

Assured Liquidity Support (ALS): This is a money market product, especially 

designed for primary dealers. Under this arrangement, the Bangladesh Bank provides 

short term liquidity support to primary dealers in a situation of liquidity dearth against 

the holdings of T-bills and T-bonds for a period of 60 days1. The amount that the banks 

receive is 85 per cent of the face value in case of T-bill and 95 per cent of the market 

value in case of T-bond. However, such facilities can be availed of only once for the 

entire maturity period of the instruments. 

 

3.2 Fixed Income Securities  

Fixed Income Securities primarily include government securities. Government 

borrowing is an important part of fiscal policy. If the government is running a budget 

deficit, it has to borrow money through the issuance of government debt instruments 

such as T-bill and T-bonds. The issuance and marketing of debt instruments are done by 

the central bank on behalf of the government. Government securities market of 

Bangladesh consists of tradable and non-tradable securities. The tradable securities 

include T-Bills and T-Bonds. Non-tradable securities include Sanchayapatras, 

Bangladesh Prize Bond and Sachayabonds. 

 

Treasury Bill: T-bills are the money market instruments of the government. These are 

risk-free instruments and tradable in the secondary market. These are issues in script 

less form at a discount and redeemed at the face value at maturity. These securities are 

 
1 DMD Circular No-1, dated 22 February, 2012 
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issued by government through the central bank for maturities of 14-days, 28-days, 91-

days, 182-days and 364-days, for predetermined amounts.  

 

Treasury Bond: Treasury bonds are issued by the government and usually 

t less form at par 

value to the face value and tradable in the secondary market. Treasury bonds are the 

long-term debt financing instruments of the government issued by central bank. Based 

on the maturity, five types of treasury bonds are available: 2-year, 5-year, 10-year, 15-

year and 20-year. They have a coupon payment for interest for every six months, and 

principals are repaid at the end of the maturity. 

 

3.3 Foreign Exchange Products 

Foreign exchange is the exchange of one currency for another or the conversion of one 

currency into another currency. Foreign exchange transactions encompass everything 

from the conversion of currencies by a traveler at an airport kiosk to billion-dollar 

payments made by corporations, financial institutions and governments. Transactions 

range from imports and exports to speculative positions with no underlying goods or 

services. Increasing globalization has led to a massive increase in the number of foreign 

exchange transactions in recent decades. 

 

Spot: Currencies are mostly bought and sold in spot markets. The spot refers to 

settlement, i.e. payment and receipt of funds in respective currencies. Spot settlement 

takes two working days from the trade date, i.e. on the third day. Currency may also be 

bought and sold with settlement on the same day i.e. today (TOD) or on the next day, 

i.e. tomorrow (TOM). All the exchange rates quoted on the screen or in print are for 

spot rate, unless otherwise mentioned (Kumar et. al., 2005). 

 

Forward: It refers to purchase or sale of a currency on a future date. The exchange 

rates for forward sale or forward purchases are quoted today; hence, such transactions 

are referred to as forward contracts between the buyer and the seller. Treasury may 

enter into forward contracts with customers or with banks as counterparties. Treasury, 

in-turn, covers its customer exposure by taking reverse positions in inter-bank market. 

Forward exchange rates are arrived at on the basis of interest rate differentials of two 

currencies, added or deducted from spot exchange rate (Kumar et. al., 2005). 

 

Swap: The spot and forward transactions are the primary products in foreign exchange 

markets. A combination of spot and forward transaction is called a Swap. Buying USD 

with BDT in the spot market and selling the same amount of USD in forward market or 
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vice versa constitutes a USD/BDT swap. The swap is generally used for funding 

requirements, but there is also a profit opportunity from interest rate arbitrage. 

 

The swap is used extensively to convert cash flows arising from principal and interest 

payments of loans from one currency to another currency with or without involving 

actual exchange of funds. 

 

3.4 Dealing Room Operation 

markets. The operation of dealing room is primarily carried out by the dealers who may 

or may not cover customer

and dealers views on markets. The dealers who are active in day to day trading 

Figure-2 

shows the steps involved in a dealing room operation. 

 

Figure-2: Process Flow Chart of Dealing Room Operation 

Steps Involved Activities Involved 
  

Step-1  dealer checks limit with the counterparty 

 dealer checks dealing limits 

 dealer strikes a deal 

  

Step-2  enters deal into blotter 

 raises deal ticket 

 sends ticket to treasury back office 

  

Step-3  treasury back office exchanges deal confirmation with 

counterparty 

 passes all necessary entries 

  

Step-4  back office settles the deal 

  

Step-5  back office reconciles exchange position 

 advises treasury of accurate position 
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Process of Reconciliation 

Banks maintain various nostro accounts to conduct operations in different currencies, 

including BDT. The senior operations manager of the organizations set limits for 

handling nostro account transactions that include time limits for the settlements of 

transactions over the various nostro accounts and the time and amount limits for items 

that require immediate investigation after receipt of the account statements. The 

operation manager sets the time and amount limits for liquidation of open items or 

differences that are found unreconcilable. These items must be investigated as far as it 

is practicable; and if they are found unreconcilable, the operation manager may 

authorize liquidation through appropriate entries as established as per their accounting 

policies. At least on a quarterly basis

must be made by an officer independent of transaction processing and authorization 

functions to ensure that each account continues to be operated with a valid business 

purpose and that reconciliations and other controls continue to be in place and are 

effective. A detailed flowchart of the reconciliation process has been shown in Figure-3. 

 

Figure-3: Process Flow Chart of Reconciliation 

Steps Involved Activities Involved 
  

Step-1  receive NOSTRO account statement from corresponding bank 

via SWIFT/TELEX 

  

Step-2  

database 

  

Step-3  match and knock-off identical entries 

  

Step-4  prepare a report (reconciliation balance report) for the 

outstanding exceptions 

  

Step-5  units pass the corresponding/ corrective entries as well as 

entries for irreconcilable item 

 

4. Risk Management Process in Treasury Operations 

Treasury and risk management is closely related. In the past risk management was a 

part of treasury management and the rest of the activities of the bank were not much 

concerned with risk management. However, some of the well documented financial 

failures in the past and post Basel-I & Basel-II norms and post financial crisis, risk 



164   Banking Review Series-2019 

management has, on the contrary, gone beyond treasury. Capital adequacy has become 

a corner stone of risk management as banks have been mandated to maintain adequate 

capital so that financial stability is given more importance. Risk management has now 

become an organization pervasive issue and is pursued in greater detail. Management 

indicate the extent of risk taking ability (also known as risk appetite) by indicative 

methods such as duration, convexity, VaR etc. However, it should be remembered that 

the risk management investments, hedge and other risk management policies are 

operationalized by treasury department.  

 

Risk in treasury can be studied in terms of liquidity, price, interest rate, and operational 

issues. ALM is a strategic management tool to manage interest rate and liquidity risk 

faced by banks, other financial companies and corporations (Neil 1986). Operational 

issues arise on account of technology failures and violation of internal guidelines on 

treasury functions. Risk management could be studied in terms of preventive measures 

 and 

preventive measures of these risks.  

 

Table-1: Various Treasury Risks and Their Preventive Measures 

Risk Manifest in Preventive Measures 

Liquidity  Default in investment / 

instrument resulting in 

cash flow problems 

 Investing in appropriate 

credit rated investments 

 Exposure norms help in 

diversification such that the 

impact of default is reduced 

 Inability to market or 

exit an investment due 

to market apathy - 

could result in failure 

commitments 

 As indicated investing in 

high rated investments 

 Having alternative cash 

arrangements 

 Prepayment of debts 

by borrowers 

 Indicate penal charges for 

prepayments 

Interest Rate Risk in 

Fixed Income 

Securities 

 A change in market 

interest rates of interest 

could impact the price 

of the security at the 

time of selling 

 Changes in price at the 

 Use tools such as duration 

and convexity to control risk 

 Practice strict stop loss 

policies to avoid a slide in 

the price 

 Practice asset valuation based 
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Table-1: Various Treasury Risks and Their Preventive Measures 

Risk Manifest in Preventive Measures 

of balance sheet could 

impact the financials 

on conservative approach 

Interest Rate Risk in 

Re-pricing Floating 

rate assets.  

  Forward Rate Agreements 

Price Risk in 

Investments - Equity 

 Volatile Prices  Stop loss policy 

 Exposure limits 

Price Risk in Foreign 

Exchange Market 

 Changes in currency 

prices 

 Keeping the exposure fully 

covered in spot and forward 

market 

 Forward, Futures and 

Options contract to manage 

the currency risk 

 Have open position limits 

consistent with risk appetite 

Operational Risk  Over trading - 

connivance among 

dealers 

 Failure of IT 

infrastructure 

 Segregation of front, middle 

and back office 

 Dealer wise exposures 

 Checks and balances  audit 

 Back up servers and data 

recovery system 

Bad Delivery  Trade or purchase or 

sale not going through 

 Approved and diversified 

counterparties 

 Exposure norms 

 Trading through approved 

channels such as exchange as 

a counterparty 

 Trading through market 

makers like primary dealers 

Source: IIBF, 2018 

 

Risk management must start from the strategic level that will actually formulate the 

appropriate policy for managing various risk associated with treasury operations. The 
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risk management policy should be based on the Basel Committee Core Principles2, 

clearly defined and consistent with the nature and complexity of their activities. It is the 

basic document that must be approved by the Board of Directors.  

 

5. Regulatory Framework of Treasury Operations of Banks in Bangladesh 

Treasury operation of a bank is very vital, because it is the heart of all banking 

operations. However, treasury operations are viewed as risky due to the fact that 

treasury operations are affected by money market rates, foreign exchange rates, rates on 

fixed income securities, capital market volatilities, etc. In effect, the overall success of a 

bank largely depends on the success of the treasury. Thus, the treasury needs to be 

regulated by proper regulations and guidelines by the central bank. Even internal 

regulations sometimes are useful in managing the risk in treasury. Of these, guidelines 

on Asset and Liability Risks, Foreign Exchange Risks, and Internal Control and 

Compliance are particularly relevant for treasury activities. Apart from these, the 

prudential guidelines and core risk management guidelines are the most relevant 

documents for the treasury departments of banks in the country. 

 

Core Risk Guidelines on ALM 

To ensure smooth operation, proper management of assets and liabilities are very 

important for a bank. In the absence of appropriate risk management policy, it can 

create threats to the existence of the bank. 

approved own ALM policy. Asset-Liability Management Committee (ALCO) is 

primarily responsible for managing assets and liabilities under the set ALM policy. The 

primary responsibility of the committee is to review and analyze different issues related 

to liquidity risk, market risk and other risks. They are also concerned with the interest 

rate forecasting, developing liquidity contingency plan, minimizing balance sheets 

mismatches, pricing of deposit and lending products and other related issues. To 

facilitate the above mentioned activity, the Bangladesh Bank has given a guideline3 on 

ALM, which is a snapshot of what to do and how to do things regarding proper 

management of assets and liabilities of a bank.  

 

 
2 The Basel Committee on Banking Supervision provides a forum for regular cooperation on banking 
supervisory matters. Its objective is to enhance understanding of key supervisory issues and improve the 
quality of banking supervision worldwide. It seeks to do so by exchanging information on national 
supervisory issues, approaches and techniques, with a view to promoting common understanding. At times, 
the Committee uses this common understanding to develop guidelines and supervisory standards in areas 
where they are considered desirable. In this regard, the Committee is best known for its international 
standards on capital adequacy; the Core Principles for Effective Banking Supervision; and the Concordat 
on cross-border banking supervision. 
3 BRPD Circular No. 02, March 07, 2016, Managing Core Risk in Banking: ALM Guideline 
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Core Risk Guidelines on Forex Risk Management 

After the declaration of floating exchange rate regime, many commercial banks in 

Bangladesh have established dealing rooms and some banks have centralized their 

foreign exchange and money market activities under a single functional area. In order to 

take the local market further ahead, the Bangladesh Bank has prepared Foreign 

Exchange Risk Management Guideline. In this guideline of the central bank covers both 

the area of money market and foreign exchange market operations in the treasury 

department. Considering the identification and control of emerging risk in the treasury 

business, the guideline mainly focuses  internal 

policies and structures. The guideline4 has been modified and upgraded to cope with the 

global changes in this regard. 

 

Core Risk Guidelines on Internal Control and Compliance (ICC) 

An effective internal control and compliance system has become essential to underpin 

effective risk management practices and to ensure smooth performance of the banking 

industry. ICC guideline is an important document for managing treasury operations of 

banks. As per the guideline, banks are required to prepare a treasury manual to ensure 

the smooth operation of treasury activities. Among other issues, the guideline requires 

that banks should have specific policies regarding liquidity, investments, capital 

management, dealing room activities and balance sheet management. Bangladesh Bank 

has issued a necessary guideline5 in this regard.  

 

Risk Management Guidelines for Banks 

Bangladesh Bank (BB) is continuously working for upgrading the various risk related 

guidelines so that bank can manage various risks in a prudent manner. As part of it, the 

previous risk management guideline has been revised and banks are asked to follow the 

newly introduced 6. Now banks are required 

to prepare their own comprehensive risk management guideline considering its nature, 

size and complexities of business activities. The guideline should have the approval of 

the Board. The guideline should be reviewed at least once a year for incorporating the 

changes in the business environment. As per the guideline, bank should appoint Chief 

Risk Officer (CRO) as the head of Risk Management Department (RMD). However, 

this guideline is a supplement to, and not a substitute for, the core risk management 

guidelines already issued.  

 

 
4 BRPD Circular No. 01, March 01, 2016, Managing Core Risk in Banking: Fx Risk Management 
Guideline 

5 BRPD Circular No. 03, March 08, 2016, Managing Core Risk in Banking: ICC Guideline 
6 DOS Circular No. 4 dated October 08, 2018 



168   Banking Review Series-2019 

Implementation of Revised Regulatory Capital Framework in Line with Basel-III 

Basel Committee on Banking Supervision (BCBS) suggested to implement Basel-III to 

ensure the banking sector soundness and stability. Bangladesh Bank has issued 

Guidelines on Risk Based Capital Adequacy7 for ensuring the implementation of Basel-

III in a congenial manner. To ensure smooth transition to Basel-III, appropriate 

transitional arrangements have been provided for meeting the minimum Basel-III 

capital ratios.  

 

Implementation of Basel III Liquidity Ratios 

According to the revised road map issued vide BRPD Circular No. 18/2014, banks have 

to maintain the minimum standard of the Liquidity Coverage Ratio (LCR) and for Net 

Stable Funding Ratio (NSFR), effective from January 20158. Banks have to submit 

information (both soft and hard copy) to the BB regarding LCR and NSFR.  

 

Foreign Exchange Regulation Act (FERA) 1947 

The Bangladesh Bank has been empowered to regulate all kinds of foreign exchange 

dealings in Bangladesh through FERA, 1947. The Bangladesh Bank issues AD license 

to the selected bank branches for conducting trade payments, financing and other 

international banking operations. This guideline should complement the ICC guidelines 

for smooth operations of international trade payment and financing activities. The Act 

has 27 sections and a number of sub-sections, which cover, an array of issues connected 

with trade services and foreign exchange.  

 

Regulations for Primary Dealers (PD) 

Primary dealers are required to follow the rules, regulations, and guidelines issued by 

the Bangladesh Bank. As per the regulation9 a PD cannot act as an inter-bank or inter-

dealer broker. A PD, on behalf of its customers, can quote the price for bids in the 

primary issues indicated by the customer. They are required to submit the daily returns 

on dealing prices, positions and transactions on own account and on account of 

customers to the Bangladesh Bank.  

 

Islamic Inter-bank Fund Market 

Islami Inter-bank Fund Market (IIFM) has been established to remove the temporary 

and short-term liquidity problem of the Islamic banks. The fund aims at strengthening 

the liquidity support to sharia-based banks. The Bangladesh Bank issued a circular10 

 
7 BRPD Circular No. 18, dated December 21, 2014 
8 DOS Circular No. 01, dated January 01, 2015 
9 FRTMD Circular No. 06, dated 29 July, 2003 
10 DOS Circular No. 23, dated December 27, 2011 
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about the IIFM in December 2011. The Islami Bond Fund of the central bank is the 

custodian of the IIFM. Banks can invest their excess funds in the IIFM for a day, 

allowing another cash-starved Islamic bank to borrow for the same period. The rate of 

profit is determined on the basis of the profit the bank gives to its depositors on a three 

 

 

Regulations Related to CRR and SLR 

All banks in Bangladesh, including banks operating under the Islamic Shariah, were 

required to maintain CRR which is 6.5 percent11 on bi-weekly average basis of the 

average total demand and time liabilities (ATDTL) with a provision of minimum 6.0 

percent on daily basis of the same ATDTL. Effective from 15 April, 2018, it has been 

decided to refix this CRR at 5.5 percent12 on a bi-weekly average basis with a provision 

of minimum 5.0 percent on daily basis. However, SLR for the scheduled banks, except 

banks operating under the Islamic Shariah and the Specialized Banks, is 13 percent13. 

The SLR for the Islamic banks is 5.5 percent14 and the Specialized Banks are exempted 

from maintaining SLR.  

 

Regulation Related to Advance-Deposit (AD) Ratio 

As per the Bangladesh Bank guideline15, AD ratio should be fixed in such a manner so 

that there will be no unnecessary liquidity pressure on the bank at any point of time. 

Recently the Bangladesh Bank has changed the regulation and set a new AD ratio. As 

per the circular16, from April 2019, the new AD ratio is 83.5 percent for conventional 

banks and 89.0 percent for shariah based banks. 

 

6. Current Trend and Future Challenges of Treasury Activity in the Global 

Environment 

6.1 Current Trend of Treasury Operations around the World 

Treasury activity of a bank is always challenging. One of the main functions of a 

all parts of the bank can readily access the cash they need for their business activities. 

Treasury is the steward of economic and financial systems, and they perform as an 

influential participant in the world economy. The treasury department is responsible for 

promoting economic prosperity and ensuring the financial security. In order to ensure 

 
11 MPD Circular No. 01, dated June 24, 2014 
12 MPD Circular No. 01, dated April 03, 2018 
13 DOS Circular No. 01, dated January 19, 2014 
14 DOS Circular No. 01, dated January 19, 2014 
15 BRPD Circular No. 02, dated March 07, 2016 
16 DOS Circular No. 01, dated January 30, 2018 
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the above-mentioned activities treasury must understand the global movement of the 

key parameters related with treasury functions. Following part provides an analysis of 

the current trend of some of the key parameters in the global environment.  

 

 

In the table above, shown is the global movement of some of the major variables 

relating to treasury operation. The comparative data analysis denotes the current 

economic outlook of the nine countries in a clustered manner. Among the nine 

countries, India, Pakistan and Sri Lanka are the SAARC affiliated countries; USA, UK, 

Japan and Germany are highly developed countries; Singapore is the tiger economy 

country and Malaysia is the tiger cub & emerging economy country. Evidently, Sri 

Lanka as a SAARC affiliated country has the highest credit and deposit growth 

higher than the other SAARC countries, her NPL ratio is the lowest; which denotes a 

healthy condition indicating that the higher interest rates are driven mainly by the credit 

growth. On the other hand, among the developed countries, USA has the highest credit 

growth of 5.10 percent whereas the rest of the countries are enjoying the higher growth 

of deposit compared to their own lending growth. For this reason, the interest rates of 

USA are higher as well.  Ironically, the tiger economy, Singapore has a very low 

growth of deposit compared to its own lending growth. But, as their NPL ratio is so 

low, it did not raise the interest rates that much high. In case of T-Bill yield, Pakistan 

outperforms the other countries with 13.20 percent whereas Japan gives a negative yield 

Table-2: Key Parameters Around the World in 2018 

(Figure in Percentage) 

Particulars India Pakistan 
Sri 

Lanka 
Malaysia Singapore Japan Germany UK USA 

Credit 

growth 
14.20 14.90 16.40 8.20 7.10 1.80 3.10 0.90 5.10 

Deposit 

growth 
6.70 8.00 9.50 6.60 2.55 2.40 5.80 1.90 3.80 

Lending 

Interest rate 
9.40 10.75 12.51 3.25 2.24 1.48 -0.10 0.75 2.50 

Deposit 

Interest 

Rate 

6.00 7.48 8.00 2.90 0.19 -0.20 - 0.50 - 

Call Money 

Rate 
6.40 10.60 10.62 3.65 1.95 -0.07 -0.31 0.82 2.58 

T-bill rate  7.41 13.20 11.25 3.80 2.17 -0.04 0.01 1.19 2.50 

NPL ratio 11.20 8.00 3.40 1.50 1.30 1.10 1.50 0.70 1.60 

Source: Various web sites of the respective countries 
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of -0.04 percent though Japan is a developed country. However, with high growth of 

credit in the SAARC affiliated countries, India has the highest NPL ratio denoting 

higher defaulter in the economy and among the developed countries, NPL ratio is 

comparatively low which means the countries are able to sustain their credit growth 

aligning with the Non-performing loan management. Ironically, having same NPL ratio 

between Malaysia and Germany, Malaysia managed to increase its credit growth, 

deposit growth and interest rate. But a very crucial point is to be noted that the more 

developed the countries are, the lesser their NPL ratios are. So, there is a link between 

strong economy and lesser value of NPL ratio. 

 

6.2 Future Challenges of Treasury in the Global Environment17 

Market volatility, losses from fraud, and demand for accelerated profit from 

shareholders continues to challenge treasury professionals, it is tempting to look 

forward at what treasury trends and innovations one can expect to improve outcomes in 

coming days. The demand for digital transformation is driving new strategic 

opportunities and tactical challenges for treasury. The following are the some of the 

major future challenges of that are expected to be face by the treasury department in the 

global environment. 

 

Interest rates: It is well known that that the US Federal Reserve intends to continue 

hiking interest rates in 2019. This progression will push rates to a level where corporate 

cash managers will want to revise their investing and borrowing practices. As rates rise, 

the opportunity cost of leaving money in the bank also increases, and many corporates 

may want to optimize working capital to offset these costs. 

 

Cross-border Payments: Global payments remain a very expensive and logistically 

challenging process, although 2019 offers hope with many types of payment vendors 

striving to develop frictionless (and sometimes costless) cross-border payments. Those 

working with emerging and/or illiquid destination currencies may have the most to 

gain; as the illiquidity in these markets increases the cost of delivering funds in these 

regions. The increased competition will only help treasury teams who are willing to 

move away from traditional bank solutions save time and money. 

 

Application Programming Interface (APIs): 2019 will be the year for API 

connectivity in treasury. Already most large global banks and many smaller regional 

institutions  have either implemented or are in the final stages of development for an 

 
17 
of Strategy at Kyriba, published in December 17, 2018 
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API that allows external systems access to download bank reporting and upload 

payments. APIs will replace traditional connectivity protocols such as FTP or SWIFT 

as the default technology to link a treasury management system.  

 

Data Visualization: There is an ongoing trend for treasury teams to become more 

digitized and data-driven in order to deliver faster strategic decision support. This thirst 

for information is enabled by the availability of better reporting tools within treasury 

systems. Most TMS and ERP platforms include embedded data visualization software 

such as Qlik or Tableau. These tools not only allow graphical analysis of treasury 

was previously impossible for treasury to leverage.  

 

Blockchain: Many experts have been discussing the distributed ledger technology 

(a.k.a. blockchain) that supports popular cryptocurrencies such as bitcoin and ethereum. 

The two most popular digital currencies have failed to enter the mainstream due to 

supply limitations but also scalability issues; the technology is not sufficient to handle 

more than eight transactions per second. While that performance barrier may be going 

away in 2019 according to industry insiders, that innovation will not be enough for 

cryptocurrencies and blockchain to achieve success in treasury in 2019.  

 

Robotics: One of the most polarizing topics in treasury technology is robotics and 

artificial intelligence. Treasury teams are both fascinated with the idea of additional 

treasury automation and more intelligent treasury software  and yet are simultaneously 

fearful of exactly how much of their jobs can be managed by robotic process 

automation software. 2019 will see some progress in robotics within treasury. The 

biggest impact to treasury will be in the allocation of roles and responsibilities, knowing 

that job functions with predictable steps (e.g. actual to forecast reconciliation) will be 

ripe for automation and be among the first to be managed entirely be robots. 

 

7. Review and Evaluation of Treasury Operations: Bangladesh Perspective 

Treasury performs diversified activities such as fund management, management of 

investment in government securities, foreign exchange management, and complex 

derivative transactions. Treasury of banks is now integrated and perform its operations 

under a single department. The following sections present the review and evaluation of 

treasury operations of banks in 2018 along with their comparisons with the previous 

years. 
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7.1 Money Market 

Figure-4 shows movement of weighted average overnight money market rates from 

2016 to 2018.  

 

Figure-4: Movement of Weighted Average Overnight Money Market Rates 

 

Source:  

 

The weighted average call money rate was mostly stable in 2016 and 2017 but 

relatively volatile in 2018. The highest rate was observed in (4.40 percent) in March 

whereas the lowest was (2.17 percent) in July. This is the lowest ever in the history of 

Bangladesh. In fact, the average call money rate was around 3.64 percent and average 

dispersion was 0.78 percent in 2018. The market liquidity was under pressure due to 

increased demand for loan and intervention of the Central Bank by selling USD in the 

market. Moreover, the obligation to maintain the key liquidity ratios triggered the 

demand for money further in last quarter of 2018. This should also be a cause of 

concern for the banking sector and necessary strategy should be undertaken in order to 

face the situation. The repo rate decreased to 6.0 percent from 6.75 percent and reverse 

repo rates remained the same at 6.75 percent during the period under consideration.  

 

Central Bank repo facilities are provided overnight (one day) or 7, 14 and 28 day basis 

to the banks and NBFIs to resolve the temporary liquidity problem as well as to 

increase the money supply in the economy. BB also provides ALS facilities to the 

banks and NBFIs against government securities received from the auction up to 60 days 

from the date of issuance for the same purpose. Assured Liquidity Support (ALS) and 
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Repo transaction with BB exhibits a decreasing trend since FY 2014-15. This means 

there was no serious liquidity problem in the market 

occasionally (Table-3). Importantly, banks and FIs managed their liquidity from call 

higher than the interbank repo and call money rate (Table-4) (DMD, BB). 

 

Table-3: Securities Used in Open Market Operations  

(Figure BDT in Crore) 

Period Repo and ALS 

with BB  

Reverse Repo 

with BB 

BB Bills Inter-bank 

Repo 

2013  14  8,51,667.44 2,44,436.00 22,555.30 3,52,552.39 

2014  15 4,67,743.74 5,47,761.50 9,718.80 7,21,188.89 

2015  16  1,762.24 11,74,795.52 3,24,062.90 4,08,160.39 

2016  17  115.67 - 11,32,530.90 1,90,605.22 

2017  18 572.86 - 8,33,633.20 1,44,862.09 

Source: DMD, Bangladesh Bank 

 

BB uses reverse repo operations to control the money supply in the economy and it is 

provided overnight (one day) basis. Investment of banks in the reverse repo started to 

increase in FY 2015-16 to reduce the additional liquidity. In FY 2016-17, through 

focusing more on the BB Bills in parallel with reverse repo, helped to manage 

inflationary pressure and reduced excess liquidity in banks. BB issued BB bills worth 

for sterilization purpose as well as to manage liquidity in the banking system to keep 

reserve money growth in line with the program level. BB bills with different maturities 

such as 07, 14 and 30-daysrespectively were issued in this regard (DMD, BB). 

 

Table-4: Comparative Money Market Interest Rate  

(Figure in Percentage) 

Period Repo Rate  Weighted Average 

Rate of Call money 

Weighted Average 

Rate of Inter-bank 

Repo 

2013  14  7.25 6.25 6.51 

2014  15 7.25 5.79 7.30 

2015  16  6.75 3.71 3.18 

2016  17  6.75 3.93 3.26 

2017  18 6.00 3.41 4.31 

Source: DMD, Bangladesh Bank 

 



Banking Review Series-2019 175 

Table-5 presents the weighted average deposit rate from 2016 to 2018. The weighted 

average deposit rate of all categories of banks, except SOCBs and SBs, started to 

increase in 2018 compared to 2017. In case of SOCBs, the rate was 4.83 percent in 

December 2016, which declined to 4.37 percent in December 2018. Similarly, the 

deposit rates of PCBs observed an increasing trend in 2018, which was in a declining 

trend for last couple of years. The rate reached 5.82 percent in December 2018. The 

deposit rate of FCBs also reached 2.30 percent in 2018 from 1.67 percent in 2017. The 

weighted average deposit rate for SBs showed a slight declining trend in 2018. The 

overall weighted average deposit rate of the banking sector increased and reached 5.26 

percent in 2018 from 4.91 percent in 2017.  

 

Table-5: Weighted Average Deposit Rate by Type of Banks (%) 

Bank 

Groups 

2016 2017 2018 

Mar Jun Sept Dec Mar Jun Sept Dec Mar Jun Sept Dec 

SOCBs 6.07 5.21 5.09 4.83 4.79 4.47 4.46 4.36 4.34  4.23  4.33  4.37  

SBs 7.46 7.13 6.39 6.46 5.70 5.98 5.95 5.90 5.55  5.67  5.67  5.77  

PCBs 6.05 5.64 5.48 5.24 5.30 4.94 5.25 5.29 5.90 6.23  5.84  5.82  

FCBs 2.19 1.87 1.78 1.78 1.65 1.66 1.66 1.67 1.92  2.05  2.26  2.30  

All 5.92 5.39 5.23 5.01 5.01 4.84 4.90 4.91 5.30  5.50  5.27  5.26  

Source: Bangladesh Bank Quarterly 

 

The SOCBs observed a declining trend in the weighted average lending rate in the last 

three years (Table-6). However, the lending rate of SBs, PCBs and FCBs observed a 

volatile trend during the period and it reached 7.56, 10.27 percent and 8.90 percent 

respectively in December 2018. Hence, the overall lending rate of banks slightly 

increased to 9.49 percent in 2018. Our entrepreneurs were demanding for last few years 

to reduce the lending rate to a single digit, and finally it observed in last couple of 

years. This might work as a positive stimulus for the economy by increasing higher 

consumption and investment. But, at the same time, it is a big challenge to keep the rate 

to a single digit as the lending rate has started to increase in some cases. 

 

Table-6: Weighted Average Lending Rate by Type of Banks (%) 

Bank 

Groups 

2016 2017 2018 

Mar Jun Sept Dec Mar Jun Sept Dec Mar Jun Sept Dec 

SOCBs 9.93 9.0 8.87 8.57 8.80 8.66 8.47 8.38 7.99  7.80  6.77  6.75  

SBs 9.48 8.73 8.88 8.86 9.07 9.10 8.69 8.72 8.85  8.91  8.96  7.56  

PCBs 11.14 10.79 10.60 10.31 10.03 9.79 9.78 9.67 10.20 10.56  10.27  10.27  

FCBs 9.53 8.93 9.40 8.32 8.03 7.86 7.99 8.19 8.66  9.12  9.08  8.90  

All 10.78 10.30 10.16 9.86 9.70 9.56 9.45 9.35 9.70 9.95  9.54  9.49  

Source: Bangladesh Bank Quarterly 
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The level of spread is expected to be below 3 percent in an efficient banking system. In 

Bangladesh, the rate is around 5 percent. The spread is quite high in Bangladesh relative 

to other countries which is the outcome of inefficiencies of the banking system as a 

whole. This is because of the higher provisioning requirements associated with 

classified/bad loan. The spread between the lending and deposit rates started to decline 

in recent years. As per the Bangladesh Bank guideline, the interest rate spread should be 

below 5 percent. Recent data (Figure-5) show the spread was 4.3 percent in December 

2018 compared to 4.4 percent in December 2017. The spread could have been reduced 

within the global limit of less than 3 percent, if classified loans and the associated 

provisioning requirements could be reduced to a reasonable level.   

 

Figure-5: Weighted Average Deposit Rate and Weighted Average Lending Rate 

 

Source: Bangladesh Bank Quarterly 

 

The growth rate of deposit slightly increased in 2018. The rate was 10.6 percent in 2017 

and 11.1 percent in 2018 (Table-7). However, individual bank group showed fluctuating 

pictures. The deposit growth of SOCBs decreased significantly from 2016 to 2017 but 

increased in 2018. The growth in deposits of SBs has decreased significantly from 2017 

to 2018. The PCBs showed a gradual declining trend, but FCBs registered a significant 

growth in terms of deposit in 2018 compared to that in 2017. As a whole, the deposit 

growth slightly increased in 2018. This might be the outcome of higher interest rate on 

National Savings Certificates. The slow deposit growth would have been much higher if 

the gap between the two interest rates can be rationalized.  
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Table-7: Growth of Deposit and Credit by Type of Banks 

Bank 

Groups 

Year-on-Year Growth of Deposit 

(%) 

Year-on-Year Growth of Credit  

(%) 

2016 2017 2018 2016 2017 2018 

SOCBs 13.1 6.5 7.7 10.5 12.7 14.2 

SBs 10.1 10.3 4.9 9.1 6.0 5.8 

PCBs 13.7 12.6 11.5 17.7 19.9 14.3 

FCBs 8.3 8.1 30.7 3.0 21.6 15.3 

All Banks 13.1 10.6 11.1 15.3 18.1 14.1 

Source: Bangladesh Bank Quarterly 

 

The growth on credit showed a declining trend during the period. Private sector credit 

growth, at 14.1 percent in December 2018, still exceeding the deposit growth hovering 

around 10 to 11 percent (Figure-6). The banking system observed a reduction in excess 

liquidity in the market, because of the gap between the deposit growth and credit 

growth. This is an important signal for the treasury department while dealing with the 

fund as the market is tightening in coming days. 

 

Figure-6: Trend of Deposit Growth and Credit Growth 

 

Source: Bangladesh Bank Quarterly 
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the ratio started to improve steadily up to March 2018 because of gradual increase in 

credit growth. As the credit growth declined in the next two quarter of 2018, the AD 

ratio also observed a slight reduction in those quarters. The AD ratio reached 77.5 
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indication of increased demand by the private sector credit, which helped to reduce the 

excess liquidity in the banking sector for the last couple of years. 

 

Figure-7: Comparison of Advance-Deposit (AD) Ratio of Banking Sector 

 

Source: Bangladesh Bank Quarterly 

 

The AD ratio of SOCBs group was the lowest during 2016 to 2018 although the ratio 

started to increase. In 2018, it was only 58.6 percent compared to 51.2 percent in 2016. 

As a result this group was the major lender in the money market. The ratios of SBs, 

PCBs and FCBs were 79.2 percent, 85.9 percent and 62.4 percent respectively in 2018 

(Figure-8). The PCBs became the borrower in the money market because of their high 

AD ratio. The aggregate AD ratio reached 77.5 percent in 2018 which was almost 2 

percent higher compared to the previous year. This shows an increase in demand for 

credit from the banking sector which eases the pressure of surplus liquidity although the 

ratio is still below the new regulatory limit of 83.5 percent. This is also in line with the 

outcome of the deposit and credit growth as shown in Table-7.  

 

Figure-8: Advance-Deposit (AD) Ratio by Type of Banks 

 

Source: Bangladesh Bank Quarterly 
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In December 2018, private sector credit (including banks, non-banks and micro-finance 

institutions) declined to 12.8 percent compared to 18.5 percent in December 2017 

(Table-8). Growth in private sector bank credit decreased to 13.2 percent in December 

2018 from 18.1 percent in December 2017. The growth was well below the Monetary 

Policy Statement (MPS) target of 16.8 percent in 2018. This growth includes both local 

and foreign currency loans through on-shore and off-shore respectively, but it does not 

include foreign currency loan directly sourced from abroad. Therefore, this growth rate 

would be higher if loans sourced directly from foreign sources would have been 

sourced from local banks.  

 

Table-8: Trends in Private Sector Credit 

Institutions 2014 2015 2016 2017  2018 

Outstanding (in Billion Taka) 

Banks 

Non-banks 

MFIs 

 

5434.1 

396.2 

251.4 

 

6205.1 

480.9 

321.1 

 

7170.2 

546.2 

406.4 

 

8470.2 

602.3 

555.6 

 

9588.0 

668.0 

603.0 

Total 6081.7 7007.1 8122.8 9628.1 10859.0 

Growth (in Percent) 

Banks 

Non-banks 

MFIs 

 

13.5 

20.2 

15.6 

 

  14.2 

21.4 

27.7 

 

15.6 

13.6 

26.6 

 

18.1 

10.3 

36.7 

 

13.2 

11.0 

8.5 

Total 14.0 15.2 15.9 18.5 12.8 

Source: Bangladesh Bank Quarterly 

 

Major Highlights of the Money Market in 2018 

The money market was relatively stable in 2018 compared to the previous two years. 

The major highlights of the money market during 2018 are summarized in Box-1. 

 

Box-1: Major Highlights of the Money Market 

 Money market liquidity was under pressure due to increased demand for loan and 

intervention of the Central Bank by selling USD in the market.   

 The overnight money market rate was slightly volatile in 2018. Call rate ranged 

from 3.90 percent in January 2018 to 4.09 percent in December 2018. The average 

call money rate was 3.64 percent and average dispersion was 0.78 percent in 2018. 

 The Repo rate was reduced by 75 basis points and set at 6.0 percent. The Reverse 

Repo rate remained unchanged in 2018 and it was 4.75 percent. 

 The obligation to maintain the key liquidity ratios (LCR and NSFR) triggered the 

demand for money further in 2018. 



180   Banking Review Series-2019 

 There was a gap between deposit growth and credit growth, which reduced the 

surplus liquidity. The credit growth was above the deposit growth which caused to 

erode the excess liquidity in the market.  

 The Advance-Deposit (AD) ratio increased significantly in 2018, which influenced 

the banking sector to observe the liquidity crunch compared to the previous year. 

There was significant demand of term deposit due to ADR maintenance pressure 

within the stipulated time. The SOCBs were the major lender in the market and 

PCBs were the significant borrower. 

 Capturing the market interest rate in ALM decisions like change in deposit interest 

rate was a bit difficult especially when the interest rate of National Savings 

Certificate was quite high. This caused to witness a flat growth of deposit. 

 The money market was characterized by lack of instruments and shallow depth 

which caused to manage the liquidity problem. 

 Lack of confidence of general depositors was observed due to different scams 

occurred in the banking sectors. 

 Fixing deposit rate at 6 percent and lending rate at 9 percent was a big challenge 

and difficult to comply. 

 Islami banks were forced to invest low income shariah compliant securities which 

caused them to earn negligible return.  

Source: Survey Result 

 

7.2 Foreign Exchange Market 

In Bangladesh, the foreign exchange market is mostly dominated by the inter-bank 

foreign exchange market where the export proceeds and other foreign exchange 

are dealt with. The other recognized, but somewhat informal foreign exchange market, 

is the curb market. The market primarily supplies foreign currency in cash which is 

carried by incoming non-resident Bangladeshi and foreign visitors. Although 

Bangladesh allows current account convertibility with some limits, the curb market 

exists due to continued capital account restrictions, particularly for outward transfer of 

capital.  

 

Foreign exchange desk in the bank manages the foreign currency demand and supply. 

Export earnings and remittances are the major source of foreign currency for the banks. 

Import payments are the major use of foreign currency by the banks. Table-9 shows the 

amount and growth of import, export and remittance from 2016 to 2018. The import 

growth was marginal because of sluggish investment due to the national election and 

bumper production of food grains, particularly rice. The growth of export increased 
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gradually over the years. The remittance posted a significant growth in 2018 compared 

to negative growth rate in 2017. As such, the current account balance became negative 

which put extra pressure in the forex market. The entire situation created huge demand 

for USD, which forced BDT to depreciate against USD.  

 

Table-9: Status of Import, Export and Remittance 

(Amount in Million USD) 

 2016 2017 2018 

Amount Growth 

(%) 

Amount Growth 

(%) 

Amount Growth 

(%) 

Import 10645 8.2 14115 32.6 14224 0.77 

Export 8501 5.1 9137 7.5 10416 13.99 

Remittance 13609.8 -11.2 13536.0 -0.54 15546 14.85 

Source: Bangladesh Bank Quarterly 

 

In January 2016, the exchange rate for US dollar against the Bangladeshi currency was 

Tk.78.50 (Figure-9). After January 2016, USD slightly depreciated to Tk.78.40 and 

remained stable until October 2016. From October 2016, BDT started to depreciate 

continuously against USD and reached Tk.83.90 in December 2018 because of high 

demand of greenback. The central bank had to sell USD during the period in order to 

deter the further depreciation of BDT for ensuring the stable forex market. While doing 

this, the BDT was withdrawn from the market due to the sale of USD, which eventually 

eliminated the surplus liquidity in the market and created short-term liquidity crisis. 

 

Figure-9: Movement of Weighted Average Exchange Rate 

 

Source: Bangladesh Bank Quarterly 
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The current account balance recorded deficit figure for last couple of years (Figure-10). 

The current account balance was BDT - 63313.1 crore in 2018 compared to BDT- 

51413.1 crore in 2017. The deficit in the period under review is attributable mainly to 

the increase in landed imports although there was a positive growth in exports and 

remittances than the previous year (Table-9).  

 

Figure-10: Current Account Balance (BDT in Crore) 

 
Source: Economic Trends, Bangladesh Bank 

 

It is important to note that there was bumper crop production in 2018 which reduced the 

necessity of importing food related item. As a result the import growth was minimal in 

2018. Otherwise the current account deficit would have been worse. This deficit in the 

current account balance created pressure in the foreign exchange market as evidenced 

by the depreciation of BDT against USD. 

 

The Bangladesh Bank in its Monetary Policy Statement aimed to increase the foreign 

exchange reserve and to reduce the excessive volatility of the exchange rate for 

promoting external sector stability. Improved external balances are reflected in the 

accumulation of international reserves. The balance stood at USD 32.0 billion at the end 

of December 2018 (Figure-11).  
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Figure-11: Foreign Exchange Reserve in Billion USD 

 

Source: Quarterly Financial Stability Assessment Report, Bangladesh Bank 

 

A high level of foreign exchange reserves brings benefit to the country. The most 

important advantage of a high level of foreign exchange reserves is that it allows import 

of essentials such as food and other staple items. In fact, the current level of reserves in 

Bangladesh can support 6 months import bill, which is impressive. In addition, large 

foreign exchange reserves can act as precautionary holdings. 

 

Banks use spot, forward and swap products to deal in foreign exchange risk. Inter-bank 

foreign exchange market in Bangladesh is still at its rudimentary stage. The most 

widely used practice is spot transaction. While there is no restriction for inter-bank 

participants to transact in BDT against foreign currencies, clients can only purchase 

currencies for a valid commercial transactions. In 2018, the overall spot transaction in 

the market was USD 2,349 million which is about 5 percent lower than in 2017. In fact, 

the volume of spot transaction is continuously decreasing from 2016 to 2018 (Table-

10). However, in spot dealing, USD/BDT dominated more than 90 percent of total spot 

transaction in 2018 (Table-10). 

 

Table-10: Volume of Spot Transaction 

(in million USD) 

 2016 2017 2018 

USD Non 

USD 

Total USD Non 

USD 

Total USD Non 

USD 

Total 

Spot 

Transaction 
3389.10 454.0 3843.1 1983.80 481.23 2465.0 2191.92 156.99 2348.91 

Source: FRTMD, Bangladesh Bank 
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The Bangladesh foreign exchange market is old-fashioned in many respects with almost 

all transactions done in the spot market at spot exchange rates. While there is an active 

FX swap market, these are very short dated. Most volumes are transacted within one 

week, which is used as a funding technique by the banks. Table-11 shows that the swap 

transaction increased by 3.69 percent in 2018 compared to that in 2017. The forward 

transactions also increased by 21.81 percent in 2018. The outright forward is very 

popular among corporate entities, which have a genuine underlying transaction. There 

is no regulatory restriction for the forward tenures. The forward transaction volume was 

only USD 883.37 million in 2018.   

 

Table-11: Volume of Swap and Forward Transaction in 2016-2018 

(in million USD) 

 2016 2017 2018 

Volume of 

Swap and 

Forward 

Transaction 

Swap Forward Swap Forward Swap Forward 

13,776.60 1,166.90 14,147.85 725.20 17,670.95 883.37 

Source: FRTMD, Bangladesh Bank 

 

Major Highlights of the Forex Market in 2018 

The forex market was also comparatively stable particularly at the end of 2018. The 

major highlights of the forex market are summarized in Box-2. 

 

Box-2: Major Highlights of the Forex Market 

 The forex market was volatile in 2018, because of demand-supply gap of USD. 

Bangladesh Bank continued to sell dollars in the market to stabilize the foreign 

exchange market. 

 Inter-bank weighted average rate of USD-BDT continuously depreciated 

throughout the year.  

 Import growth declined but export and remittance posted a moderate growth in 

2018. Current account balance recorded a deficit for last couple of years.  

 Export earnings and remittances flow were lower than imports which resulted a 

shortage of dollars. The LCs issued in this year will be settled within a few months 

which will intensify the shortage. 

 Banks were suffering from dollar shortage as the value of import letters of credit 

exceeds the amount of dollar available in the market. 

 It is observed that number of import LCs increased in case of state-owned banks. 

This happened as these banks purchased all dollars sold by the Bangladesh Bank for 
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importing food and capital equipment of large government projects,  

 Banks were quoting high rate for USD in order to settle LC payments and 

remittances. 

 Market oriented exchange rate flexibility was absent which created chaos in the 

whole market. This situation encouraged the banks to enter into corporate deal 

instead of inter-bank transaction which created lack of transparency and corporate 

governance in the industry. 

 Volume and product of interbank transaction were very limited and restricted. 

Buy/sell option of foreign currency through authorized dealer were also very 

limited.  

 Increasing exposure of OBU loans to non-exporters and financing of on-shore 

customers from OBU created further mismatch in FC market. 

 Foreign exchange reserve dropped to USD 32.02 billion in December 2018 from 

USD 33.23 billion in the previous year. 

 The volume of inter-bank spot transaction increased but the volume of forward and 

swap transaction increased in 2018. 

 The Bangladesh Bank sometimes took initiatives to control the forex market which 

was against the spirit of market base economy. As a result, forex dealers sometimes 

found themselves in a difficult situation to adjust with the market condition.  

Source: Survey Result 

 

7.3 Fixed Income Securities Market 

A well-functioning bond market allows the borrowers to diversify their sources of 

funding and provides them with alternative sources of raising funds having different 

credit risks and maturities for matching their needs. Currently, bond market in 

Bangladesh plays a very insignificant role in the economy. Neither the policy makers 

nor the corporations have shown any substantial interest in bonds. Since the bond 

market is not vibrant, this study examined 

government securities.  

 

Government securities market of Bangladesh consists of both tradable and non-tradable 

securities. The tradable securities include T-bills and T-bonds whereas non-tradable 

securities include Sanchayapatras, Prize bond and Sanchayabonds. Government 

borrows from banking system through T-bills and T-bonds and the non-banking system 

mainly through National Savings Directorate (NSD). The available government debt 

instruments are the treasury bills and treasury bonds. Banks and financial institutions 

are the main buyers of treasury bonds.  T-Bills are for short-term borrowing up to 364 
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days and BGTBs are being used for borrowing for both medium-term and long-term 

maturities ranging from 2 to 20 years.  

 

Table-12: Outstanding Position of Treasury-Bills, Treasury Bonds and NSD 

Certificates 

(Figure BDT in crore) 

Tenor Outstanding Amount 

2014 2015 2016 2017 2018 

T-Bills      

28-day - - - - - 

91-day 11800 7500 8300 6300 7900 

182-day 10800 8500 7310 5700 6300 

364-day 21650 14430 10650 8300 10900 

Sub-Total 44250 30430 26260 20300 25100 

BGTB      

2-year 9300 9560 8660 8800 13000 

5-year 31840 32970 33220 30670 30170 

10-year 42600 47090 49820 51250 52760 

15-year 15540 17470 20070 22170 25870 

20-year 13210 14790 17390 19290 22890 

Sub-Total 112490 121880 129160 132180 144690 

NSD 

Certificates 
89530 118440 162290 215060 262760 

Total 246270 270750 317710 367540 432550 

Source: Bangladesh Bank Quarterly 

 

The outstanding amount of T-bills was Tk.25,100 crore in 2018, which was 23.65 

percent higher than the previous year (Table-12). Similarly, the outstanding amount of 

T-bonds was Tk.1,44,690 crore in 2018, which was 9.46 percent higher than in 2017. 

The total amount of government borrowing through T-bills and T-bonds increased 

significantly during the period. The percentage of outstanding amount of NSD 

certificates increased by 22.18 percent in 2018. As the interest rate of NSD certificate is 

significantly higher than any other interest rate prevailing in the government securities 

market, the percentage of outstanding domestic public debt from the banking sectors 

(T-bills and bonds) decreased gradually from 2014 whereas outstanding debt liabilities 

from NSD certificates increased significantly due to massive selling of non-marketable 

securities (i.e. Sanchayapatras). The outstanding amount of NSD certificate was 60.7 

percent in 2018, followed by BGTB 33.5 percent) and T-bills (5.8 percent) (Figure-12). 
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Figure-12: Share of Government Securities in Total Debt/Savings Instruments 

 

Source: Authors Calculation based on Bangladesh Bank Data 

 

The weighted average yields of government securities of different maturities were 

volatile in 2018. Yield on government securities are shown in Figure-13. Yield on T-

bills observed a marginal decline but the same on T-bonds increased slightly during the 

study period. As the market liquidity started to decline, the yield on long-term 

government securities increased. This is a signal to the market that future interest rates 

are going to increase. Therefore, bank should understand the market pulse for making 

their strategy and act accordingly.  

 

Figure-13: Yield on Government Securities 

 

Source: Bangladesh Bank Quarterly 

 

The overall yield on short-term treasury bills, e.g. 91-day T-bill decreased to 2.18 

percent at the end of December 2018 from 3.38 percent at the end of December 2017. 

The rates of 182-day and 364-day treasury bills also decreased in December 2017. The 

yield on 10-year government bond increased to 7.53 percent in 2018 from 7.17 percent 
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in 2017. However, yield on 5-year Treasury bond decreased to 5.35 percent at the end 

of December 2018 from 5.90 percent at the end of the same period of the preceding 

year. The yield on NSD certificate on the other hand remained the same at 11.76 

percent level. 

 

Total volume of government securities transacted on an outright basis during the FY 

2017-18 observed a downward trend compared to the previous fiscal year and stood at 

BDT 15,334.40 crore. Trading activity of the major investor categories reveals that PD 

banks are the dominant trading institution accounting for more than 60 percent of 

buying as well as selling activity. Private sector local banks with about 35 percent of the 

trading volume come next, followed by foreign banks between 1-5 percent. During the 

current fiscal, PDs were net sellers while local and foreign banks were net buyers. 

(DMD, BB). 

 

The corporate bond market in Bangladesh is almost non-existent as there are only 3 

corporate bonds operating in the country - IBBL Mudaraba Perpetual Bond, ACI Zero 

Coupon Bond and BRAC Bank subordinated bond. Apart from these, a number of 

banks have already raised significant amount of fund through subordinated bond by 

private placement. The main objective of this fund is to support their capital 

requirement under the Basel framework. The following figure-14 depicts the year-wise 

issuance of sub-debt the by the banking sector from 2014 to 2018. 

 

Figure-14: Year-wise Issuance of Sub-Debt 

(Figure BDT in crore) 

 

Source: BRPD, Bangladesh Bank 
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Major Highlights of the Fixed Income Securities Market in 2018 

The major highlights of the fixed income securities market are summarized in Box-3. 

 

Box-3: Major Highlights of the Fixed Income Securities Market 

 The percentage of outstanding domestic public debt from the banking sector 

decreased gradually as the interest rate of NSD certificate was significantly higher. 

Outstanding debt liabilities from NSD certificates increased due to massive selling 

of non-marketable securities. 

 Due to less borrowing from banking sector, government securities yield 

significantly fall compared to the yield of previous year. As a result, income from 

fixed income securities declined. The weighted average rate of Treasury bills and 

bonds was range bound except 10 years bond as it has shown the upward trend. 

 Outstanding amount of both T-bill and T-bond increased but T-bill increased 

significantly in 2018 compared to the previous year.  

 Frequency and volume of Repo and ALS increased due to liquidity crisis. 

 Secondary market was relatively vibrant in 2018. The major participants were both 

PD and Non-PD of banks and NBFIs. 

 PDs/Non-PDs banks do not provide two-way quotation for treasury bonds which is 

a major problem. 

 To reduce the number of securities, buy-back program of government securities 

was introduced by Bangladesh Bank. 

 Floating rate of T-bonds were introduced by Bangladesh Bank. 

 Issuance of subordinated debt increased significantly in 2018. 

Source: Survey Result 

 

7.4 Asset Liability Management 

The performance of Treasury department depends on how effectively they manage the 

balance sheet, i.e. asset and liability as well as equity.  From asset management point of 

view, one of the most important indicators of the health of the banking sector is to 

manage the non-performing asset (NPA). The gross NPL ratio stood at 10.3 percent at 

end-December 2018, which increased by 100 basis points from the previous year 

(Table-13). 
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Table-13: Gross NPL Ratio by Type of Banks (%) 

Bank 

Groups 

2014 2015 2016 2017 2018 

SOCBs 22.2 21.5 25.0 26.5 30.0 

SBs 32.8 23.2 26.0 23.4 19.5 

PCBs 5.0 4.9 4.6 4.9 5.5 

FCBs 7.3 7.8 9.6 7.0 6.5 

All Banks 9.7 8.8 9.2 9.3 10.3 

Source: Bangladesh Bank Quarterly 

 

The share of bad and loss loans was around 86.0 percent in 2018 which was 87 percent 

in 2017 (Figure-15). That is, a significant amount of worst quality credit remained in 

2018 and the percentage is almost unchanged compared to the previous year. It is 

important to note that 86 percent of total classified loan, amounting to BDT 807 billion, 

is bad/loss. It is alarming that a bulk amount of classified loans were bad loans. The 

sub-standard and doubtful loans constituted 9.4 percent and 5.7 per cent respectively in 

2018. 

 

Figure-15: Year-wise Classified Loan Composition 

 

Source: FSD, Bangladesh Bank 

 

The classified loans were widely distributed among the banks (Figure-16). In 2018, the 

number of banks with double-digit values of classified loans to total loan ratio was 12, 

while in 2016 and 2017 it was also 12. Moreover, 9 banks had their classified loans to 

total loans ratio of over 20 percent in 2018. But at the same time it should be noted that 

27 banks had less than 5 percent NPL ratio which is in line with global standard. 
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Figure-16: Distribution of Banks by Classified Loans to Total Loans Ratio

 

Source: FSD, Bangladesh Bank 

 

Banks are required to maintain certain amount of their pre-tax profit in the form of 

provision against their classified loan. Banks maintained cumulative provisions 

amounting to BDT 50,430 crore as at end of 2018, which was BDT 12,900 crore higher 

than that in 2017 (Table-14). The shortfall in provision decreased compared to the 

previous year and reached BDT 6,610 crore in 2018. Although the provision 

maintenance ratio increased, but the amount of shortfall should be a cause of concern 

for the regulator as provisioning shortfall implies the regulatory non-compliance which 

eventually weakens the financial stability of the banking sector.  

 

Table-14: Amount of Provision 

(Amount in crore BDT) 

 2014 2015 2016 2017  2018  

Loan Loss Required 

Provision  

28960 30890 36210 44300 57040 

Loan Loss Actual 

Provision  

28160 26610 30740 37530 50430 

Surplus/(Shortfall) 

provision  

(800) (4280) (5470) (6770) (6610) 

Provision Maintenance 

Ratio 

97.2 86.1 84.9 84.7 88.4 

Source: Bangladesh Bank Quarterly 

 

Return on asset (ROA) and return on equity (ROE) are considered as indicators of 

banking sector profitability and performance. Among the different types of bank 

groups, the condition is really alarming for SOCBs and SBs as both the group displayed 
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a negative performance over the years (Table-15). Both ROA and ROE of PCBs 

slightly decreased. But FCBs observed a decline in ROA and an increase in ROE. The 

ROA and ROE for the overall banking sector posted a gloomy scenario as both the 

ratios declined significantly. This might be the outcome of concerning scenario of the 

banking sector of the country. Publicized banking scams clearly demonstrated the 

frequent intervention of the board members in the day to day credit decisions. Thus, 

management was unable to apply professional judgment in all lending decisions, and 

the lending criteria was compromised in many instances. Therefore, distorted corporate 

governance practices affected banks performances negatively which is reflected in their 

ROA and ROE. 
 

Table-15: Profitability Ratios by Type of Banks (%) 

Bank 

Groups 

ROA ROE 

2015 2016 2017 2018 2015 2016 2017 2018 

SOCBs -0.04 -0.16 0.21 -1.3 -1.47 -6.02 3.45 -29.6 

SBs -1.15 -2.80 -3.49 -2.8 -5.79 -6.94 -17.19 -13.5 

PCBs 1.00 1.03 0.89 0.8 10.75 11.09 12.01 11.0 

FCBs 2.92 2.56 2.24 2.2 14.59 13.08 11.31 12.4 

All 

Banks 

0.77 0.68 0.67 0.3 10.51 9.42 9.60 3.9 

Source: Bangladesh Bank Quarterly 

 

Maintaining appropriate Capital to Risk-weighted Asset Ratio (CRAR) is essential from 

the ALM point of view. The banks in Bangladesh are required to maintain a minimum 

of 10 percent of their risk weighted asset in the form of capital to fulfil risk-based 

capital adequacy guideline devised by the Bangladesh Bank. They are also required to 

maintain a capital conservation buffer of 2.5 percent. So from January 2020, the total 

requirement will be 12.5 percent of the risk-weighted asset.  
 

Table-16: Capital to Risk-Weighted Asset Ratio (CRAR) by Type of Banks (%) 

Bank 

Groups 

2012 2013 2014 2015 2016 2017  2018  

SOCBs 8.13 10.81 8.26 6.35 5.86 5.04 1.9 

SBs -7.78 -9.65 -17.35 -31.95 -33.67 -35.45 -31.7 

PCBs 11.38 12.52 12.54 12.38 12.36 12.52 12.8 

FCBs 20.56 20.27 22.67 25.60 25.37 24.90 26.0 

All 

Banks 

10.46 11.52 11.35 10.84 10.80 10.83 10.5 

Source: Bangladesh Bank Quarterly 
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The sector as a whole has been successful in achieving the target CRAR. But the 

sectoral position was not very good-looking. From Table-16, it is evident that both 

private commercial banks (PCBs) and foreign commercial banks (FCBs) are successful 

in maintaining required CRAR. The CRAR of the SOCBs declined continuously for last 

few years and remained well below the regulatory norm (1.90 percent in 2018). The 

CRAR of the SOCBs group would have been worse, if the government did not take the 

initiative to capitalize these banks by injecting capital from time to time to cover-up the 

bad performance of this group. The real problem lies with the SBs, as these banks 

continuously observed a declining trend in the CRAR. The CRAR of SBs was -31.7 

percent in 2018. 

 

Banks are exposed to a number of risk factors while offering different services to their 

clients. Since risk is inherent in the banking business, nobody can ignore the importance 

of risk management. Maintaining adequate amount of capital is an integral part of the 

risk management process in banks. Credit risk is the major component of risks among 

all risks factors that banks have to manage. This is also shown in Table-17. The table 

shows the proportion of risk-weighted assets of credit risk, market risk and operational 

risk. The credit risk-weighted asset (CRWA) is the leading component of aggregate 

risk-weighted assets. Therefore, banks should give utmost attention on their credit risk 

management practices, because it eventually ensures the quality of their asset portfolio.  

 

Table-17: Composition of Risk Weighted Assets 

Type of RWA 2014 2015 2016 2017 2018 

Credit RWA 85.2 86.5 87.2 88.1 88.0 

Market RWA 5.5 4.5 3.8 3.4 3.2 

Operational 

RWA 

9.3 9.0 9.0 8.5 8.8 

Total RWA 100 100 100 100 100 

Source: FSD, Bangladesh Bank 

 

As of December 2016, under Pillar-1 of the Basel-III framework, risk-weighted assets 

(RWA) arising from credit risk accounted for 88.1 

The banks reduced exposure in equity (as per the BB guideline) caused to decline their 

overall market risk exposure significantly over the years. This decline is eventually 

reflected in the market risk-weighted asset as it observed a downward trend. Further, 

the share of operational risk-weighted assets (ORWA) remained stable at around 9 

percent during the last 5 years.  
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Figure-17: Distribution of Banks by Capital to Risk-weighted Asset Ratio 

 

Source: FSD, Bangladesh Bank 

 

The compliance status of the commercial banks in terms of their achievement regarding 

capital to risk-weighted asset ratio (CRAR) is shown in figure-17. Nine banks fell short 

of the target CRAR and did not attain the required CRAR of 10 percent in 201718. 

However, the remaining banks did better. Out of the total 57 banks, 48 banks (27+21) 

crossed the 10 percent mark. Also, some banks (21 banks) were doing exceptionally 

well, by exceeding the 15 percent mark. 

 

In order to avoid building-up of excessive on- and off-balance sheet leverage in the 

banking system, a non-risk based leverage ratio has been introduced under the Basel-III 

framework. The leverage ratio is intended to achieve the following objectives: a) 

constrains the build-up of excessive leverage in the banking sector; and b) reinforce the 

risk-based requirements with an easy-to-understand and non-risk based measure. 

 

Figure-18: Leverage Ratio of Banks 

 

Source: FSD, Bangladesh Bank 

 
18 The minimum regulatory requirement for CRAR was 10 percent in 2018. 
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At end-December 2018, the minimum regulatory requirement for leverage ratio was 3.0 

percent. The banking sector was able to maintain a leverage ratio on a solo basis. It is 

good to see that out of 57 banks, 48 maintained leverage ratio of 3.0 percent or higher 

(Figure-18). But at the same time it is great concern for the regulator that 9 banks fall 

short of the target. 

 

Overall liquidity of the banking system was broadly stable in 2018, although the 

liquidity has steadily declined during last couple of years (Table-18). Both CRR and 

SLR were in surplus by BDT 145.4 billion and BDT 774.8 billion respectively. 

However, this surplus was mainly attributed by the SOCBs as their credit growth rate 

was way below the industry growth and their AD ratio was only around 58 percent. As 

the trend of surplus liquidity is declining, banks should adhere to prudent asset liability 

management to ensure appropriate credit growth in line with the deposit growth.  

 

Table-18: Liquidity Position of the Schedule Banks 

(Amount in Billion BDT) 

Bank Groups 2016 2017 2018 

Cash Reserve Ratio (CRR) 

Requirement Excess / 

Shortfall 

Requirement Excess / 

Shortfall 

Requirement Excess / 

Shortfall 

SOCBs 159.9 16.4 172.6 6.2 155.0 21.1 

SBs 15.9 0.4 17.4 0.6 280.6 25.2 

PCBs (Other 

than Islamic) 

257.8 11.8 290.2 13.5 123.0 37.0 

Islamic Banks 116.7 66.5 132.4 75.0 26.5 61.8 

FCBs 25.3 7.6 27.6 9.9 15.6 0.2 

All Banks 575.6 102.6 640.3 105.2 600.6 145.4 

 Statutory Liquidity Ratio (SLR) 

 Requirement Excess / 

Shortfall 

Requirement Excess / 

Shortfall 

Requirement Excess / 

Shortfall 

SOCBs 316.2 679.5 341.9 502.1 362.7 358.0 

SBs 0.0 0.0 0.0 0.0 0.0 0.0 

PCBs (Other 

than Islamic) 

515.6 330.8 580.5 206.0 663.2 190.2 

Islamic Banks 98.8 116.5 112.1 101.0 123.0 61.2 

FCBs 49.8 132.7 53.8 124.8 61.1 165.4 

All Banks 980.4 1259.5 1088.3 933.8 1209.9 774.8 

Source: Bangladesh Bank Quarterly 
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Banks are maintaining LCR and NSFR as per the direction of the Bangladesh Bank 

(Figure-19). Both LCR and NSFR were sufficiently satisfying the requirements for the 

banking sector during the period from March-2016 to December-2018. However, bank 

level achievement of LCR and NSFR was in question, as some banks failed to achieve 

the target level LCR and NSFR. Apart from that the template in relation to LCR and 

NSFR given by the Bangladesh Bank is complicated as opined by the banker. 

 

Figure-19: Basel III Liquidity Requirement - LCR and NSFR 

 

Source: Department of Off-site Supervision, Bangladesh Bank 

 

The Bangladesh Bank has given a roadmap to implement Basel-III guideline19, which 

was introduced from January 2015. The new capital adequacy guideline is mainly 

focused on increasing the quality and the quantity of capital. As a result of the new 

guideline, banks are required to maintain increased amount of capital in the form of 

Tier-1 capital, capital conservation buffer, countercyclical buffer, etc. It has also 

emphasized on maintaining higher amount of liquidity both in short-term (liquidity 

coverage ratio (LCR)) and in long-term basis (net stable funding ratio (NSFR)). These 

are very important indicators from ALM point of view, which needs to be implemented 

properly to have a strong and resilient banking system.  

 

Major Highlights of the Asset Liability Management in 2018 

The major highlights of the asset liability management are summarized in Box-4. 

  

 
19 BRPD Circular No. 18 dated December 21, 2014 
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Box-4: Major Highlights of the Fixed Income Securities Market 

 The banking sector asset quality declined as a whole which was reflected in the NPL ratio. 

The ratio increased by 100 basis points compared to that of the previous year and reached to 

double digit. 

 27 banks observed NPL ratio of less than 5 percent in 2018 which is in line with the global 

standard. On the contrary, 12 banks registered double-digit NPL ratio. 

 Both amount of provision and provision maintenance ratio increased in 2018. But the 

provisioning shortfall was still BDT 6,610 crore which is a concern for the authority.  

 Both ROA and ROE decreased significantly due to the increased NPL. 

 Aggregate CRAR decreased slightly because of the huge capital shortfall of SOCBs and 

SBs. The performance of PCBs and FCBs were quite satisfactory in terms of their CRAR.  

 48 out of 57 banks were successful in maintaining required CRAR. The remaining 9 not 

only failed to maintain CRAR but these banks were also unable to maintain leverage ratio. 

 The market observed a surplus in both CRR and SLR. This was mainly attributed by the 

excess liquidity of the SOCBs as their AD ratio was much lower than the desired level.  

 Banking sector as a whole were able to maintain LCR and NSFR successfully but the 

scenario may not be the same for individual banks. 

Source: Survey Result 

 

7.5 Other Treasury Related Issues 

The major activities of treasury were categorized in (i) money market; (ii) forex market; 

(iii) fixed income securities market; and (iv) asset liability management. Apart from the 

above-mentioned activities, other issues associated with the treasury department but 

still not taken care of and the issues associated with other department but should 

consider under the treasury activities are discussed below. 

 

 Setting the budget and business target by the top management is not in line with the 

ALM indicators and failure to comply with those indicators will eventually effect 

the CAMELS rating.  

 Setting proper transfer pricing for the bank is an important issue. Should the 

Treasury play its role as a profit center or support center? Whether Foreign 

remittance and foreign correspondence should be related with treasury or not?  

 Business people should have the understanding of cost of business and ultimate 

gain of the bank from the business. For example: 180 days deferred LC is open at 0 

percent margin with a commission of 10 paisa/quarter. From the treasury point of 

view, provisioning = 1 percent, 20 percent liquidity of LC value prior to 30 days of 

the maturity and 100 percent liquidity of LC value for last 30 days, cost of fund = 8 

percent (approx.), return from t-bill = 3 percent (approx.). So ultimate benefit for 

the bank is negative from this business. The same situation is also true for 

guarantee. 
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 Issuance of commercial paper is almost stopped after the issuance of the 

commercial paper guideline by the Bangladesh Bank. In the meantime STF has 

started to gain its popularity again in the banking sector which may create fund 

management problem in the future. 

 Bangladesh Bank recently issued OBU guideline which has created lots of debate 

among the bankers. A number of questions has been raised about the new 

regulation by the end user. Bankers were unable to understand the rationality of 

issuing some of the points of the guideline.  

 OBU is neither under treasury department nor under business department. As per 

new regulation, treasury has a very important role in the every aspect of the OBU 

business. 

 Bangladesh Bank has different time schedule for settling different transactions by 

the commercial bank. For example, Repo, Reverse Repo and RTGS are settled in 

different time which needs to be settled in single time. 

 No common platform to discuss money market issues with the central bank is 

available for the treasury people. 

in association with all Treasurers and BB officials. 

 Bangladesh Bank has issued core risk guideline for ALM and Foreign Exchange 

which is totally associated with the activities of the treasury department. An 

inherited problem lies between ID and Treasury department of maximum banks in 

relation to the forex business. The same scenario is also observed between Finance 

and Treasury department while dealing with investment. 

 

7.6 Status of Capital Market 

Bangladesh capital market has been one of the main sources of equity capital for the 

companies. This capital market consists of variety forms of securities such as share and 

bond whereas the bond market condition in Bangladesh is extremely poor, narrow and 

shallow. It is basically the stock market that is leading the capital market. The stock 

market, however, compiles with the long term fund need for the heavy industries as 

well as small and medium size firms that have been emerging with the modern 

technological development along with the infrastructural consolidation among the 

firms. The flow of fund form capital market can result in a smooth source given. In fact, 

when the banking institutions fall short to meet the demand of the funding the 

corporations, capital market may become the supplement of the immense fund need.  In 

the following analysis, the capital market has been highlighted based on 2015 to 2018. 

 

Exchange (DSE), dropped by 13.75 percent. The drop is mainly caused by the financial 

sector, especially the Banking Sector, pharmaceutical and fuel sector, which led the 
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performance. The contribution came as a result of massive sell of the large-cap stocks 

as well as fixed Advance-Deposit Ratio (ADR) imposed by central bank.  In 2018, there 

were a total of 241 trading days. The closing index was 5385.64 as compared to 

6244.52 in 2018, while making the highest pick 6318.27 as compared to 6336.88 in 

2017. The balance of net foreign trade was USD -58.80 MN. During the year, the 

scenario for the total turnover fell drastically.  The daily average turnover severely 

dropped by 36.85 percent given that the base is 2017. The scenario for the market cap 

also went downward as well; which was decreased by 9.3 percent. A huge amount of 

foreign sale played a vital role in this aspect. Moreover, as the dollar rate against BDT 

was moving up, foreign investor also sold their holdings and did not participate in the 

market for investing in future when the dollar rate is maximum and stable with the hope 

to ensure a greater level of profit. These phenomena also caused the market to get 

down. Textile sector was the top sector by turnover though there was decrease in the 

turnover compared to 2017. It had a turnover of BDT 215,382.41 MN as compared to 

BDT 256,551.94 MN in 2017.  It had a share of 16.96 percent of total turnover in 2018. 

 

The figure-21 depicts the movement of the index with the major facts and events that 

took place in 2018. Along with the graph, shown is a table that gives the comparative 

market facts for the years 2015 to 2018. 

 

Figure-20: Movement of DSE Index in 2018 

 

Source: Lanka Bangla Finance 
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Table-19: Status of Capital Market 

  2015 2016 2017 2018 

Trading Days 244 241 247 241 

Index        

Closing Index (DSEX) 4,629.64 5,036.05 6,244.52 5,385.64 

Highest Value 4,969.73 5,036.05 6,316 88 6,318.27 

Lowest Value 1,959.74 4,17141 5,083 89 5,204.36 

Market Information        

Mkt Cap (USD Mn) 40,215.83 41,470.59 51,135.98 46,378.04 

Mkt Cap to GDP Ratio 0.206 0.197 0.205 16.92% 

Daily Avg Turnover (BDT Mn) 4,227.04 4,994.28 8,726.76 5510.90 

Daily Avg Turnover (USD Mn) 53.8 62.79 105.52 65.99 

% of Charge -0.144 1.71 0.747 -37.46% 

Turnover Velocity 0.328 0.349 5.1 34.43% 

Market PE 14.92 15.38 18.92 15.85 

Securities Listed 559 560 569 578 

No of Listed Condones 287 294 301 311 

No of newly listed companies and MFs 14 11 9 12 

Capital raised through IPO (BDT Mn) 9,774 72 9,093 65 3,192.5 5,810.00 

Foreign Trade        

Buy (USD Mn) 485.65 644 20 1,011 99 508.81 

Sell (USD Mn) 462.09 473 41 594.07 567.61 

Net (USD Mn) 23.56 170.79 207.92 -58.80 

Total (USD Mn) 947.75 1,11762 1,196.05 1,076.42 

Source: DSE 

 

Daily Average Turnover and Market PE: There was a sharp decrease in both 

Turnover and Price-Earnings (P/E) ratio in 2018. The Daily Average Turnover 

increased by 36.85 percent. In addition, Market PE also decreased due to the decreasing 

turnover value. Figure-22 depicts the comparative scenario of Turnover and Market PE 

for the years 2015 to 2018. 

 

  



Banking Review Series-2019 201 

Figure-21: Daily Average Turnover and Market PE 

  

Source: DSE 

 

Foreign Turnover: In 2018, Bangladesh faced sharp decline in the buy side of the 

foreign trade. Making a 13.75 percent decline, total foreign turnover stood at USD 

1076.4 MN in 2018. Both the foreign decreased buys of 29.66 percent and increased 

sells of 8.19 percent contributed towards the decreased turnover. The net foreign 

investment faced a massive decline of 129.58 percent in the history. The decrease is 

largely due to lower level of earnings growth and negative price return among the large 

cap, liquidity crisis in the banking sectors during the year (Table-20). 

 

Table-20: Status of Foreign Trade in DSE 
 

Particulars 2015 2016 2017 2018 

Buy (USD 

mn) 
485.7 624.2 723.4 508.8 

Sell (USD 

mn) 
462.1 472.0 524.6 567.6 

Total 

(USD mn) 
947.7 1096.2 1248.0 1076.4 

Net (USD 

mn) 
23.6 152.3 198.8 -58.8 

Market PE 14.9 15.4 16.8 15.9 

 

Source: DSE 

 

Total foreign exposure in Bangladesh equity market stands at BDT 227,642.46 MN 

accounting for 6.78 percent of the market capitalization. In terms of sector exposure, the 

largest amount of foreign investment are seen in stocks from the Pharmaceuticals and 

Chemicals sector that is nearly one-third of the total exposure. SQURPHARMA, 

BATBC and BRACBANK were the top 3 companies in terms of stocks with largest 

foreign investment. Food & Allied has become the largest sector attracting foreign 

investment. High foreign ownership in OLYMPIC and BATBC mostly accounts for the 
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large investments. DBH has the largest foreign ownership of free float shares, with 

88.93 percent of the free float being owned by foreign investors. Foreign holding also 

hold 43.29 percent of the total outstanding shares of DBH. 

 

Primary Market Overview: A total of 12 

new securities got listed in 2018, 

amounting the total offer size of BDT 

5,810 MN that is 85 percent of the funds, 

raised through IPO, was for to be spent for 

expansion and other operating activities. 

Among the total of BDT 5,810 MN was 

raised through IPO by 12 companies, BDT 

857.06 MN (14.75 percent) was scheduled 

to repay debts, mostly long term loans. 

Another BDT 4952.94 MN was scheduled 

for expansion. The percentage of total 

raised funds to be used for debt payment is 

12.25 percent more compared to that of 

2017. The amount of equity raised through 

IPOs in 2018 has increased by almost 82 

percent compared to 2017. 

Figure-22: Total Fund Raised through 

IPO 

 
Source: DSE 

 

This substantial increase occurred as the 

book building method came into effect 

after a lengthy process of issuance of 

shares with a premium. On the other hand, 

with the newly listed stocks in the market 

in 2018, only 2 companies offered 

premium price at their par value and the 

remaining 10 companies offered par value 

to get listed in the secondary market. 

gave positive returns on the first day of  

 

Figure-23: Par vs Premium Issue 

 
Source: DSE 

trading at 123.45 percent but at the end of year weighted average return was -25.10 

percent from the first day of trading. Losing the momentum, only stocks gave positive 

and the other six gave negative return at the year end. 
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In 2018, there were some major regulatory changes influencing the capital market of 

Bangladesh. The key changes that had been enforced in the year of 2018 are Changes in 

CRR and Repo rate by Central Bank, Changes in Corporate tax rate, Reduction of ADR 

by 1.5 percent, Approval for SMEs to trade on Bourses, Modification of the Private 

banks fund rate at least 50 percent to be provided by Government organizations and 

Buy of 25 percent share of Dhaka Stock Exchange by Shenzhen and Shanghai bourses.  

 

7.7 Resilience of the Banking Sector 

The Bangladesh Bank performs stress tests on banks on quarterly basis in order to test 

the resilience of the banking sector. Stress test on banks is conducted through sensitivity 

analysis, incorporating impacts of a battery of shock scenarios for credit risk, market 

10.9 percent at end-September 2018. Out of 57 banks, 9 banks' pre-shock CRARs were 

below the minimum regulatory requirement of 10.0 percent. Therefore, the remaining 

48 banks were considered by the Bangladesh Bank for the analyses based on end-

September 2018 data.  

 

Table-21: Banking Sector's After Shock CRAR at Different Shock Scenarios 

(Based on data as of end-September 2018) 

Type of Shocks 
CRAR after Shock (%) 

Minor Level Moderate Level Major Level 

C
re

d
it

 R
is

k
 

Increase in NPL in the highest 

outstanding sector 
10.82 10.69 10.56 

Increase in NPLs due to default 

of Top borrowers 
9.39 7.83 6.94 

Negative shift in NPL categories 10.15 7.93 6.37 

Decrease in the FSV of collateral 10.19 9.47 8.00 

Increase in NPLs 9.84 7.31 3.46 

M
a

rk
et

 R
is

k
 Interest rate shock 10.56 10.23 9.90 

Exchange rate shock 10.86 10.82 10.79 

Equity shock 10.63 10.306 9.83 

Combined Shock 7.77 1.66 -6.11 

Source: Quarterly Financial Stability Assessment Report, Bangladesh Bank 

 

the banking sector CRAR. If 3, 7 and 10 largest borrowers of each bank in the industry 
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defaulted, then 21, 31 and 35 banks respectively would have become non-compliant in 

maintaining the minimum required CRAR. If NPLs increased by 3, 9 and 15 percent, 

then 6, 29 and 35 banks respectively would have failed to maintain the minimum 

required CRAR. In case of other credit risk components, the impact was not significant. 

The market risk components did not have that much impact on CRAR, as Bangladeshi 

banking sector are less exposed to market risk (table-21).  

 

Table-22: Number of Non-complaint Banks at Different Shock Scenarios 

(Based on data as of end-September 2018) 

Type of Shocks 
No of Banks 

Minor Level Moderate Level Major Level 

C
re

d
it

 R
is

k
 

Increase in NPL in the highest 

outstanding sector 
3 4 9 

Increase in NPLs due to default 

of Top borrowers 
21 31 35 

Negative shift in NPL categories 3 14 17 

Decrease in the FSV of collateral 2 5 9 

Increase in NPLs 6 29 35 

M
a

rk
et

 R
is

k
 Interest rate shock 2 2 3 

Exchange rate shock 0 1 1 

Equity shock 2 3 4 

Combined Shock 17 38 39 

Source: Quarterly Financial Stability Assessment Report, Bangladesh Bank 

 

Stress test on banks, based on the data as of end-September 2018, indicates that at 

individual level there are some impacts on the banking sector CRAR. At aggregate 

level, a combined shock would also have adverse effect on the banking sector CRAR. 

In the event of minor, moderate and major combined shocks, 17, 38 and 39 banks 

respectively would be undercapitalized (table-22). This should be serious concern for 

the authority, as large number of banks fail to overcome different shock scenario. 

However, individual bank and the banking system, as a whole, appear to be resilient 

against various market and liquidity stress scenarios. 
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8. Challenges and Recommendations  

First, there was a big gap between planned borrowing and actual borrowing from the 

banking sector by the government. Due to the higher selling of NSD certificates, the 

government borrowing from banking sector decreased significantly in last few years. In 

the absence of the coordination between fiscal policy and monetary policy, the 

Bangladesh Bank fails to maintain a consistent auction calendar which affects the 

appropriate funding plan of the banking sector. The whole situation creates problems 

for the banks, especially for the treasury department while making the future planning. 

Now it is important to have a synchronization between fiscal policy and monetary 

policy to ensure better fund management for the banking sector.  

 

Second, the current account balance was negative in 2018 even after high export and 

remittance growth and moderate import growth. A negative current account balance is 

one of the reasons for depreciation of the local currency, especially in the context of 

Bangladesh. The country observed depreciation of BDT because of high demand of the 

USD. The situation could have been worse if the Bangladesh Bank did not take the 

initiatives to stabilize the forex market by selling the USD. On the contrary this 

initiative was against the essence of the market base economy. As a result distortion in 

the market was observed and banks found themselves in a difficult situation to adjust 

with the market condition. As the market is experiencing the crisis of USD, banks 

should consider their forex position and estimate the payment obligation, while opening 

the LC to avoid unfavorable situation in the forex market. Also the central bank should 

practice prudent policy measures to avoid any kind of market distortion.  

 

Third, the ratio of non-performing loan (NPL) was 10.31 percent in 2018, which is 

more than two-fold considering the global standard. Still the situation is better than 

some of the neighboring countries. But that is not justifiable for the banking sector to 

become complacent. Rather management should take it as a challenge to reduce the 

NPL through prudent selection of borrowers. High NPL of a bank not only effects the 

financial health of that bank but also weakens the overall financial stability of the 

banking sector. Therefore, management of non-performing loan is now emerging as a 

big challenge for the banks. To overcome the situation, bank should ensure quality 

lending through applying their professional judgment. Incentive packages may be 

designed for the good borrower and concerned officer based on their performance.  

 

Fourth, bank sets yearly business target and prepares the budget accordingly. The 

problem lies with the fixation of the target as these are not in line with the ALM 

indicators. The situation puts the treasury people in double sword situation. In one side 
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they have to provide the necessary support for ensuring the achievement of the business 

target. On the other side they are responsible for complying different ALM indicators as 

suggested by the Bangladesh Bank otherwise bank will be held responsible for the 

noncompliance of the regulatory instructions. Treasury people are in real dilemma to 

ensure the proper balance between the above mentioned circumstances. So it is 

important for the management to consider this issue before setting the business target. 

Management should set a realistic business target in consultation with the treasury 

people so that both business target and regulatory compliance can be ensured.  

 

Fifth, business people is target oriented and looks for achieving the target set by the 

management. They always look for the direct benefit from the business. Sometimes it is 

difficult for them to understand the inherent cost of the business and that may be higher 

than the direct benefit.  As such bank may face unexpected outcome from the business. 

This situation is easily realized by the treasury people. But conflicting situation may 

arise with business people as they fail to understand the dynamics of business and the 

complexity of the entire situation. As such all the business people must have a clear 

understanding of the overall cost of business. Proper training and awareness program 

can be initiated in order to enhance the overall knowledge and capacity of the banking 

people. 

 

Sixth, banks were issuing commercial paper for supporting the short-term finding 

requirement for the large corporate borrowers. The instrument became very popular 

within a short period of time and a significant amount of fund was raised through 

commercial paper. But no regulation for commercial paper was available at that time. 

Bangladesh Bank issued necessary guideline in this regard to ensure the proper 

regulation in this sector. But the regulation somehow discouraged both issuer and 

borrower as the issuance of commercial paper has stopped in recent time. As a result, 

short-term fund (STF) has started to increase again as an alternative to commercial 

paper which will create fund management problem in the long-run. So the central bank 

should consider the situation and bring the necessary policy initiatives to deal with the 

issue for the betterment of the banking sector. 

 

Seventh, Bangladesh Bank recently issued OBU guideline which has created lots of 

debate among the bankers. A number of question has raised about the new guideline by 

the end user. Bankers were unable to understand the rationality of issuing some of the 

points of the guideline. Also it is important to note that OBU is neither under treasury 

department nor under business department. As per new regulation, treasury has a very 

important role in the every aspect of the OBU business. Actually the importance of 

treasury division has increased manifold and the same for the ID has reduced in the 
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present context. In this situation, 

OBU organogram and OBU business can be undertaken considering the ALM 

indicators for the overall management of the business. The Bangladesh Bank should 

undertake a focus group discussion with the concerned people to evaluate the 

shortcomings of the OBU guideline so that the ultimate target of the guideline can be 

achieved. 

 

Eighth, as per the BB guideline, the interest rate for private sector imports on usance 

terms was decided to bear mark-ups over LIBOR but the maximum celling on interest 

cost was 

foreign banks and financial institutions arranged through designated ADs of the 

importers. This enhancement brought real opportunity for the OBU of the banks to 

increase their asset size. But the problem lies with the cap on interest rate set by the 

Central Bank. In 2013, LIBOR was only 0.25 percent which is now 2.50 percent. In this 

circumstances, it is difficult for the OBUs of local banks to provide such lending 

facilities to its customers. As a result, the OBU has declined in recent times. 

Considering the movement of LIBOR, the regulator should change the circular and fix 

the celling at acceptable level.  

 

Ninth, Bangladesh Bank has maintained different time schedule for settling different 

transactions with the commercial bank which created enormous problem in the market. 

It is a long demand from the part of the treasurer to resolve the issue by introducing a 

single settlement time. Also no common platform for the treasury people is available to 

discuss money market issues with the central bank. This type of platform is really 

helpful to solve many issues through discussion. The Central Bank can consider of 

introducing single settlement time for all transactions which will ultimately ease the 

difficulty. A common forum of discussion can be initiated in consultation with the 

treasury people for the overall benefit of the market. 

 

Tenth, Bangladesh stock market was bearish in 2018 which makes the DSEX index run 

down from 6245 points to 5386 points. Primarily, the financial sector, especially the 

banking sector, contributed towards the downward rally due to its massive default rate 

and tremendous rise in the NPL. Some of the major factors that have reduced in the 

uncertainty. Higher Dollar rate against BDT and increasing interest rate in the money 

market forced the market to move down as these two factors keep the large investors 

i.e. foreign and institutional investors, from participating in the market. It is essential 

that the regulatory bodies should take necessary steps so that the overall confidence 

level about the market goes high. Furthermore, stocks of the companies with strong 
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fundamentals need to be offloaded in the market. Most importantly, stable fund from 

the institutional investors is required which must remain in the market and will not 

move to the money market when there is liquidity crunch.  

 

Eleventh, the Bangladesh Bank conducts stress test on commercial banks to assess their 

resilience on certain types of risk factors. The result of the test has not been 

encouraging, as a good number of banks fail to qualify the test which means the non-

compliant banks are vulnerable to different types of risk factors. The most vulnerable 

risk factors are increase in overall NPL and increase in NPL due to default of top 

borrowers. The result may not be alarming at this moment as the imposed risk factors 

are hypothetical but the concerned banks should take it seriously and act accordingly to 

protect them from any type of future uncertainty. Otherwise, it will not only affect the 

existence of individual banks but also jeopardize the stability of the entire financial 

system.  

 

Twelfth, the main capital of the banking business is the trust of the depositor. As long 

as the depositor has the belief on a bank, they will maintain their relationship with that 

particular bank by putting their deposit. Once the trust is gone it will be very difficult 

for the bank to bring back the depositor again. A number of scams and fraudulent 

activities were observed in the banking sector for last few years. Even in one case 

depositors had to suffer a lot to get back their deposited money. It is to be remembered 

that these types of activities erode the confidence of the depositors and eventually 

depositors will move away from the banking sector. This will not only hamper the 

banking sector but also result an economic downturn. Now it is the high time for all the 

concerned authorities to take firm initiatives for protecting various fraudulent activities 

so that confidence of the depositors can be restored and growth of the country can be 

ensured. 
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Internal Control and Compliance of Banks 
 

Background of the Study 

Banks, by the nature of their activities and operations, are exposed to various kinds of 

risks. The success and sustainability of a bank thus, make it essential for the bank to 

manage risks that are inherent in its business. Two things are important for ensuring 

safety and soundness of banking operations  one, is to have an ideal and detailed 

standards for every activity or process; and two, to continuously update the internal 

control system (ICS) through regular examining the adequacy of the process set by the 

bank management. The ICS of a bank exactly performs these responsibilities in an 

independent manner and thus, adds value to the organization.  

 

Financial services industries in general and financial intermediation in particular have 

undergone rapid change in recent times. Product development and innovation, 

diversification of financial services products, heightened degree of  competition, need  

for significant market share through excessive branching into new geographical areas and 

desires to benefit from economies scale and scope have exacerbated the risk exposure of 

financial institutions and for that matter banks (Sekyi and Jordi, 2016). The whole 

landscape of financial health of a bank ultimately depends on the strength of internal 

control environment. Any deficiency in internal control system (ICS) is likely to produce 

a proportionate adverse outcome for a banking institution. A well-functioning financial 

sector is built upon a (i) prudential regulatory framework, (ii) comprehensive and 

rigorous external supervisory function, (iii) meticulous external audit, and (iv) self-

control through ICS. Among these, internal control (IC) is thought to be the most vital 

and effective way of maintaining a very strong financial condition in terms of loan 

quality, earnings, liquidity and capital adequacy (Siddique et al., 2016). The IC provides 

management and board of directors with added confidence regarding the achievement of 

objectives, it provides feedback on how a business is functioning, and it helps to reduce 

surprises (COSO, 2013). 

 

The global financial crisis highlighted the importance of well-functioning and healthy 

banking sector for macro stability. One fundamental reason of banking failures which 

results in major financial loss and even bankruptcy is due to high risks taken by the bank 

management on an excessive scale and inability of controlling them. The lack of an 

internal control system duty of which is to keep the risks under control or major 

breakdowns within an existing internal control system pose a threat against the success 

of the banking sector (Hayali et al., 2012). Therefore, the IC is a crucial aspect of an 
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(IFAC, 2012). The spirit  of IC is to lessen information asymmetry, promote best practices 

in transparency and protect shareholders against the power of rulers (Salhi & Boujelbene, 

2012). Jin, Kanagaretnam, Lobo and Mathieu (2013) found that if banks comply with 

internal controls, they reduce their risk taking behaviour and are less likely to experience 

failure.  

 

Most of the studies relating to corporate governance emphasizes the indispensable role 

of internal controls in strengthening the governance structure of organizations (Maijoor, 

2000). Although Bhagat and Jefferis (2002) explains the role of governance and other 

factors in aligning the interests of managers and owners, internal governance does this 

better and goes further to deepen ethical behaviour on the part of managers (Siddique et 

al., 2018). The reputation of listed companies, which has the tendency to affect share 

price positively, is found to be positively related with the quality of ICC (Fombrun & 

Shanley, 1990). 

 

The banking sector of Bangladesh, since its very beginning, registered a smooth growth 

in term of financilal deepeenig and this steady growth was accompanied by the absence 

of  any such episode of large scale bank failure. The regulatory authority, mainly the 

central bank, maintened a prudent oversight all alnog the way of this long lasting banking 

scctor development through guiding the banks to the industry best standatds in key 

operational and regulatory areas of banking. As a part of that considerable number of 

attempts, Bangladesh Bank (BB) issued a guideline on ICC along with other core risk 

management guidelines in 2003. BB has revised that guideline in 2016 to accommodate 

the changes in the banking environment. The current study provides an extensive review 

of the operations of Internal Control and Compliance Division (ICCD) of different banks 

in our country for the year 2018. The objectives are  (i) to find out the comparison  of 

internal control operations across the banks; (ii) to find out the strengths and weaknesses 

of ICC operations; and (iii) to identify the changes in recent times by comparing the ICC 

environment with the previous year. The study also identifies the problem areas as well 

as success factors in ICC operations and suggests some possible measures for better 

functioning of ICCD of banks.   

 

The study mainly focused on issues like human resource of ICCD, job specification and 

segregation, training facility for ICCD, internal audit and audit report, involvement of 

ICC in risk management, achievement of objectives as perceived by ICCD, opinions of 

ICCD with regard to risk management, future plan of actions. 
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The contents of the report are organized into five sections. After the background of the 

study along with the methodology and limitations, Section-II presents a standard 

framework of ICS and describes the components of it. The regulatory framework of ICC 

in domestic and international context is placed in Section-III. Section-IV produces the 

major part of the study i.e. review and analysis of the activities of ICCD in 2018 and its 

comparison with the year 2017. Finally, Section-V presents a set of issues identified in 

the study and recommendations thereof, which have been discussed in the workshop. 

 

1.1 Methodology 

The study reviews and summarizes the activities of ICCD for the year 2018. It uses both 

primary and secondary data. Primary data have mainly been collected from the ICCD of 

banks through a questionnaire with a combination of open-ended and close-ended 

questions. The data have been collected from twenty nine scheduled banks from all 

categories viz. State-owned Commercial Banks (SOCBs), Specialized Banks (SBs), 

Private Commercial Banks (PCBs) including Islamic banks, and Foreign Commercial 

Banks (FCBs).  

 

As to the secondary data, various publications of BB, Basel guidelines, framework/ 

standards issued by COSO, Institute of Internal Auditors (IIA), the previous review 

reports of BIBM on ICC, and various published research articles have been consulted for 

preparing this report. Findings of the survey result have mainly been presented in tabular 

forms along with some graphic presentations. Opinions and comments of the workshop 

have been incorporated in the final version of the report. 

 

1.2 Limitations of the Study 

The report has been prepared on the basis of the survey of sample banks. Therefore, we 

need to be careful in generalizing the observations of the study. Comparison between 

2017 and 2018 of various indicators could not be made perfect as the sample banks 

covered in those two years are not identical. The review part of the activities of ICCD is 

based on the responses given by concerned department and, thus, the analysis rests on the 

assumption that questions have been interpreted in the same way as to what was in the 

mind of the review team. Status of some indicators reflects the position of 2017 due to 

not having the updated data. Moreover, the paper could have been more informative and 

useful if we were to go for more micro analysis on individual components of ICS.  
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II. Internal Control System: A Standard Framework  

2.1 Framework of Internal Control System 

One of the widely accepted definitions of internal control is given by the Committee of 

Sponsoring Organizations of the Treadway Commission (COSO), which defines Internal 

C

other personnel, designed to provide reasonable assurance regarding the achievement of 

objectives relating to operations, reporting, and compliance (COSO, 2013). Bangladesh 

Bank (BB, 2016) and Bank for International Settlements (BIS) (1998) also define IC in 

almost the same way as that is given by the COSO. The IC provides only reasonable 

assurance, not absolute assurance, about the achievement of the organization

According to BB (2016), the main objectives of the IC process can be categorized as  

, known as operations objective; (b) 

timely, accurate, and comprehensive reporting, termed as reporting objective; and (c) 

conducting activities and taking specific actions in accordance with applicable laws and 

regulations, coined as compliacne objective. According to COSO (2013), the IC consists 

of five integrated components  (a) control environment; (b) risk assessment; (c) control 

activities; (d) information and communication systems; and (e) monitoring activities, 

which are depicted in Figure 2.1. There are 17 principles under these 5 interrelated 

components, which are presented in Appendix I.   
 

Figure 2.1: Relationship of Objectives and Components of IC 

 

Source: COSO (2013) 
 

Department of the Interior Office stated that internal control should be an integral part of 

the cycle that occurs each year for planning, budgeting, and managing 

(www.governmentattic.org). Internal control should be a part of a continuing cycle of 

improvement (See Figure 2.2)  
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Figure 2.2: Internal Control Program Cycle 

 

Source: www.governmentattic.org 

 

2.2 Functions of Internal Control and Compliance Department 

Internal Control and Compliance Department (ICCD) will oversee whether the bank is 

following regulatory guidelines, institutional policies and procedures set by/and approved 

by its Board of Directors (BoD) and whether there is any deficiency in internal policy 

and procedure. The main issue of ICCD is to look after, whether bank machinery is acting 

as safe

ICCD in a bank is to ensure the effectiveness of risk management, internal control, and 

governance processes. It verifies if the control policies and procedures are being complied 

with. ICCD continually recognizes and assesses all the material risks that could adversely 

affect the achiev

monitoring and compliance related tasks. He/she will be answerable for reporting of 

internal control and compliance (ICC) and monitoring activities of the bank to senior 

management. The head of internal audit (IA), although being a part of ICCD, shall report 

directly to Audit Committee of Board (ACB). The organization structure for ICCD needs 

to be developed based on the core tasks of the bank. Generally, the ICCD comprises of 

three units  (i) Audit Unit, (ii) Monitoring Unit, and (iii) Compliance Unit. 

 

The IA unit should independently assess the effectiveness and efficiency of the internal 

control, risk management and governance system and processes created by the business 
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units. Similar to any other activity, planning is the pre-requisite of internal auditing. Each 

year, the head of audit formulates an audit plan, which is approved by the ACB. This will 

be the risk-based plan, where sensitive areas will be given priority. Monitoring is an off-

site supervision method. The internal control deficiencies, whether identified by business 

lines, internal auditors, or other control personnel should be reported in a timely and 

prompt manner to the appropriate management level and addressed immediately. The 

monitoring unit reviews the quarterly operations report (QOR) submitted by different 

business units. If deemed necessary, this unit may ask the audit unit to carry out an audit 

on the specific deviation. The compliance unit of ICCD will be responsible for ensuring 

that a bank complies with all regulatory requirements while conducting its business. The 

unit maintains liaison with the regulators and notifies the concerned units of banks 

regarding regulatory changes.  

 

The main goal of the information system (IS) audit unit of a bank is to ensure security 

and identify ambiguities of information & related technological security and recommend 

a practical solution to the matters. For ensuring effectiveness, efficiency and economy in 

its operations while complying with the existing procedures, the IS audit examines 

whether the IT processes and IT resources combine together satisfactorily to accomplish 

the intended objectives of the organization.  

 

Shariah compliance in banks/windows of banks operating by Islamic Shariah needs to be 

ensured separately through Shariah audit. For alleviating the Shariah non-compliance 

risk, Shariah inspection should be conducted based on the Shariah non-compliance risk 

rating. The major objectives of Shariah inspection are to increase monitoring and 

mentoring the Shariah violating branches; to conduct frequent Shariah inspection in the 

violating branches; to maximize the utilization of working hour of the Muraquibs of the 

Shariah Secretariat; and last but not least, to complete Shariah rating of the branches. The 

deficiencies identified during the Shariah audit should be notified to the appropriate level 

including to the Shariah Supervisory Committee (SSC), ACB and MD/CEO. A summary 

of functions of different units of ICCD is depicted in Appendix II. 

 

III. Regulatory Framework of Internal Control and Compliance  

3.1 Institutional Framework of ICS in Bangladesh 

The banking sector in Bangladesh comprises four categories of scheduled banks  (i) 

State-Owned Commercial Banks (SCBs); (ii) Specialized Banks (SB); (iii) Private 

Commercial Banks (PCBs); and (iv) Foreign Commercial Banks (FCBs). The banking 

industry is regulated by a number of regulators. The Financial Institutions Division of 

Ministry of Finance (MoF), Government of the People's Republic of Bangladesh, started 
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its function in January 2010 (www.bfid.gov.bd). Earlier the related activities had been 

conducted through a separate wing of the Finance Division. The Registrar of Joint Stock 

Companies and Firms (RJSCF) is the sole authority which facilitates formation of 

companies and keeps track of all ownership related issues as prescribed by the laws in 

Bangladesh. The Bangladesh Securities and Exchange Commission (BSEC) was 

enactment of the Securities and Exchange Commission Act 1993 (www.sec.gov.bd). The 

Dhaka Stock Exchange (DSE) is responsible for listing of companies and monitoring 

their activities (www.dsebd.org). The Chittagong Stock Exchange (CSE) works towards 

an effective, efficient and transparent market to serve and invest in Bangladesh 

(www.cse.com.bd). There are two professional accountancy bodies in Bangladesh; (i) 

The Institute of Chartered Accountants of Bangladesh (ICAB) and (ii) The Institute of 

Cost and Management Accountants of Bangladesh (ICMAB). The ICAB regulates the 

accountancy profession and matters connected therewith in the country 

(www.icab.org.bd). The ICMAB is a leading professional body in Bangladesh and it 

offers professional qualification in cost and management accountancy, with a focus on 

accounting for business (www.icmab.org.bd). The Financial Reporting Council (FRC), 

established under the Financial Reporting Act 2015, acts as a regulatory authority for the 

professional accounting, auditing and actuarial activities at all the public interest 

organizations of Bangladesh.  

 

Bangladesh Bank (BB), the central bank and apex regulatory body for the country's 

monetary and financial system, was established vide the Bangladesh Bank Order 1972 

(P.O. No. 127 of 1972). BB performs all the core functions of a typical monetary and 

financial sector regulator including regulation and supervision of banks and non-bank 

financial institutions (www.bangladesh-bank.org). Bangladesh Bank is empowered to 

regulate and supervise the banking companies of the country vide Article 7A(f) of the 

Bangladesh Bank Order 1972, Section 44 of the Bank Companies Act 1991, Section 19A 

of the Foreign Exchange Regulation Act 1947 and Section 23 of Money Laundering 

Prevention Act 2012. There are several departments and offices of BB for discharging its 

responsibilities. The Banking Regulation and Policy Department (BRPD) is basically 

responsible for issuance of prudential regulations and guidelines to ensure a sound and 

stable banking system. There are four departments (viz, DBI-1, 2, 3 & 4) entrusted with 

the responsibility of conducting on-site inspections of scheduled banks in Bangladesh. 

The Department of Off-Site Supervision (DOS) is responsible for off-site supervision of 

the banks. The DOS monitors the soundness and stability of the banking system through 

CAMELS rating, liquidity and capital adequacy monitoring, assessment of risk profile, 

evaluation of corporate governance, large loan monitoring and appraisal of capital market 

investment. Under the structural reforms of DOS, a total number of six Bank Supervision 
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Specialist (BSS) sections were formed in 2013 to monitor all individual scheduled banks. 

Credit Information Bureau (CIB) was set up in BB on 18 August 1992 with the objective 

of minimizing the extent of default loans. Integrated Supervision Management Cell was 

established on February 16, 2015 with a view to strengthen ongoing banking supervision 

activities by Bangladesh Bank through Integrated Supervision System (ISS). The cell has 

been subsequently renamed as Integrated Supervision Management Department (ISMD). 

The core responsibility of the Financial Stability Department is to examine the stability 

of the financial system of Bangladesh through macro-prudential analysis.  

 

Bangladesh Financial Intelligence Unit (BFIU) was established in June 2002, in 

Bangladesh Bank named as 'Anti Money Laundering Department' and subsequently the 

department has been transformed as the Bangladesh Financial Intelligence Unit (BFIU) 

in 25 January, 2012 under the provision of Money Laundering Prevention Act, 2012. 

BFIU is the central agency of Bangladesh responsible for analyzing Suspicious 

Transaction Reports (STRs), Cash Transaction Reports (CTRs) & information related to 

money laundering (ML)/financing of terrorism (TF) received from reporting agencies & 

other sources and disseminating information/intelligence thereon to relevant law 

enforcement agencies.   

 

3.2 Domestic Regulation 

As part of Internal Control System (ICS), previously, there was a separate department, 

namely- evaluating the control activities of the bank. 

To assist the board in fulfilling its oversight responsibilities, Bangladesh Bank (BB) gave 

directives to all scheduled banks in 2002 to constitute audit committees of the board of 

directors (BB, 2002). Subsequently, BB has revised corporate governance guidelines in 
1

The Audit Committee of the Board (ACB) was entrusted to evaluate internal control 

environment, financial reporting system, performance of the internal and external audit, 

and moreover, to create a compliance culture in the bank. In 2006, Bangladesh Securities 

and Exchange Commission (BSEC) issued a notification for the companies listed on any 

stock exchange in Bangladesh (BSEC, 2006), which was amended in 2018 (BSEC, 2018). 

According to the notification and subsequent amendments, the listed companies should 

have an audit committee as a sub-committee of the board of directors to assist the board 

in ensuring that the financial statements reflect true and fair views of the state of affairs 

of the companies as well as a good monitoring system embedded within the business. 

 

 
1 BRPD Circular No. 11, dated October 27, 2013. 
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Bangladesh Bank issued a guideline on ICC along with a set of other core risk 

management practices in 2003 with a view to improving the risk management capacity 

of banks in a uniform manner. In 2016, BB has issued revised/modified some core risk 

management guidelines. Importance, definition, environment and objectives of internal 

control, responsibilities of board of directors, audit committee, and senior management 

are described in ICC guidelines. A separate organizational structure for internal control 

department has been suggested in this guideline. BB has emphasized on having policy 

guidelines in major areas of operations like credit policy manual, operations manual, 

finance and accounting manual, treasury manual, human resource and internal control 

guideline on Risk Based Capital Adequacy for banks (BB, 2010b). BB, in another 

guideline titled Risk Management Guidelines for Banks (BB, 2018), has given some 

guiding instructions about compliance risk management and internal control mechanism.  

 

A major addition by Bangladesh Bank in its regulations2 is the requirement of submitting 

a half-yearly report3 -Assessment Anti-

to be signed by the CEO and countersigned by the Chairman of the Audit Committee 

(BB, 2012). The report will have to be submitted to Department of Off-site Supervision 

(DOS) in a format prescribed by BB. The format was amended by adding one new column 

mention the implementat

to prepare a time-bound action plan for full implementation thereof duly approved by 

ACB. Taking punitive action for providing incorrect information is another new measure 

mentioned in the regulation. 

 

Moreover, Section 15 of Bank Company (Amendment Act, 2013) Act 1991 makes it 

mandatory for a bank to constitute an ACB and establish a sound ICS.  Section 39 of the 

same Act assigns the responsibility to the external auditors of assessing the adequacy of 

IC and risk management system in a bank. Furthermore, BB also conducts core risk 

inspection, including internal control and compliance, as a part of risk based inspection. 

Different ratings including the ICC rating assigned by the BB are reflected in CAMELS 

rating system of bank. 

 

Each bank is required to set up a Central Compliance Committee (CCC) and appoint a 

Chief Anti-Money Laundering Compliance Officer (CAMLCO)4. Besides, one Branch 

 
2DOS Circular Letter No.17, Dated 07-11-2012 
3 DOS Circular Letter No. 10, Dated May 9, 2017  
4BFIU Circular No. 10, dated December 28, 2014. 
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Anti-Money Laundering Compliance Officer (BAMLCO) must remain posted in each 

bank branch. The aforesaid circular covers the provisions regarding structure and 

responsibilities of CCC, monitoring transaction, Cash Transaction Report (CTR), 

Suspicious Transaction Report (STP), Self-Assessment (SA) and Independent Testing 

Procedures (ITP) and responsibilities of internal audit regarding the issues. As per the 

guidelines, internal audit team will audit branches on Anti-Money Laundering (AML) as 

a part of their regular program and bring additional 10 percent branch each year under 

AML audit. The copy of audit report along with an independent testing report scored with 

branch grading as per the prescribed format of BB must be submitted to the concerned 

branch and CCC. Internal audit will also be responsible to review the self-assessment 

report received from branches and if required will take immediate steps to inspect the 

branch. Besides, audit unit will inform any inconsistency found in the self-assessment 

report to CCC. On December 28, 2014 BB issued a circular letter regarding KYC 

procedure of the account opened before April 30, 20025. 

 

own guidelines6. In September, 2015 BB issued an updated Guideline for AML & 

Combating the Financing of Terrorism (CFT) compliance of banks and instructed them 

to prepare and execute their own guidelines by 31st October, 2016. Financial Institutions 

Division unde

Bangladesh notified Money Laundering Prevention Rules 2013 on January 29, 2014. BB 

issued another circular7 -banking and E-commerce return on 

monthly basis instea 8 regarding 

safety of bank branch and setting up a hotline with nearest police station (BB, 2015). 

 

3.3 International Regulation 

is effective from 

January 2017.  The standards mentioned that the purpose, authority, and responsibility of 

the internal audit activity must be formally defined in an internal audit charter which 

would be consistent with the mission of internal audit. The internal audit charter must be 

periodically reviewed by the chief audit executive and presented it to senior management 

and the board for approval. The standards also emphasis the knowledge, skills, and other 

competencies of internal auditors needed to perform their individual responsibilities. As 

 
5BFIU Circular Letter No. 05, dated December 28, 2014. 
6BFIU Circular Letter No. 01, dated January 08, 2015. 
7 SD Circular No. 01, dated April 13, 2015. 
8BRPD Circular Letter No. 06, dated April 22, 2015.  
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per IIA standards, the IA is considered as third line of defense. Diagram-3.1 depicts the 

role of IA in effective risk management and control.    

 

Diagram 3.1: Role of Internal Audit in Effective Risk Management and Control 

 

Source: Chartered Institute of Internal Auditors (2017) 

 

Apart from that, a code of ethics is necessary and appropriate for the profession of internal 

auditing, founded as it is on the trust placed in its objective assurance about governance, 

risk management, and control. Internal auditors are expected to apply and uphold the four 

principles. (i) Integrity-the integrity of internal auditors establishes trust and thus 

provides the basis for reliance on their judgment. (ii) Objectivity-Internal auditors 

exhibit the highest level of professional objectivity in gathering, evaluating, and 

communicating information about the activity or process being examined. (iii) 

Confidentiality-Internal auditors respect the value and ownership of information they 

receive and do not disclose information without appropriate authority unless there is a 

legal or professional obligation to do so. (iv) Competency Internal auditors apply the 

knowledge, skills, and experience needed in the performance of internal audit services 

(The Institute of Intern . 

 

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) has 

issued a revised version of Enterprise Risk Management Integrated Framework in 2018. 

The framework is widely used by management to 

manage uncertainty and to consider how much risk to accept as it strives to increase value. 

Appendix-III summarizes 20 principles organized into 5 interrelated components.   
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The COSO released its original integrated framework on internal control in 1992. 

Subsequently, it presented the updated Internal Control  Integrated Framework in 

September 2012. Along with others, the framework covers definition, objectives, 

components and principles of IC. It also covers the role and responsibilities of BoD, 

senior management, other management and personnel, internal auditors, independent 

auditors, other professional organization and educators for proper implementation of 

effective ICS in an entity.  

 

The Basel Committee on Banking Supervision (BCBS) is the global standard-setter for 

the prudential regulation of banks and provides a forum for cooperation on banking 

supervisory matters. The BCBS issued two major guidelines in the areas of internal 

control and internal audit. Besides, BCBS issued the Review of the Principles for Sound 

Management of Operational Risk and a consultative document for comments on 

Corporate Governance Principles for banks in October 2014. Internal auditors must work 

independently with integrity and each bank should have a permanent internal audit 

channels are presented in Diagram 3.2.  

 

Diagram 3.2:  

Source: BIS (2012) 

 

The BCBS has issued a Framework for Internal Control Systems in Banking 

Organizations in 1998, as a part of its on-going efforts to address bank supervisory issues. 

Appendix IV depicts principles for the assessment of ICS whereas corporate governance 

principles are summarized in Appendix V and BASEL principles on IA in Appendix-VI.  

 

Accounting and Auditing Organization for Islamic Financial Institutions (AAOIFI), 

established in 1991 and based in Bahrain, is the leading international not-for-profit 
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organization for development and issuance of standards for the global Islamic finance 

industry. Along with others, seven governance standards for Islamic Financial 

Institutions (IFIs) has been developed by AAOIFI. These are   (i) Sharia Supervisory 

Board: Appointment, Composition, Report; (ii) Sharia Review; (iii) Internal Sharia 

Review; (iv) Audit & Governance Committee for IFIs; (v) Independence of Sharia 

Supervisory Board; (vi) Statement on Governance Principles and Disclosure for IFIs; and 

(vii) Corporate Social Responsibility Conduct and Disclosure for IFIs. Islamic Financial 

Services Board (IFSB) is an international standard-setting organization which was 

officially inaugurated on 3 November 2002 and started operations on 10 March 2003. 

The organization promotes and enhances the soundness and stability of the Islamic 

financial services industry by issuing global prudential standards and guiding principles 

for the industry. The IFSB has developed nine guiding principles.  

 

Besides these international regulations there are some international regulatory bodies for 

auditing. The IFIAR provides a forum for regulators to share knowledge of the audit 

market and share the practical experience gained from their independent audit regulatory 

activity. The International Organization of Supreme Audit Institutions (INTOSAI) is a 

worldwide affiliation of governmental entities. The INTOSAI issues some standards. 

Furthermore, the International Ethics Standards Board for Accountants (IESBA) is an 

independent standard-setting body that serves the public interest by setting robust, 

internationally appropriate ethics standards, including auditor independence 

requirements, for professional accountants worldwide. Moreover, The PCAOB has been 

established in 2007 to provide an opportunity to learn about approaches to protect the 

interests of investors and increase the quality of audits. Likewise, the ISACA is a pace-

setting global organization for information governance, control, and security and audit 

professionals. 
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IV Findings and Analysis of ICCD Activities 

4.1 Overall Status of ICCD 

Bangladesh Bank (BB) conducts risk-based inspection of all scheduled banks to evaluate 

the status of defined core risks of the banking industry and ICC is one of the areas. Table 

4.1 presents summary of CAMELS and ICC rating assessed by BB. As per the table, only 

in ICC in 2018 however, none got such rating in 

CAMELS. In , four more banks have been added in ICC rating of 

2018 as compared to that of 2017. On the other hand, status considering CAMELS of six 

banks has been deteriorated in 2018 from 2017. It is evidenced that overall quality of ICS 

of the banking industry of Bangladesh is not up to the mark.  

 

Table 4.1: CAMELS and ICC rating of scheduled banks 

Rating 

No. of Banks in 2017 

(December) 

No. of Banks in 2018  

(June) 

CAMELS ICC CAMELS ICC 

1 Strong - 1 - 1 

2 Satisfactory 40 18 34 22 

3 Fair 09 26 13 21 

4 Marginal 07 10 09 13 

5 Unsatisfactory 01 1 01 0 

Total 57 
56 (Except 

Shimanto Bank) 
57 57 

Source: Bangladesh Bank 

 

Table 4.2 depicts present scenario of the banking industry of Bangladesh about the head 

of ICCD and his assigned portfolio. It is observed that all banks have their audit 

committee of boards, where independ directors are assigned as chairmen. Now, banking 

industry of Bangladesh has established separate ICCD assigning separate executive as 

head. However, about 25 percent banks have assigned them some other duties in addition 

to ICCD. It is evidenced that most of the banks do not have specific policy for head of 

the department regarding academic qualification, experience, expertize and tenure. 

Considering three years as an average tenure, about 20 percent banks have transferred the 

head of ICCD prior to completion of the tenure.   
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Table 4.2: The head of ICCD and his portfolio (% of banks) 

S/N Aspects 2017 2018 

1.  Banks having independent director as chairman Audit Committee of 

Board (ACB) 

100 100 

2.  Banks having separate executive assigned as the head of ICCD 100 100 

3.  Does the head of ICCD perform any operational duties for the 

banks or its affiliates? 

24.29 23.64 

4.  Is there any stated 

policy for the post of ICCD 

head?  

Academic/Professional Degree N/A 14.29 

Year of banking experience N/A 19.05 

Area of working experience N/A 19.05 

5.  

head?  

N/A 5.00 

6.  Is there any instance of transferring ICCD head before the 

completion of tenure in last 5 years? 

21.74 19.05 

Source: Survey data 

 

It is evidenced from Table 4.3 that about , ICCD 

heads and IA heads have academic/professional degree closely related to audit activities. 

According to the BB regulations, the rank of the ICCD head must not be lower than two 

steps immediate below the CEO. However, about 50 percent banks have failed to do so. 

Most of the audit, monitoring and compliance heads do not have relevant 

academic/professional degree and a significant portion of banks have professionals as 

heads of three units under ICCD who ranked more than 5 steps below the CEO. 

 

Table 4.3: Degree and rank of the chairman and head of the committee/ department/ unit 

S/N Aspect Option 
Bank 

(%) 

1.  Degree of the Chairman of ACB Degree*                     40 

2.  Degree and Rank of the head of 

ICCD                              

   

Degree* 40 

Rank       1/2 steps immediate below 

CEO 

48 

3 steps immediate below 

CEO 

16 

4 steps immediate below 

CEO 

24 

More than 4 steps 12 

3.  Degree and Rank of the head of 

Internal Audit                              

   

Degree* 39 

Rank       3 steps immediate below 

CEO 

20 
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4 steps immediate below 

CEO 

16 

5 steps immediate below 

CEO 

16 

More than 5 steps 48 

4.  Degree and Rank of the head of 

Monitoring Unit                              

   

Degree* 18 

Rank     3 steps immediate below 

CEO 

16 

4 steps immediate below 

CEO 

8 

5 steps immediate below 

CEO 

12 

More than 5 steps 64 

5.  Degree and Rank of the head of 

Compliance Unit                              

   

Degree* 24 

Rank       3 steps immediate below 

CEO 

20 

4 steps immediate below 

CEO 

8 

5 steps immediate below 

CEO 

16 

More than 5 steps 56 

*Academic/professional degree (closely related with audit activities) of the 

chairman/executives 

Source: Kibria, et al. (2018) 

 

Table 4.4 presents information related with formation of Senior Management Team 

(SMT). The BB asked every bank to constitute SMT. Previously, banks were asked to 

formulate Management Committee (MANCOM). Complying with this requirement, all 

banks have established either SMT or MANCOM. Moreover, more than 50 percent banks 

have the both, SMT and MANCOM.  

 

Table 4.4: Formation of Senior Management Team (SMT) by Banks (%) 

S/N Aspect 2017 2018 

1 Banks having either SMT or MANCOM in 2018 100 100 

2 Banks having both SMT and MANCOM in 2018 40.00 55.56 

Source: Survey data 

 

It is expected that the effectiveness of ICS of a bank will be evaluated by someone in a 

systematic way at certain interval. Table 4.5 depicts status of the evaluation. In most of 

the cases, BoD conducts review meeting about the effectiveness of ICS and report the 
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status to the shareholders. However, there is a scope for improvement by implementing 

systematic evaluation mechanism.   

 

Table 4.5: Effectiveness of ICS and Submission of Summary Audit Findings 

S/N Aspect 2017 2018 

1.  Did BoD conduct review meeting about the effectiveness of 

internal control system?  

86.21 80.95 

2.  Was there any meeting among BoD, Internal Audit and External 

Audit? 

N/A 71.43 

3.  Was there any meeting among ACB, Internal Audit and External 

Audit? 

N/A 80.95 

4.  Was there any meeting among BoD, SMT/MANCOM, Internal 

Audit, etc.? 

N/A 47.62 

5.  Was there any meeting among ACB, SMT/MANCOM, Internal 

Audit, etc.? 

N/A 47.62 

6.  Did SMT/ MANCOM review the effectiveness ICS?   N/A 80.00 

7.  Did SMT/ MANCOM certify to the BoD on effectiveness of ICS? N/A 80.00 

8.  Did ACB submit any quarterly report on compliance of 

recommendations given by the different audits to the BOD? 

N/A 71.43 

9.  Did the BoD/ACB give any specific instruction to SMT/ 

MANCOM based on IA report? 

N/A 68.42 

10.  Did the BoD/ACB give any specific instruction to the head of IA 

based on IA report? 

N/A 68.42 

Source: Survey data 
 

For smooth functioning of ICCD, deployment of an adequate number of manpower is a 

prerequisite. On an average, the banking sector deploys 2.34 percent of its total executives 

in the ICCD in 2018, which was 1.25 percent in the previous year (Table 4.6). The 

average number of branches per audit team for the year 2017 and 2018 are 21.84 and 

17.47, respectively.  

 

Table 4.6: Manpower Strength of ICCD of Banks in Bangladesh 

S/N Indicators 2017 2018 

1. Manpower of ICCD as percentage of total employees of bank (%) 1.25 2.34 

2. Average Number of bank-branch per audit team (No.) 21.84 17.47 

3. Average Number of bank-branch per employee of ICCD (No.) 4.10 3.58 

Source: Survey data 

 

Table 4.7 shows the manpower composition of ICCD regarding academic profile.              

In 2018, about 23 percent employees of ICCD have accountancy professional degree 
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whereas 44 percent have business education. However, many executives are working in 

ICCD without having such academic profile. The manpower composition is also depicted 

in Graph 4.1.   

 

Table 4.7: Manpower Composition of ICCD  Academic Profile (%)

S/N Aspect 2017 2018 

1. Employees of ICCD having accountancy professional degree   19 23 

2. Employees of ICCD having business education degree (other 

than 1)    

53 44 

3. Others (other than 1 and 2) 28 33 

Source: Survey data 

 

Graph 4.1: Manpower Composition of ICCD  Academic Profile (%) 

 

Source: Survey data 

 

Hands-on banking experience may provide comfort to the executive working in ICCD. 

Table 4.8 presents the status of manpower composition of ICCD based on banking 

experience. It is a matter of satisfaction that more than half of the executives have 5-15 

years of banking experience, which was 35 percent in the previous year. Moreover, about 

20 percent employees of ICCD have more than 20 years of experience in the period and 

very few number of officers have less than 1 year banking experience. 
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Professional 
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Table 4.8: Manpower Composition of ICCD -Banking Experience (%) 

S/N Aspect 2017 2018 

1 Employees of ICCD having more than 20 years of experience   10 19 

2 Employees of ICCD having 15 to less than 20 years of 

experience   

21 12 

3 Employees of ICCD having 5 to less than 15 years of experience   35 51 

4 Employees of ICCD having 1 to less than 5 years of experience   15 17 

5 Employees of ICCD having less than 1 of banking experience  19 1 

Source: Survey data 

 

Graph 4.2 presents the allocation of manpower among three units of ICCD i.e. audit, 

monitoring and compliance units. It is observed that 46 percent of the ICCD employees 

remained involved with the audit and inspection unit in 2018, which was 62 percent in 

2017. The proportions of manpower in monitoring and compliance units have been 

increased in 2018 as compared to that of 2017.  

 

Graph 4.2: Manpower Distribution in Different Units of ICCD (%) 

 
Source: Survey data 

 

Table 4.9 depicts that about 74 percent of the executives of ICCD have received training 

in 2018 i.e., 26 percent of executives did not get any training in this year. More on that, 

few executives got foreign training. It is evidenced that ICCD has the authority in 

arranging training programs for its employees in about 65 percent of the total banks in 

Bangladesh which was about 58 percent in 2017.   
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Table 4.9: Executives of ICCD Receiving Training (%) 

S/N Aspect 2017 2018 

1. Executives not receiving any training 15.85 26 

2. Executives getting training once in a year 26.44 35 

3. Executives getting training twice in a year 8.14 21 

4. Executives getting training more than twice in a year 11.35 17 

5. Executives getting foreign training 0.62 0.57 

6. ICCD having authority in arranging training program for 

its own employees (as % of total banks) 

57.69 64.70 

Source: Survey data 

 

As per requirements of BB, all bank-branch officials should avail consecutive 15 days 

leave in each year. This provision will also be applicable to the executives working in 

ICCD according to the ICC guidelines. About 90 banks have this type of leave provision 

for the employees of ICCD and others in 2018 (Table 4.10). Though there is a provision 

of such leave, it has not been possible to ensure the enjoyment of such leave in all the 

times due to lack of sufficient manpower.  

 

Table 4.10: Provision for Mandatory Leave in Banks (% of Banks) 

S/N Aspect Option 2017 2018 

1.   
Banks having mandatory leave provision for the 

employees other than ICCD of the bank 

Every year 80.77 90.00 

Every two years 19.23 5.00 

No provision 0 5.00 

2.   
Banks having mandatory leave provision for the 

employees working in ICCD of the bank 

Every year 73.08 90.00 

Every two years 3.85 0 

No provision 3.85 10.00 

3.  

 

Banks opining mandatory leave provisions as 

equally important for executives working in any 

unit of the bank 

Yes 89.66 90.47 

No 10.34 9.53 

4.   
Employees enjoying mandatory leave fully who 

were eligible in the year (as perceived by ICCD) 

More than 90% 34.62 30.00 

81%-90% 3.85 5.00 

71%-80% 3.85 15.00 

Below 71% 57.69 50.00 

5.  Banks having separate provision for recreation 

leave 

Yes 21 9 

No 79 91 

Source: Survey data 

 

As per regulation of BB, banks should practice job rotation of the employees. Table 4.11 

represents a summary of job rotation system in banks. It is evidenced that most of the 

banks have such policy. Howwever, it has not been possible to comply in all the cases.  
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Table 4.11: Provision for Job Rotation in Banks (% of Banks) 

S/N Aspect 2017 2018 

1. Bank having job rotation policy for the employees other than ICCD of 

the bank 

82.76 80.95 

2. Banks having job rotation policy for the employees working in ICCD 

of the bank 

79.31 80.95 

3. Banks opining job rotation provisions as equally 

important for executives working in any unit of the 

bank 

Yes 50 90 

No 50 10 

4. 

Banks able to implement the job rotation provision 

(as perceived by ICCD/IA)  

 

More than 90% 3.70 14.29 

81%-90% 22.22 9.52 

71%-80% 14.81 23.81 

Below 71% 51.85 52.38 

Source: Survey data 
 

Table 4.12 summarizes the status of reviewing banking manuals as required by 

Bangladesh Bank. In 2016, BB has issued updated version of some core risk management 

guidelines, including ICC. It is expected that banks will revise their manuals accordingly. 

It nice to see that most of the banks have updated their operational manual in last year 

years. However, few banks are lagging behind in this regard.  
 

Table 4.12: Status of Reviewing Banking Manual/Guidelines for the Last Time 

(% of Banks) 

S/N Name of Manual 
Last Three Years  

(2016 of After) 
Before 2016 

1.  Credit Policy Manual 90 10 

2.  Operational Manual 67 33 

3.  Finance and Accounting Manual 45 55 

4.  Treasury Manual 90 10 

5.  HR Policy Manual 70 30 

6.  ICC Manual 95 5 

7.  ICT Security Policy 95 1 

8.  FOREX Manual 70 30 

Source: Survey data 
 

Perception of ICCD regarding its target is summarized in Table 4.13. The heads of ICCD 

of 65 percent banks opine that they have some other target in addition to completion of 

the annual audit plan. In line with this, most of them believe that minimizing misdeeds 

and lapses, ensuring quality of assets, etc. may be targets of ICCD. As per the table, it is 

proved that ICCD heads are not fully satisfied with their own performance towards 

achieving these targets. They believe that they might do few other things for adding value 
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Table 4.13: Perception of ICCD Regarding its Target (%) 

S/N Aspect 2017 2018 

1. Does ICCD have any target other than completing audit plan? 57.14 65.00 

2. Does ICCD think that minimizing irregularities/mistake should be a 

target of it? 

82.14 75.00 

3. Satisfaction level of ICCD to keep the extent of irregularities within 

tolerance level in the bank. 

66.24 69.00 

4. Does ICCD think that minimizing fraud should be a target of it? 85.71 75.00 

5. Satisfaction level of ICCD to keep the extent of fraud committed within 

tolerance level in the bank.  

73.38 83.16 

6. Does ICCD think that minimizing lapses in documentation should be a 

target of it? 

82.14 75.00 

7. Satisfaction level of ICCD to keep the extent of documentation lapses 

within tolerance level in the bank. 

70.59 83.00 

8. Does ICCD think that ensuring proper credit appraisal should be a target 

of it? 

59.26 65.00 

9. Satisfaction level of ICCD with the credit appraisal process followed by 

the bank. 

66.86 79.74 

10. Does ICCD think that ensuring proper credit approval should be a target 

of it? 

62.96 65.00 

11. Satisfaction level of ICCD with the credit approval process followed by 

the bank 

65.83 81.26 

12. Does ICCD have any role in minimizing NPL? 81.48 68.42 

13. Satisfaction level of ICCD with the NPL position of the bank?  59.31 64.65 

14. Does ICCD think that ensuring proper posting of executives should be 

a target of it? 

55.56 76.58 

15. Satisfaction level of ICCD with the placement approach followed by the 

bank  

54.86 65.00 

16. Does ICCD think that minimizing customer complaints should be a 

target of it? 

80.77 70.00 

17. Satisfaction level of ICCD with the magnitude of complaints raised by 

customers against the bank.  

73.55 82.58 

Source: Survey data 

 

For achieving objectives of ICCD, concerned authorities should provide support to act 

independently, and it is also perceived by almost all of the heads of ICCD as shown in 

Table 4.14. However, all of them are not independent in true sense for discharging duties 

and responsibilities. They do not think that the activities of ICCD should be controlled 

and evaluated by CEO. For getting desired output, the ICCD expects more supports from 

the concerned BoD, ACB, SMT, CEO and regulators.  
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Table 4.14: Perception of ICCD Regarding its Independence (% of Banks) 

S/N Components 2017 2018 

1. Do you think that ICCD should be independent from management? 100 100 

2. Is ICCD fully independent for discharging its duties/responsibilities? 27.93 56.82 

3. Do you think that activities of ICCD should be controlled and 

evaluated by CEO? 

13.14 28.57 

4. Is ICCD satisfied with support provided by the BoD? 83.31 82.75 

5. Is ICCD satisfied with support provided by the ACB? 84.00 82.75 

6. Is ICCD satisfied with support provided by the CEO/SMT? 80.17 80.95 

7. Is ICCD satisfied with support provided by the BB? 89.66 88.86 

8. Are all recommendations made by ICCD time bound for 

implementation? 

N/A 80.95 

9. In how many cases ICCD can enforce the compliance 

with the recommendations made by ICCD? 

(91-100) % 50.00 52.63 

(81-90) % 34.62 42.11 

(71-80) % 15.38 5.26 

10. Is there any instance in your bank that any decision of ACB was not 

implemented by the bank management? 
10.34 18.18 

Source: Survey data 

 

COSO set out 17 principles for internal control in its guidelines on Internal Control  

Integrated Framework which has also been adopted in BB guidelines. The study has 

conducted a perception survey on the compliance status of these principles in the banking 

industry of Bangladesh, and a summary is portrayed in Table 4.15. As per their opinions, 

most of the principles are not adhered to in our banking sector. However, no bank thinks 

that these were overlooked. 

 

Table 4.15: Perception of the head of ICCD regarding compliance with the principles of 
internal control as mentioned in ICC Guidelines 2016 (% of banks) 

[1=Fully Compliant; 2=Reasonably Compliant; 3=Partially Compliant; 4=Not Compliant; and 5=No Comment] 

S/N Components and Principles of Internal Control 
Option in 2017 Option in 2018 

1 2 3 4 5 1 2 3 4 5 

A Control Environment           

1.  The bank demonstrates a commitment to integrity 
and ethical values. 

82 11 7 0 0 71 24 0 5 0 

2.  The board of directors demonstrates independence 
from management and exercises oversight of the 
development and performance of internal control. 

68 21 11 0 0 55 30 15 0 0 

3.  Management establishes, with board oversight, 
structures, reporting lines, and appropriate 
authorities and responsibilities the pursuit of 
objectives. 

69 28 3 0 0 62 33 5 0 0 

4.  The bank demonstrates a commitment to attract, 
develop, and retain competent individuals in 
alignment with objectives. 

48 41 11 0 0 27 59 14 0 0 
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Table 4.15: Perception of the head of ICCD regarding compliance with the principles of 
internal control as mentioned in ICC Guidelines 2016 (% of banks) 

[1=Fully Compliant; 2=Reasonably Compliant; 3=Partially Compliant; 4=Not Compliant; and 5=No Comment] 

S/N Components and Principles of Internal Control 
Option in 2017 Option in 2018 

1 2 3 4 5 1 2 3 4 5 

5.  The bank holds individuals accountable for their 
internal control responsibilities in pursuit of 
objectives. 

48 38 14 0 0 36 55 9 0 0 

B Risk Assessment           

6.  The bank specifies objectives with sufficient 
clarity to enable the identification and assessment 
of risks relating to objectives. 

35 48 17 0 0 41 41 18 0 0 

7.  The bank identifies risks to the achievement of its 
objectives across the bank and analyzes risks as a 
basis for determining how the risks should be 
managed. 

48 35 17 0 0 38 48 14 0 0 

8.  The bank considers the potential for fraud in 
assessing risks to the achievement of objectives. 

52 38 10 0 0 48 48 4 0 0 

9.  The bank identifies and assesses changes that 
could significantly impact the system of internal 
control. 

43 43 14 0 0 38 48 14 0 0 

C Control Activities           

10.  The bank selects and develops control activities 
that contribute to the mitigation of risks to the 
achievement of objectives to acceptable levels. 

48 48 4 0 0 38 57 5 0 0 

11.  The bank selects and develops general control 
activities over technology to support the 
achievement of objectives. 

48 45 7 0 0 38 57 5 0 0 

12.  The bank deploys control activities through 
policies that establish what is expected and 
procedures that put policies into action. 

52 45 3 0 0 38 52 10 0 0 

D Information and Communication           

13.  The bank obtains or generates and uses relevant, 
quality information to support the functioning of 
internal control. 

52 35 13 0 0 52 38 10 0 0 

14.  The bank internally communicates information, 
including objectives and responsibilities for 
internal control, necessary to support the 
functioning of internal control. 

48 48 4 0 0 52 38 10 0 0 

15.  The bank communicates with external parties 
regarding matters affecting the functioning of 
internal control. 

31 55 7 0 7 24 57 10 4 5 

E Monitoring Activities           

16.  The bank selects, develops, and performs ongoing 
and/or separate evaluations to ascertain whether 
the components of internal control are present and 
functioning. 

38 45 17 0 0 38 52 10 0 0 

17.  The bank evaluates and communicates internal 
control deficiencies promptly to those parties 
responsible for taking corrective action, including 
senior management and the Board of Directors, as 
appropriate. 

48 45 7 0 0 47 48 5 0 0 

Source: Survey data 
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Achievement of objectives of ICS as opined by the ICCD in banks is depicted in Table 

4.16. There are three objectives of ICS and majority of the banks have achieved above 

90 percent of their objectives. Though, this status is, to some extent, contradictory with 

BB rating on ICC.    
  

Table 4.16: Achievement of Objectives of ICS of Bank (% of Banks) 

% of 

Achievement 

Operations Objective Reporting Objective  
Compliance 

Objective  

2017 2018 2017 2018 2017 2018 

Above 90% 48.28 47.62 62.07 71.43 51.72 57.14 

81% - 90% 37.93 33.33 31.03 19.05 37.93 28.57 

71% - 80% 13.79 19.05 6.90 9.52 10.34 14.29 

Below 71% 0 0 0 0 0 0 

Source: Survey data 
 

Table 4.17 shows the achievement of objectives of three units of ICCD. Out of three units 

of ICCD, monitoring unit is lagging behind of others. However, by using ICT 

infrastructure, banks may oversee most of their operations in real time that may minimize 

time lag between occurrence and audit.  
 

Table 4.17: Achievement of Objectives of Different Units of ICCD (% of Banks) 

% of 

Achievement 

Audit Unit Monitoring Unit Compliance Unit 

2017 2018 2017 2018 2017 2018 

Above 90% 75.86 80.95 39.29 42.85 48.28 47.62 

81% - 90% 17.24 14.29 53.57 42.86 44.83 38.09 

71% - 80% 6.90 4.76 7.14 4.76 6.90 14.29 

Below 71% 0 0 0 9.53 0 0 

Source: Survey data 
 

Banks are required to prepare annual health report according to BB guidelines. Table 4.18 

depicts that most of the banks are now preparing annual health report as per the revised 

guidelines. Moreover, 50 percent of the banks customized the reports considering their 

own business features. Generally, the monitoring unit prepares the report with the help 

of audit and other units.  
 

Table 4.18: Health Report of the Banks (% of banks) 

S/N Aspect 2017 2018 

1.  Preparation of annual health report of the bank by ICCD 55.17 86 

2.  Submission of annual health report to BB N/A 86 

3.  Customization of health report by banks 74.07 50 

4.  Unit of ICCD preparing the health report 

Audit 11.54 5 

Monitoring 80.77 90 

Compliance 7.69 5 

Source: Survey data 
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As per requirements of the Bank Companies Act 1991, external auditors are supposed to 

make independent observations on IA, IC and risk management of banks and to provide 

recommendations, if necessary. Box 4.1 summarizes some examples of statutory 

of statements have been found irrespective of 

generation and name of audit firms. So it is difficult for the external users to understand 

the true picture of the internal control system of a specific bank. 

 

Box 4.1: Examples of Opinions given by External Auditors on ICS 

A state-owned commercial bank:  Internal audit, internal control and risk management 

arrangements of the bank as disclosed in notes appeared to be materially adequate. 

A specialized bank: Internal audit, internal control and risk management arrangements of the 

bank as disclosed in notes of the financial statements appeared to be materially adequate. 

A private commercial bank perceived as strong: Internal audit, internal control and risk 

management arrangements of the bank as disclosed in notes of the financial statements 

appeared to be materially adequate. 

A private commercial bank perceived as weak: Internal audit, internal control and risk 

management arrangements of the group and the bank as disclosed in notes appeared to be 

adequate with immaterial control deficiencies. 

An Islamic bank viewed as strong: Internal audit, internal control and risk management 

arrangements of the group and the bank as disclosed in notes appeared to be adequate. 

An Islamic bank viewed as weak: Internal audit, internal control and risk management 

arrangements of the bank appeared to be materially adequate. 

A newly established bank viewed as strong: Internal audit, internal control and risk 

management arrangements of the bank as disclosed in notes of the financial statements 

appeared to be materially adequate. 

A newly established bank viewed as weak: This includes the design, implementation and 

maintenance of internal control relevant to the preparation and fair presentation of financial 

statements that are free from material misstatement, whether due to fraud or error.  

Source: Annual Reports of Concerned Banks 

 

Box 4.2 depicts some initiatives taken by banks for strengthening ICS. Revision of ICC 

policy, introduction of risk-based audit, deployment of efficient human resources in 

ICCD and more use of ICT infrastructure are few of the noticeable initiatives taken by 

banks in last few years. 
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Box 4.2: Examples of some Changes of ICS in Banks that have taken place in 

last few years 

Issue  

Policy issues of ICS Policy guidelines have been revised in recent years 

Operation procedures of ICCD Risk-based internal audit has been introduced 

Use of ICT in  the activities of 

ICCD 

More use of ICT infrastructure even development of 

specialized software 

Manpower planning of ICCD Professional, efficient and skilled manpower have been 

deployed in ICCD 

Allocation of manpower Proportion of manpower has been shifted from IA to two 

other units  

Nature of surveillance  Frequency of on-site audit and off-site surveillance have 

been increased 

Functional autonomy of ICCD There are no significant changes in functional autonomy of 

ICCD 

Source: Survey data 

 

Examples of some barriers to improve ICS in the banking industry of Bangladesh have 

been portrayed in Box 4.3. Most of the cases, banks have put forwarded their opinions in 

this year as similar to the previous year. Lack of good intention of owner and top 

management, good governance, adequate number of skilled manpower with high ethical 

values and integrated approach have been considered as fundamental barriers.   

 

Box 4.3: Examples of some Barriers to Improve ICS in Banks 

1. Lack of good intention of BoD and senior management to make an independent 

and strong ICCD 

2. Lack of good governance in the banking industry of Bangladesh 

3. Lack of integrated ICCD with on-site, off-site and follow-up units 

4. Lack of adequate number of skilled manpower with high ethical values 

5. Lack of integrated efforts by different stakeholders  

Source: Survey data 

 

4.2 Audit and Inspection Related Activities of ICCD  

Internal Audit (IA) is an important organ of ICCD for onsite verification. In addition to 

physical verification of operational procedures for minimizing lapses, it evaluate the 

effectiveness of control mechanism. Table 4.19 illustrates that all banks have their 

separate audit and inspection unit along with an executive assigned as head of the unit. 

Most of the banks are not fully satisfied with the number of manpower deployed in this 

unit. Besides, they expect more qualified human resources for the unit. About three-fourth 
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of the banks believe that activities of IA should be appraised by ACB instead of 

MD/CEO. More than 30 heads of IA do not feel comfort to communicate directly with 

ACB without any involvement of the head of ICCD.  In all times, it was possible for audit 

unit to evaluate the self-assessment report thoroughly. Moreover, they feel doubt about 

the assessment done by the concerned branch. Some banks conduct internal audit in a 

branch after changing the manager.   

 

Table 4.19: General Information Regarding Audit and Inspection Unit of 

ICCD (% of Banks) 

Aspect Option 2017 2018 

1. Do you have separate Audit and Inspection unit? Yes 100 100 

2. Did you assigned separate executive as head of the 

unit 

Yes 100 100 

3. Satisfaction level about adequate number of 

manpower in this unit 

a. (91-100)%  

79 

30 

b. (81-90)%  20 

c. (71-80)%  35 

d. Below 70% 15 

4. Satisfaction level about the quality of manpower in 

this unit 

a. (91-100)% 

83 

35 

b. (81-90)%  40 

c. (71-80)% 20 

d. Below 70% 5 

5. Do you think that the head of this unit should be 

appraised by the ACB? 

Yes 76 76 

6. Does audit unit feel comfort to report ACB directly 

without involvement of the head of ICCD? 

Yes 64 67 

7. No. of audit teams in this unit   Max No.: 20 66 

Min No.: 2 2 

8. Average number of manpower in each team  No.: 3 3 

9. Is there any incentive for audit team members? Yes  33 33 

10. Range of daily allowance for the audit team 

member  

Max. Tk.: 10000 7000 

Min. Tk.: 400 1050 

11. Satisfaction level about delegated authority to 

perform duties 

a. (91-100)%  

85 

63 

b. (81-90)% 32 

c. (71-80)% 5 

d. Below 70% 0 

12. Does audit team conduct surprise inspection based 

on findings of monitoring unit? 

Yes 86 100 

13. Does the audit team evaluate the service quality of 

the branch? 

Yes 97 100 

a. (91-100)%  88 90 
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Table 4.19: General Information Regarding Audit and Inspection Unit of 

ICCD (% of Banks) 

Aspect Option 2017 2018 

14. How many cases audit team has conducted an 

independent testing on the anti-money laundering 

and prevention of terrorist financing preparation of 

the branch?  

b. (81-90)% 10 

c. (71-80)% 0 

d. Below 70% 0 

15. How many cases audit team has received the self-

assessment report on anti-money laundering and 

prevention of terrorist financing on due time from 

the branch? (within next 15 days after six-month 

period) 

a. (91-100)%  

83 

20 

b. (81-90)% 64 

c. (71-80) % 16 

d. Below 70% 0 

16. To what extent, it was possible for audit unit to 

evaluate the self-assessment report thoroughly?  

a. (91-100)%  

86 

16 

b. (81-90)% 65 

c. (71-80)% 19 

d. Below 70% 0 

17. As per evaluation of audit unit, to what extent the 

self-assessment report show true picture? 

a. (91-100)%  

81 

10 

b. (81-90)% 10 

c. (71-80)% 80 

d. Below 70% 0 

18. How many cases, audit team has conducted 

surprise/immediate audit/inspection if any ML/TF 

risk of a branch is identified through evaluation of 

report?   

a. (91-100)%  

50 

13 

b. (81-90)% 42 

c. (71-80)% 35 

d. Below 70% 10 

19. Did audit team report the status of due and availed 

mandatory leave by the branch employee? 

Yes  66 76 

20. Did audit team report the status of job 

rotation/transfer/posting of the branch employee? 

Yes  86 90 

21. How many cases, audit unit has conducted 

audit/inspection after the branch manager is 

transferred in the year?   

a. (91-100)%  

44 

13 

b. (81-90)% 23 

c. (71-80)% 10 

d. Below 70% 54 

22. Have lapses been categorized as given in BB 

guidelines on ICC in the year?  

Yes 10 90 

Source: Survey data 

 

Table 4.20 shows the variations across the banks relating to formulation and 

implementation of audit plan and changes thereof in between current and previous year. 

The majority of the banks have prepared their audit plan in the preceding year of audit, 

and at the same time, 90 percent banks have prepared their audit plan for a year. All banks 
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are now conducting RBIA. There are few banks who have failed to implement annual 

audit plan fully.  

 

Table 4.20: Internal audit plan of audit and inspection unit (% of banks) 

S/N Aspect of Audit Plan Option 2017 2018 

1. Time of preparation of audit plan 
In previous year 90.25 78 

In current year 9.75 22 

2. Duration of  audit plan 
Yearly 100 90 

Other 0 10 

3. Risk-based audit plan 
Yes 95.36 100 

No 4.64 0 

4. Format of branch audit rating 
As given by BB 54.43 33 

Customized 45.47 67 

5. Implementation status of audit plan  

(91-100) % 89.66 86 

(81-90) % 10.34 14 

(71-80) % 0 0 

Below 70% 0 0 

Source: Survey data 

 

Most of the banks have devised a prescribed format of audit report based on BB 

instructions (Table 4.21). About 90 percent banks have adopted the format given by BB.  

An average number of days required to prepare individual audit report is 7 days in both 

the years.  

 

Table 4.21: Audit Report on Internal Audit 

S/N Aspect 2017 2018 

1. Banks devising prescribed format of audit report (% of banks) 96.55 95 

2. Banks with similar format of audit report as to the format 

given in BB Guidelines on ICC 2016 (% of banks) 

70.37 91 

3. Average time taken audit team to prepare individual audit 

report (days) 

7.11 
7 

Source: Survey data 
 

It is desirable that all of the division of banks will be audited by internal audit of ICCD. 

Table 4.22 shows the status of different departments of head office that are brought under 

internal audit across the banks. From the summary, it is evidenced that a good number of 

banks conduct an audit for most of the head office divisions/departments.  
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Table 4.22: Divisions/ Departments of Head Office Audited by IA (% of Banks) 

S/N Name of Division 2017 2018 

1.  Board Division 44.83 21 

2.  Treasury 86.21 90 

3.  Human Resource Division 62.07 70 

4.  Risk Management Unit 58.62 65 

5.  Credit Risk Management Division 71.43 75 

6.  Finance and Accounting Division 86.21 80 

7.  International Division 72.41 74 

8.  IT Division 79.31 85 

Source: Survey data 

 

Identification of banking risk is a prerequisite for risk management. One of the main 

objectives of ICCD is to alleviate different types of banking risk. Table 4.23 displays the 

most of the cases an audit team identifies banking risk for each branch and this process 

helps banks to measure overall risks of the bank for the purpose of capital adequacy.  

 

Table 4.23: Identifying Core Risk Management Status of the Audited Branch (% of Banks) 

S/N Core Risk Area 2017 2018 

1.  Credit Risk Management  77.78 75 

2.  Asset-Liability Risk Management  74.07 63 

3.  Foreign Exchange Risk Management  77.78 74 

4.  Internal Control and Compliance Risk  74.07 74 

5.  Money Laundering Risk  77.78 80 

6.  Information and Communication Risk  74.07 60 

Source: Survey data 

 

Generally, it is perceived that there is no direct impact of IA on the financial performance 

of banks. However, IA may play positive role in sustainable growth of a bank. On the 

other hand, banks have to incur cost for performing internal activities. Therefore, impact 

of internal audit on performance of banks has been reviewed. Table 4.24 shows the 

collective response of banks on various issues relating to impact of internal audit on banks 

performance. However, 18 percent banks believe that IA may also have some negative 

impact. All banks think that there is a positive relation between quality of IA and bank 

performance. However, 20 percent banks think that a strong IA may also have some 

negative impact on bank performance. Most of the banks think that it is possible to 

measure the impact of IA on the performance of bank, although very insignificant number 

of banks measure so. For ensuring visibility of the impact of IA on the performance of 

bank, a rigorous database may be maintained by concerned banks.  
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Table 4.24: Impact of Internal Audit (IA) on the Performance of Banks 

S/N Components 2017* 2018 

1.  Do you think that a strong IA system may have some positive 
impact on bank performance? 

100 100 

2.  Do you think that a strong IA system may also have some negative 
impact on bank performance? 

20 18 

3.  Do you think that it is possible to measure the impact of IA on the 
performance of bank 

100 85 

4.  Do you measure the impact of 
IA on bank-performance for a 
period separately? 

(a) Not possible to measure record 0 15 

(b) Never measured 92 76 

(c) Rarely measured  8 9 

(d) Regularly 0 0 

5.  Do you think that it is possible to measure total cost required for 
conducting internal audit activities separately? 

100 95 

6.  Do you measure total cost 
incurred for conducting IA for 
a period separately?  

(a) Not possible to measure cost 0 5 

(b) Never measured 68 71 

(c) Rarely measured 20 19 

(d) Regularly 12 5 

7.  Do you think that it is possible to retain record of rejected 
credit/investment proposal due to strong audit system of the bank? 

92 85 

8.   Do you retain the record of 
rejected credit/ investment 
proposal due to audit objection? 
 

(a)  Not possible to maintain 
record 

8 15 

(b) Never retained record 60 55 

(c) Rarely retained record 20 18 

(d) Regularly 12 12 

9.  Do you think that bank-
customers may switch over 
from a bank having a strong IA 
to a bank with lenient IA? 

(a) It may happen generally 4 9 

(b) It may happen for customers 
with bad intention only 

76 64 

(c) It may be for insignificant no. of 
customers  

16 9 

(d) It may not happen 4 18 

10.  Do you think that a strong IA system may be an obstacle for 
providing prompt and better customer services to the valued client?    

4 5 

*Kibria, et al. (2018) 
Source: Survey data 

 

A summary of opinions on the qualitative impact of IA on the performance of banks is 

presented in Table 4.25. Majority of the banks agree that impact of IA may be invisible 

on the bank-performance. Similarly, most banks believe that a strong IA may positively 

impact CAMELS rating and external rating of them. Moreover, IA helps in minimizing 

corruption and money laundering through bank.  
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Table 4.25: IA and Performance of Banks: Qualitative Impact 

S/N Components 2017* 2018 

1.  Do you agree that impact of IA may be invisible on the bank-
performance? 

40 67 

2.  Do you agree that compliance culture of the banks may be developed 
due to a strong IA practice? 

100 95 

3.  Do you think that quality of IA system have an effect on external 
credit rating done by external raging agency? 

100 90 

4.  Do you think that quality of IA system have an effect on CAMELS 
rating of bank done by BB? 

100 95 

5.  Do you think that extent of corruption in a bank may vary due to 
higher vigilant role of IA in that bank? 

92 100 

6.  Do you think that possibility of money laundering through bank may 
vary due to higher vigilant role of IA in that bank? 

88 100 

* Kibria, et al. (2018) 
Source: Survey data 

 

Table 4.26 summarizes responses to various indirect impacts of IA on performance of 

banks. IT is obvious that impact of internal audit may be direct as well as indirect. Most 

of the banks believe that regulators feel more confidence to offer flexibility where IA 

system demonstrates a strong vigilant role. Furthermore, operational efficiency of 

be enhanced due to having an effective ICS.  

 

Table 4.26: IA and Performance of Banks: Indirect Impact 

S/N Aspect 2017* 2018 

1.  Do you think that, in some cases, impact of IA may be indirect on the 
bank-performance? 

96 81 

2.  Do you think that market image of a bank may be affected due to 
quality of IA? 

80 72 

3.  Do you think that regulatory grip/notion may be influenced by the 
quality of IA of a bank? 

100 90 

4.  Do you think that efficiency of the business-employees may be 
enhanced due to strong IA culture of the bank? 

100 95 

5.  Do you think that accuracy of information generated by different units 
of the banks may be improved due to a strong IA process? 

100 100 

6.  Do you think that possibility of loan recovery through legal measure 
may be increased by ensuring a strong IA environment? 

96 95 

7.  Do you think that strong IA of a bank plays a positive role to enhance 
 

100 95 

8.  Do you admit that long term impact of effective IA is always positive 
performance of bank?    

100 100 

* Kibria, et al. (2018) 
Source: Survey data 

 

According to Table 4.27 majority of the banks believe that an effective IA could help in 

reducing business cost with international corresponding bank as well as documentation 
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lapses of the bank. IA is capable of detecting over-stated expenses and under-stated 

interest revenue charged to the customers due to unintentional/intentional mistake as 

opined by most of the banks. However, few portion of banks maintain database for 

measuring financial impact IA on the performance of banks. 

 

Table 4.27: IA and Performance of Banks: Positive Financial Impact 
S/N Aspect 2017* 2018 

1.  Do you think that IA is capable to detect over payment of interest to 
the customers due to mistake? 

100 100 

2.  Do you think that it is possible to maintain data-base of over 
payment of interest identified through IA process  

96 95 

3.  Do you maintain a data-base of 
over-paid interest identified 
through IA mechanism? 

(a) Not possible to maintain 
record 

4 5 

(b) Never maintained 76 72 

(c) Rarely maintained 16 19 

(d) Regularly 4 4 

4.  Do you think that IA is capable to detect over-stated expenses? 96 95 

5.  Do you maintain a data-base of 
over-stated expenses identified 
through IA mechanism?  

(a) Not possible to maintain 
record 

4 14 

(b) Never maintained 76 72 

(c) Rarely maintained  16 5 

(d) Regularly  4 9 

6.  Did you think that IA is capable to detect under-stated interest 
revenue charged to the customers due to unintentional/intentional 
mistake? 

96 95 

7.  Do you maintain a data-base of 
under-stated interest revenue 
charged to the customer as 
identified through IA mechanism? 

(a) Not possible to maintain 
record 

4 14 

(b) Never maintained record 84 72 

(c) Rarely maintained record 8 5 

(d) Regularly  4 9 

8.  Do you believe that an effective IA may improve quality of assets of 
the bank?  96 

100 

9.  Do you believe that effective IA may increase distributable profit of 
banks by minimizing provisioning requirement?  

96 100 

10.  Do you believe that an effective IA may reduce documentation 
lapses of the bank? 100 

100 

11.  Do you think that a strong IA system may help reduce business cost 
with international corresponding banks? 

100 95 

* Kibria, et al. (2018) 
Source: Survey data 

  

Apart from the opinion of ICCDs of several banks, a comprehensive evaluation has been 

taken from 389 executives working in branch level of different banks about IA and its 

impact on bank performance. Their opinions have been recorded in a five-point scale and 

are summarized in Table 4.28. Most of them strongly agreed upon that IA helps in 

minimizing irregularities, developing asset quality, rectifying errors in procedure and 
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records, achieving compliance culture, increasing revenue by ensuring accurate charge, 

increasing quality of service delivery and upgrading CAMELS rating of the bank. A 

significant portion of them have been 

NPL. Most of the participants have also acknowledged that IA helps in preventing money 

laundering and increasing market image of bank but it increases cost to carry on business 

of bank. 

 

Table 4.28: Opinion of Employees Working at Branch-level in Banks (n=389) (%) 

Sl Impact 
Strongly 

disagree 
Disagree Undecided Agree 

Strongly 

agree 

1.  IA helps minimize irregularities 
in bank 0 3 3 47 47 

2.  IA helps develop asset quality 1 3 14 46 37 

3.  IA helps rectification of various 
errors in procedure and records 1 1 6 47 44 

4.  IA helps rectification of various 
security documentation 1 1 5 43 49 

5.  IA helps minimize NPL 1 18 31 33 17 

6.  IA helps improve compliance 
culture in bank 1 4 12 47 36 

7.  IA helps increase revenue by 
ensuring accurate charge of 
interest on loan 8 10 27 42 14 

8.  IA increases cost to carry on 
business of bank 10 21 27 30 12 

9.  IA helps increase quality of 
service delivery of bank 3 10 27 45 15 

10.  IA helps prevent money 
laundering 0 6 14 48 31 

11.  IA is positively related with 
performance of bank 0 5 14 53 28 

12.  IA helps proper reporting of bank 0 8 10 53 29 

13.  IA plays a role to upgrade 
CAMELS rating of the bank 3 1 20 45 32 

14.  IA helps to get better credit 
rating of bank 3 8 32 36 21 

15.  IA helps increase market image 
of bank 4 5 13 56 23 

Source: Kibria, et al. (2018) 

 

BB issued guidelines on ICC incorporated a provision of concurrent audit. Table 4.29 

illustrates that some banks have concurrent audit system however, most of the banks do 

not have. Concurrent audit activities may be done manually or by using ICT 

infrastructure. Some of them apply both the mechanisms. On an average, 2 executives 

are posted in a branch/unit as concurrent auditors and are assigned for less than 1 year.  
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Table 4.29: Concurrent Audit 

S/N Aspect 2017* 2018 

1. Banks having concurrent audit system (% of banks) 26.92 19 

2. Nature of concurrent audit Physical only 90 67 

IT-Based only 10 0 

Both N/A 33 

3. Nature of concurrent auditor ICCD Employees 

N/A 

19 

Outsourced from other dept.  0 

Outsourced from outside bank 0 

Not Applicable 81 

4. Reporting line of concurrent 
auditor 

Head of ICCD 

NA 

90 

Head of IA 10 

Head of Monitoring 0 

Head of Compliance 0 

5. % of total bank branches that have been covered under concurrent 
audit system 

1.16 8 

6. Average number of auditors posted as concurrent auditors in a 
branch  

1 
2 

7. Period of posting for the concurrent auditors in a branch (month) 12.00 9 

* Kibria, et al. (2018) 
Source: Survey data 

 

BB has given emphasis on Information System (IS) audit of scheduled banks. Table 4.30 

illustrates that a significant number of banks have a separate IS audit under ICCD. 

Generally, the IS auditors report to the head of ICCC. On an average, each bank has 

deployed 3 IS auditors under ICCD.   

 

Table 4.30: Information system audit 

S/N Aspect 2017 2018 

1.  Banks having separate information system audit/ IT audit under ICCD 
(% of banks) 

85 95 

2.  Nature of information system 
auditor 

ICCD Employees 

N/A 

95 

Outsourced from other department  0 

Outsourced from outside bank 0 

Conducted by other unit of bank 5 

3.  Reporting line of information 
system auditor 

Head of ICCD 

N/A 

90 

Head of IA 10 

Head of Monitoring 0 

Head of Compliance 0 

4.  Average number of information system auditors in a bank  3 3 

Source: Survey data 

 

Another dimension of ICC guidelines 2016 is Shariah audit. Table 4.31 depicts the 

scenario of Shariah audit in Islamic banking system. About half of Islamic banks have 

separate Shariah audit system under ICCD and they report to the head of ICCD.  
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Table 4.31: Shariah Audit (Applicable for Banks Offering Islamic Banking Services) 

S/N Aspect 2017 2018 

5.  Banks having separate Shariah audit system under ICCD (% of banks) 54 50 

6.  Nature of Shariah auditor ICCD Employees 

N/A 

50 

Outsourced from other department  0 

Outsourced from outside bank 0 

Conducted by other unit of bank 50 

7.  Reporting line of Shariah 
auditor 

Head of ICCD 

N/A 

90 

Head of IA 10 

Head of Monitoring 0 

Head of Compliance 0 

8.  Average number of information system auditors in a bank  3 3 

Source: Survey data 
 

Use of ICT facilities by the internal auditors may enhance the capacity and their 

effectiveness. Therefore an improving trend in providing such facilities to them has been 

observed in Table 4.32. It is expected that rest of the banks, who are reluctant to do so, 

will take initiatives for providing necessary ICT support to the executives of ICCD.  

 

Table 4.32: ICT Facilities for Internal Auditor 

S/N Aspect 2017 2018 

1.  Banks providing laptop for each audit team 72.41 77 

2.  Banks providing laptop for each member of audit team 41.38 43 

3.  Banks providing internet facility for audit team 64.29 71 

Source: Survey data 
 

Table 4.33 presents status of IA automation. Very few banks are now using separate 

specialized software for conducting activities of ICCD. One of the banks has reported 

that locally using. The bank has to incur about 

BDT 1 crore for that. Most of the banks believe that audit automation is beneficial and 

feasible to accommodate by the banking industry of Bangladesh.   
 

Table 4.33: Internal Audit Automation 

S/N Aspect Option Response (%) 

1.  Did IA use any specialized separate software in 2018? 
(e.g., TeamMate+, ACL, IDEA, etc.) 

Yes 5 

No 95 

2.  Particulars of the software used by a bank: 
 Name: Ababil Risk Based IA 
 Price: About 1 Crore 
 Origin: Local 

3.  Integration of the software with core banking software?  Yes 100 

No 0 

4.  Do you believe that audit automation will bring benefits 
for banks? 

Yes 87 

No 13 

5.  Do you believe that audit automation is feasible for the 
banking industry of Bangladesh?   

Yes 87 

No 13 

Source: Survey data 
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4.3 Monitoring Unit Related Activities of ICCD 

Monitoring unit under ICCD acts for off-site surveillance based on reports and ICT 

infrastructure. Overtime, importance of the unit is increasing. Proper functioning of this 

unit may be supplementary to the on-site audit and inspection reducing time-lag of 

occurrence and being audit. The status of monitoring unit related activities of ICCD is 

given in Table 4.34. Most of the banks have separate monitoring units assigning an 

executive as the head. They have also introduced online monitoring system in banks. The 

head of ICCD does not expect that the CEO will appraise the performance of this unit. 

They share that the chairman of ACB should evaluate the unit. 

 

Table 4.34: General Information Regarding Monitoring Unit of ICCD (% of Banks) 

S/N Aspect 2017 2018 

1.  Banks having separate Monitoring unit 96.55 100 

2.  Banks having separate executive assigned as the head of the unit   89.66 95 

3.  Satisfaction level about adequate number of 
manpower in the unit 

a. (91-100) %  

73.86 

10 

b. (81-90) % 20 

c. (71-80) % 60 

d. Below 70% 10 

4.  Satisfaction level about quality of manpower for 
effective off-site surveillance 

a. (91-100) %  

78.45 

5 

b. (81-90) % 10 

c. (71-80) % 70 

d. Below 70% 15 

5.  Banks expecting that CEO will evaluate the performance of the unit 46.15 48 

6.  Banks having online monitoring system in ICCD 64.29 70 

Source: Survey data 

 

The BB guidelines require that all bank-branches must complete and send Quarterly 

Operation Report (QOR) to the ICCD. Data revealed that about 80 percent banks received 

such QOR from their branches on time (Table 4.35). It is depicted that majority of the 

banks evaluate the QOR and take necessary action if there is any deviation. As per 

opinions of ICCD, the QOR shows 78 percent true picture of the concerned branch.   

 

Table 4.35: Quarterly Operations Report (QOR) of the Branch (% of banks) 

S/N Aspect 2017 2018 

1.  How many cases banks have received copy of Quarterly Operations 

Report (QOR) on time (10th day of next month) from each Branch/ 

Centre? 

78 80 

2.  To what extent, it was possible for banks to evaluate the Quarterly 

Operations Report thoroughly?  

N/A 75 

3.  As per your evaluation, to what extent the Quarterly Operations Report 

show true picture?  

81 78 

Source: Survey data 
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4.4 Compliance Unit Related Activities of ICCD 

The compliance unit under ICCD is mainly responsible for follow-up the compliance 

with audit observation, both internal and external. After getting observations from 

auditors, the unit regularly interact with the concerned auditee and compile the 

compliance status. Table 4.36 presents the general information regarding compliance unit 

of ICCD. As per guidelines of BB, most of the banks have established two sub-units for 

internal and external audit compliance. A significant number of banks expect that 

performance of the unit should not be evaluated by CEO. 

 

Table 4.36: General Information Regarding Compliance Unit of ICCD (% of Banks) 

S/N Aspect 2017 2018 

1.  Banks having separate Compliance unit 100.00 100 

2.  Banks having separate executive assigned as the head of the unit   96.55 95 

3.  Banks having separate sub-units for internal and external audit 

compliance 

72.41 60 

4.  Satisfaction level about adequate number of 

manpower in this unit 

a. (91-100) %  

82.76 

10 

b. (81-90) % 70 

c. (71-80) % 5 

d. Below 70% 15 

5.  Satisfaction level about quality of manpower for 

effective follow-up of compliance 

a. (91-100) %   10 

b. (81-90) %  70 

c. (71-80) %  5 

d. Below 70%  15 

6.  Banks expecting that CEO will evaluate the performance of the unit 55.17 48 

7.  Do you think that compliance unit should report the compliance 

status of any new internal and external regulatory issue/circular? 

N/A 89 

8.  Do you have online system for checking compliance with audit 

recommendations by concerned unit? 

N/A 30 

 

It is desirable that a specific unit in a bank will compile and disseminate all banking 

regulations issued by both management and regulators. Table 4.37 shows that a good 

number of banks have an archive of all regulations and circulars which are maintained in 

ICCD. 
 

Table 4.37: Compilation and Dissemination of Directives (% of banks) 

S/N Aspect 2017 2018 

1.  Banking having archive of all regulations and circulars in ICCD 82.76 84 

2.  Banks distributing all regulations and circulars to related units by 

ICCD 

82.76 84 

Source: Survey data 
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V. Issues and Recommendations 

The review paper presents the status and changes in the ICC operations of banks annually. 

The problems and their remedies so far identified in the previous reports deserve attention 

for the policy purpose as the issues are derived from findings and discussion with experts. 

In fact, some recommendations raised in our earlier reports have been incorporated in the 

revised guidelines on Internal Control and Compliance issued by BB in March 2016.  
 

1. Status of Supervisory Rating 

Bangladesh Bank uses its supervisory rating viz, CAMELS rating in determining the 

required kinds and degree of interventions for the banks. Ratings assigned by BB (knows 

an system inspection) on the status of compliance with the ICC guidelines, one of the 

core risk management guidelines to be implemented by the banks is given weight in 

calculating CAMELS rating of bank. BB, so far, has revised all these guidelines a number 

of times and apparently the banks have also developed their risk management capacity in 

terms of ensuring compliance with the regulations, developing the human resource 

capacity, adopting the industry best practices in different areas and so on. But, the 

dilemma is that all these developments did not pave the way for getting a good 

supervisory rating by the banks. The overall standing of the banks in CAMELS and ICC 

rating as is found in the present study is not an encouraging one.     
 

2. Position of Head of ICCD in the Hierarchy   

The head of ICCD should have required authority and work time to discharge the 

responsibility. It is thus regulatory requirement for the banks to appoint someone 

positioned in the two step below to the CEO as the head of the ICCD. But, the study finds 

a large degree of variation from the regulation. It is important to keep in mind that 

position of the ICCD head along with his/her experience and expertise matters for the 

establishment of a vibrant and robust internal control culture in a bank.  
 

3. Maintaining Database on Cost and Impact of IA 

Only few banks are maintaining cost and return profile on IA functions and setting 

necessary methods of calculating the cost incurred and the impact on value coverage of 

the bank. It helps management take further motivating decision on IA functions. 

Therefore, it is expected that the rest of the banks will do the same exercise.  
 

4. Customization of Policy by the individual banks 

The smooth growth of the banking activities in a safe and sound manner requires a 

parallel development of a number of operational/policy/procedural guidelines. In a well-

functioning matured market the guidelines or internal policies covering the core business 

activities are supposed to be developed by the banks themselves using their capacity. 

However, it is understandable that BB in our case is helping the capacity development of 

the banks by taking a leading role in issuing various operational guidelines including a 

set of core risk management guidelines. One advantage of this approach is that it ensures 
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a uniform minimum benchmark for all the banks. So, it should be the responsibility of an 

individual bank to customize or to develop its own policy considering its business 

strategy and requirements without violating the spirit of BB regulations. But, the 

observations suggest that this gap between the regulatory standards and the banks own 

requirement is hardly met by the banks which inhibits the capacity development of the 

banks and creates a vacuum in internal control environment.   
 

5. Audit Automation 

Automation of entire audit operation executed by ICCD certainly increases scope, 

efficiency and effectiveness of the audit activity. The study finds that few banks already 

have fully automated activities of ICCD that are permitting them to expand the coverage 

of their activities with enhanced quality. The automation process has also proved to be 

cost effective for the banks. So, it is advisable for the other banks to think about 

automating the ICCD operations. 
 

6. Observations of External Auditors on ICS and IA  

External auditors are supposed to give independent opinion on the adequacy of internal 

control system including internal audit and give recommendations to address observed 

deficiencies. The review team found almost identical comments about the internal audit, 

internal control and risk management system regardless of the financial condition of the 

banks. It is unusual that the banks suffering huge loss in the last few years due to large 

scale corruption have been reported as having adequate internal control system. The 

auditors made satisfactory observation on the internal control system of a bank even 

though they expressed dissatisfaction about the accuracy of reporting which makes the 

report inconsistent. So, the scope and responsibilities of the auditors needs to be revisited 

to make the audit worthwhile. 
 

7. Integration of Different Units of Audit  

A strong and effective internal control system requires the various functions of internal 

audit to be performed independently. Internal audit does necessarily mean the on- site 

verification of the branch operations, it also includes the examination of documents and 

operations sitting in the desk (off-site surveillance) using the real time data. Follow up of 

compliance with the observations arising from the on-site and off-site surveillance will 

be better performed by treating that (follow-up) as a part and parcel of internal audit 

division. The unit responsible for follow-up and reporting may be the contact/focal point 

of correspondence for both audit related internal and external reporting. A layout of 

Internal Audit Division proposed by the research team in line with the above discussion 

is given in the Appendix-VII. In fact, the proposed approach perfectly matches to the 

provision of the Bank Company Act, 1991 where the independence of internal audit has 

been made obligatory.  
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8. Revision and Clarification of ICC Guidelines 

The dynamics of banking environment requires some modifications of the existing 

regulations. A number of dimensions have been added in the revised guideline on ICC. 

Clarification of the components introduced in the guideline such as the formation of a 

Senior Management Team (SMT) and its relationship with the MANCOM may be helpful 

for discharging the responsibilities of the different managerial layers. Revision of core 

risk management guidelines may fully replace the earlier guidelines or may be additive 

to the existing ones. So, it should be clear to the stakeholders as to the degree of 

substitution between the different versions of the similar core risk management 

guidelines. Revision of a circular/guideline before ensuring the full compliance with the 

earlier ones hampers the continuity and consistency of regulatory discipline.   
 

9. Health Report  

Most of the banks were found largely compliant relating to preparation and submission 

of health report to the board and the central bank. But, the question is whether there is 

any meaningful link of the health report with the ongoing risk management capacity/ 

internal audit plan and whether the report gets into attention of the top management 

including the board? 
 

10. Lack of Corporate Culture 

The differences in the objectives of the principal and agents create conflict between the 

directors and CEOs of the banks.  The owners (principal) take relatively a long term view 

of their business whereas the CEOs (agent) remain shortsighted caring mainly about 

maximizing profit. This conflicting goal in modern corporate world is best resolved by 

the internal control system established by the board. But, the evidence suggests that the 

demarcation line between the responsibility of the CEO and the role of the directors is 

getting blurred in recent periods. The intervention by the board onto the daily affairs is 

not uncommon that inhibits the development of professionalism in the banking norms. 

So, the difference between the de jure and de facto freedom of the top management has 

become a matter of concern for the development of good governance in the banking 

sector.  
 

11. Disincentives for the Dishonest Behavior 

Bank failure is treated as contagious and in a bank-based economy like us, any large scale 

shock in the financial sector hits the real sector and inflicts huge burden on the society. 

So, the regulatory environment should detect any major event of fraudulent practice or 

financial crime at an early stage with imposing severe punishment to the persons 

responsible for such events. Evidence suggests that wide-scale corruption and violation 

of laws, if not dealt with severely creates huge moral hazard and ultimately produces 

unbearable loss for the society.  
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Appendix I 

Components of Internal Control 

A. Control Environment  

The control environment sets the tone of an organization, influencing the control consciousness 

of its people. It is the foundation for all other components of internal control, providing 

discipline and structure. Control environment factors include the integrity, ethical values and 

competence of the entity's people; management's philosophy and operating style; the way 

management assigns authority and responsibility, and organizes and develops its people; and 

the attention and direction provided by the board of directors.  

1. The bank demonstrates a commitment to integrity and ethical values. 

2. The board of directors demonstrates independence from management and exercises 

oversight of the development and performance of internal control. 

3. Management establishes, with board oversight, structures, reporting lines, and 

appropriate authorities and responsibilities the pursuit of objectives. 

4. The bank demonstrates a commitment to attract, develop, and retain competent 

individuals in alignment with objectives. 

5. The bank holds individuals accountable for their internal control responsibilities in 

pursuit of objectives. 

B. Risk Assessment  

Every entity faces a variety of risks from external and internal sources that must be assessed. A 

precondition to risk assessment is establishment of objectives, linked at different levels and 

internally consistent. Risk assessment is the identification and analysis of relevant risks to 

achievement of the objectives, forming a basis for determining how the risks should be 

managed. Because economic, industry, regulatory and operating conditions will continue to 

change, mechanisms are needed to identify and deal with the special risks associated with 

change. 

6. The bank specifies objectives with sufficient clarity to enable the identification and 

assessment of risks relating to objectives. 

7. The bank identifies risks to the achievement of its objectives across the bank and 

analyzes risks as a basis for determining how the risks should be managed. 

8. The bank considers the potential for fraud in assessing risks to the achievement of 

objectives. 

9. The bank identifies and assesses changes that could significantly impact the system of 

internal control. 

C. Control Activities  

Control activities are the policies and procedures that help ensure management directives are 

carried out. They help ensure that necessary actions are taken to address risks to achievement 

of the entity's objectives. Control activities occur throughout the organization, at all levels and 

in all functions. They include a range of activities as diverse as approvals, authorizations, 

verifications, reconciliations, reviews of operating performance, security of assets and 

segregation of duties.  
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10. The bank selects and develops control activities that contribute to the mitigation of 

risks to the achievement of objectives to acceptable levels. 

11. The bank selects and develops general control activities over technology to support 

the achievement of objectives. 

12. The bank deploys control activities through policies that establish what is expected 

and procedures that put policies into action. 

D. Information and Communication  

Pertinent information must be identified, captured and communicated in a form and timeframe 

that enable people to carry out their responsibilities. Information systems produce reports, 

containing operational, financial and compliance-related information, that make it possible to 

run and control the business. They deal not only with internally generated data, but also 

information about external events, activities and conditions necessary to informed business 

decision-making and external reporting. Effective communication also must occur in a broader 

sense, flowing down, across and up the organization. All personnel must receive a clear 

message from top management that control responsibilities must be taken seriously. They must 

understand their own role in the internal control system, as well as how individual activities 

relate to the work of others. They must have a means of communicating significant information 

upstream. There also needs to be effective communication with external parties, such as 

customers, suppliers, regulators and shareholders.  

1. The bank obtains or generates and uses relevant, quality information to support the 

functioning of internal control. 

2. The bank internally communicates information, including objectives and 

responsibilities for internal control, necessary to support the functioning of internal 

control. 

3. The bank communicates with external parties regarding matters affecting the 

functioning of internal control. 

E. Monitoring  

Internal control systems need to be monitored--a process that assesses the quality of the system's 

performance over time. This is accomplished through ongoing monitoring activities, separate 

evaluations or a combination of the two. Ongoing monitoring occurs in the course of operations. 

It includes regular management and supervisory activities, and other actions personnel take in 

performing their duties. The scope and frequency of separate evaluations will depend primarily 

on an assessment of risks and the effectiveness of ongoing monitoring procedures. Internal 

control deficiencies should be reported upstream, with serious matters reported to top 

management and the board. 

4. The bank selects, develops, and performs ongoing and/or separate evaluations to 

ascertain whether the components of internal control are present and functioning. 

5. The bank evaluates and communicates internal control deficiencies in a timely manner 

to those parties responsible for taking corrective action, including senior management 

and the Board of Directors, as appropriate. 

Source: COSO (2013) 
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Functions of Audit 

& Inspection Unit 

Functions of 

Compliance Unit 

Functions of 

Monitoring Unit 

Preparing and executing the annual audit plan 

Conducting audit periodically and /or on surprise basis 

Conduct additional audit for AML/CFT 

Conduct additional audit of agent points of agent/mobile banking 

Ensuring spot correction whenever possible 

Preparing and submitting audit report 

Preparing executive summary on major audit findings 

Collecting required information from other units 

Detecting deviations in compliance and preventing fraud and forgeries

Ensuring reliability of accounting data and reporting to proper 
authority 

Examining documents and books of account and evaluating branch 
efficiency 

Evaluating compliance with the previous audit 
observations/recommendations 

Inspecting implementation of Shariah Principles 

Complete Independent Testing for AML/CFT 

Evaluating self-assessment report of branch regarding AML/CFT 

Conducting FX audit and preparing report on the same 
 

Monitoring, reviewing and examining the activities of different 
departments 

Reviewing Quarterly Operation Reports (QOR) and Departmental 
Control Function Checklist (DCFCL), Loan Documentation 
Checklist (LDC), etc. 

Completing Self-Assessment of Anti-Fraud Internal Controls 
Checklist 

Preserving all reports/documents related with audit and inspection 

Collecting information for BB off-site supervision 

Monitoring the effectiveness of IC of banks 

Maintaining records related with ICCD and placing report according 
to management decisions 

Identifying risk areas, risk grading of all branches 

Establishing monitoring mechanisms 

Preparing and submitting annual health report of the bank 
 

Ensuring compliance with regulatory requirements and BB 
inspection reports, internal audit reports etc. 

Receiving audit & inspection reports from audit and inspection unit, 
BB, external auditors, etc. 

Preparing compliance reports and submit to the MD and ACB 

Compiling all relevant circulars and guidelines and maintaining 
strong liaison with regulatory authorities 

Disseminating all regulatory updates to concerned departments 
timely 

Ensuring compliance with BB findings regarding core risk 
management inspection 

Providing training & guidance on regulatory issues 

Notifying regulatory changes to the related departments  
 

Source:  

Appendix II:  Functions of Different Units of ICCD 
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Appendix III 

The Framework itself is a set of 20 principles organized into 5 interrelated 

components 

A. Governance and Culture: 

importance of, and establishing oversight responsibilities for, enterprise risk 

manage¬ment. Culture pertains to ethical values, desired behaviors, and 

understanding of risk in the entity. 

1. Exercises Board Risk Oversight The board of directors provides oversight of the 

strategy and carries out governance responsibilities to support management in 

achieving strategy and business objectives. 

2. Establishes Operating Structures The organization establishes operating 

structures in the pursuit of strategy and business objectives. 

3. Defines Desired Culture The organization defines the desired behaviors that 

 

4. Demonstrates Commitment to Core Values The organization demonstrates a 

 

5. Attracts, Develops, and Retains Capable Individuals The organization is 

committed to building human capital in alignment with the strategy and business 

objectives. 

B. Strategy and Objective-Setting: Enterprise risk management, strategy, and 

objective-setting work together in the strategic-planning process. A risk appetite is 

established and aligned with strategy; business objectives put strategy into practice 

while serving as a basis for identifying, assessing, and responding to risk. 

6. Analyzes Business Context The organization considers potential effects of 

business context on risk profile. 

7. Defines Risk Appetite The organization defines risk appetite in the context of 

creating, preserving, and realizing value. 

8. Evaluates Alternative Strategies The organization evaluates alternative strategies 

and potential impact on risk profile. 

9. Formulates Business Objectives The organization considers risk while 

establishing the business objectives at various levels that align and support 

strategy. 

C. Performance: Risks that may impact the achievement of strategy and business 

objectives need to be identified and assessed. Risks are prioritized by severity in 

the context of risk appetite. The organization then selects risk responses and takes 

a portfolio view of the amount of risk it has assumed. The results of this process 

are reported to key risk stakeholders. 
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10. Identifies Risk The organization identifies risk that impacts the performance of 

strategy and business objectives. 

11. Assesses Severity of Risk The organization assesses the severity of risk. 

12. Prioritizes Risks The organization prioritizes risks as a basis for selecting 

responses to risks. 

13. Implements Risk Responses The organization identifies and selects risk 

responses. 

14. Develops Portfolio View The organization develops and evaluates a portfolio 

view of risk. 

D. Review and Revision: By reviewing entity performance, an organization can 

con¬sider how well the enterprise risk management components are functioning 

over time and in light of substantial changes, and what revisions are needed. 

15. Assesses Substantial Change The organization identifies and assesses changes 

that may substantially affect strategy and business objectives. 

16. Reviews Risk and Performance The organization reviews entity performance and 

considers risk. 

17. Pursues Improvement in Enterprise Risk Management The organization pursues 

improvement of enterprise risk management. 

E. Information, Communication, and Reporting: Enterprise risk management 

requires a continual process of obtaining and sharing necessary information, from 

both internal and external sources, which flows up, down, and across the 

organization. 

18. Leverages Information Systems

information and technology systems to support enterprise risk management. 

19. Communicates Risk Information The organization uses communication channels 

to support enterprise risk management. 

20. Reports on Risk, Culture, and Performance The organization reports on risk, 

culture, and performance at multiple levels and across the entity. 

Source: ERM Issued by COSO in 2018 
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Appendix IV 

Principles for the Assessment of Internal Control Systems 

A. Management oversight and the control culture 

Principle 1: The board of directors should have responsibility for approving and 

periodically reviewing the overall business strategies and significant policies of the 

bank; understanding the major risks run by the bank, setting acceptable levels for these 

risks and ensuring that senior management takes the steps necessary to identify, 

measure, monitor and control these risks; approving the organizational structure; and 

ensuring that senior management is monitoring the effectiveness of the internal control 

system. The board of directors is ultimately responsible for ensuring that an adequate 

and effective system of internal controls is established and maintained. 

Principle 2: Senior management should have responsibility for implementing 

strategies and policies approved by the board; developing processes that identify, 

measure, monitor and control risks incurred by the bank; maintaining an organizational 

structure that clearly assigns responsibility, authority and reporting relationships; 

ensuring that delegated responsibilities are effectively carried out; setting appropriate 

internal control policies; and monitoring the adequacy and effectiveness of the internal 

control system. 

Principle 3: The board of directors and senior management are responsible for 

promoting high ethical and integrity standards, and for establishing a culture within the 

organization that emphasizes and demonstrates to all levels of personnel the 

importance of internal controls. All personnel at a banking organization need to 

understand their role in the internal controls process and be fully engaged in the 

process. 

B. Risk Recognition and Assessment 

Principle 4: An effective internal control system requires that the material risks that 

 recognized and 

continually assessed. This assessment should cover all risks facing the bank and the 

consolidated banking organization (that is, credit risk, country and transfer risk, 

market risk, interest rate risk, liquidity risk, operational risk, legal risk and 

reputational risk). Internal controls may need to be revised to appropriately address 

any new or previously uncontrolled risks. 

C. Control Activities and Segregation of Duties 

Principle 5: Control activities should be an integral part of the daily activities of a 

bank. An effective internal control system requires that an appropriate control structure 

is set up, with control activities defined at every business level. These should include: 

top level reviews; appropriate activity controls for different departments or divisions; 

physical controls; checking for compliance with exposure limits and follow-up on non-
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compliance; a system of approvals and authorizations; and, a system of verification 

and reconciliation. 

Principle 6: An effective internal control system requires that there is appropriate 

segregation of duties and that personnel are not assigned conflicting responsibilities. 

Areas of potential conflicts of interest should be identified, minimized, and subject to 

careful, independent monitoring. 

 

D. Information and communication 

Principle 7: An effective internal control system requires that there are adequate and 

comprehensive internal financial, operational and compliance data, as well as external 

market information about events and conditions that are relevant to decision making. 

Information should be reliable, timely, accessible, and provided in a consistent format. 

Principle 8: An effective internal control system requires that there are reliable 

information systems in place that cover all significant activities of the bank. These 

systems, including those that hold and use data in an electronic form, must be secure, 

monitored independently and supported by adequate contingency arrangements. 

Principle 9: An effective internal control system requires effective channels of 

communication to ensure that all staff fully understand and adhere to policies and 

procedures affecting their duties and responsibilities and that other relevant 

information is reaching the appropriate personnel. 

 

E. Monitoring Activities and Correcting Deficiencies 

Principle 10: 

monitored on an ongoing basis. Monitoring of key risks should be part of the daily 

activities of the bank as well as periodic evaluations by the business lines and internal 

audit. 

Principle 11: There should be an effective and comprehensive internal audit of the 

internal control system carried out by operationally independent, appropriately trained 

and competent staff. The internal audit function, as part of the monitoring of the system 

of internal controls, should report directly to the board of directors or its audit 

committee, and to senior management. 

Principle 12: Internal control deficiencies, whether identified by business line, internal 

audit, or other control personnel, should be reported in a timely manner to the 

appropriate management level and addressed promptly. Material internal control 

deficiencies should be reported to senior management and the board of directors. 
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F. Evaluation of Internal Control Systems by Supervisory Authorities 

Principle 13: Supervisors should require that all banks, regardless of size, have an 

effective system of internal controls that is consistent with the nature, complexity, and 

risk inherent in their on- and off-balance-sheet activities and that responds to changes 

in th

determine that a bank's internal control system is not adequate or effective for that 

in this document), they should take appropriate action. 

Source: BIS (1998) 

 

Appendix V 

Corporate Governance Principles for Banks 

Principle 1  

The board has overall responsibility for the bank, including approving and overseeing 

framework and corporate culture. 

Principle 2: Board qualifications and composition 

Board members should be and remain qualified, individually and collectively, for their 

positions. They should understand their oversight and corporate governance role and 

be able to exercise sound, objective judgment about the affairs of the bank. 

Principle 3  

The board should define appropriate governance structures and practices for its own 

work, and put in place the means for such practices to be followed and periodically 

reviewed for on-going effectiveness. 

Principle 4: Senior management  

Under the direction and oversight of the board, senior management should carry out 

appetite, remuneration and other policies approved by the board. 

Principle 5: Governance of group structures 

In a group structure, the board of the parent company has the overall responsibility for 

the group and for ensuring the establishment and operation of a clear governance 

framework appropriate to the structure, business and risks of the group and its entities. 

The board and senior management 

organizational structure and the risks that it poses. 

Principle 6: Risk management function 

Banks should have an effective independent risk management function, under the 

direction of a chief risk officer (CRO), with sufficient stature, independence, resources 

and access to the board. 
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Principle 7: Risk identification, monitoring and controlling  

Risks should be identified, monitored and controlled on an ongoing bank-wide and 

individual 

entity basis. The sophistic

risk landscape and in industry practice. 

Principle 8: Risk communication  

An effective risk governance framework requires robust communication within the 

bank about risk, both across the organization and through reporting to the board and 

senior management. 

Principle 9: Compliance 

ba

and advising on compliance risk. 

Principle 10: Internal audit 

The internal audit function should provide independent assurance to the board and 

should support board and senior management in promoting an effective governance 

process and the long-term soundness of the bank. 

Principle 11: Compensation  

support sound corporate governance and risk 

management. 

Principle 12: Disclosure and transparency 

The governance of the bank should be adequately transparent to its shareholders, 

depositors, other relevant stakeholders and market participants. 

Principle 13: The role of supervisors 

Supervisors should provide guidance for and supervise corporate governance at banks, 

including through comprehensive evaluations and regular interaction with boards and 

senior management, should require improvement and remedial action as necessary, 

and should share information on corporate governance with other supervisors. 

Source: BIS (2015) 
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Appendix VI 

BASEL Principles on Internal Audit 

A. Supervisory expectations relevant to the internal audit function 

Principle 1: An effective internal audit function provides independent assurance to the 

internal control, risk management and governance systems and processes, thereby 

helping the board and senior management protect their organization and its reputation.  

Principle 2: The bank's internal audit function must be independent of the audited 

activities, which requires the internal audit function to have sufficient standing and 

authority within the bank, thereby enabling internal auditors to carry out their 

assignments with objectivity.  

Principle 3: Professional competence, including the knowledge and experience of 

each internal auditor and of internal auditors collectively, is essential to the 

 

Principle 4: Internal auditors must act with integrity.  

Principle 5: Each bank should have an internal audit charter that articulates the 

purpose, standing and authority of the internal audit function within the bank in a 

manner that promotes an effective internal audit function as described in Principle 1.  

Principle 6: Every activity (including outsourced activities) and every entity of the 

bank should fall within the overall scope of the internal audit function.  

Principle 7: 

adequate coverage of matters of regulatory interest within the audit plan.  

Principle 8: Each bank should have a permanent internal audit function, which should 

be structured consistent with Principle 14 when the bank is within a banking group or 

holding company.  

Principle 9

that senior management establishes and maintains an adequate, effective and efficient 

internal control system and, accordingly, the board should support the internal audit 

function in discharging its duties effectively. 

Principle 10: ernal 

audit function.  

Principle 11: The head of the internal audit department should be responsible for 

ensuring that the department complies with sound internal auditing standards and with 

a relevant code of ethics.  

Principle 12: The internal audit function should be accountable to the board, or its 

audit committee, on all matters related to the performance of its mandate as described 

in the internal audit charter.  
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Principle 13: The internal audit function should independently assess the effectiveness 

and efficiency of the internal control, risk management and governance systems and 

processes created by the business units and support functions and provide assurance 

on these systems and processes.  

Principle 14: To facilitate a consistent approach to internal audit across all the banks 

within a banking organization, the board of directors of each bank within a banking 

group or holding company structure should ensure that either:  

(i) the bank has its own IA function, 

and should report to the banking group or holding company's head of internal audit; 

or  

(ii) the banking group or holding company's IA function performs IA activities of 

sufficient scope at the bank to enable the board to satisfy its fiduciary and legal 

responsibilities.  

Principle 15: Regardless of whether internal audit activities are outsourced, the board 

of directors remains ultimately responsible for the internal audit function. 

 

B. The relationship of the supervisory authority with the internal audit function 

Principle 16: 

auditors to (i) discuss the risk areas identified by both parties, (ii) understand the risk 

mitigation measures take

weaknesses identified.  

 

C. Supervisory assessment of the internal audit function 

Principle 17: Bank supervisors should regularly assess whether the internal audit 

function has sufficient standing and authority within the bank and operates according 

to sound principles.  

Principle 18: Supervisors should formally report all weaknesses they identify in the 

internal audit function to the board of directors and require remedial actions.  

Principle 19: The supervisory authority should consider the impact of its assessment 

of the IA function on its evaluation of the bank's risk profile and on its own supervisory 

work.  

Principle 20: The supervisory authority should be prepared to take informal or formal 

supervisory actions requiring the board and senior management to remedy any 

identified deficiencies related to the internal audit function within a specified 

timeframe and to provide the supervisor with periodic written progress reports.  

Source: BIS (2012) 
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Appendix VII 

Proposed Organogram of Internal Audit 

 
Notes: 

i) Board of Directors (BoD) will be the supreme authority for formulation of standard 

operating procedures (SOP) and monitoring overall activities of banks. 

ii) Audit Committee of Board (ACB) will be a part of the board entrusted to evaluate the 

overall internal control system (ICS) of banks and activities of IASFD. 

iii) The Managing Director (MD)/Chief Executive Officer (CEO) will take necessary 

actions to execute all observations and recommendations made by the IASFD through 

ACB. MD/CEO may provide recommendations to the IASFD (dotted line) but should 

not restrict it to do anything.       

iv) The head of Internal Audit Surveillance and Follow-up Department (IASFD) supervises 

all activities of the department. He will convey information/reports to ACB and 

MD/CEO parallel (dotted line).  

Source: Based on Study Findings 
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v) On-site audit will conduct regular audit according to the audit plant. Besides, this unit 

will conduct surprise audit, IT audit, FX audit and Shariah audit. Moreover, there will 

be a pool of concurrent audits under on-site audit unit for conducting high-value 

worthy branches (e.g. top 20 branches).  

vi)  Under off-site surveillance unit, two sub-sections will be there  one, surveillance 

using ICT infrastructure and two, based on documents and reports collecting from 

different units of operations. 

vii) Follow-up and reporting unit of IASFD will be considered as contact point for 

reporting status of regularizing internal and external audit observations. The unit will 

collect all observations and recommendations from on-site audit, off-site surveillance, 

external audit and regulators and follow-up implementation status. At certain 

frequency, it will communicate compliance status to the ACB, SMT and regulators.  

viii) SMT, off-site surveillance unit and follow-up & reporting unit may recommend to on-

site audit unit through the head of IASFD to conduct special audit. 
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List of Abbreviations 

 

ACR  Annual Confidential Report 

ADC  Alternative Delivery Channel 

AGM  Assistant General Manager 

ATM   Automated Teller Machine 

ALCO  Asset Liability Committee 

AVP  Assistant Vice President 

BB   Bangladesh Bank 

CCA  Certified Credit Analyst 

CDCS       Certified Documentary Credit Specialists 

CS  Chartered Secretary 

CSR      Corporate Social Responsibility 

FCB    Foreign Commercial Bank 

FRM  Financial Risk Management 

HR   Human Resource 

HRD   Human Resource Department 

HRIS  Human Resource Information System 

HRM    Human Resource Management 

ICC   Internal Control and Compliance 

IT    Information Technology 

JICA  Japan International Cooperation Agency 

KPI  Key Performance Indicator 

MANCOM Management Committee  

MoF  Ministry of Finance 

OD  Organizational Development 

PCB    Private Commercial Bank 

PMS  Performance Management System 

PTU   Post Training Utilization 

RM  Risk Management 

SB  Specialized Bank 

SME  Small and Medium Enterprise 

SOB    State Owned Commercial Bank 

TNA  Training Needs Assessment 

TQM  Total Quality Management 

WA  Welfare Association 
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Human Resource Management of Banks 
 

1. Introduction   

1.1: Background 

Human resource management is a contemporary, umbrella term used to describe the 

management and development of employees in an organization. Also called personnel or 

talent management (although these terms are a bit antiquated), human resource 

management in

capital. Human resource management comprises developing and administering programs 

that are designed to increase the effectiveness of an organization. The role of human 

resources prof its human 

capital is being nurtured and supported through the creation and management of 

programs, policies, procedures, and by fostering a positive work environment through 

effective employee-employer relations. Unlike manufacturing companies, the other 

assets of the banks are almost same such as land and building, computer and equipment, 

furniture and fixture. The deposit and advances are mobilized and disbursed respectively 

by the bankers. It is true that human resources of banks generate profits while it is also 

the other side of the coin that the non-performing loans of banks are the creations of these 

human resources also. And the skill, knowledge and expertise of these human resources 

vary from bank to bank.  

 

add true value to the organization are often deemed reactive, uncreative and lacking basic 

business understanding. On the other hand, HR professionals who want to be recognized 

as true business partners must see themselves as business people who are specialized in 

HR, not as HR people who advise a business (The Fobes Magazine, 2014). The magazine 

has identified five issues for strengthening human resources in organization. These are 

defining and aligning organizational purpose, recruit the best talent by creating, 

marketing, and selling an Employee Value Proposition (EVP), focus on employee 

strengths, create organizational alignment and accurately measure the same things.  

 

On the other hand, the financial sector has been experiencing de-risking, increasing 

competition, technological innovation and an increasingly discriminating customer 

services (Morris, 1986). Changes in the nature of banking clearly have a knock-on effect 

on employee management as banks move towards being more market driven 

organizations with a culture consistent, and employees being regarded more as a resource 

than a cost (Wilkinson, 1990).  
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Banking People Business . Efficient and effective 

management of the human resource in the organization turns it a successful one. For 

banking, the importance of human resource management has grown manifold because 

the nature of banking industry, which is mainly service based. The management of people 

in the organization along with handling the financial and economic risks at the wider level 

is the most potent challenges in front of the banking industry in any given time frame. 

Efficient and skilled manpower in the sector can only manage the financial risks that the 

banks need to take on regular basis. The Human Resource department is responsible for 

finding such talented manpower and placing them in right jobs in the banks. 

 

Apart from the risks in the banking sector, the people handling the day to day affairs in 

the banks need to keep the customer satisfaction in mind. The people working at the 

front office become the face of the bank and thus it is the responsibility of the HR to make 

sure there are eligible people working up front. They need to make sure that the 

candidates selected in the banks go through necessary training before they begin their 

work, so that they are aware of the nuances of the core banking industry and customer 

relationship, better. The HR management needs to think both about the quantity and 

quality requirement in the banking sector and deal with the shortage in the skilled 

manpower supply in the sector efficiently. 

 

Further, efficient human resource management is one of the most essential requirements 

for survival in this competitive world (Singh, 2013) which is very much crucial for the 

service industry like bank. Banking industry is viewed as personnel angle because of its 

peculiarities (Mathivanan, 2013). Banking industry is a labor-intensive industry and 

efficiency of employees has got a bearing on the quality of services offered.  

 

Human resource management by banks particularly talent acquisition, development, 

motivation, maintenance, and leading are clearly lined with other operational activities 

of the banks. Unlike the trade service, credit operation, ICC, general banking and treasury 

operation, the human resource management activities are not considered as core 

operational activities of banks. Further, it has not been linked with the operational 

activities of the banks.  

 

1.2: Objectives and Methodology 

With this background, the broad objective of the study is to review the overall activities 

of human resource operation of banks for the year 2018. The specific objectives of the 

review paper are: one, to discuss overall activities of human resource operations of banks 

for the year 2018; two, to discuss regulatory and operational aspects of human resource 
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activities of banks in Bangladesh; three, to examine the trend of human resource 

operations of banks for the period CY2014-2018; and four, to identify the key issues and 

challenges of human resource operations of banks for future course of action. 

 

Both primary and secondary data were collected to fulfill the objectives of the study. 

Secondary data were gathered from different publications related to international 

standard practices, framework, and laws. International Association for Human Resource 

Information Management (IHRIM), and BB were the major secondary data sources. 

Primary data had mainly been collected from the HRD of banks through a semi-structured 

questionnaire1. 62 questionnaires have been sent to the head of HRD of which 30 

questionnaires have been received. This study covers 4 state-owned commercial banks 

and DFIs, 18 private commercial banks excluding Islamic banks, and 4 Islamic banks. 

However, we did not receive any response from the foreign commercial banks.  

 

Table-1: Sampling distribution 

Bank Group Sample Banks 

SOCBs and DFIs 4 

PCBs (Excluding Islami Banks) 19 

Islami Banks  6 

FCBs 1 

Total 30 

 

The review team also conducted a Focus Group Discussion (FGD) with the General 

Manager of Banking Regulation and Policy Department (BRPD), Human Resources 

Department (HRD)-1, and HRD-2 of BB. Moreover, this study conducts questionnaire 
2 perception on the HR practices particularly on talent 

acquisition, talent development, talent motivation, leading the talent and talent 

maintenance. Total, 300 questionnaires have been distributed among the sample 

respondents. 300 responses have been analyzed and 20 responses have been rejected due 

to biasness in responding the questions. The sample respondents have been selected 

purposively among the bankers who participated in the training programs in BIBM during 

January to April 2019. 

 

1.3: Coverage, Limitations and Organization of this study 

Broad area of this study is human resource operations of banks. The findings of this report 

have mainly been presented in tabular form along with some graphical presentations.   

 
1  A questionnaire that contains both open-ended and close-ended questions.  
2 Those who are not working in the HR division. 
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This study has been conducted on the basis of the survey of the sample banks. Hence, 

someone have to be careful in generalizing the findings of this study.  
 

The contents of this report are organized into eight sections. Section -1 is the background 

including objectives, methodology, and limitation of this study. Section-2 includes global 

trend in human resource operations. While, Bangladesh Bank initiatives in streamlining 

HR operations of banks explained in Section-3, section-4 illustrates the finding of FGD. 

Section 5 summarizes the responses from the bank officials while Section-6 elucidates 

the review of HR activities of banks 2018. Further, Section-7 explains implementation 

status of recommendations of human resource issues and challenges in HR review 2017. 

Again, in Section-8, this study explains some issues and recommendations for policy 

implications. 
 

2. Global Trend in Human Resource Operations  

ges as they speed into a digital 

Human Resources 

(HR) functions that serve them (KPMG, 2018). Further, the study explained that forward- 

looking HR leaders are confidently harnessing the resources and insights which will 

redefine the traditional HR model and its contribution to the enterprise. They are 

following strategic plans and implementing new technologies such as analytics, digital 

labor and Artificial Intelligence (AI).  
 

2.1 Global Major Trends in HR Operations 

Globally, eighty percent of HR employees surveyed found that using HR technologies 

improved employee attitude toward the company. Meanwhile, 57 percent of HR 

employees strongly agree that employee engagement initiatives will help their company 

retain productive staff. The majority of employees surveyed overall believe that 

employee engagement is important for a thriving company culture. When employees are 

engaged, everyone wins. The following Table-2 explains the major trends in HR 

investment.  

 

Table-2:  Global Major Trends in HR Investment 

Global major trends in HR Business will increase their cost in 

2019 

Engaging All Employees 45% 

Fighting Unconscious Bias 30% 

Improving Essential People Training 15% 

Expanding Our Concept of Wellness 40% 

Streamlining HR Operations with AI 35% 

Source: Moran, 2018; G2 Crowd Chicago, 2019 
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G2 Crowd Chicago (2019), a research organization in USA, found that businesses will 

increase their employee engagement spending by 45 Percent in 2019. Further, companies 

will increase their use of technology to remove unconscious bias from the hiring process 

by 30 percent. Again, corporate wellness initiatives that focus on financial and mental 

health, in addition to physical wellness solutions will expand by 40 percent in 2019. 

Companies will employ financial and mental health solutions to work part and parcel 

with physical well-being solutions to boost  health and wellness. Moreover, 

AI-driven HR technology innovations will increase by 35 percent. Further, KPMG (2018) 

found that over the next year or two, more are planning investments in areas such as  

predictive analysis, enhanced processed automation and AI are more need to focus by the 

HR managers to streamlining their business sustainability. KPMG explained that 60 

percent HR managers around the globe agreed that they have to put attention on predictive 

HR analysis followed by 53 percent in enhanced processed automation and 47 percent in 

AI.  

 

On the other hand, Deloitte University Press 2018, the global trend shows that around 80 

percent organizations are effective in empowering employees to manage their careers. 

Moreover, 80 percent of the same responds highly appreciate the programs relating to 

employee well-being. However, lack of such programs can generate big gaps between 

expertise level, 77 percent organizations are offering personalized and holistic rewards to 

the employees. More on that, 77 percent organizations prioritized citizenship and social 

impact are the core identity of organizations around the world. Therefore, engagement 

with stakeholders on different issues like diversity, gender inequality, climate change, 

global warming, etc. can lift financial performance and brand value while failure to 

engage can destroy reputation. Managing workforce as ecosystem is getting importance 

which is recognized by 65 percent of HR officials (Deloitte, 2018) (Table-3).  

 

Table-3: Global Human Capital Trends in HR operations 

From career to experiences 84.1% 

Well being 84% 

New rewards 77.4% 

Citizenship and social reward 76.7% 

The workforce ecosystem 65.4% 

Source: Deloitte, 2018 
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2.2: Challenges in Global Human Resource Operations 

Despite the worldwide human capital trends, HR operations have some challenges that 

need to address. Corporate citizenship and its social impact can have a good opportunity 

to address as a core operational strategy. In this connection, organizations may formulate 

fragmented strategy but making it an integrated one is a huge challenge. Moreover, 

organizations are trying to ensure social and emotional well-being of employees as well 

as financial performance. But they must do a better job connecting well-being programs 

with employee expectations.  

 

In the 21st century, careers are no longer defined by jobs and skills rather experiences and 

learning agility. It demands new approaches to learning, job design, performance 

management, and career development. Moreover, in designing rewards, compensation 

and traditional benefits are mostly used. Therefore, it is a challenge to change the mind 

set of designing outdated rewards and articulate new ones. Besides, there is vast demand 

of alternate work arrangements comprising of contract, freelance workers. For this, HR 

leaders are trying to plan and optimize the workforce ecosystem in minimizing cultural 

and management practices. 

 

3. Bangladesh Bank Initiatives in Streamlining HR Operations of Banks 

Bangladesh Bank (BB) took different initiatives for streamlining HR operations of the 

commercial banks of Bangladesh. There are several departments of BB for discharging 

its responsibilities. The Banking Regulations and Policy Departments (BRPD) are 

basically accountable for issuance of prudential regulations and guidelines to ensure a 

sound and stable banking system. Apart from this objective, BRPD department also looks 

after HR related issues of commercial banks. Most of the HR related circulars for 

commercial banks are issued by this department. The chronology of major policy 

announcements related to HR (from October 2017 to December 2018) is summarized in 

the table below. The circulars are initiated from Banking Regulation and Policy 

Department (BRPD) and Department of Financial Institutions and Markets (DFIM) of 

the BB (Table-4). 
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Table-4: BB Circulars relating to HR for the year 2018 

Circulars Summary 

BRPD Circular No. 16 
06 November, 2017 
Code of Conduct for Banks & 

Non-Bank Financial 

Institutions 

Banks and Non-bank financial institutions (NBFIs) 
must have to prepare their own code of conduct in 
line with the Bangladesh bank issued Code of 
Conduct. Banks and non-bank financial institutions 
(NBFIs) are instructed to follow the Code of 
Conduct from January 2018. 

DFIM Circular No.-03 
18 September, 2018 
Guidelines for Integrity 

Award 

Bangladesh Bank has formulated "Integrity Award 

and recognize the officials and staff of financial 
institutions along with Govt. bodies in practicing 
integrity in service. As per the guidelines, a 
maximum of two officials or staffs from two 
different categories can be nominated each year for 
the award. 

Source: Bangladesh Bank Quarterly (BBQ), 2018 

 

4. Focus Group Discussion (FGD) with BRPD, HRD-1, HRD-2 and Financial 

Sector Support and Strategic Planning Department of Bangladesh Bank 

(BB) 

The research team conducted a Focus Group Discussion (FGD) with Banking Regulatory 

and Policy Department (BRPD), Human Resources Department-1, Human Resources 

Department-2 and Financial Sector Support and Strategic Planning Department of 

Bangladesh Bank (BB) for strengthening HR operations, structuring to report HR 

operations, and monitoring and supervision of commercial banks in human resource 

operations in Bangladesh. After the FGD, the research team summarized and highlighted 

the following issues.   

 

Bangladesh bank, as a central bank of the country, has the mandate to uphol

interest through regulating the norms of banking business as per Bank Company Act, 

1991. From the perspective of day to day business activity of commercial banks, the HR 

operations of the banks do not come under direct purview for Central Bank to interfere. 

BB took fewer initiatives to strengthen HR operations of the commercial banks of 

Bangladesh. The FGD explained that in principle, Central Bank cannot intervene day to 

day HR operations of banks like credit operation, prudential regulations, core risk 

management etc. 

 

Moreover, the FGD explained that issuance of master circular is subject to streamline and 

update previous circulars or circular letters. It is feasible as and when required. However, 

a team can be formed to ensure transparency and disclosure of the HR operations of the 
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commercial banks in Bangladesh. The malpractice and increase in NPL of the 

liquidity crisis.  

 

There is no intervention from the central bank regarding employees  recruitment, 

selection, training and development. However, commercial banks have to submit a detail 

report to BB for number of employees recruited including their transfer and so on. 

 

From BRPD, several circular/circular letters have been issued to deal with the issue of 

fair treatment, fit and proper test, governance, code of conduct, gender issues etc. All 

have been done on the basis of safeguarding banking business an

independently. Still options are there to augment or standardize the code of conduct or 

governance issues from time to time as and when required. 

 

5. Questionnaire Survey Responses from the Bank Officials (Perception 

Survey Responses) 

This study covers the opinion of the bank employees regarding HR practice of their 

banks.  300 bank employees (87% male and 13% female) who are not working in the HR 

division from the rank of Officer to Deputy General Manager (DGM) have been surveyed 

through a questionnaire from 30 different banks have been analyzed. The questionnaire 

includes five thematic areas of human resource operations  talent acquisition, 

development, motivation, maintenance, and leadership. The outcomes of the survey 

questionnaire are summarized below. 

 

5.1 Talent Acquisition: Under the core thematic area  talent acquisition  this study 

covers recruitment, selection, independency of heads of HR in human resource 

operations, and the necessity to survey of employee ethics before final appointment.          

It finds that 90 percent employees of banks said that the bank gives advertisement before 

any fresh appointment while 82 percent employees opined in favor of following proper 

selection process before appointing an employee at any level in the bank. Moreover, it 

explains that 70 percent employees believed that taking bond/original certificates from 

the newly appointed employees are not ethically justified (Table-5).  
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Table-5: Employees Perception about Human Resource Requirement at the 

Branch Level (%) 

Particulars  Yes No 

Gives advertisement before any fresh appointment 90 10 

Follows proper selection process before appointing an employee at 

any level 82 18 

Ethical justification of taking bond/ original certificates from the 

newly appointed employees 30 70 

Source: Survey data, 2019 

 

Moreover, this study attempts to unearth the independency of the heads of human 

resource management. It explained that 51 percent of bank employees believed that the 

heads of human resource department cannot take independent HR decisions in talent 

acquisition (Figure-1). The heads of HR operations should be independent in some hard-

core HR activities such as recruitment, selection, promotion, and transfer. Further, 85 

percent employees opined that the survey of employee ethics should be conducted before 

the final appointment of any employees in the bank as ethical code of conduct of the 

employees in banks is important for the banking operations.  

 

Figure-1: Independency of Head of 

HR 
Figure-2: Survey of Ethics before 

Appointment  

 
Source: Survey data, 2019 

 
Source: Survey data, 2019 

 

5.2 Talent Development: Talent development is important and second step after proper 

acquisition of the employees in banks. This study covers some issues relating to talent 

development in banks. It finds that 46 percent employees are asked by the HR department 

before giving nomination in any training programs while only 23 percent employees have 

experience in transfer or special assignment after completing the training program.       

This study finds that many banks do not consider bank employees opinion to nominate 

them in the training program (Table-6). 
 

51%

49% Yes

No

85%

15%

Yes

No
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Table-6: Employees Perception about Talent Development in the Banks (%) 

Particulars Yes No 

Asked by the HR department before getting nomination in any training 
program 46 54 

Consult by the Manager/Line-Manager/HRD for getting any specific 
training nomination 59 41 

Transfer (to concern department) by the HR after completing any 
specific training 23 77 

Source: Survey data, 2019 
 

In the talent development part, there is an issue regarding career counseling and 61 

percent employees have received career counseling from their banks. Career counseling 

is usually done by the branch managers or immediate line managers and which is very 

vital for the bank employees for their individual and also organizational career 

development (Figure-3).  
 

Figure-3: Receive Career Counseling 

from Superior 
Figure-4: Experience in Force 

Resignation 

 
Source: Survey data, 2019 

 
Source: Survey data, 2019 

 

Further, 20 percent employees opined that they have experienced force resignation from 

the banks either in their career or their  (Figure-4). This is not a good 

practice that has started in the banking sector of Bangladesh.  
 

This study attempts to find the violation of ethical code of conduct and training on the 

corporate ethics as it recently claimed by different survey findings and media report that 

the violation of ethical code of conduct is increasing. It finds that 61 percent employees 

believe that the violations of ethical code of conduct among the bank employees are 

increasing which is alarming for the banking industry (Figure-5). It should be controlled 

and immediate steps should be taken. Moreover, only 62 percent employees get training 

about the implementation of National Integrity Strategy (NIS), and ethics in banking 

(Figure-6). 

61%

39%
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No

20%

80%

Yes

No
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Figure-5: Violation of Ethical Code of 

Conduct is Increasing 
Figure-6: Training on Ethical Code of 

Conduct 

  
Source: Survey data, 2019 

 

5.3 Talent Motivation and leadership: Talent motivation and leadership is one of the 

core components of HR operations of banks in Bangladesh. To ensure better service bank 

officials should be properly motivated otherwise bank cannot expect better service for 

their customers. An unsatisfied employee cannot provide better service to his customers. 

In this regard to ensure good service employees should receive job description and job 

specification. The study observes that only 62 percent employees receive job description 

and job specification from the HR of the banks and 36 percent bank employees are not 

satisfied with the existing employee performance appraisal system (Table-7). Hence, 

there is a scope for improvement in employee performance appraisal system.  

 

Table-7: Employee Perception about Job Analysis, Performance System and 

Leadership Plan (%) 

Particulars Yes No 

Receive job description and job specification from HR 62 38 

Satisfied with your current performance appraisal system (ACR)/APR 64 36 

Visionary map for becoming top executive (e.g. MD, DMD, AMD) of 
the bank 

77 33 

Source: Survey data, 2019 

 

Further, 77 percent bank employees said that they have visionary map for becoming top 

executive (e.g. MD, DMD, AMD and SEVP or operation in-charge) of the bank. While 

65 percent banks opined that they have good leadership succession plan, which indicates 

superior HR practice in banks, 54 percent of the employees did not participate any 

leadership training program either organized by the banks or other organizations. Banks 

have the scope to improve the leadership quality (soft skill) of the employees (Figure-7, 

8). 

61%

39%
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No
62%

38%
Yes

No
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Figure-7: Presence of Leadership 

Succession Plan 
Figure-8: Participated in a 

Leadership Training Program 

 
Source: Survey data, 2019 

 
Source: Survey data, 2019 

 

Most importantly, 49 percent employees said that there is an absence of ethical leaders in 

the banking industry (Figure-9). Increase of NPL, violation of ethical code of conduct, 

fraud forgery, and decline in the profitability of the banks are due to the absence of ethical 

leaders in banks. 
 

Figure-9: Absence of Ethical Leader  

 
Source: Survey data, 2019 

 

For talent maintenance, presence of grievance handling, and the necessity of CBA/Trade 

Union/ Employee Union are important. The study finds that 56 percent employees feel 

the banks have complete employee grievance handling process while 67 percent have 

opined that the banking industry does not need the presence of CBA/Trade 

Union/Employee Union (Table-8).  
 

Table-8: Employee Grievance Handling and Necessity of CBA in Banks (%) 

Particulars Yes No 

Presence of complete employee grievances handling process 56 44 

Necessity of CBA/Trade Union/Employee Union in Banks 33 67 

Source: Survey data, 2019 
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6. Review of HR Activities of Banks 2018 

This section presents the activities of Human Resources Management (HRM) 

departments in the banking sector of Bangladesh in 2018 and compares the HR 

information since 2014. The review team have summarized and analyzed different HR 

issues that banks are providing to the employees and planning to provide in the future. 

The analysis and interpretation have been divided into six broad areas: 

6.1 General Information about Different HRM Issues in Banks 

6.2 Status of Talent Acquisition in Banks 

6.3 Status of Talent Development in Banks 

6.4 Status of Talent Motivation in Banks 

6.5 Status of Talent Maintenance in Banks  

6.6 Status of Leading the Talent in Banks 

6.1 General Information about Different HRM Issues in Banks 

For sustaining in the competitive environment every organization needs to go through a 

meticulous talent acquisition program. Bank is not exceptional in that case. Banks need 

to acquire a good number of manpower to achieve their desired objectives. At the same 

time, they may experience employee turnover. The review comparison focuses on the 

area of human resources strength of HRM department, gender balance in the bank and 

HRM department. 

 

6.1.1 Human Resource Strengths of Sample Banks 

The study observed that in 2018 on an average, sample banks have 3929 employees 

(Table-9) which is higher than the earlier year. The reason behind increase in employee 

number may be change in sample banks. The table also shows that the average manpower 

in each bank branch and in HR department was 18 and 25 respectively in 2018.  

 

Table-9: Average Human Resource Strength of Sample Banks 

Particulars 2014 2015 2016 2017 2018 

Number of employees in each bank 3825 4022 4298 3693 3929 

Employees per branch 16 20 20 26 18 

Employees in HR Department 19 21 20 33 25 

Source: Survey Data 
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Figure-10: Background of the Head of HR 

 
Source: Survey data, 2019 

 

The study finds that 76 percent head of HR are from non-HR background while only 24 

percent head of HR are from HR background (Figure-10). HR background indicates the 

employees who have either HR graduation or HR diploma or HR experience in the 

banking industry.  
 

Table -10 shows that in 2018 all sample banks had 98,213 employees, which is higher 

than 2017. This is might be changes in the sample banks. The study also finds that about 

14 percent employees are female. In the year 2018, a total number of 9,688 employees 

joined in the sample bank which was 10 percent of their total employees. On the other 

hand, in 2018 a total number of 4,975 employees left the sample banks, which is 5 percent 

of the total number employees of sample banks.  This was 4 percent, 4 percent and 5 

percent respectively in the year 2016, 2015 and 2014.  

 

Table-10: General Information about the Employees Working in Sample Banks 

Particular  2014 2015 2016 2017 2018 

Total  (%) Total  (%)  Total  (%)  Total (%) Total  % 

Number of 

Employees (Total) 

76508 100 92522 100 90265 100 81245 100 98213  

Employees (Male) 66563 87 79822 86 78616 87 70524 

10725 

 

5813 

 

5470 

87 

13 

 

7 

 

6.5 

84770 86 

Employees 

(Female) 

9945 13 12700 14 11650 13 13877 14 

Number of 

Employees Who 

Joined the Bank 

6649 9 5875 

 

6 5557 6 9688 10 

Number of 

Employees Who 

Left the Bank 

4118 5 4092 

 

4 3525 4 4975 5 

Source: Survey Data 

24%

76%

HR Background Non HR Background
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This study also exposed that in 2018 all sample banks have 618 employees (Table-11) in 

the HR division, which is higher than 2017. This study also finds that around 18 percent 

employees working in the HR department are female. It was 19 percent, 9 percent, 13 

percent and 15 percent respectively in the previous years. On the other hand, in 2018, 83 

employees joined in the HR department of sample banks, which is 13 percent of total 

employees of the HR department. Similarly, in 2018 a total number of 45 employees left 

the HR department, which is 7 percent of total employees of the HR department. Thus, 

HR department of the bank needs employee friendly HR policy to retain qualified HR 

professionals.   

 

Table-11: Number of Employees Working in the HR Departments of Sample Banks 

Particular  2014 2015 2016 2017 2018 

Total  (%) Total  (%)  Total (%) Total (%) Total (%) 

Total 
Employees 

384 100 427 100 420 100 354 100 618 100 

Male 325 85 371 87 354 84 287 81 507 82 

Female 59 15 56 13 66 9 67 19 111 18 

Employees 
who joined 
the HR 
Department 

80 21 27 6 46 11 51 14 83 13 

Employees 
who left the 
HR 
Department 

63 16 32 7 47 11 39 11 45 7 

Source: Survey data 

 

Table-12   shows that sample banks had 7,113 executives in the year 2018, in the rank of 

AGM/AVP, out of them only 565 are female and this is only 8 percent of total executives. 

Moreover, 69 female executives are working as head of the department at head office 

level. In addition, 113 female executives are working as branch managers and 359 female 

executives are working as operations/sub managers. It has been observed from the data 

that the number of female employees as departmental head or branch manager is 

gradually increasing which is a positive indicator from the view point of women 

empowerment.   
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Table-12: Important Positions Held by the Employees (Number) in Branch / 

Head Office level in Sample Banks in 2018 

 2016 2017 2018 

Category of 

Positions 

Male  Female  Total  Male  Female  Total  Male Female Total 

In the Rank 

of 

Executives 

i.e. AGM/ 

AVP or 

above 

5213 

(91%) 

488 

(9%) 

5701 5123 

(92%) 

417 

(8%) 

5540 6548 

(92%) 

565 

(8%) 

7113 

As Head of 

the 

Department 

in Head 

Office Level 

758 

(95%) 

43 

(5%) 

801 671 

(92%) 

62 

(8%) 

733 655 

(90%) 

69 

(10%) 

724 

As Branch 

Manger 

4596 

(98%) 

104  

(2%) 

4700 4321 

(97%) 

134 

(3%) 

4455 5939 

(98%) 

113 

(2%) 

6052 

As 

Operations 

Manager / 

Sub Manger 

3200 

(91%) 

302 

(9%) 

3502 2790 

(93%) 

199 

(7%) 

2989 4964 

(93%) 

359 

(7%) 

5323 

Source: Survey data 

 

6.1.2 Employee Age Composition in Sample Banks  

Organization needs to maintain a balance among different age groups. This study finds 

(Figure-11) that, in 2018, 15 percent employees were in the age group below 30 years.    

It was 14 percent in the year 2017 and 15 percent in the year 2016 and 2015. A majority 

portion i.e. 48 percent of the bank employees are in the age group of 30-40 years.  It was 

53 percent, 47 percent and 44 percent respectively in the year 2017, 2016 and 2015.On 

the other hand, 18 percent bank employees belong to the age group of 40-50 years. It was 

19 percent in the year 2017, and 17 percent in the year 2016 and 2015. The remaining 19 

percent bank employees belong to the age group above 50 years, it was 13 percent, 21 

percent and 24 percent respectively in the year 2017, 2016 and 2015 (Figure-11). Thus, 

it has been observed that the number of senior bankers is gradually decreasing which may 

create vacuum in the banking sector.  
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Figure-11: Employee Age Graph in Sample Banks in 2015, 2016, 2017 and 2018 

For the year 2015 For the year 2016 

 
Source: Survey data Source: Survey data 

For the Year 2017 For the Year 2018 

 
Source: Survey data Source: Survey data 

    

Moreover, a major portion of the bank employees are young, so banks HR should be 

aware about how to handle or how to motivate these young bankers as this group is mostly 

involved with the operational activities of the banks.  

 

6.1.3 Employee Financial Performance  

Bank employees play a crucial role to achieve the financial performance of banks and 

they are the real wage earner. The main indicators of per employee financial performance 

in the banking industry are per employee operating income, per employee operating 

expense, and per employee salary etc. The study reveals (Table-13) that per employee 

operating income, per employee operating expense and per employee salary and 

allowance in 2018 were Tk. 2.00 million, Tk 1.15 million and Tk 0.55 million 

respectively which were Tk. 2.86 million, Tk 1.9 million and Tk 0.93 million respectively 

in the year 2017. It has been observed that in 2018 per employee financial performance 

has decreased compared to previous years per employee financial performance.  
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Table-13: Per Employee Financial Performance of Sample Banks (In Million Tk.) 

Particulars 2014 2015 2016 2017 2018 

Per Employee Average Operating 
Income 

4.71 1.51 1.11 2.86 2.0 

Per Employee Average Operating 
Expense 

2.18 0.79 0.64 1.9 1.15 

Per Employee Average Salary and 
Allowances 

1.37 0.45 0.32 0.93 0.55 

Average Salary and Allowances 
Compared to Total Operating 
Income 

29% 30% 29% 31% 28% 

Average Salary and Allowances 
Compared to Total Operating 
Expense  

63% 57% 50% 49% 48% 

 9.31 8.73 9.31 11.48 11.6 

Source: Survey Data 

 

6.2 Talent Acquisition 

This study intends to investigate whether the banking industry of Bangladesh is 

concerned about future HR requirement and its process. The table-14 depicts that 84 

percent banks have knowledge about their future HR demand, while the use of HR 

software to forecast the HR demand is about 25 percent only. However, the use of 

integrated software for HR management is about 92 percent which is a good indication 

for the banking community to manage their HR. The study finds a decreasing data on the 

above issues compare with previous years. Therefore, there is a scope to improve the 

condition of banks in these issues.  

 

Table-14: Use of HRIS 

 

Particulars 

2015 2016 2017 2018 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Knowledge about future 

HR requirement  

---- ---- 100 0 86 4 84 16 

Using HR software for 

forecasting HR requirement  

---- ---- 19 81 14 86 25 75 

Software for HR 

management 

77.27 22.73 86 14 73 27 92 8 

Source: Survey data 

 

Ethical issue is very vital for banks as bankers are custodian of the depos

This study reveals that around 83 percent banks do not conduct psychological test while 

selecting employees in 2018. However, conducting psychological test during a selection 
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process is a powerful means for identifying insights of a candidate to determine the best 

match for a key role. In addition, history analysis is also very important to know the 

ethical conduct of employees. It finds that around 52 percent banks conduct 

survey/history analysi  (Table-15). Moreover, 83 percent 

banks are taking bond from newly recruited employees in 2018. 

 

 

Conducting ethical survey for the newly appointed employees claims an important role 

in streamlining ethical practices in the banking business. The study finds that there is a 

provision to conduct police verification of the 

 percent banks conduct ethical survey before 

appointment while 46 percent banks conducts after appointment. On the other hand, only 

16 percent conduct history analysis of paren  

(Figure-12).  

 

 

 

 

 

 

 

 

Table-15: Employment Test and E Onboarding or Socializing 

Particulars  2015 2016 2017 2018 

Yes 

(%) 

No 

(%) 

Yes No Yes  No Yes No 

Advertisement for new 

recruitment 

- - - - 100 0 100 0 

Taking bond from newly 

recruited employees 

95 5 90 10 75 25 83 17 

Taking original mark sheet and 

certificates from newly 

appointed employees 

- - - - 5 95 13 87 

Conducting psychological test 

during selection process 

32 68 29 71 80 20 17 83 

Conducting survey/history 

analysis on the  

ethical conduct 

--- --- 52 48 53 47 52 48 

Source: Survey data 
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Figure-12: Period of Conducting Employee Ethical Survey 

  

Source: Survey data, 2019 

 

Figure-13: Giving priority for Recruiting Fresh Employees 

 

Source: Survey data, 2019 

 

The commercial banks give advertisement for appointing fresh graduates in different 

medias 

advertisement, 71 percent banks gives priority in subject discipline while 29 percent 

banks does not give any priority in discipline (Figure-13). Among those discipline 

Law (Table-16).  

 

Table-16: Priority ranking in discipline 

Subjects Priority Ranking 

Economics  1 

BBA/MBA 2 

English 3 

Law 4 

Others 5 

Source: Survey data, 2019 
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Further, the commercial banks take bond from the newly appointed employees in banks. 

When an employee leaves the organization the settlement of benefits has been done either 

collecting the bond amount from the employee or release the employee with any claim. 

While 67 percent banks explained that they collect bond amount from the quitting 

employee, 33 percent banks release the employee with settling all claims (Figure-14).  

 

Figure-14: Settlement with the Employees while Leaving the Bank  

(within the bond period) 

 
Source: Survey data, 2019 

 

6.3 Talent Development 

The importance of human capital depends on the degree to which it contributes to the 

creation of a competitive advantage Collis (1995). Peteraf (1993), Stavrou (2004), Badhu 

and Karunesh (1999) in their study show that a comprehensive training and development 

program helps to create the knowledge, skills and attitudes among the employees in an 

organization which is necessary to achieve organizational goals and to ensure competitive 

advantage. To understand the status of talent development in the banking sector of 

Bangladesh, Training Need Assessment (TNA) is very crucial. The figure-15: shows that 

80 percent trainee does not know his/her training schedule beginning of the year.  

 

Figure-15: Trainee Knows his/her Training Schedule Beginning of the Year 

 
Source: Survey data, 2019 
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Figure-16 and Figure-17 portrait employee training statistics in the banking sector of 

Bangladesh. It is found that the number of in-house and local training programs has been 

decreased while foreign training programs have been increased from 2017 to 2018.        

The number of in-house training participants is increasing gradually from year to year 

while the number is decreased in case of local programs i.e. from other local institutes 

(Figure-17). It is a good sign that the banking sector is gradually developing their in-

house training capacity.  

 

Figure-16: Number of Training Programs 

 

 

Source: Survey data, 2019 

 

Figure-17: Number of Training Participants 

 

 

Source: Survey data, 2019 
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Figure- 18 explains total training programs, total number of participants in the training 

program, and average trained employees. This study finds that total number of training 

programs had been decreased by 874 in 2018 from 2017 while total number of 

participants in the training programs had been increased by 6342. However average 

trained employees had been decreased by 466 in 2018 from 2017. 

 

Figure-18: Training Programs, Number of Participants and Average Trained 

Employees 

 

 

 

 

Source: Survey data, 2019 
 

6.3.1 Employee soft-skill and hard-skill development  

Soft skills are a combination of interpersonal  skills, social skills, communication 

skills, character traits, attitudes, career attributes, social intelligence and emotional 

intelligence quotients among others that enable people to effectively navigate their 

environment, work well with others, perform well, and achieve their goals with 

complementing hard skills3. A person's soft skill is an important part of their individual 

contribution to the success of an organization. Studies by Stanford Research Institute and 

the Carnegie Mellon Foundation among Fortune 500 CEOs established that 75 percent of 

long-term job success resulted from soft skills and only 25 percent from technical skills 

(Sinha, 2008). Further, another study conducted by Harvard University noted that 80 

percent of achievements in career are determined by soft skills and only 20 percent by 

hard skills (Figure-19). This study finds that around only 6 percent soft skill training has 

been given to the employees while around 94 percent training is hard skills. This finding 

is opposite to the employee leadership development plan. An employee has been 

developed without interpersonal, motivational, team leadership, good presentation, good 

 
3 Workforce connections: Key soft skills that foster youth workforce success, Child Trends, June 2015 
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communication and networking skills etc. which is not a good sign for the banking 

industry in Bangladesh (Figure -19, 20). 
 

Figure- 19: Achievement in Career 

Determined by 

Figure-20: Training Programs 

Conducted by the Banks in 2018 

  
Source: Harvard Business Study (2008) Source: Survey data, 2019 

 

6.3.2 Training Expenses in Banks 

Almost all the banks in Bangladesh have their own training institutes to perform training 

activities. Yearly budget has been prepared by training institute for smooth functioning 

of training activities. It is revealed from the data that the budget allocation of banks for 

training activities has increased tremendously in 2018 than the previous years (Table-17). 

It is a good sign that the banking sector is considering their human resources to convert 

as human capital. 

 

Table-17: Status of Training Expense of Sample Banks 

Particulars 2014 2015 2016 2017 2018 

Training Budget (Tk million) 17.73 27.58 41.41 35.94 121.3 

Actual Expense (Tk million) 17.52 23.47 28.93 26.07 109.3 

Utilization of Training Budget (%) 98.81 85.08 69.86 73 90 

Average training expense per 
employee (Tk.) 

2289 3000 3000 
 

3210 12,567 

Average training expense of Banks 
(Million Tk.) 

0.88 1.07 1.38 1.6. 6.07 

Training expense as percentage of 
total operating expense 

0.20% 0.33% .50% .25% 1.25% 

Source: Survey data 

  

Utilization of training budget is good enough in 2018 (90%) which is higher than previous 

years except 2014. Further, average training expense per employee was TK 12,565 in 

80%
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2018, which is very high compared with previous years. Further, the share of training 

expense to operating expense was showing a slow upward trend from 2014 to 2016. But 

in 2017, it was decreased i.e. 0.25 percent. However, the investment in human capital 

development is increased in 2018 which is 1.25 percent.  
 

6.3.3 Employee Training and Development 

While conducting a training program, training institutes do usually evaluate training 

outcomes on different parameters. These evaluation help training institutes to design next 

training programs. 
 

Table- 18: Employee Training and Development Issues 

 2015 2016 2017 2018 

Particulars Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Conduct post training 

evaluation                                                                                                 

29 71 67 33 64 36 76 24 

Source: Survey Data 
 

Banks conduct Post Training Utilization (PTU) to see whether the employee is showing 

desired level of progress in work situation. Banks generally measure employee 

performance by collecting feedback from respective branches, monitoring on-the-job 

performance, transferring to related desk or department etc. This study shows that, around 

76 percent banks conducts post training evaluation (Table-18). Besides, internet-based 

training programs are decreased from previous years (Figure-21).  

 

Figure 21: Internet based Learning (E-learning) 

 

Source: Survey data 
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6.3.4 Employee Career Counseling 

The aim of employee counseling is to assist both the employer and employee by 

intervening with a problem-solving approach to solve the problem at hand. One to one 

coaching and career transition for successful career goals are dealt with individualized 

employee career counseling. Organizations consider it as a motivational tool. The study 

finds that 30 percent banks had career counseling system in 2018 which is slight 

decreasing from previous years. Moreover, it is found that 100 percent banks have no 

career counseling section/wing but 12 percent banks have career counselor in 2018 

(Table-19) 

 

Table-19: Employee career counseling 

Particulars 2016 2017 2018 

Yes 

(%) 

No (%) Yes (%) No 

(%) 

Yes 

(%) 

No 

(%) 

Career counseling system 33 67 33 67 30 70 

Career counselor 14 86 11 89 12 88 

Career counseling 
section/wing 

10 90 0 100 0 100 

Source: Survey data 

 

6.4 Talent Motivation 

Core element of human resource management is motivation. It is important for activating, 

training and developing human resources in order to ensure individual and organizational 

goals. There are various sources of motivation by which organization can motivate their 

employees, such as good pay, good condition of service and opportunity for staff training, 

and motivated employees can increase their productive capacity. 

 

Table-20: Employee Motivation Survey 

Particulars 2016 2017 2018 

Yes 

(%) 

No 

(%) 

Yes 

(%) 

No 

(%) 

Yes 
(%) 

No 
(%) 

Conduct employee 

motivation survey 

24 76 17 83 21 79 

Salary varies in same 

position 

48 52 61 39 64 36 

Source: Survey data 

 

Study finds that 21 percent banks conducted employee motivation survey in 2018, which 

is higher than previous year. It indicates that banks are giving importance to motivate 

their employees. On the other hand, 64 percent banks offer different salary structure for 

the same position. The percentage is getting higher than previous years which show the 
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severity of the issue (Table-20). If salary deviates in the same position it is disrespectful 

for the bankers and at the same time demotivate them. However, extra bonus, foreign 

training and good placement etc. can be given to good performer. 

 

6.4.1 Job Hierarchy of Sample Banks 

In the banking sector of Bangladesh there is a lack of uniformity in the organizational 

hierarchy. Different banks have different job hierarchy that may create complexity among 

bank employees. Thus, the study shows the number of hierarchy of sample banks (Table-21).  

  

Table-21: Range of Job Hierarchy/ Ladder 

(From lowest position to highest position) in Sample Banks 

 2015 2016 2017 2018 

Category of Banks Min Max Min Max Min Max Min Max 

SCBs and DFIs 9 12 11 17 11 17 10 16 

PCBs (Excluding 
Islamic Banks) 

11 18 11 31 11 33 14 31 

Islamic Banks 12 18 18 22 14 22 14 20 

FCBs 7 10 - - - - - - 

Source: Survey data 

 

The study finds that in SCBs and DFI, minimum number of hierarchy was 10 and 

maximum was 16 in 2018. PCBs (Excluding Islamic Banks) are having more ladders in 

their job hierarchy which is minimum 14 and maximum 31. The minimum number of 

ladder for Islamic Banks was 14 and maximum was 20 in 2018. It is expected that all 

banks should have a uniform hierarchy practice.  

 

6.4.2 Revision of employee compensation package 

This study finds (Figure-22) that 20 percent banks revise their employee compensation 

package in every two years while the figure is same in case of revising packages for three 

years as well i.e.  20 percent banks do the same. Around 45 percent banks revise it in 

more than 3 years. Only 15 percent banks revise their compensation package yearly. 
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Figure-22: Revision of Compensation Package 

 
Source: Survey data 

 

The study also finds that the commercial banks provide incentive bonus to their 

employees based on either performance of the banks or performance of the employees. 

While 52 percent banks provide incentive bonus to their employees based on performance 

of the employees, 48% banks provide based on performance of the banks (Figure-23).  

 

Figure-23: Incentive Bonus is based on 

 
Source: Survey data 
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This study also reveals that bank employees are also satisfied with the employee welfare 

measures such as salaries, housing facilities, and retirement benefits like gratuity, 
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under four captions  core benefit, retirement benefit, special benefits and voluntary 

benefit.  
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Employee core benefits: Core benefits are the benefits which are given to employees for 

rendering their services to banks. This study finds that all banks are providing core 

employee benefits sincerely and they are trying to offer those benefits to their level best. 

This study also finds that 92 percent banks give maternity benefits to their female 

employees. However, maternity leave should be 100 percent. It is appreciable that 67 

percent banks provide day care facility for their employees (Figure-24). Again, it is 

praiseworthy that 92 percent sample banks provide medical leave in case of sickness or 

emergency to the employees. Moreover, 84 percent banks do support their employees on 

medical ground. 

 

To work properly and to satisfy customers, information plays a pivotal role. It is found 

that 75 percent banks rightly disseminate information to the employees so that a better 

work environment prevails within the bank. 72 percent banks have firefighting benefit 

for their employees and 17 percent banks measure the workload of their employees which 

should be increased more. 

 

Figure-24:  Core Benefits in Sample Banks 

 
Source: Survey data 

 

Retirement benefit: An important element in designing total compensation packages for 

banks is retirement benefits. Only 35 percent banks particularly SCBs and DFIs have 

pension scheme for their employees. 65 percent banks i.e. PCBs do not have any pension 

scheme to their employees. (Figure-25)       
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Figure- 25: Retirement Benefit 

 
Source: Survey data, 2019 

 

Special Employee Benefits: Banks are also trying to offer some special service benefits 

to their employees to uplift their standard of living. One of the most important benefits 

in this area is employee education facility (Figure-26). This study also reveals that 46 

percent banks offered employee education facility to their employees. Employee 

education facility is a positive sign to enrich employee knowledge and skills and 

ultimately enhance the benefits of the bank. But the percentage of employee education 

facility should be increased more. On the other hand, 50 percent and 42 percent sample 

banks offer social security benevolent fund and insurance benefits respectively. This 

study also ascertains that 92 banks had employee death benefit.  

 

Figure- 26: Special Employee Benefits Issues 

 

Source: Survey data 
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Voluntary Benefits in Banks: There are some voluntary benefits that banks usually 

provide to their employees to give comfort and retain them. This study reveals that only 

35 percent banks provided leave for new born and mother health protection (Figure -27). 

 

Figure- 27: Voluntary Benefits Issues 

 

Source: Survey data 

 

The study finds that 63 percent banks helped the employees in their work life balance. 58 

percent banks provided employee socialization benefits and 46 percent banks provide 

opportunity to get job of the family of the bank employees on their disability or death. 

 

6.4.5 Status of Performance Management and Employee Retention in Banks 

An effective Performance Management System (PMS)4 needs to accomplish four things. 

First, it needs to define and produce agreement on what performance is needed. The basis 

of any Performance Management System should be agreement on what needs to be done 

and how it should be done. Without a clear definition of what kind of performance is 

desired, it is impossible to develop and motivate individuals who can meet or exceed 

performance standards. Second, it needs to guide the development of individuals so that 

they have the skills and knowledge needed to perform effectively. To be effective, a 

Performance Management System needs to help employees gain the skills and knowledge 

they need in order to perform effectively. Third, it needs to motivate individuals to 

perform effectively. Even the best talent will perform at a high level only if motivated to 

do so. When it comes to performance, high levels of both talent and motivation are 

system. It needs to be the primary source of information about how individuals are 

 
4 Bangladesh Bank (BB) has already introduced it to become a modern and dynamic Central Bank. PMS is a 

especially in turning BB's strategy into plans, plans into actions and actions into results. To replace the current 

subjective ACR system, an improved objective system PMS is introduced in Bangladesh Bank. 
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performing and what skills and knowledge exist in the workforce. This information is a 

critical input to talent management as well as to strategic planning. 
 

The study tries to examine the methods used for performance appraisal of bank executives 

and whether there is scope for improvement. It reveals that 50 percent banks use ACR 

which is very traditional in nature (Figure-28). Besides, 29 percent banks practice PRR 

and the remaining portions use other methods to appraise their employees. However, 48 

percent banks believe that there is scope for improvement in performance appraisal 

methods.  
 

Figure- 28: Performance Appraisal Method in Sample Banks 

Method of Performance Appraisal 

 

Scope to Improve Performance 

Appraisal 

 
Source: Survey data, 2019 

 

The study also finds out that 63 percent banks have presence of KPI. Moreover, it is good 

that 56 percent sample banks disseminate ACR/KPI score to their employees.   
 

The study also tried to find out the turnover rate in the year 2018. The average rate is 5.06 

in 2018 which has decreased than the year 2017. In case of SCBs & DFIs and Islamic 

banks, the rate is decreased than previous year. However, the turnover rate is very high 

in conventional PCBs (Table-22). 
 

Table -22: Turnover Rate (in %) 

Banks 2015 2016 2017 2018 

SCBs & DFIs 4.70 5.00 9.76 2.47 

PCBs (Conventional) 4.88 4.06 6.89 9.9 

PCBs (Islamic Banks) 2.19 1.16 2.15 1.85 

Average turnover rate 3.50 3.90 6.73 5.06 

Source: Survey Data, 2019 
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6.5 Talent Maintenance 

Talent Maintenance i.e. the attraction, development, management and retention of talent 

is an important driver of success. But there are many challenges as well. Today employees 

work in such a dynamic and ever-changing environment that requires a skillful crafting 

of talent strategy if the organization want to maximize the potential of its workforce. 

Amongst talent maintenance employee grievance is very crucial. That is why the study 

tries to depict the status of employee grievance and complaint management in banks. 

 

6.5.1 Status of Employee Grievance and Compliant Management in Banks 

Employee grievance refers to the dissatisfaction of an employee with what he expects 

from the organization and its management. An organization or employer is expected to 

provide an employee with a safe working environment, realistic job preview, adequate 

compensation, respect etc. However, employee grievance is caused when there is a gap 

between what the employee expects and what he receives from the employer. It is 

important that employees are treated fairly and receive prompt responses to problems and 

concerns.  

The study discloses that 95 percent bank employees receive Employee Service Rule 

(ESR) from their respective bank (Table-23). However, 61 percent banks do not have 

separate wing/employee to manage grievance and complaint. It is also quite surprising 

that 38 percent banks do not have written grievance and complaint management policy.  

 

Table  23: Employee Grievance and Compliant Management 

Employee Grievance Issues Yes (%) No (%) 

Employees have received ESR from the Head office 95 5 

Bank has written employee grievance and complaint 

management policy.  

62 38 

Bank has any separate wing/employee for employee 

grievance and compliant management. 

39 61 

Source: Survey Data, 2018 

 

Whenever asking about the reasons of grievance, 24 percent cases are for economic 

followed by peer/colleagues i.e. 21 percent. Supervisor/manager is also a major reason 

i.e. 18 percent for employee grievances.  Apart from this, 15 percent employee grievances 

are linked to work environment and unethical practices.  The remaining 7 percent is in 

others category (Figure-29).   
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Figure- 29: Reasons of Employee Grievance 

Source: Survey Data, 2017 

 

If employees have any grievance banks need to immediately resolve it. Hence, the study 

considers the time taken by banks to resolve employee grievance. It is quite surprising 

that in 63 percent cases, time taken by banks to resolve employee grievance depends upon 

the level of grievance (Figure-30). Likewise, in 27 percent cases banks try to resolve 

employee grievance within 3 to 4 weeks.   

 

Figure 30: Time Taken by Bank to Resolve Employee Grievance 

 

Source: Survey Data, 2017 
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6.6 Leading the Talent 

The study tries to capture the status of leading the talent in the banking sector where it 

finds that 65 percent banks have absence of ethical leaders and they do not have programs 

for developing future banking leader though 61 percent banks have separate training 

module for developing leadership in banks. It is a good practice that 79 percent banks 

have developed scale to define best employees. It is also commendable that 83 percent 

banks praise/reward their best employees (Table-24).  

 

Table-24: Leadership Development   

Particulars  Yes No 

Absence of ethical leaders 35 65 

Programs for developing future banking leader 35 65 

 61 39 

Praise/ reward the best employees  83 17 

 79 21 

Source: Survey data, 2018 

 

The study finds that after joining to the banks a Management Trainee 

Officer/Probationary Officer, the employees need 29 years on average and maximum 37 

years to reach in the top management position (i.e. MD, DMD) conditioned that if the 

employees get regular promotion. 

 

7. Implementation Status of Recommendations of HR Issues and Challenges 

in HR Review  2017 

Considering the challenges of previous HR review, the review team believes that some 

of the suggestions offered by the researcher in 2017 are yet to be implemented. Therefore, 

the review team intended to know the implementation status of the recommendations of 

HR issues and challenges in 2017 (Figure-31).  
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Figure-31: Implementation status of HR Issues in 2017 

 

Source: Survey Data 

 

From Figure-31, we can observe that 96 percent 

and leave policy. Around 87 percent banks have ensured transparency, accountability, 

and ethics in their banking operations. Besides, around 82 percent banks claimed that 
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banks. Around 71 percent banks have implemented day care facility. Furthermore, 68 
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84 percent banks have not taken initiatives to reduce the number of job hierarchy. 

Intervention from Bangladesh Bank is highly appreciated. Further, 79 percent banks also 
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position.  Moreover, 71 percent banks also have not offered health benefits to their 

employees.  
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Top management commitment is highly anticipated for the implementation of different 

HR issues in banks. Only then all the banks can ensure better human resource 

management practices in the banking sector of Bangladesh. 

 

8. Issues and Recommendations  

reporting for the commercial banks in Bangladesh nor reporting requirement by the 

central banks (except some specific areas of HR). Although BB has reporting requirement 

in a standard structure/format for Internal Control and Compliance (ICC), Asset Liability 

Management (ALM), Credit Risk Management (CRM) etc. the human resource 

management reporting requirement is confined. Further, some banks use Human 

Resource Information System (HRIS) to perform human resource operations and their 

reporting activities while most of the banks have no HRIS to perform the human resource 

operations. 

 

Two, the study finds that 76 percent head of HR are from non-HR background while only 

24 percent head of HR are from HR background. HR background indicates the employees 

who have either HR graduation or HR diploma or HR experience in the banking industry. 

An employee appointed in the HR without HR background or any HR experience may 

think HR in banks are similar to HR of manufacturing industry or other service industry. 

HR practices in the banking industry are different from the HR practices of other industry, 

which can be streamlined.  

 

Three, our study finds that the current employee turnover rate is around 5.06 percent 

which has declined from 6.73 percent from the year 2017. Importantly, the employee 

turnover rate has increased to 9.9 percent from 6.89 percent in the private commercial 

banks while it has decreased by four times to 2.47 percent from 9.76 percent in the state-

owned commercial banks. This might be the increase in pay and benefit structure and job 

security of the state-owned commercial banks.  Therefore, the private commercial banks 

should consider this factor significantly to reduce employee turnover rate by ensuring 

good work environment, reducing job stress, better compensation (salary and benefits), 

good employee relationship with management, career growth, learning and development 

etc.  

 

Four, the job hierarchy is about job titles, employee levels. It is clear that the number of 

hierarchy in sample banks varies considerably in different banks which make confusion 

among the bank employees. In some cases bank officials may lose their job seniority.  
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Currently, there are maximum 33 job ladders in private commercial banks while the 

minimum 10 ladders in the state-owned commercial banks.   

 

Five, it recently claimed by different survey findings and media report that the violation 

of ethical code of conduct is increasing. The study finds that 61 percent employees 

believe that the violations of ethical code of conduct among the bank employees are 

increasing which is alarming for the banking industry. Most importantly, 49 percent 

employees said that there is an absence of ethical leaders in the banking industry. Increase 

of NPL, violation of ethical code of conduct, fraud forgery, and decline in the profitability 

of the banks are due to the absence of ethical leaders in banks. Ethical leadership plan 

should be groomed and developed from the very beginning of the employee 

socialization/orientation program. There is a provision to conduct police verification of 

 

percent banks conducts ethical survey before appointment while 46 percent banks 

conducts after appointment. On the other hand, only 16 percent conduct history analysis 

 percent 

employees of banks believe that conducting survey of the employee ethics should be 

conducted before the final selection of the employees.  

 

Six, Harvard University noted that 80 percent of achievements in career are determined 

by soft skills and only 20 percent by hard skills. This study finds that only 7 percent soft 

skill training has been given to the employees while 93 percent training is hard skills. 

This finding is opposite to the employee leadership development plan. An employee has 

been developed without interpersonal, motivational, team leadership, good presentation, 

good communication and networking skills, ethics and integrity etc. skills is not a good 

sign for the banking industry in Bangladesh 

 

Seven, seventy seven percent bank employees have vision map to reach in the top 

management position of the bank. However, it finds that after joining to the banks a 

Management Trainee Officer/Probationary Officer, the employees need 29 years on 

average and maximum 37 years to reach in the top management position (i.e. MD, DMD) 

conditioned that if the employees get regular promotion.  

 

Eight, eighty three percent banks take bond from newly recruited employees, while 70 

percent bank employees explained that there is no ethical justification of taking bond/ 

original certificates from the newly appointed employees. It reduces banks reputation and 

there is no justification to create obstacles of up growing these employees rather the banks 

have to practice good corporate culture and good governance to retain these talented 

employees.  
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Nine, forty six percent banks employees are asked by the HR department before giving 

nomination in any training programs while only 23 percent employees have experience 

in transfer or special assignment after completing the training program. This study finds 

that many banks do not consider bank employees opinion to nominate them in the training 

program. Hence, the post training utilization is questionable in the banking industry.  

 

Ten, there is absence of master circulars or guidelines on human resource operations for 

the commercial banks in Bangladesh. Further, there is no standard practice manual for 

employee recruitment and selection (except some higher-level posts and issues), 

compensation and benefits, job hierarchy, employee designation or its equivalency, 

training and development, leadership succession, practice of HRIS, transfer and 

promotion (except some circulars by BB), and others.  

 

Finally, the human resource policies, principles, theories, tools and techniques are same 

around the globe. However, the practice of such policies, principles, theories, tools and 

techniques varies based on the HR practitioners. The practice of HRM varies in the 

banking sector of Bangladesh. For ensuring standard benchmark, understanding 

discrepancies, and reducing the gap in HR practices, an HR forum can be formed for all 

banks.  
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Appendix 

 

Mini Case # 1: Mr. Akbar, a high ranked officer of a renowned private commercial 

bank, joined on 9.6.1987 as an Office Assistant of the bank and resigned on 3.12.2017 

as a V.P. due to some personal problems. In this long period of working life, he has 

performed responsibility as Branch Manager, Credit officer and so on. After receiving 

the resignation letter from Mr. Akbar, all of his working information related with 

deposits and loan has been collected from different departments according to HR 

policy of bank. But those reports expose some irregularities in sanctioning loan during 

 transferred 

him to Chittagong zonal branch and given him additional responsibility on 26 July, 

2014 of making regular those loans, he has provided in earlier branches. Beside this 

based on investigation report of Legal Matters and Recovery Division, Internal Control 

and Compliance department of the bank. The bank has sent him a letter to take 

necessary steps to adjust irregular loans and also asked him to give enough association 

to the branches in solving the issues. Despite of giving order by authority Mr. Akbar 

has shown indifference to the issue. 

 

Though Mr. Akbar has resigned on 3.12.2017, he has not received service benefit till 

receiving his application bank replied to this matter. When Mr. Akbar has given his 

resignation letter to the bank, considering humanity, the bank authority has agreed to 

approve his resignation with some conditions. 

 

According to condition, Mr. Akbar has given an undertaking to bank by stating that all 

of his receivables of service benefit except own contribution to Provident Fund will be 

postponed till next declaration from bank. By this time, his loan a/c has been adjusted 

by his contribution to the Provident Fund. 

 

Mini Case # 2: This is a case of non-repayment of service benefits of an employee. 

Mr. Abdul Haque joined a bank on 1993 and retired from his service on 07.10.2013 as 

Executive Vice President. But when he failed to get retirement benefits from his bank 

although 6 months had passed from the date of his retirement, he approached to 

Bangladesh Bank seeking help. The fact was that, the bank's Board of Directors took 

decision to hold back his retirement benefits accusing him of unethically providing 

loan facilities to some customers by misusing his managerial power while he was the 

manager of a branch. Then Bangladesh Bank investigated the allegation and in most 

of the cases did not find any justification or irregularities on his part. It was surprising 
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to find out that the Bank which handed him over his release letter along with a letter 

of appreciation upon completing 20 years of service for the bank, accused him for his 

involvement in irregularities. Finally, Bangladesh Bank directed the bank to provide 

Mr. Haque with all his retirement benefits and he got around Tk.80.00 lac on 

22.09.2014.  

 

Mini Case # 3: This is a case of issuing a circular to restrain malpractice in the 

banking sector and to uphold the law, based on a customer's query. Mr. ASM Khairul 

Anam noticed that a bank's "Undertaking by Nominee" form (required for opening any 

bank account) contains some clause, which is conflicting with banking law and 

practice and may create social unrest in the country. When he draws attention of 

Bangladesh Bank, the central bank took the matter with utmost priority and promptly 

issued a circular in this regard. In that circular titled "Payment to the 

nominee/nominees of the deceased account holder according to Section-103 of BCA" 

Bangladesh Bank has urged all the scheduled banks to strictly follow section 103 of 

Bank Company Act, 1991 and through this intervention Bangladesh Bank has 

reassured the protection of an account holder's money in accordance with the law.   

Source: Bangladesh Bank 
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IT Operations of Banks 
 

1. Background of the Study 

Information Technology (IT) has aided the banking industry to deal with the challenges 

that the new economy poses. In order to meet the growing needs of customers, like other 

industries around the globe, financial institutions also rely on gathering, handling, 

inspecting, and providing information. Now IT has shaped the way how banks are 

conveying services to their customers. However, this technology comes at a cost. Though 

implementing all this technology has been expensive but the rewards are immeasurable. 

So, it is not astonishing that banks were among the earliest adopters of automated 

information processing technology. 
 

It is the gift of technology that has unlocked new markets, new products, new facilities 

and well-organized delivery channels for banking industry. Mobile banking and internet 

banking are just a few examples. IT has laid the foundation of recent financial sector 

reforms to make a sound banking sector. Global funds transferal cost has profoundly 

abridged due to the expansion of world wide networks. The boon of IT enables banks in 

meeting such high anticipations of the customers who are more demanding and are also 

more techno-savvy compared to their counterparts of the old days. They demand prompt, 

anytime and anyplace banking facilities. IT has been supplying smart solutions to banks 

to take care of their accounting and back office necessities. 
 

Nearly all banks have updated their services with the amenities of computer and 

electronic apparatus. The revolution of e-banking has made the customer say good-bye 

to enormous account registers and large paper hank accounts. The e-banks offers the 

facilities to its customers like Credit Cards/ Debit Cards, ATM, POS, EFT (Electronic 

Funds Transfer), Mobile Banking, Telephone Banking, Internet Banking, EDI (Electronic 

Data Interchange). 
 

Now-a-days, Information and Communication Technology (ICT) has become the core of 

banking sector in Bangladesh. In every healthy economy banking industry is the soul. 

ICT is assisting the banking sector to advance its competence and effectiveness of 

services offered to clienteles. Not only that IT lifts business processes, executive decision 

making, and workgroup effort which reinforce their competitive positions in fast 

changing and evolving economies. 
 

In Bangladesh all banks have made significant investments in technology platforms and 

systems, in order to build multiple distribution channels that can offer its customers 

convenient access to various products. On the whole, the banks have been successful in 

developing state-of-the-art product features, reducing operating expenses, augmenting 
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customer service delivery and diminishing inherent threats. All fundamental business 

procedures and components are facilitated by the use of IT. IT also helps to support, 

endure and breed transformation and realization of strategic ideas at group and business 

unit levels. 
 

In Bangladesh the customers are now able to do banking from any place and at any time. 

Besides offering access to ATM and POS network, banks are also offering worldwide 

access to their customers through the network of VISA/MasterCard. Many banks have 

set up POS terminals in major shops, hotels, sales centers etc. around the country. Some 

technology-driven banks are providing internet banking facilities with a number of user-

friendly features. Through mobile devices like smart phones and tablets the customers 

can access their accounts. Moreover, there are other helpful wings of ICT and these are 

Contact/Call Centre, Automated Clearing House System (ACHS), Electronic Fund 

Transfer (EFT), Online CIB, the Core Banking Solution (CBS), and Corporate Intranet 

System and so on. As many business products and services directly or indirectly be 

governed by ICT, it is mandatory for banks to think how to embroil IT to minimize the 

cost, upturn the proficiency and how to provide superior services to their customers. Else, 

banks may face IT risks as well as business risks. 
 

ICT division for the year 2018 to detect the changes in recent times and compare with the 

previous years. The review study is basically to capture and evaluate the use of ICT in 

banking business, and to detect the allied problems in technology focused banking. 
 

1.1 Objectives of the Study 

The detailed objectives of the study are to: first, discuss the IT based products and 

services in the banking sector of Bangladesh; second, analyze the activities of IT 

departments of banks in 2018; third, examine the comparative status of IT operations of 

banks for last few years; and fourth, detect the challenges and recommend future courses 

of actions in to make sure better and secured IT operations of banks. 
 

1.2 Methodology and Data 

Both primary and secondary data were collected to accomplish the objectives of the study. 

Secondary information was collected from various publications of BB and BIBM, 

research articles, and websites of Bangladeshi banks. Primary data were collected from 

the IT departments of banks, using a structured questionnaire. A total of 34 banks were 

selected purposively, based on the consideration that the sample banks should represent 

all categories of banks in terms of ownership, number of branches and state of 

computerization.  
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In categorizing the sample banks, we considered the automation level defined by BB ICT 

security guidelines version 3 published in 2015. According to BB guideline, depending 

on the architecture of core business application solution, ICT infrastructure, operational 

environment and procedures, commercial banks are categorized as Category-1 and 

Category-2. Category-1 means Centralized ICT Operation for managing core business 

application solution through Data Center (DC) with backup assets for continuation of 

critical services, including Disaster Recovery Site (DRS)/Secondary Data Center to 

which all other offices, branches and booths are connected through WAN with 24×7 

hours attended operation. Category-2 means Decentralized ICT operation for managing 

distributed business application solution hosted at DC or operational offices/branches 

with backup assets for continuation of critical services connected through WAN or 

having standalone operations. The distribution of 34 (sample) banks is given in Table-1. 

 

Table-1: Sample Distribution of Banks 

Bank Category No. of Banks 

State-Owned Commercial Banks (SOCBs) 4 

Specialized Commercial Banks (SBs) 2 

Private Commercial Banks (PCBs) 26 

Foreign Commercial Banks (FCBs) 2 

Total 34 

 

1.3 Organization of the Review Report 

The paper is organized into six sections. After an introductory section with objectives and 

methodological issues, Section-2 discusses the IT based products and online services in 

banking sector. Section-3 reviews and analyses the activities of IT department of banks 

in 2018 and its comparison with previous years. Section-4 identifies some challenges of 

IT operations in banks and role of BB to overcome these challenges. Section-5 includes 

Bangladesh- Section-6 puts forward concluding remarks and some 

recommendations. 

 

2.  IT Based Products and Typical Activities Performed by IT Divisions of 

Banks 

Most banks have increased their investment in Information Technology to cope up with 

the changing landscape. Banks are successful in innovating new product features, 

lessening operating costs, improving customer service delivery and curtailing innate 

jeopardies. These are all possible through the efficient use of IT. IT also plays a crucial 

role to ensure better banking business in order to meet regulatory compliance 

requirements.  
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2.1 Infrastructure Setup for the Banks 

Data Centre (DC)All banks in Bangladesh have brought about a huge change of 

development in its core technology scenario with the implementation and perfection of a 

number of innovative technologies and infrastructural enactments, that include hi-tech 

data centre, high speed multiprotocol labeling switching network, clustered servers, 

virtualized server environments, precision cooling systems, and central UPS backed by 

standby generators. 

 

Disaster Recovery Site (DRS) 

Considering the practicality of availability of high-speed data network, many banks 

established Disaster Recovery Sites deploying state of the art cluster servers with 

replicating servers at geographically dispersed locations. 

 

Communications 

Data transfer and branch network coverage is troubled if telecommunications structure is 

fragile. To upsurge capability and service levels and to lessen network interruption, all 

main telecommunications links that transmit sensitive data between discrete branches and 

Data Centre, are strengthened by ensuring dual connectivity.  

 

2.2 Various Systems being adopted by Banks to bring Efficiency 

The Core Banking Solution (CBS): A centralized robust CBS can house all the 

electronic delivery channels. Banks can deliver real-time online banking facilities to their 

clienteles through all branches using the CBS Systems. So, for the survival of every bank 

software is capable to meet all the services being delivered through various electronic 

delivery channels like ATM, POS, Internet, mobile banking. Also, it has the capability to 

provide centralized MIS and ad hoc reports. Few banks in our country has embraced 

Business Process Reengineering (BPR), which can immensely boost information 

processing ability and can competently lead to higher throughput of the bankers. 

Additionally, it also helps to safeguard continuous information flow in a protected 

manner at all levels of management.  

 

Automated Clearing House System (ACHS): ACHS has guaranteed speedy clearing of 

operation capacity to all regions of Bangladesh where BB has its branch and in areas 

where BB does not have branch the clearing operation was done by Sonali Bank on behalf 

of them. Banks have also enlarged the number of cheque scanning points to lessen the 

task of scanning at one point, and to clear the financial instruments efficiently and 

quickly. Under the guidance of BB, the banks are escalating this capacity to all regions 
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sothat all branches of all banks can come under a single clearing house being operated in 

Dhaka. 

 

Electronic Fund Transfer (EFT): All banks of Bangladesh are active member of 

Bangladesh Electronic Fund Transfer Network (BEFTN). Generally, they have 

introduced EFT transactions for remittance payments. It is highly efficient and at the same 

time less costly for debiting some accounts in one bank and crediting multiple accounts 

in multiple banks, e.g. cash dividend transfer of companies to its shareholders scattered 

all over the country having accounts with various banks, salary transfer of large 

companies having offices at various places in the country, transfer of insurance premium 

from customer account to the account of Insurance companies. An inspiring fact is that 

though it was initiated mostly with remittance payment dealings; many organizations, 

like banks, insurance companies, multi-national companies and other public limited 

companies are now disbursing their cash dividends through BEFTN. 

 

Online CIB: By using Online CIB, banks can augment the speed of information 

processing. Also, the time has considerably reduced to get CIB information of a customer. 

From 2011 banks were amongst the proactive members providing required borrower 

information in response to BB CIB Online Project. Many banks have automated the 

process to obtain the borrower information centrally waiving the legacy system for 

fetching CIB information from branches and accumulating. 

 

ATM and POST Network: In Bangladesh, a huge ATM and POST network was 

established by the Dutch-Bangla Bank, BRAC Bank and Information Technology 

Consultants Limited (ITCL) to offer 24 hours ATM access for customers. Also, their 

customers can have the same access worldwide through the network of VISA/ 

MasterCard. Other banks are also launching and escalating their own ATM/POST 

network, and they are sharing the ATM networks of the above three companies. For ease 

of purchase of the customers, banks are also giving importance on increasing their POST 

network. Many banks have installed POST in major shops, hotels, sales center all over 

the country. 

 

Internet Banking: Internet banking services with a number of consumer-friendly 

features are provided by some banks in our country who are tech-savvy. The customers 

are permitted to do any kind of banking transactions from any place of Bangladesh at any 

time. The systems software provides customers access to their accounts from mobile 

devices like smart phones and tablets.  
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Mobile Banking: It is said that in future banking will be done through mobile device. In 

Bangladesh, banks are moving towards mobile banking. Also, the progress of mobile 

banking is very promising in Bangladesh. Mobile banking has transformed the way of 

doing retail banking. Besides, it immensely contributes to the process of financial 

inclusion. In remote village rural and unbanked people can enjoy the benefits of banking 

due to the advent of mobile banking. 

 

Agent Banking: Agent banking is a limited scale banking and financial service provided 

by mainstream banks for those living in remote areas across the country through persons 

under a valid agency agreement, rather than a teller or cashier, according to Bangladesh 

Bank agent banking guideline 2013. Agent banking service was introduced by 

Bangladesh Bank to simplify the banking process for unbanked people in Bangladesh. 

Like mobile banking, this service also tremendously accelerating the speed of the 

financial inclusion process. Information Technology helps in the growth of Agent 

banking in Bangladesh.  

 

Contact/Call Centre: Some banks in Bangladesh have established their high-tech 

contact Centre in order to give importance to customer satisfaction and easy access to 

banking services. Customers can do banking transactions by any phone system through 

IVR which is integrated with CBS and Card system as well as they can consult with 

contact Centre agents (Phone banker). 

 

Corporate Intranet System: For any bank paper-based communication is a daunting 

task. To ease such kind of repetitive task, some banks have developed an innovative 

system that has a great impact on the paper-free communication inside the bank. An 

internal or in-house web portal offers sorts of features like circulars, messaging, news, 

instant notices, employee profiles, on-line leave processing, on-line requisition, on-line 

cheque requisition, MIS reports from CBS data and many more. Other software like 

reconciliation System, Payroll System, Employees Tax Management System, Foreign 

Exchange Return Software, Cash Transaction Reporting System etc. have being 

 

 

Business Intelligence Software: Many banks have established modern Data Center and 

Disaster Recovery Site to link all their branches and offices. A number of electronic 

delivery channels have been extended by banks through their service delivery outlets. As 

the usages of various electronic and computer systems are increasing in the banks, no 

doubt there is an information eruption in such banks due to netting more information 

electronically. Various types of Business Intelligence Software are planned to be 

implemented by banks to extract the right information. After employment of such 
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systems, comprehensive MIS will be at the fingertips of the top executives of banks.   

Data warehouse and Data mining tools are already attainable in the market to establish 

the above system in our banks. 

 

Document Management System: Usually banks use paper-based filing system and store 

the files in the file cabinets in office premises. This particular system is unproductive as 

it is occupying expensive office space. In this arrangement, when a document pass into 

bank premises, it is captured into the system and connected with the application where it 

is necessary. Documents which are generated inside the banks will also follow the same 

process. A searching system is used to retrieve the accurate file. In this procedure the 

documents can be grouped in several ways for monitoring purposes. The physical 

document will then be relocated to a document library that is set in a less costly place. 

The BB audit team may inspire this revolutionary system by altering its audit technique 

which requires documents in hard copy format, and permitting the scope of keeping it in 

electronic layout.   

 

Cross Border Operations: Banks have established systems which supports remittance 

transactions by the Overseas Exchange Houses. The system is web based that can transfer 

accounts or to other bank customers using BEFTN network or some other mechanism 

taking help of some non-banking institutions/telephone companies, etc. 

 

2.3 Typical Activities Performed by the IT Department in Banks 

To carry out the responsibilities smoothly, activities of ICT division of any bank has been 

grouped into various functional units - Hardware Maintenance Unit, Network and 

Communication, IT Security Management, Database Management System, Software 

Development, DC/DR Operation, IT Help Desk, IT Audit, Delivery Channel 

Management, CBS Management, System Administration and Storage management. 

 

3. Review and Analysis of IT Operations of Banks 

3.1 ICT Infrastructure of Banks 

According to the Guideline of BB on ICT Security for Banks and Non-Bank Financial 

Institutions (Version-3.0, which was released on May, 2015), around 96 percent banks 

have introduced real time online banking, meeting the Category-1 architecture at the end 

of 2018. The rest have introduced either Category-2 (2%) or Mixed Category (2%) 

architecture, as shown in Figure-1. Banks of Mixed Category partially implemented 

Category-1 architecture and gradually transferring the branches to meet the Category-1 

architecture from Category-2 architecture. SBs mainly fall in this category. 



Banking Review Series-2019 331 

Figure-1: Level of ICT Infrastructure 

 
Source: Survey Information 

 

3.2 Branch Automation 

Although the SOCBs are large in terms of shares in assets and number of branches, they 

could cover only around 72.30 percent of their branches under centralized online banking 

by 2016, while the PCBs and FCBs brought almost 100 percent of their branches. At the 

end of 2018, 100 percent branches of SOCBs were computerized. Computerized branches 

of SBs stood at 28.02 percent at the end of 2018 showing a moderate growth compared 

to 2017. Table-2 shows computerization status of bank branches during 2016-18 in 

Bangladesh. Total computerization of bank branches for all banks increased moderately in 

2018 due to growth of computerization of SOCBs and SBs compared to there in 2016. 
 

 

Tier-I
96%

Tier-II
2%

Mixed (Tier-I 
and Tier-II)

2%

Table-2: Online Branches by Categories (% of Total Branches) 
Type of Bank Total Branches Online Branches % of Online Branches 

2018 

SOCBs 3,746 3,746 100 

SBs 1,411 394 28.02 

PCBs 5,059 5,059 100 

FCBs 70 70 100 

Total 10,286 9,269 90.11 

2017 

SOCBs 3,735 3,735 100.00 

SBs 1,411  306  21.69 

PCBs 4,562 4,562 100.00 

FCBs 70 70 100.00 

Total 9,778 8,673 88.70 

2016 

SOCBs 3,697 2,673 72.30 

SBs 1,408 94 6.70 

PCBs 4,278 4,258 99.50 

FCBs 75 75 100.00 

Total 9,458 7,100 75.10 

Source: Survey Information 
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3.3 IT Investment and Sector-wise IT Budget 

In 2014, about Tk. 1651 crore was invested for IT operations in the banking sector, 

excluding the BB. Total investment up to 2018 was estimated at Tk. 38,465 crore since 

1968 (considering the installation of computer at Agrani Bank in 1968 which was the first 

installation of computer in the banking sector of Bangladesh). And in 2018, around Tk. 

2021 crore was invested on IT System in the banking sector, excluding the BB (Fig-2).  
 

Figure-2: IT Investment in Banks; 2014-2018 (In Crore) 

 
Source: Survey Information 

 

In 2018, a major portion of the IT budget was used to procure hardware (32.05%).          

The amount has slightly decreased compared to previous year (36.5% in 2017). The 

second highest budgetary allocation went to network sector. Investment in software 

decreased (24.6%) in 2018 compared to 29.2 percent in 2017. Budget for security, 

training and audit was very low in last five years, though it slightly increased for security 

in 2017 and 2018. By ignoring these three sectors, it is not possible to ensure better 

security for banks. The rest of the budget went to power management, vehicles purchase, 

stationary procurement and decoration purpose (Figure-3).  
 

Figure-3: Distribution of IT Budget from 2014 to 2018 (% of Total Budget) 

 
Source: Survey Information 
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3.4 Size of the IT Department 

In 2018, 3213 employees were working in the IT departments of all banks. A common 

complaint of IT Heads is that the total number of employees working in the department 

is not sufficient and therefore they are under tremendous stress. The average, minimum 

and maximum number of employees of IT departments were 57.5, 6 and 374, 

respectively, in 2018. But in case of Bangladeshi banks (excluding FCBs) minimum 

number of IT employee was 17. 

 

Table-3(a): Ratios of IT and Non-IT employees in Banking Sector 

 
2015 2016 2017 2018 

Min Max Min Max Min Max Min Max 

State-Owned 1 : 91 1 : 197 1 : 88 1 : 190 1 : 43 1 : 119 1 : 41 1 : 116 

Specialized 1 : 30 1 : 506 1 : 29 1 : 501 1 : 168 1 : 276 1 : 151 1 : 269 

Private 1 : 20 1 : 80 1 : 20 1 : 79 1 : 16 1 : 94 1 : 14 1 : 91 

Foreign 1 : 14 1 : 34 1 : 14 1 : 33 1 : 15 1 : 49 1 : 14 1 : 45 

Table-3(b): Ratios of IT Employees and Computerized Branches in Banking Sector 

 
2015 2016 2017 2018 

Min Max Min Max Min Max Min Max 

State-Owned 1 : 5 1 : 13 1 : 5 1 : 12 1 : 2 1 : 9 1 : 2 1 : 8 

Specialized 1: 15 1 : 49 1: 15 1 : 48 1 : 18 1 : 29 1 : 18 1 : 29 

Private 1 : 0.8 1 : 3.3 1 : 0.7 1 : 3.0 1 : 0.9 1 : 5 1 : 0.8 1 : 4.5 

Foreign 1 : 0.6 1 : 2.21  1 : 0.6 1 : 2.2  1 : 0.5 1 : 2.3 1 : 0.49 1 : 2.2 

Source: Survey Information 

 

The ratios of IT vs. Non-IT employees and IT Employees vs. Computerized Branch in 

banking sector during the last four years show a slight change as seen from Table 3(a) 

and 3(b). 

 

Highest number of IT employees work in the IT operations department (22%), followed 

by branch support (19%) and application and software department (12%) as shown in 

Figure-4. 
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Figure-4: Distribution of IT Employees in 2018 (% of Total IT Employees) 

 
Source: Survey Information 

 

3.5 Internet Banking 

At the end of 2018, only 83 percent banks provided some sort of Internet Banking services, 

which were only 74 percent in previous year (2017). But at the end of 2014, it was only 48 

percent. From this figure, we observe a satisfactory enhancement in terms of providing I-

banking services in our banking sector. 

 

In 2018, the number of customers and transactions were 20, 40,418 and 95, 44,759 

respectively, which were 17, 42,429 and 72, 78,421 respectively, in previous year. It shows a 

satisfactory growth compared to the previous year. The amount of money transferred through 

this channel shows notable growth during the 2014 to 2017 period. But in 2018 the growth 

was slightly decreased because of extensive use of mobile bases money transfer services and 

the growth of mobile apps. Customers are using mobile payment services for paying utility 

bills, mobile recharge and others. 

 

Figure-5: Internet Banking, 2014-2018 

 

Source: Financial Stability Report (2014-2017), Economic Trend, (February 2019), BB 

 

IT Operation
22%

IT 
Infrastructure

12%

Application 
and Software

12%

IT Security 
and Risk 

Managemen
t

12%

IT Audit
2%

Branch IT 
Support

19%

Network
6%

Hardware
5%

Systems 
Monitoring

2%

MIS
2%

Others
6%

217.3
253.9

322.94
364.82

324.67

0

100

200

300

400

2014 2015 2016 2017 2018

Billion BDT



Banking Review Series-2019 335 

 

The rate of providing Internet banking services to the customers by banks is increasing 

but not at satisfactory level. Banks should take prompt initiatives in this regard (Table-

4).  

Table-5: Corporate Internet Banking Services (% of Banks) 

Table-4: Internet Banking Facilities (% of Banks) 

Sl. 

No. 
Internet Banking Facilities 2015 2016 2017 2018 

1 
transfer) 

55 57 60 78 

2 
 

50 50 55 66 

3 
bank) 

30 30 45 48 

4 Credit card bill payment 35 35 40 57 

5 Utility bill payment (Gas, Electricity etc.) 20 32 40 51 

6 
Transfer fund from credit card account to his 
own A/C 

0 3 5 5 

7 
Transfer fund from Bank A/C to his mobile 
banking A/C 

15 15 16 25 

8 
Transaction history of all accounts of the 
same customer 

67 67 70 81 

9 
Transaction history of all loan accounts of the 
same customer 

65 65 67 76 

10 
To view the Credit card information of the 
same customer 

10 10 10 13 

11 
To view the Mobile banking information of 
the same customer 

0 0 0 5 

12 iRecharge (Mobile Airtime Top Up) 45 45 50 65 

13 Wimax Recharge 25 25 26 31 

Source: Survey Information 

Sl. No. Corporate I-banking services 2018 

1 The customer can view his Loan Limits and Limits Utilization 20 

2 Salary Payment for employees 8 

3 The customer can initiate the LC application 8 

4 The customer can initiate the Bank Guarantee 8 

5 Fund Transfer with multilevel authorization 4 

6 Invoice payments 0 

7 Swift integration 0 

Source: Survey Information 
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According to Table-5, our banking sector is providing corporate services through Internet 

banking channel in a very limited scale. Banks should become more proactive to provide 

adequate corporate services. In case of Inter-Bank Fund Transfer (IBFT) through Internet 

banking channel, 75 percent banks use BEFTN, 46 percent use NPSB, and 38 percent use 

RTGS. Major challenges faced by banks regarding internet banking are summarized in 

Box-1. 

 

Box-1: Internet Banking related Problems and Challenges 

1. Customers share their credentials to their relatives or friends. 

2. Customization of software to introduce new features 

3. Branch employees are not aware about internet roaming service. 

4. Limitation of internal application-level security. 

5. Different types of cyber-attacks like Phishing, SQL injections, DOS and DDOS etc. 

6. Dependency on CBS vendor and limitation of fund for purchasing security tools and 

applications are two major challenges.  

7. Present fund transfer ceiling of TK. 5 lac (As per BB circular) is a barrier for corporate banks 

to offer I-banking facilities to corporate customers. 

8. After introduction of hardware and software-based token for 2FA, customer became 

dissatisfied and also the number of users decreased.  In case of the use of mobile SMS as 

2FA, customers are receiving SMS with little bit delay and it makes customer dissatisfied.   

9. Cyber-attack and customer awareness are the major challenges for Internet Banking 

transactional services. Customers have lack of awareness against phishing and IP tracing to 

combat online frauds. 

10. Disruption in link connectivity of Web server.  

11. Customers get locked with their User ID very frequently as they forget their security 

credentials very often. It is sometimes very hard to make them resetting their password for 

lacking of their technical knowledge. 

12. SSL vulnerability and changes required to adjust. 

13. Using unsecure Wi-Fi connection 

Source: Survey Information 

 

3.6 POST 

POST allows all types of debit card and credit cards for making transactions. In 2015, 

total number of POST was 30,333 and at the end of 2018, it stood at 45,896 which shows 

moderate increase since 2015. In 2018, total number of transactions was recorded at 2.6 

crore and volume of transaction was 15,082 crore Tk. which was 2.11 crore and 13302.53 

crore Tk. respectively in previous year (2017). 

 

Most POSTs are being operated in divisional towns. Dhaka is the city where 86% POST 

are in operation. One of the major problems in POST is PIN less transaction that leads to 
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frauds. Any person bearing any debit/credit card can do any transaction through POST 

without authentication. It is notable that this service is provided by the PCBs only. 

Amount of transactions from 2015 to 2018 is shown in Figure-6. 

 

Figure-6: Volume of Transactions in POST (in Crore BDT), 2015-2018 

 
Source: Economic Trend, (February 2019), BB 

 

Branch POS facility  About 30 percent banks have branch POS facility. Average no. of 

transaction per day is 260. Total number of branch POS is approximately 1200.  

 

3.7 ATM  

There were 10,355 ATMs at the end of 2018. That shows a moderate increase from 

previous year (9,522). SOCBs have only 235 ATMs whereas PCBs have 9948 (PCBs 

own 96 percent of total ATMs in Bangladesh). It is mentionable that 45.43 percent ATMs 

is set up by the DBBL alone. Card skimming and ATM frauds have been occurring 

increasingly in our country. To combat card fraud, BB advised banks to convert all 

magnetic cards into EMV compliant chip card and setup anti-skimming device in all 

ATMs. 92 percent ATMs were EMV compliant at the end of 2018, which was 88 percent 

in 2017. So, a moderate increase is seen for EMV compliant ATMs. In case of 

transactions and volume, PCBs alone are in a leading position. The share of other banks 

is very insignificant (Figure-7).  
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Figure-7: ATM Market Share, 2018 

 
Source:  Economic Trend, (February 2019), BB 

 

At the end of 2018, total number of transactions was recorded at 17.77 crore and total 

volume of ATM transactions was recorded at Tk. 1,37,089 crore. Volume of transactions 

has been increasing moderately since 2014 (Figure-8).  

 

Figure-8: Volume of transactions in ATMs (in crore BDT), 2014-2018 

 

Source: Economic Trend, (February 2019), BB 

 

Different types of services provided through ATMs. Majority of the ATMs are used for 

cash withdraw, balance inquiry, pin change and mini statement printing. ATMs can be 

used for many other purposes. Table 6 shows the ATM banking facilities provided by the 

banks.   
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Booth banking  about 20 percent banks have started booth banking services and 18 

percent banks are under planning stage in developing booth banking service. 
 

Major challenges faced by banks regarding ATM banking are summarized in Box-2. 
 

Box-2: ATM Banking related Problems and Challenges 
1. Plastic cards of some banks are EMV protected but some banks do not have that 

mechanism. So, when a card holder of a protected bank uses the card in an unprotected 
 

2. Inter-bank transaction fee for ATMs is a barrier. This charge should be minimized. 
3. Need to create more awareness to combat ATM and card frauds. Card/PIN security of 

users is now a great concern for banks. 
4. Ensuring 24/7 power supply with the proper backup of UPS especially in rural and semi 

urban areas. 
5. Unavailability of suitable ATM sites and exorbitant rent for existing and prospective sites. 
6. In ATM, main challenge is to resolve dispute resolution. Some of the banks take more 

time to do that. After introducing NPSB, it is slightly resolved. Another thing is that some 
 

7. If Chip/EMV technology is introduced both in ATM and POS terminal, then fraud/forgery 
might be prevented. All POS terminal are not EMV compliant. 

8. Frequent Link down and Link up time. 
9. Poor service quality of existing security companies and guards. They do not perform their 

duties properly. 
10. Unlike VISA/Master Card, proprietary debit card doesn't have NPSB logo on card and 

POS, which creates confusion to the customer and merchant. As a result, merchants are 
not accepting proprietary debit card at their POS. 

11. Banks should install anti-skimming and PIN shield in ATMs. The only challenge banks 
feel is the impact of rapidly changing technology which the skimmers use to attack ATMs. 

12. Proper monitoring of off-site ATM, especially those located at remote location 
13.  

Source: Survey Information 

Table-6: ATM Banking Facilities (% of Banks) 

SL Services 2018 

1 Account balance enquiry 100 

2 Mini statement printing 92 

3 Statement request 20 

4 PIN change 100 

5 Request for Cheque Book 8 

6 -bank) 25 

7 -bank) 21 

8 
-

bank) 
13 

9 Mobile Top-up 54 

10 Utility Bills 4 

11 Payment of School/College/University tuition fees  12 

Source: Survey Information 
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3.8 Cash Deposit Machine (CDM) and Cash Recycler ATM / Cash Recycler 

Machines (CRM) 

A cash recycler is a complex machine that handles a couple of simple, but important 

tasks accepting and dispensing cash. It also stores money securely, keeps an accurate 

accounting of cash on hand, and automates cash cycle. Currency-recycling technology 

allows cash to be accepted, validated, sorted, stored and dispensed at a later time, cutting 

down the need for daily monitoring and replenishment, while offering greater quality 

control and the ability to make automatic, real-time deposits. Instead of ATMs, banks in 

Bangladesh are going for Cash Recycler Machines (CRMs). Only three banks installed 

CRMs and about 143 CRMs has been installed by these three banks. In 2018, there were 

1365 CDMs in the market which was 1129 in year 2017.  

 

3.9 Mobile Banking 

At the end of 2018, 19 banks have got permission where 18 banks were offering MFS 

services. Recently two banks have closed their operations. A high growth per year is 

observed in terms of number of customers, volume of transactions and number of 

transactions since 2014 (Table-7). 

  

Table-7: Mobile Banking Growth, 2014-2018 

 2014 2015 2016 2017 2018 

No. of 
Approved 
Banks 

28 28 19 19 19 

No. of Banks 
Offering MFS 

19 18 17 18 18 

No. of Agents 540,984 561,189 710,026 786,459 886,473 

No. of 
Customers 

25,186,250 31,845,658 41,078,524 58,825,414 67,519,645 

No. of Active 
Customers 

12,154,492 13,218,356 15,874,325 21,065,321 37,323,000 

No. of Total 
Transaction 
(Millions) 

589.48 1,166.05 1,473.24 1875.64 2272.75 

Total 
Transaction 
Amount 
(Billions BDT) 

1,031.55 1,772.76 2346.92 3146.62 3788.85 

Source: Bangladesh Bank  
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Major challenges regarding mobile banking faced by banks are summarized in Box-3. 

 

Box-3: Mobile Banking Related Problems and Challenges 
1. Customer awareness has become a very challenging task. Despite repeated alerts by 

banks, still a large number of customers (particularly garments female workers) share their 
PIN resulting fraudulent transactions afterwards. 

2. an cross match their KYC.  
3. Liquidity crisis in agent points. Risk associated with carrying cash in order to ensure 

sufficient liquidity at different agent points (especially in rural areas). 
4. Insufficient number of mobile banking offices nationwide to provide quick customer 

services such as KYC processing, dispute resolution etc. 
5. Proper agent selection and monitoring mechanism.  
6. Distributor and Agent commission is very high. 
7. Agents are not efficient enough to provide MFS services to customers properly. 
8. Limitation of MNO's to provide USSD connection. Telco's charges are high. 

Heterogeneous fee structure for availing USSD gateway of MNO is another problem. To 
solve this problem Apps based MFSs can be developed. 

9. Telecommunication dependency is the major challenge. In this regard their needs a proper 
guideline from BTRC. 

10. Lack of Customer awareness with regard to proper handling of mobile banking services 
and frauds. OTC transaction is a common practice in mobile banking platform. 

11. Level playing field is unequal for all MFS providers. 
12. Lack of proper guideline or ownership from Central Bank. 
13. Establishing distribution channel. 
14. There is no arrangement to verify two major photo IDs i.e.  Passport and Driving license. 
15. High marketing and promotional cost. 
16. Protection of money laundering and terrorist financing. 

Source: Survey Information 

 

3.10 Agent Banking 

At the end of 2018, only 19 banks are providing agent banking services which was 14 in 

last year (2017). Table-8 shows the status of agent banking in Bangladesh.  

 

Table-8: Agent Banking 

Year 

Volume of 

Transactions 

(Crore BDT) 

Number of 

Transactions 

Number of 

Customers 

Number of 

Agents 

2014 79.51 67777 14478 49 

2015 1508.73 844670 97037 208 

2016 7306.43 4202310 525144 2334 

2017 21034.29 9870045 1214561 2577 

2018 53713 22640323 2456765 4506 

Source: Financial Inclusion Department, BB 
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In case of number of agents, customers, transactions and volume of transactions, PCBs 

any agent banking facilities (Figure-9).  

 

Figure-9: Market Share of Agent Banking, 2018 

 
Source: Economic Trend (February, 2019, Bangladesh Bank) 

 

Major challenges faced by banks regarding Agent Banking are summarized in Box-4. 

 

Box-4: Agent banking related Problems and Challenges 

1. Still a large number of people are not aware of this new service. Bank authority 

should take proper initiative to increase customer awareness program about the 

benefits of agent banking. 

2. Network-link down is the main problem to conduct agent banking operation. 

Additionally, fund management is another problem to go forward this operation. 

3. It is a great challenge to increase acceptance and awareness of rural people. Many 

people think that it is a new Micro credit or Multi-level marketing (MLM) 

business. So, trust is a big challenge. 

4. Liquidity and cash management issues. Ensuring Insurance facilities for the 

outlets. 

5. Availability of electricity and network connectivity, 

6. Finger print matching  

7. Transaction limit  

Source: Survey Information 
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3.11 Call Center 

At the end of 2018, only 67 percent banks were able to set up a call center which was 65% 

at the end of 2017. The growth rate is not satisfactory. The minimum, average and 

maximum number of employees engaged in call centers are 4, 57 and 215, respectively.  

 

3.12 Bangladesh Automated Clearing House (BACH) 

 

Figure-10: Clearing through BACH (in crore BDT), 2014-2018 

 

Source: Financial Stability Report (2010-2017), Economic Trend, Feb, 2019, BB 

 

Almost 90 percent of all the clearing instruments are now being processed through the 

automated clearing house. Under the automated cheque processing system, two types 

of clearing are processed - High Value (HV) and Regular Value (RV). Instruments of 

Tk. 0.5 million and above are processed under HV clearing. At the end of 2018, total 

transactions were 2.46 crore where total value was 2294696 crore BDT which were 

2.27 crore and 2020501 crore BDT in previous year (2017). Figure 10 shows HV, RV 

and Total clearing through BACH from 2014 to 2018. 

 

At the end of 2018, PCBs captured 71 percent of total transactions and 73 percent of 

total volume followed by SOCBs, FCBs and SBs. 
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Figure-11: Share of BACPS, 2018 

 

Source: Economic Trends, Feb, 2019 

 

BACH-2 project will facilitate banks to allow foreign currency transactions and execute 

same day inter-bank fund transfer. BB instructed banks to implement BACH-2 project 

by March 20, 2019. BB says that SIT is successfully completed but load/stress testing is 

nting BACH-2 has been changed and 

extended. 

 

Table-9: Implementation Status of BACH-2(% of Banks) 

Sl. No. Implementation Status Year 2018 

1 Fully Implemented 4 

2 Load Testing and Ready for going live including local 

and foreign currency transaction 

54 

3 Under System Integration Testing (SIT) stage 42 

Source: Survey Information 

 

3.13 Bangladesh Electronic Funds Transfer Network (BEFTN) 

BEFTN drives the payment mechanism towards a green and almost risk-free dimension. 

It accommodates both credit and debit transactions. The impact of credit or debit entries 

on receivers' account can easily be recognized from BEFTN. In 2017, total number of 

transactions was recorded at 1.57 crore whereas, in 2018, total number of transactions 

was recorded at 2.48 crore, which is 58 percent higher than that of 2017. 
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Figure-12: BEFTN Volume of Transactions (in Billion BDT): 2014-2018 

 

Source: Financial Stability Report (2014-2017), BB, Economic Trends, Feb, 2019 

 

Share of BEFTN by different categories of banks indicated that PCBs have the highest 

number of transactions as well as volume followed by FCBs (Figure-13). 

 

Figure-13: Share of BEFTN, 2018 

 

Source: Economic Trends, Feb, 2019 
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Figure-14: RTGS Transaction, 2018 

 
Source: Payment System Department, BB 

 

3.14 Real Time Gross Settlement (RTGS) 

RTGS is an electronic settlement system where transfer of funds takes place from one 

account of a bank to that of another bank on a real-time and on gross basis. Real-time 

refers transactions that do not need any waiting period. Transactions are settled as soon 

as they are executed. System is designed to settle high value (more than or equal to 1, 

00,000 BDT) local currency transactions as well as domestic foreign currency 

transactions. Currently, more than 7000 online branches of 55 scheduled banks are 

connected to this system out of total 11000 bank branches of 57 banks. The system is 

currently allowed to handle only local currency. Status of RTGS transactions from 

January 2018 to December 2018 is shown in Figure-14.  

 

3.15 National Payment Switch Bangladesh (NPSB) 

NPSB is an electronic platform, started its operation on 27 December 2012 with a view 

to attain interoperability among schedule banks for card based/online retail transactions. 

At present, NPSB is processing interbank transactions through ATM, POS, and Internet 

Banking. 

 

Automated Teller Machines (ATM): Among 53 banks (that are operating card business), 

51 banks are interoperable for ATM transactions through NPSB. That is, a cardholder of 

any bank from these 51 NPSB member banks can use ATM of all other banks throughout 

the country. Cardholders are getting banking services like cash withdrawal, mini 

statement and balance inquiry for 24/7 from almost all ATMs in the country. As a result, 

long queues at cash counter of banks are decreasing. A cardholder has to pay 15 taka per 
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transaction (including VAT) for cash withdrawal and 5 taka (including VAT) for each 

mini statement or balance inquiry using other Bank's ATM. (BB, Website) 

 

Point of Sales (POS): 50 banks are presently interoperable for POS transactions through 

NPSB. Cardholders from those banks can use POS of all NPSB member banks in 

different merchant outlets for their retail purchases. The necessity for holding cash is 

reducing very fast due to large acceptance of cards at POS of NPSB member banks. 

Cardholders need not to pay any extra charges for their retail purchases using other bank's 

POS under NPSB. (BB, Website) 

 

Internet Banking Fund Transfer (IBFT): NPSB is also processing Internet Banking Fund 

Transfer (IBFT) transactions of 19 banks which were only 6 banks in previous year 

(2017). An account/card holder of an IBFT member banks can transfer funds (account to 

account/card and card to card/account) to other banks through internet banking. The daily 

transaction for a customer will be five times and a total of Tk 2,00,000 (two lac). Each 

transaction will be maximum Tk. 50,000 (fifty thousand). Banks will ensure 2FA for 

internet banking to maintain security. Banks can provide services like utility bill payment, 

credit card bill payment, installments payment of loan, insurance premium payment to 

their customers through internet banking from home or office. (BB, Website) 

BB is ensuring continuous effort to tighten the security of NPSB adapting international 

standards and best practices of card based payment. A safe, secure and efficient retail 

payment system always involves active participation from all stakeholders (banks, 

customers, government). Therefore, BB is in the pledge to step forward altogether. 

 

Table-10: Banking services provided by the bank through NPSB (% of Banks) 

Sl No. Banking Services Year 2018 

1  83 

2 Account-to-Account transfer 39 

3 Card-to-Card transfer 30 

4 Account-to-Card transfer 39 

5 Card-to-Account transfer 30 

Source: Survey Information 
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Major challenges faced by banks regarding NPSB are summarized in Box-5. 

 

Box-5: Major Challenges Regarding NPSB 

1. Only 19 banks are under the umbrella of NPSB for Internet Banking. Unless all 
or most of the banks implement this the end users will not get full benefit. 

2. Network link connectivity problems 
3. Additional connection channel restriction from NPSB of BB. 
4. Reconciliation and dispute management. 
5. NPSB is not PCI DSS and EMV compliant where some banks are both 

compliant.  
6. Threat of fraudulent transaction through ATM and POS network. 
7. Some bank do not route POS transaction through NPSB. 
8. Lack of 24/7 support in live transaction 
9. BIN routing table is not up-to-date 
10. Dispute transactions handling and settlement process should be fully automated. 
11. Fraudulent transaction management policy should be established. 
12. Merchants are not interested to take POS payment due to extra 2% IRF as 

commission. 

Source: Survey Information 

 

3.16 E-commerce and Online Payment Gateway Service Provider (OPGSP) 

Currently about 42 percent banks have Online Payment Gateway Service (OPGS) for e-

commerce payment processing. Table-11 shows the status of payment methods or 

instruments used by the banks providing OPGS. Most of the banks provide e-payment 

services for e-commerce using credit and debit cards. Banks should also increase their 

facility to use others payment methods like mobile banking and internet banking in order 

to promote e-commerce. This might be a good revenue earning source for banks. 

 

Table-11: Payment Methods of OPGS for E-commerce Transactions 

Types of Payment Methods 
% of Banks providing OPGS 

2017 2018 

Mobile Banking 41 48 

Internet Banking 33 41 

Debit Card 100 100 

Credit Card 92 93 

Source: Survey Information 

 

Different e-commerce services are provided to the customers by the e-payment 

gateway/method of banks (Table-12).  
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Table-12: E-commerce Services Provided by the OPGSP of Banks 

E-commerce Services 
% of Bank  

(2017) 

% of Bank  

(2018) 

Purchasing Ticket (Airline/ BUS/ Train etc.) 66 71 

Education / Tuition Fees Payment 66 75 

Hotel/ Restaurant Payment 75 78 

Purchasing Consumer Goods/Products 75 76 

Source: Survey Information 

 

3.17 Plastic Card 

 

Figure-15: No of Plastic Cards: 2014-2018 

 
Source: Financial Stability Report (2014-2017), BB, Economic Trends, Feb, 2019 

 

Plastic card includes debit, credit and prepaid card. The basic purpose of plastic card is to 

facilitate customers for doing cashless transactions easily and quickly. At the end of 2018, 

there were a total of 1.57 crore plastic cards compared to 1.27 crore in 2017. In 2014, there 

were only 76.9 lac debit cards, but in 2018 the number of debit cards increased to 1.43 crore, 

indicating the high popularity of debit cards. In 2018, the number of credit cards increased 

compared to 2014 (Figure-15).  

 

Among the total 1.57 crore cards, PCBs have the highest share (94.75%) followed by FCBs 

(3.12%). SOCBs and SBs are lagging behind in card business (2.09% and 0.04%) as shown in 

Figure-16. 
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Figure- 16: Market share of Plastic Card in 2018 

 
Source: Economic Trend, (February 2019), BB 

 

Figure-17: Categories of Plastic Card Transactions, 2018 

 
Source: Economic Trend, (February, 2019), BB 

 

Plastic cards are used for various purposes. At the end of 2018, we see that in ATMs 82 percent 

transactions took place whereas only 6 percent were done through E-commerce sites, 

indicating that people are less likely to use cards for E-commerce transactions. Only 12 percent 

transactions were done through POST in 2018 (Figure-17).  

 

Comparison of ADCs with respect to volume and number of transactions in 2017 and 

2018 are shown in Table-13. 
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Table-13: Volume and Number of Transactions in different ADCs 

Name of ADCs Volume (in crore BDT) Number of Transactions 

2017 2018 2017 2018 

ATM 119471 137089 156795089 177727555 

Mobile Banking 314662 378885 1875640000 2272746487 

Agent Banking 21034 53731 9870045 22640323 

Internet Banking 36482 32466 14557042 9544759 

POST 13302 15082 21161592 26021058 

E-Commerce 952 1828 3177635 12166044 

Source: Economic Trend (February, 2019), BB 

 

Comparison of different financial network services provided by Bangladesh Bank with 

respect to volume and number of transactions in 2017 and 2018 are shown in Table-14. 

 

Table-14: Amount and Number of Transactions in different Financial Networks 

Name of 

Financial 

Network 

Volume (in crore BDT) Number of Transactions 

2017 2018 2017 2018 

BEFTN 1262 1722 15700000 24800000 

BACPS 165934.6 2266019.5 1745483 22769811 

RTGS 2057017 667475 857226 863352 

Source: Economic Trend (February, 2019), BB 

 

3.18 Core Banking Software (CBS) 

Core Banking Software plays the key role for running online banking business. Bank 

Ultimus (16%), Temenos T24 (14%), Flexcube and Flora Bank by 13 percent (each) are 

widely used in banks of Bangladesh.  Other popular software were I-Stelar, MiSys and 

Ababil (Table-15).  

 

Table-15: List of Banking Software in the Market (2018) 

S. 

No. 
CBS 

Type of 

CBS 

Total 

Branch 

% of 

Branches 

Total 

Banks 

% of 

Banks 

1 Ababil Local 354 3.6 3 5.4 

2 Bank Ultimus Local 866 8.7 9 16.1 

3 
Electronic and 

Integrated banking 
System (eIBS) 

In-House 331 3.3 1 1.8 

4 
Electronic Basisc 
Banking System 

(eBBS) 
In-House 26 0.3 1 1.8 

5 Finacle Foreign 310 3.1 3 5.4 

6 Flexcube Foreign 651 6.5 7 12.5 

7 Flora Bank Local 1559 15.7 7 12.5 
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Table-15: List of Banking Software in the Market (2018) 

S. 

No. 
CBS 

Type of 

CBS 

Total 

Branch 

% of 

Branches 

Total 

Banks 

% of 

Banks 

8 
HSBC Universal 

Banking 
In-House 10 0.1 1 1.8 

9 
Infinity Banking 

System (Not CBS) 
Local 379 3.8 1 1.8 

10 
Intellect Core Banking 

System 
Joint 

Venture 
1774 17.8 2 3.6 

11 
International 

Comprehensive 
Banking System 

Foreign 11 0.1 1 1.8 

12 iSmart Foreign 7 0.1 1 1.8 

13 iStelar 
Joint 

Venture 
335 3.4 4 7.1 

14 
Kastle Core Banking 

Solution 
Foreign 68 0.7 1 1.8 

15 Misys Equation Foreign 250 2.5 3 5.4 

16 
Pubali Integrated 

Banking System (PIBS) 
In-House 458 4.6 1 1.8 

17 Silverlake Foreign 33 0.3 1 1.8 

18 Temenos T24 Foreign 2526 25.4 8 14.3 

19 Winfos Foreign 5 0.1 1 1.8 

Source: Survey Information 

 

Figure-18: Market Share of CBSs with respect to number of banks 

 

Source: Survey Information 

 

Our banking industry is currently dominated by foreign CBS by a large margin, with 27 

banks using foreign CBS (Figure-18). Popularity of software developed by our local 

expert has been gradually fading. Before 2005, 45 banks used local software, whereas in 

2018 only 19 banks used it. The same is also true for in-house software. The number of 

banks using in-house software has been declining day by day. But, the scenario is 
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somewhat different for joint-venture software. During 2005-2018, the number of banks 

using joint venture software is increased from 2 to 6. 

 

Figure-19: Percentage of Banks using Different Types of CBSs 

 
Source: Survey Information 

 

Figure-19 shows the dominance of the CBS market. About 46 percent of the CBS market 

captured by foreign CBS whereas local CBS captured only 36 percent.  

 

3.19 Application Software 

Other than CBS, banks use a large number of application software for their day-to-day 

operations. It is seen that average 25, minimum 7 and maximum 85 application software 

were being used by banks. In 2018, among the software, 66 percent were developed by 

the banks themselves, 18 percent were local and rest were foreign software (Figure-20). 

It is also seen that use of in-house and foreign software slightly decreased compared to 

last year whereas use of local software increased by 6 percent.  

 

Figure-20: Share of Application Software, 2017-2018 (% of Software) 

 

Source: Survey Information 
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3.20 Online MIS in Banks 

Generation of MIS report from various departments and sending it to the management at 

right time is a challenging job. For this reason, a separate MIS department gives benefit 

to an organization especially if the organization is very large. However, in 2015, 52 

percent banks had a separate MIS department where nine employees were working on an 

average. Within 2016, 60 percent banks established separate MIS department having 13 

employees on an average. In 2018, it is seen that 66 percent banks have separate MIS 

division where average, minimum and maximum 15, 3 and 37 employees were working 

respectively. Moreover, it is also seen that 61 percent banks have centralized MIS.  

 

Information requirement varies from time to time and from varying business scenario and 

hence its format should also be changed from time to time so that the information 

displayed in the MIS report can rightly satisfy the management for its decision making. 

35 percent banks revised the MIS report format in 2018 and 11 percent banks cannot 

remember when did they revise it. 

 

Proper method of report generation can play an important role to prepare MIS reports in 

time as per the demand of management. Table-16 shows the status in this regard. 

 

Table-16: Ways to Prepare MIS Reports in Banks (% of Banks) 

Ways to Prepare MIS Reports 2018 

Branches / divisions of Head Office send their monthly MIS report to MIS 
division who consolidates and presents it to the authority. 

30 

Few divisions in the Head Office (FAD/ID/ADC/IT etc.) produce MIS 
report and present it to the authority. 

60 

Both 10 

Source: Survey Information 

 

Methods of MIS report generation are scattered in various places. MIS report generation 

of these banks is certainly taking longer period due to the collection of reports from 

various places and its consolidation in the Head Office. Use of efficient tools for 

preparing MIS report is a vital issue for banking system. Most banks do not have an 

efficient tool to generate MIS reports. A large number of banks are generating the report 

from the built-in-report functionality of the applications and they are using MS Excel to 

consolidate the MIS report which is not an efficient way to do it. Built-in-report 

functionality usually does not allow to generate ad-hoc reports for quick decision making. 

For this reason, MIS report generation from data warehouse using BI software tool is the 

best option. 
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Table-17: Methods used to Prepare MIS Report in Banks (% of Banks) 

Methods used to Prepare MIS report 2015 2016 2017 2018 
As some business functions are not fully automated, MIS 
reports being produced manually. 

30 30 43 25 

MIS reports are being produced from CBS, Switching 
Software, Card Management software etc. 

60 60 60 65 

After extracting data from various applications reports 
are consolidated by using MS Excel. 

55 55 65 54 

MIS reports are being produced from Data Warehouse. 15 30 32 33 

Business Intelligent Software (Data mining/OLAP etc.) 
generates knowledge discovery report for strategic 
decision making. 

10 10 16 16 

Source: Survey Information 

 

Sending employees to outside organization for MIS training enables the employees to 

acquire knowledge about bigger perspective of MIS strategy and its technique. In 2018, 

only 13 percent banks sent employees to outside organization for MIS training and 18 

percent banks used separate BI Software for the generation of MIS report. Using Data 

Warehouse and BI Software, data from various sources can be consolidated very easily 

and efficiently to produce MIS report. Therefore, the banks may be encouraged to use 

such system to strengthen their capabilities. 

 

A Data Warehouse with the right kind of data mining and OLAP tools can enable a bank 

to discover business intelligent information which can be used as competitive 

advancement. In 2018, only 34 percent banks were using such tools. This study may 

encourage these banks to implement such system to achieve competitive advantage. 

Status of Data Warehouse and Data Mining implementation for online and integrated 

strategic MIS during 2015 to 2018 are given in Table-18. 

 

Table-18: Implementation Status of Data Warehouse and Data Mining in Banks 

(% of Banks) 

Status of Data Warehouse and Data Mining 

Implementation 
2015 2016 2017 2018 

We have not taken any initiatives about it. 20 13 5 5 

We have taken initiatives and searching related 
software/developer. 

28 40 35 33 

We have placed proposal to management for 
approval. 

16 5 10 12 

We are at the beginning of the implementation 
phase.  

24 15 18 16 

We are at the middle of the implementation phase. 0 12 15 17 

We have Implemented and operation is running. 12 15 17 17 

Source: Survey Information 
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3.21 Corporate Intranet System and Internal Communication 

In 2018, approximately 72 percent banks had this corporate intranet facility compared to 

70 percent in 2017. Table-19 shows different facilities being used by the banks having 

Intranet system. By reducing administrative cost, this system will increase the 

productivity and efficiency of bank employees. All banks should come forward to get the 

benefit of this system. Data, however, show that banks which adopted the system were 

not able to implement all facilities of corporate intranet system. 

 

Table-19: Status of Internal Communications in Banks through Intranet Facilities 

(% of Banks) 

Facilities 2015 2016 2017 2018 

Bulletin board service (BBS) where a message is 
displayed instantly to be seen by all employees who 
logs into the system. 

42 46 47 48 

To view employee information (name, designation, 
phone, email etc.) 

48 53 55 59 

 58 60 65 66 

Group collaboration service where a group of 
employees working in a task force can collaborate to 
execute their activities using electronic tools as like 
formation of Virtual Team for any project 
implementation 

25 25 27 27 

Attendance of employee through user login 22 32 39 39 

Leave Application - 32 36 50 

Audio/ video chatting among employees with IP 
Phone 

- 17 18 18 

Social Media Communication - - - 4 

Source: Survey Information 

 

3.22 Data Center (DC) and Disaster Recovery Site (DRS) 

Data Center 

Almost all the data centers (except for foreign banks) are located in Bangladesh. 52 

percent DCs are located at Motijheel/Dilkusha, 18 percent at Gulshan, 6 percent each at 

Purana Paltan and Banani, 3 percent each at Dhanmondi, Bashundhara, Vatara and 

Karwanbazar, and 6 percent at other areas.  

 

Disaster Recovery Site 

We see that, in case of Near DC (NDC) operating as DRS, 25 percent are set up at Uttara, 

12 percent each at Savar and Narayanganj, 11 percent at Mirpur and Dhaka Cantonment, 

10 percent at Mohakhali, Gulshan and Bharidhara, 8 percent at Gazipur and rest 22 

percent at other places. It is also seen that only 25 percent banks have Far Data Centers 
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(FDCs) which are operating as second DRS. Among them 33 percent are set up at Jessore, 

11 percent each at Rajshahi and Khulna, 23 percent at Dhaka and 22 percent at Gazipur. 

The 45 percent banks who have FDC at Dhaka and Gazipur are at high risk of earthquake 

because both DC and DRS are situated in the same seismic zone which is not 

recommended by BB. Another alarming issue is that 55 percent banks having FDC at 

separate seismic zone (Jessore, Rajshahi and Khulna) are not hot. In that case, they might 

not be able to run business operations or critical services immediately after any disaster, 

like earthquake. 

 

Positions of DC/DRS in High-Rise Buildings (% of Banks) 

Table-20 and 21 demonstrates the positions of DC/DRS in in high-rise buildings. This 

scenario indicates high risk for e-banking operation from DC. Building DC and DRS in 

multi-tenant facilitated building is discouraged by BB. According to the best practice, 

DC should be established in a building which has maximum four to five floors (50 feet 

height). It is also seen that 12 percent banks have setup their DCs and NDCs in 18-24 

storied building. 

 

 

 

 

 

 

 

 

Table-20: Total Number of Floors where DCs and NDCs are Setup 

Total Floors   
% of banks 

DC NDC 

0 - 2 0 8 

3 - 5 3 23 

6 - 8 17 46 

9 - 11 13 8 

11 - 24 67 15 

Source: Survey Information 

Table-21: Position of the DC/DRS in High-Rise Buildings 

Position of the DC/DRS DC NDC/DRS 

Ground Floor 0 0 

 1st Floor 14% 33% 

 2nd Floor 26% 33% 

3rd Floor  7% 14% 

4th to 19th Floor 53% 20% 

Source: Survey Information 
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Table-22: Area of DCs (In Square Feet) 

Area of DCs  % of banks 

Up to 1000 34 

1001  2000 39 

2001  3000 14 

3001  4000 6 

4001  5000 3 

5000  7000 6 

Source: Survey Information 

 

Using proper scientific plan (virtualization of server/storage, KVM switch, smart rack 

and other standard solutions) banks can ensure optimum utilizations of space and reduce 

the area of DC/DRS to minimize the operating cost. 

 

Mode of replication of NDC with DC should be active-active so that banks can run live 

operations from NDC to ensure optimum utilizations of IT resources/assets. Accordingly, 

banks will be able to recover live operation of banking business quickly while real 

disaster occurs. The study shows that only 43 percent banks support active-active 

replication mode and rest 57 percent banks maintain active-passive mode. Among the 

banks having active-active mode, 29 percent banks generate MIS reports, 35 percent run 

data analysis software and 100 percent banks take data backup from active NDC. 

 

Live Testing from DR Site 

Regular and periodic testing of a DRS is an important and crucial issue for a centralized 

online bank. This type of testing increases confidence and expertise of recovering data 

and business operation in case of any disaster. However, only 72 percent and 73 percent 

banks tested live operation from DRS in 2017 and 2018, respectively. Among them, most 

banks tested the live operation in holidays  especially in Saturday (10 a.m. to 4 p.m.). 

They were afraid of testing during working hours. The frequency and duration of live 

testing in 2017 and 2018 are given in Table-23 and Table-24. It is notable that one bank 

tested live operations from DRS 12 times in 2018. 

 

 

 

Table-23: Frequency of Live Business Operation from DRS 

Frequency  
% of Banks 

2017 2018 

Once in a Year 82 84 

Twice in a Year 14 11 

More than Twice 4 5 

Source: Survey Information 
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Only 37 percent banks run all business functions during live operation from DRS. 

According to best practice, banks should run live operations of whole business function 

from DRS at least once a month in working days for whole day (24 hours). At the end of 

2018 it is found that only 41 percent banks have employed Certified Data Centre Design 

Professional (CDCDP) for effective maintenance of DC and DRS which was 18 percent 

and 38 percent in 2015 and 2017, respectively.  

 

3.23 Information Technology Security in Banks 

IT Security Measures  

To ensure e-banking security, banks should take both logical and physical security 

measures. Managed Switch (Layer-3), Next Generation Firewall (NGFW) and E-mail 

Gateway can play a vital role to ensure network security in banks. SIEM provides real-

time analysis of security alerts generated by applications and network hardware is crucial 

for combating cyber threats. An Information Security Operations Center (ISOC) is a 

dedicated site where enterprise information systems (web sites, applications, databases, 

data centers and servers, networks, desktops and other endpoints) are monitored, 

assessed, and defended. The following table shows the implementation status of different 

e-banking security measures. 

 

Table-24: Duration of Live Testing from DRS 

Duration  
% of Banks 

2017 2018 

Below One Hour 9 9 

Four to Six Hours 32 34 

12 to 24 Hours (Day Long) 50 45 

More than  24 Hours 9 12 

Source: Survey Information 

Table-25: Applications / Critical Services that are Run during Live Operations 

from DRS 

Applications / Services 
% of Banks 

2017 2018 

All Business Functions 30 37 

CBS Operation from  Online Branches 

(Mainly from AD Branches) 
88 100 

ATM/POS 38 38 

I-Banking  25 25 

Source: Survey Information 
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Applications of Two Factor Authentication (2FA) in Banks 

Two Factor Authentication (2FA) is one of the latest advancements in information 

security systems. It works on the phenomenon of presenting two or more authentication 

factors or essentials to gain access into a secured system such as a web portal, computer 

device or online transaction.  

 

About 90 percent banks reported that they use 2FA for e-banking services which was 81 

percent in previous year. Among them, all banks use software token, 25 percent banks 

use both software and hardware token and 4 percent use biometric technology. Among 

the banks that are using software token, all of them provide OTP or token through SMS 

and 40 percent use Email and SMS system. Usually hardware tokens are used by the 

banks for SWIFT system, I-banking, vendor access through VPN and manage Admin 

user access. Software tokens are also used for SWIFT system, I-banking, MFS and e-

commerce (through e-wallet, mobile apps, websites, e-card). 

 

Transaction monitoring system 

The research finds that 60 percent banks maintain Intelligent and Automated Transaction 

Monitoring System. Among them 78 percent banks use it for AML/CFT, 33 percent for 

Financial Fraud Detection. Only 20 percent banks integrated Business Intelligence (BI) 

with their transaction monitoring system. About 40 percent banks have Intelligent and 

Automated Security Patch Management for OS and Applications. 67 percent banks have 

implemented real time screening system during on boarding any customer /walking 

customer in their system. The following table states sanction list screening done by the 

 

Table-26: IT Security Measures Taken by Banks 

IT Security Measures 

Status of Implementation (% of Banks) 

Full Partial 

Under 

Approval 

Process 

Still Not 

Initiated 

Configured Managed Switch 
(Layer-3) in DC/DRS 

90 10 - - 

Configured Managed Switch 
(Layer-3) in Branch 

20 60 20 - 

Installed Next Generation Firewall 
(NGFW) 

50 35 15 - 

Developed E-mail Gateway 40 - 10 50 

Developed  SIEM 20 - 30 50 

Established ISOC 10 10 30 50 

Source: Survey Information 
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Standard Operating Procedure (SOP)  

 

 

It is a set of step-by-step instructions compiled by an organization to help employees 

carry out complex and critical routine operations. Key benefits of using written SOPs are: 

Reduce employee training time, reduce errors and enhance productivity, meet legal 

requirements, establish a chain of command and transfer work easily. Our study finds 

that 55 percent banks maintain SOP for their critical systems/services. The Table-28 

explains about the status of maintaining SOPs for different critical services/operations. 

 

Implementation of PCI DSS  

At the end of 2018, 3 banks in Bangladesh achieved Payment Card Industry Data Security 

Standard (PCI DSS), which were three in 2017. However, 45 percent of banks are in 

progress to implement this standard, although poor scenario is observed in this regard 

(Table-29). 

Table-27: Sanction List Screening done by the System 

Name of Sanction list Screening done by the System 

(real time screening system) 
% of Banks 

UN 100 

OFAC 100 

EU 70 

International PEPS 40 

Local PEPS 50 

Adverse Media reporting 20 

Source: Survey Information 

Table-28: Standard Operating Procedure (SOP) for Critical System 

Name/Type of Critical System % of Banks 

CBS Operation 80% 

Database Access 50 

MFS 17 

Card Management 35 

HRMS 35 

Antivirus  50 

E-mail Service 55 

ATM/POS 65 

Fraud Analyzer 30 

Network and Router Access 50 

MIS 30 

DC Operation 45 
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Table-29: PCI DSS Implementation Status 

Implementation Status % of Bank 

Still not Initiated 30 

Initiated and placed for approval of budget 12 

Received RFP / Prepared tender documents 13 

Started and completed gap analysis 40 

Completed the remediation of gaps 5 

All processes are completed and placed for certification approval - 

Source: Survey Information  

 

Monitoring and Auditing of access log of Critical Devices 

IT security is the prime concern of the banks. Regular monitoring and auditing of the 

access log and the commands being given by the admin users to various applications, 

databases and devices may reduce the security risks. A central ACS monitored and 

audited by the separate security management team of the IT division is an excellent way 

to get control over the whole IT system. However, only 48 percent banks had such control 

system. Rest of the banks should have such system to reduce the IT risk arising from the 

attempt of unauthorized access or executing undesirable commands. Status of accessing 

logs of critical devices is shown in Table-30. 

 

Table-30: Status of Accessing Sensitive Devices in Banks (In %) 

Checking the Access Log of Sensitive Devices/Servers 2017 2018 

Access to Core Router 83 87 

Access to Core Switch 83 85 

Access to IDS/IPS 75 78 

Access to CBS 41 52 

Access to Switching Software 41 46 

Access to Database 41 51 

Source: Survey Information 

 

Regular monitoring of the access log of the most critical devices or systems should be a 

mandatory task of the IT security department of every bank. However, monitoring is not 

satisfactory in banks (Table-31). To implement this monitoring properly, bank should 

engage some dedicated officers in the IT security department. Bank may include this 

issue in the IT security policy and auditors should take special care about this issue for 

proper implementation of it. Among the banks those implemented ACS 60 percent banks 

did not prepare any report to see the list of unauthorized access and preserve it. About 

84% banks informed that they have Access Control Policy but only 75 percent banks 

reviewed their policy each year. Banks should have sound monitoring system for 
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accessing log of above critical devices but only 53 percent banks maintains this 

monitoring system.  

 

Table-31: Monitoring of the Access Log ( % of Banks) 

Name of Monitoring System 2017 2018 

Security Information and Event Management (SIEM) 40 43 

NMS log monitoring System 10 11 

System Center Operation Manager 15 17 

Check Point Smart Event Management 5 5 

Oracle Log Analytics 12 16 

RSA Envision 5 7 

Solarwinds Network Performance Monitor 15 17 

Nagios 5 5 

Source: Survey Information 

 

3.24 Cost minimization for IT System and IT Operation in Banks 

Cost minimization is a financial strategy that aims to achieve the most cost-effective way 

of delivering goods and services to the required level of quality.  Banks invested a lot in 

IT system for automation purposes. Therefore, banks should have proper cost 

minimization strategy and plan for their IT system. Though 87 percent banks said that 

they have IT cost mini

approved documents of cost minimization strategy and plan. Banks are considering 

different factors to reduce the cost of IT operations. The following table shows the status 

of considering the factors to reduce IT cost by banks. 

 

 

3.25 Virtualization and Clouding in Banks 

Virtualization is the process of creating a virtual -- rather than an actual -- version of 

something, such as an operating system, a server, a storage device or network resources. 

Table-32: Factors that are Considered to Reduce the Cost of IT Operation in 

Banks 

Factors to be considered to reduce the cost of IT 

operation in Banks 
% of Banks 

Virtualization 95 

Hosting services 14 

Private Clouding 14 

Open source for Desktop OS and Office software 10 

Mail server 52 

Public Clouding 10 

Outsourcing/Sharing 29 

Source: Survey Information 
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There are six areas of IT where virtualization is making headway: Network, Storage, 

Server, Data, Desktop and Applications. Top 5 business benefits of Server Virtualization 

are: Reduced Hardware Costs, Faster Server Provisioning and Deployment, Greatly 

Improved Disaster Recovery, Significant Energy Cost Savings, and Increased 

Productivity. Therefore, our banking sector should have effective policy for virtualization 

technology. Our study reveals that most of the banks (80%) have virtualization 

technology but scale of application is very limited. The following table describes the 

status of deployments of different virtualization areas and technology in banks. 

 

 

 

Container Orchestration is all about managing the lifecycles of containers, especially in 

large, dynamic environments. Different Container orchestration tools are used in the 

global market: Kubernetes, Docker Swarm, Apache Mesos (and Marathon) etc. The study 

shows that only 4 percent banks use Container orchestration tools. A bank said that they 

use VSphere as Container orchestration tool. 

 

Cloud computing is the use of various services, such as software development platforms, 

servers, storage and software, over the internet. General characteristics that are common 

among all cloud-computing vendors are first the back-end of the application (especially 

hardware) is completely managed by a cloud vendor second, a user only pays for services 

Table-33: Types of Virtualization 

Types of Virtualization % of Banks 

OS 37 

Application 16 

Desktop 4 

Hardware 62 

Network 8 

Storage 20 

Source: Survey Information 

Table-34: Types of Virtualization Technology 

Types of virtualization Technology % of Banks 

Hypervisor 46 

Containers 4 

VMware 80 

OVM 4 

IBM Power V 4 

Hyper-V 4 

IBM LPAR 8 

Source: Survey Information 
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used (memory, processing time and bandwidth, etc., and third, Services are scalable. 

Types of cloud deployments: public, private and hybrid. Types of cloud services: IaaS, 

PaaS, Serverless and SaaS. Simply put, cloud computing is the delivery of computing 

services servers, storage, databases, networking, software, analytics, intelligence and 

more

economies of scale. Cloud computing is a big shift from the traditional way businesses 

thinking about IT resources. Six common reasons organizations are turning to cloud 

computing services: Cost, Speed, Global Scale, Productivity, Performance and Security. 

According to our study, it is seen that only 12 percent banks are using cloud services. 

Among them three foreign banks are using public cloud services in real sense.  
 

3.26 Training  

The goal of IT training is to empower a bank to effectively manage information storage, 

retrieval and flow. Each year, more advanced technology systems are developed. The 

technology department must constantly be aware of these changes. Also, security may be 

hampered due to the lack of latest technological knowledge. It is the duty of the bank to 

upgrade their employees regularly by providing training in home and abroad.  But this is 

much more ignored by the most of the banks. About 3 percent of total IT budget goes to 

training purpose. Within this limited budget, banks tried to send their employees for better 

training as much as possible.  
 

Figure-21: Training Provided During 2014 to 2018 (In %) 

 

Source: Survey Information 
 

In 2018, 2470 employees received training from home and abroad compared to 2573 in 

2017. Status of training provided by banks during 2014 to 2018 is shown in Figure-21. 

Training on Security slightly increased in 2018 compared to 2017. Banks are also 

providing In-House training facilities. Sometimes it was not also possible to send the 

employees to receive training due to shortage of sufficient time, unavailability of the 

course and insufficient employees as shown in Figure-22. 

Others Hardware Software Network Database Audit Security Data Center

Management
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Figure-22: Factors Affecting Providing Training, 2014-2018 

 
Source: Survey Information 

 

4. Challenges Related to IT Operations in Banks and Role of Bangladesh 

Bank 

4.1 Challenges of IT Operations in Banks 

IT department has been facing different challenges or obstacles to manage IT system in 

banks efficiently. The opinions of CTOs of sampled banks are summarized in Table-35 

and Box-6. 

 

Table-35: Views of IT Heads of Different Banks (In %) 

Sl. 

No. 
Challenges of IT Operations in Banks 2016 2017 2018 

1. 
Difficult to obtain resource allocation from 
management. 

52 60 59 

2. 
If resource allocation is obtained, allocation for 
manpower training is difficult. 

38 37 23 

3. 
Redundancy of major device/equipment is not 
available. 

28 23 12 

4. 
Redundancy of skilled man power responsible for 
critical systems 

- - 73 

5. Shortage of expert employees in bank. 70 70 68 

6. 
Shortage of expert employees of vendors 
providing support service 

- - 55 

7. Cyber security perception gap of top management. 28 47 36 

8. 
Perception gap of top management regarding IT 
acts as a business enabler. 

26 47 18 

Source: Survey Information 

 

0 10 20 30 40 50 60

Employees are Busy

Courses Unavailable

Cumbersome Management Process

Insufficient Fund

Course Time is Not Suitable

In-House Training is Adequate

Employees are not Interested

2018 2017 2016 2015 2014



Banking Review Series-2019 367 

Box 6: Special Suggestions or Comments given by Head of IT/ CTO/ CIO for 

better IT Operations 

1. Banks should follow certain industry standard and international certifications. 

2. Banks should allocate more budgets for IT security. 

3. Conduct regular Security Awareness program for the bank employees and 

customers 

4. ICT employees should be promoted based on performance. 

5. ICT employees should be encouraged and rewarded to earn international 

professional certification. 

6. Vulnerability assessments and penetration testing task should be performed in all 

banks regularly. 

7. Privileged Access Management Solution has to be implemented to monitor the 

activities of the privileged users of the Bank. 

8. Internet gateway firewall, e-mail gateway firewall, web application firewall have 

to be implemented to prevent the cyber security attacks. 

9. Banks may establish Advance Threat Protection Team (ATPT). 

10. Consistent internal guidelines should be adopted by all banks. 

11. BB inspection team should visit banks quarterly or half yearly to check the 

implementation status of recommendation in yearly ICT core risk inspection 

report. 

Source: Survey Information 

 

4.2 Role of Bangladesh Bank 

As a regulatory body, BB has been playing notable role to maintain smooth and secured  

e-banking operations. Besides, due to rapid growing of state-of-the-art e-banking 

products and services, banking community expects more contributions from BB. 

Opinions and expectations of banks regarding the role of BB are summarized and 

presented in Table-36. 
 

Table-36: Possible Roles of Central Bank (% of Banks) 

Sl. Possible Roles of Central Bank 2016 2017 2018 

1 

BB may form a committee headed by a GM of BB taking 
members from the scheduled banks. The committee may 
conduct a meeting once a year and formulate a guideline 
for ICT development for the bank. BB may circulate this 
guideline for compliance. 

84 87 91 

2 
BB may review its ICT guideline in each year by the 
mentioned committee. 

80 73 78 
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3 

BB may form a team of ICT inspection for the banks and 
each team may inspect and monitor certain number of 
banks and the banks will always communicate with its 
team for compliance instead of communicating once in a 
year. 

62 63 57 

4 
BB inspection team should be trained for its purpose and 
should include only expert having adequate academic 
and professional qualification. 

70 63 52 

5 
BB may provide necessary assistance to BIBM to equip 
with more ICT related manpower and resources so that 
the role of BIBM is more pragmatic. 

74 57 68 

6 

Each year BB may conduct a day long ICT conference 
under the leadership of the Governor where all the MDs 
and IT Heads of banks and the CEOs of Vendors will 
participate. In each year a particular subject like ICT 
security, IT based new products etc. may be focused. 
Three banks and three vendors may be rewarded based 
on their contribution in the ICT development of the 
banks. 

76 77 96 

7 

Banks have severe weakness in regular DRS testing. BB 
may increase the frequency of effective audit and 
inspection to ensure instant activation/running of DRS 
operation at the time of any disaster. 

54 53 70 

8 

Banks should take immediate steps to set up robust and 
reliable infrastructure for DRS at separate seismic zone 
for all banks. BB may take enthusiastic role regarding 
this matter. 

61 67 83 

9 

Banking sector should have a center for sharing 
electronic banking experiences, online threats and 
frauds, problems and possible solutions. BB may take 
vital role in this regard. 

91 83 83 

10 

BB may establish separate specialized 
Institutions/Academy for the development of banking 
and financial technology like IDRBT established the 
Reserve Bank of India. 

90 93 91 

Source: Survey Information 
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5. Implementation Status of the Recommendations of Review of IT Operations of 

Banks in Bangladesh-2017 

This review paper covers the status and changes in the IT operations of banks annually. 

In 2017, like the previous year, the review team raised some challenges that are being 

faced in the banking industry of Bangladesh. The challenges were mainly concentrated 

on IT infrastructure development, IT Skills development, IT security, IT governance, IT 

Audit, Data Communication, E-commerce, MIS, DC & DRS management and Business 

Continuity. 

 

Though the focus of this paper is the year 2018, the observations and recommendations 

of last review deserves some considerations. In 2017, 96 percent were providing 

centralized online banking which was same at the end of 2018. Still 4 percent banks did 

not meet the status.  

 

In 2017 near about 3 percent of total IT budget was allocated for training purpose and 

CTOs were not satisfied regarding this issue. This year (2018) we also found that budget 

for training is almost same and still most of the CTOs are not satisfied regarding this 

training budget. They also indicate that budget approval for IT skill development is a 

challenge for them. 

 

In 2018, still 60 percent DCs were being operated in high-rise buildings having risk of 

earthquake and fire. No significant change is observed in this regard. In 2017, 45 percent 

of the total banks were afraid of testing the disaster recovery site by shutting down the 

data center any time and the percentage came down to 42 this year, showing a slight 

improvement of confidence regarding shutting down the data center any time and run 

operations from DRS. Moreover, in 2018, 44 percent banks were planning to replace their 

DRS far away from data center, at least 100 kilometers away, which was 34 percent in 

2017. In 2017, the review suggested to develop more Certified Data Centre Design 

Professional (CDCDP). After one year, around 41 percent banks had developed Certified 

Data Centre Design Professional (CDCDP) for effective maintenance of DC and DRS 

which was 38 percent in 2017.  

 

Though we recommended high security budget for this year, it is seen that security budget 

slightly decreased from 7.5% to 7.3% in 2018 compared to 2017. But in this year, training 

related to security is also decreased by 2 percent compared to 2017. However, security 

measures that have been taken by different banks after reserve heist of BB is notable.      

77 percent banks increased Cyber Security budget, 97 percent banks arranged training 

for employees to develop IT (Cyber) Security Awareness, 33 percent banks recruited 

more skilled manpower for Cyber Security, 63 percent banks arranged special program 
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for IT (Cyber) Security Awareness of Top Level Management and 60 percent banks 

revised existing IT/Cyber security policy. According to our suggestions one bank 

achieved ISO and three PCI-DSS standards in the meantime.    

 

Though a huge number of employees got IT related training in 2018, still a good number 

of IT auditors were not competent enough for IT audit.  

 

In 2017, we suggested BB to develop a Computer Emergency Readiness Team, an 

Information Sharing and Analysis Centers (ISACs), a cell/wing including a Data Bank 

and an institution like IDRBT (Institute for Development and Research in Banking 

Technology, which is set up by the Reserve Bank of India) for all of the commercial 

banks. We also requested BB to increase the frequency of inspection, include more skilled 

ICT audit personnel equipped with penetration and vulnerability assessment tools and 

develop Ethical Hackers so that they can identify security holes of commercial banks. 

Yet, no initiative is taken by BB. We also suggested BB to define international IT 

standards and develop a unique organogram for all the banks and financial institutions 

covering all the areas of IT Services. But BB imposed PCI-DSS standards only for card 

operation and three banks achieved it. No initiative is seen for standardization of other 

areas of IT Services. 

 

6. Issues and Recommendations 

Based on the analysis of the desk level activities and discussion with the concerned IT 

executives, the review team identifies a number of issues that need to be addressed in 

proper manner to improve the effectiveness and efficiency of IT operations in the banks. 

The issues and recommendations are presented below.   

 

First, ICT infrastructure: Still 4 percent of banks have not started real time centralized 

online banking, meeting the Category-1 architecture due to lack of long term vision, 

proper planning and initiatives, shortage of manpower, poor IT budget, weakness of 

business process reengineering, delay in procurement process and lack of appropriate and 

advanced training. To overcome these problems, bank should allocate certain portion of 

their annual profit for ICT budget. This budget may be spent for ICT infrastructure 

development and manpower training. Leadership quality and efficiency of IT project 

implementation team should be developed for successful design and implementation of 

banking automation projects. 

 

Second, Skills Development: Budget for security, training and audit were very low in 

last five years, though it slightly increased for security in 2017 and 2018. By ignoring 



Banking Review Series-2019 371 

these three sectors, it is not possible to ensure better security for banks. Near about 3% 

of total IT budget goes to training purpose and CTOs are not satisfied regarding this issue. 

Bank management should increase their level of understanding and appreciation that 

there is no alternative to develop ICT skill in banks because ICT is rapidly changing 

platform and more diversified and sophisticated Cyber-attacks/frauds are also increasing. 

Budget approval for IT skill development is a challenge in our banking sector. 

Management approves IT budget for system implementation but they are reluctant on 

training for IT skill development especially in the area of IT security, IS Audit and IT 

risk management. IT management should improve their communication skill to influence 

executive management that there is no alternative to develop ICT skill (especially on IT 

Governance, IT Project Management, Network and Database Administration, IT Audit, 

IT Risk Management and IT/Cyber Security) with a view to maintain e-banking system 

ensuring reliability and security. Blending program can be arranged jointly by software 

and hardware vendors (IBM, Oracle, Microsoft, Cisco, etc.), expert IT professional of 

different banks and academicians from different institutes (in home and abroad). 

Specialized training, certification (like certified E-banker) and post graduate program 

(like Masters in E-banking) for both general bankers and IT professionals of banks may 

be conducted by BIBM.  

 

Third, Replacing ATMs by CDMs and Cash Recycler Machines (CRMs): Cash 

recycling improves both staff productivity and operational efficiency and reduces labor 

and other cash handling costs while tightening cash controls and maximizing cash 

inventory. Instead of ATMs, banks in Bangladesh are going for Cash Recycler Machines. 

Only three banks installed CRMs and about 143 CRMs has been installed by these three 

banks. In 2018, there were 1365 CDMs in the market which was 1129 in year 2017. Bank 

management should take proper strategy and initiatives to increase the number of CRMs 

and CDMs instead of ATMs so that we can reduce the number of branches and ATMs as 

well as operating cost.  

 

Fourth, E-commerce and OPGS: About 42 percent banks have Online Payment 

Gateway Service (OPGS) for e-commerce payment processing. According to the study, 

most of the banks provide e-payment services for e-commerce using credit and debit 

cards. The growth of using mobile banking and Internet Banking as payment methods is 

not satisfactory. Banks should increase their facility to use these payment methods in 

order to promote e-commerce in Bangladesh. Proper marketing strategy and initiatives 

may be taken by banks to promote both e-merchants and consumers for e-commerce 

transactions. The revenue from the commission of online transactions may be a good 

source of income for banks. Bank management should give more attention into this 
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business. Otherwise, this prospective earning source of business may be diverted to other 

competitors. 

 

Fifth, Management Information System: 66 percent of the banks have a separate MIS 

department. A separate MIS department can be dedicated to ensure precise, timely and 

accurate generation of MIS report. A large number of banks revise the MIS report format 

infrequently. Since information requirement varies from time to time due to varying 

business scenario, its format should also be changed time to time so that the information 

displayed in the MIS report can rightly satisfy the management for its decision making. 

A good quality MIS report is the prime ingredient of a manager to execute his 

responsibility of monitoring and decision making process. Proper method of MIS report 

generation can play an important role to prepare MIS report in time as per management 

demand. Banks may develop Data Warehouse in order to produce MIS report from 

various data sources and in various formats with trend analysis. In 2018, only 33 percent 

banks implemented Data Warehouse for generating online MIS report. We would 

therefore recommend that the banks especially the larger banks may use Data 

Warehousing along with BI software tools to generate ad-hoc reports of online MIS, DSS 

and EIS.  

 

Sixth, Corporate Intranet System: Approximately 72 percent banks have web portal 

and corporate intranet system with limited scale of operations such as BBS, viewing of 

collaboration, audio/ video chatting among employees with IP Phone, online attendance 

and leave application. The study shows that banks which adopted the intranet system 

were not able to implement all facilities of corporate intranet system. Since this facility 

enhances the employee performance, the rest of the banks (28%) should avail this facility 

since its cost of implementation is not significant. With a view to increase productivity 

to develop effective Corporate Intranet System covering all possible facilities or services.  

 

Seventh, DC and DRS Management: We see that 100 percent DCs and 90 percent 

NDC/ are built in Dhaka in high rise buildings having risk of earthquake and fire. It is 

also seen that 25 percent banks have Far DC (FDC) which are operating as second DRS. 

The 45 percent banks which have FDCs at Dhaka and Gazipur are at high risk of 

earthquake because both DC and DRS are situated in the same seismic zone which is not 

recommended by BB. Another alarming issue is that 55 percent banks having FDCs at 

separate seismic zone (Jessore, Rajshahi and Khulna) are not hot. In that case, they might 

not be able to run business operations or critical services quickly after any disaster, like 

earthquake. Banks should take immediate plan to set up DRS at separate seismic zone 
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and both Govt. and BB may take initiatives to provide robust infrastructure and support 

services for maintaining reliable operations from DRS. Using proper scientific plan 

(virtualization of server/storage, KVM switch, smart rack and other standard solutions) 

banks can ensure optimum utilizations of space and reduce the area of DC/DRS to 

minimize the operating cost. 

 

Eight, Live Testing of Business Operation from DRS: Regular and periodic testing of 

a DRS is an important and crucial issue for a centralized online bank. This type of testing 

increases confidence and expertise of recovering data and business operation in case of 

any disaster. However, only 72 percent and 73 percent banks tested live operation from 

DRS in 2017 and 2018, respectively. Among them, most tested the live operation in 

holidays  especially in Saturday (10 a.m. to 4 p.m.). They were afraid of testing during 

working hours. Frequency and duration of live test is also unsatisfactory. Only 37 percent 

banks run all business functions during live operation from DRS. According to best 

practice, banks should run live operations of whole business functions from DRS at least 

once a month in working days for whole day (24 hours). Mode of replication of NDC 

with DC should be active-active so that banks can run live operations from NDC to ensure 

optimum utilizations of IT resources/assets. Accordingly, banks will be able to recover 

live operation of banking business quickly while real disaster occurs. Banks should have 

proper policy and guidelines of business continuity and disaster recovery management. 

Bank authority should have active participations and close monitoring to ensure 

effectiveness of the policy related to ITDRP. 

 

Ninth, Effective IT Security Measures: Managed Switch (Layer-3), Next Generation 

Firewall (NGFW) and E-mail Gateway can play a vital role to ensure network security in 

banks. Only 50 percent banks fully implemented NGFW, only 20 percent banks 

configured Managed Switch (Layer-3) in branch level and 40 percent installed E-mail 

Gateway. SIEM provides real-time analysis of security alerts generated by applications 

and network hardware is crucial for combating cyber threats. Only 20 percent banks 

implemented SIEM. ISOC is a dedicated site where enterprise information systems are 

monitored, assessed, and defended, but only 10 percent banks implemented it. Banks 

should take special care to successfully implement these IT security measures.  

 

About 60 percent banks maintain Intelligent and Automated Transaction Monitoring 

System. Only 20 percent banks integrated Business Intelligence (BI) with their 

transaction monitoring system. About 40 percent banks have Intelligent and Automated 

Security Patch Management for OS and Applications. 67 percent banks have 

implemented real time screening system during on boarding any customer /walking 

customer in their system. Only 55 percent banks maintain SOP for their critical 
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systems/services. Through SOPs banks can be benefited by reducing employee training 

time and working errors, enhancing productivity, meeting legal requirements, 

establishing a chain of command and transferring work easily.  

 

At the end of 2018, 3 banks in Bangladesh achieved PCI DSS. However, 45 percent of 

banks are in progress to implement this standard. Immediately banks should implement 

the above security issues. 

 

Tenth, Cost Minimization for IT System and IT Operation in Banks: Financial 

organizations should have an effective cost minimization action plan for revenue 

maximization. Though 87 percent banks mentioned that they have IT cost minimization 

minimization strategy and plan. The study shows very weak scenario of considering and 

implementing all the appropriate factors (shown in Table-32) to reduce IT cost by banks. 

Most of the banks (80%) have virtualization technology but scale of application is very 

limited. Only 4 percent banks use Container Orchestration Tools. Banks should use 

Container Technology and Orchestration Tools to manage the lifecycles of containers 

efficiently. Only 12 percent banks are using private and public cloud services. Among 

them three foreign banks are using public cloud services in real sense. Banks invested a 

lot in IT system for automation purposes. The banking sector should develop effective 

policy for virtualization technology and cloud computing ensuring reliability and data 

security. For this purpose, banks should maintain a comprehensive and effective IT cost 

minimization strategy and plan for their IT system. 

 

Eleventh, Access Control System: A central ACS monitored and audited by the separate 

security management team of the IT division is an excellent way to get control over the 

whole IT system. However, survey shows that only 48 percent of the banks had such 

control system. Rest of the banks should have such system to reduce the IT risk arising 

from the attempt of unauthorized access or executing undesirable commands. Regular 

monitoring of the access log of the most critical devices or systems should be a mandatory 

task of the IT security department of every bank. Among the banks those implemented 

ACS, it is seen that 60 percent of the banks did not prepare any report to see the list of 

unauthorized access and preserve it. Banks should have Access Control Policy and review 

it each year. Banks should also maintain sound monitoring system for accessing log of 

critical devices. 

 

Twelfth, Role of Bangladesh Bank: BB has been working for a long period to develop 

the overall IT infrastructure of banking sector. Proper guidelines and monitoring of BB 

has also been helping the IT departments of different banks to expand in right way. As a 
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result, expectation from BB is increasing day by day. Banks have been demanding some 

important initiatives/measures to be taken by BB for the last few years, are as follows: 

detailed and updated version of IT security policy, guidelines for standardization of IT 

department, complete implementation of NPSB, increased frequency of ICT inspection 

and tight monitoring, arrangement of training and workshop regarding new and emerging 

issues of IT operations in banks. 

 

BB may take initiatives to develop an Information Sharing and Analysis Centers (ISACs), 

where the members can discuss and share their opinion regarding the various IT 

operational and security issues to mitigate the risks and be aware about the latest security 

threats. Moreover, BB can play a vital role in setting up a cell/wing, including a data bank 

for all of the commercial banks to help collect and share up-to-date information regarding 

current status, growth and problems of the banking sector. IT Heads of 83 percent banks 

agreed that banking sector should have a center for sharing electronic banking 

experiences, problems and solutions. BB, with the help of BIBM, can take initiatives in 

this regard. Moreover, a Computer Emergency Readiness Team (CERT) may be formed 

for disaster recovery of the banking and financial sector. A specialized Information 

Technology Institute may be set up for the purpose of Research, Development and 

Consultancy in the area of Banking and Financial technology of our country.  

 

BB conducts ICT inspection in commercial banks on sample basis once in a year and 

duration is very short (two to three days) which is not well enough as ICT is a very vast 

area and all of its components have direct impact on business. In practice, IT audit should 

be comprehensive and effective, not based on sample. Frequency of ICT inspection 

should be increased. More stringent and specific audit mechanism aligned with 

international standards best practices should be incorporated in supervisory review/audit 

by BB. Also BB may conduct system and functional audit. More skilled ICT audit 

personnel of BB may be sent for onsite supervision. They should be more equipped with 

penetration and vulnerability assessment tools and international norms and practices to 

get the real scenario of the banks in the ICT sector.  
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Islamic Banking Operations of Banks 

 

1. Introduction 

1.1 Background of the Study 

The concept of Islamic banking and finance originates from the strong desire to get rid 

of Riba from the Islamic community of the world. The Quranul Majid prohibits Riba 

very strongly. Despite varying views on the concept of Riba in the past and the present 

time, Islamic scholars have sought to design and implement Riba-free finance and 

banking. Islamic bankers have made mentionable progress both theoretically and 

practically in the fields of Islamic money, banking, and insurance. They have discussed 

theoretical issues concerning the principles that should guide Islamic financial systems 

and their distinction from those of other financial systems. Such discussions have rotated 

around the main differences between economic systems due to their views on the 

universe/multiverse, the purpose of creation, and the mission of humankind. Islam places 

high significance on the position of humankind and views it as the axis of creation and as 

the trustee of Allah on earth. The difference between an Islamic economic system and 

 

All the values governing the Islamic economic and banking system are extracted from 

the Quran and Sunnah.  

 

Shariah-based finance and banking is gradually demonstrating its strength as an effective 

mechanism for financing economic activities all over the globe. It has been offering a lot 

of benefits for economic growth, reducing poverty and fostering shared prosperity. It also 

addresses specific needs of those who do not currently use conventional finance for 

religious reasons. Thereby these bankable unbanked people will be included in the system 

of financial services. This financial inclusion is not possible by using only conventional 

banking services. Islamic financial institutions are supporting agricultural finance, 

contributing to improved food security, promoting financial sector development and 

widening financial inclusion. Following 2011, he global Islamic finance industry 

registered notable annual growth of over 15 percent (MGCC, 2018) . Having begun as a 

nascent sector in the 1970s that predominantly focused on Shariah-compliant banking 

systems, today Islamic finance is a complete financial system of its own that includes 

capital market products and services such as Islamic securitized assets (Sukuk), Islamic 

equities, Islamic investment funds, and also Islamic insurance services (MGCC, 2018). 

However, Islamic banks dominate the Islamic financial industry, despite continued 

growth in Sukuk and other Shariah-compliant financial assets. 
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Though the operational procedures and approach of the Islamic banks are different, yet 

Islamic banking varies in terms of the level of risk sharing. While conventional financial 

intermediation is largely debt-based, and allows for risk transfer, Islamic financial 

intermediation is expected to be asset-based, and centers on risk sharing i.e. in Islamic 

banking, investors are expected to share the risk and return with Islamic banks. However 

practically, in most instances deposits do not have the risk-sharing features, since the 

return on them is guaranteed; and on the investment front, risk sharing is the exception 

rather than the rule, making credit risk the main risk faced by Islamic banks, similar to 

the conventional banks. The Capital Adequacy and Risk Management standards issued 

by the Islamic Financial Services Board (IFSB) suggest that the type and size of financial 

risks in Shariah-compliant contracts are not significantly different from those in 

conventional contracts (IFSB, 2018) .  

 

Globally, Islamic banking activities expanded its frontiers and tapped new business and 

geographical horizons, and in many countries the growth in Islamic financial activities 

has attracted the attention of the conventional banking industry. It is well-known that the 

interest of conventional banks in Islamic finance is mainly to tap wider investor and 

consumer base, and the trend indicates the growing universal appeal of Islamic financial 

products. Generally, Islamic banking activities are regulated under laws which are 

actually designed for the conventional finance industry. Meanwhile, to address the 

uniform standard and regulatory needs, numerous measures have been introduced by 

international Islamic standard-setting bodies, regulators, and fatwa institutions and 

Shariah advisory councils that include the issuance of standards, guidelines and 

resolutions to regulate Islamic financial market practices at the local and global levels. 

Despite all these concerns and initiatives, Islamic commercial law remains an under-

explored field (ISRA and Thomson Reuters, 2018). 

 

Islamic banking activities have grown consistently in the country during last thirty five 

years. In the context of Bangladesh, the information on the Islamic banking practices is 

being made available through limited research activities only in recent years. For the 

improvement of the Islamic banking practices, it is important to understand the 

operations, progress and trends by the bankers, academicians and researchers of the 

relevant fields. Capturing the detailed information on the trends, changes, dimensions and 

challenges would also facilitate practitioners to handle challenges and to undertake future 

course of action for greater efficiency. This review activity is undertaken to display the 

Islamic banking activities which have occurred during 2018 in Bangladesh and across the 

globe. We hope that this collective efforts of bankers, academicians and researchers will 

be helpful for improving the effectiveness and efficiency of the Islamic banking 

operations in Bangladesh.  
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1.2 Objectives of the Study 

The broad objective of the study is to review overall Islamic banking operations for the 

year 2018. The specific objectives of the review paper are:  

(i) to depict Islamic banking and its regulatory environment in global and local 

context;  

(ii) to discuss Islamic banking services, activities and operations in Bangladesh for 

the year 2018 and comparing with that of 2017;  

(iii) to identify success factors and problem areas of Islamic banking operations; and  

(iv) to recommend future courses of action for improvement of Islamic banking 

operations in Bangladesh. 

 

1.3 Methodology and Data 

To review Islamic banking activities and operations of Bangladesh, both primary and 

secondary data have been collected to achieve the objectives of the study. Primary data 

have been collected through a questionnaire administered to Islamic banks. Secondary 

data are gathered from different journals and publications related to Islamic banking 

practices in global economies and in the country. For this purpose, the study have used 

data published by Islamic Financial Services Board (IFSB), Bangladesh Bank (BB), 

Central Sahriah Board of Islamic Banks in Bangladesh (CSBIBB) and concerned banks. 

The paper covers all full-fledged Islamic banks, and conventional banks having Islamic 

banking branches/windows. Findings of the study have mainly been presented in tabular 

form along with some graphic presentations. The paper has been finalized after 

accommodating the comments and remarks of the honorable discussants and participants 

of the workshop. 

 

1.4 Structure of the Report 

The report is organized under five sections. Following a discussion on background, 

objectives and methodological issues are placed in Section-1, Section-2 deals with 

conceptual aspects of Islamic banking and finance. Regulatory environment of the 

Islamic banking is discussed in Section-3. Section-4 produces the major part of study i.e. 

review and analysis of Islamic banking activities in global and in the context of 

Bangladesh. Finally, Section-5 presents a set of issues identified in the study and 

recommendations to improve Islamic banking activities in the country.  

 

2. Conceptual Discussion on Islamic Banking 

2.1 Fundamentals of Islamic Finance and Banking  

Riba Shariah 

(Islamic law) prohibits any increase in returns from commercial transactions without 
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sharing the risks or stake in the economic activity. As a result, returns on investments 

must be based on real economic activities and/or underlying assets, performance on 

which the contractual relationship between parties is structured. Transactions may also 

be based on sale contracts where profits are legitimately earned from the sale of 

eneral, 

Islamic financial mechanisms aim to promote profit and loss structures to ensure 

contracting parties share the risks of venture among them. Apart from Riba, other 

elements prohibited in financial transactions are excessive uncertainties in contractual 

performance (Gharar), and gambling and/or chance-based outcomes in transactions 

(Maysir). In addition, transactions involving activities deemed impermissible in Islam 

such as alcohol brewery, gambling, and casino operations are prohibited. Moreover, the 

financial contracts must be free from any sort of coercion, corruption, and deception and 

the contracting parties must express their free mutual consent in accepting a deal. 

Therefore, salient features of Islamic financial system are  (i) interest-based lending 

and the financing of unethical goods and services are prohibited; (ii)  returns on 

investments must be based on real economic activities and/or underlying assets, 

performance; (iii) Islamic finance discourages hoarding and prohibits transactions with 

extreme uncertainties, and gambling and related activities; (iv) equity participation, 

temporary equities, credit sales, leasing, and other suitably designed modes replace 

interest-based finance, thus promoting the practice of risk sharing; (v)  financial 

engineering to design new products and instruments must comply with the Shariah 

requirements; (vi) any transaction leading to injustice and exploitation is prohibited; and 

(vii) Islamic finance upholds contractual obligations and the disclosure of information, 

which in turn reduces the risk of asymmetric information and moral hazard . 

 

The transformation of Islamic economic and financial systems restarted in the late 19th 

century when protests against the payment of interest gained momentum. In the 1890s, 

Barclays Bank opened a branch in Cairo to finance the construction of the Suez Canal 

(Kettell, 2010). The establishment of an interest-based bank in a majority-Muslim 

country aroused some opposition and led some jurists to declare in 1903 that the interest 

paid to depositors in the post office contradicted Islamic rules and values. Islamic scholars 

designed alternatives to conventional banking by extracting Shariah-compliant contracts. 

Due to the high demand for Shariah-compliant banking services, many Islamic banks 

were established in the Middle East and parts of Asia, including Malaysia (1983), 

Bangladesh (1983), and Indonesia (1991) . The foundation of the Islamic Development 

Bank (IDB) in 1975 as a regional development institution had the goal of promoting the 

economic development of Muslim countries and providing Shariah-compliant finance. 

Now-a-days, Iran, Saudi Arabia, UAE, Kuwait, Qatar, Turkey, Bahrain, Sudan, Pakistan, 

Egypt, Jordan, Brunei, Oman and some other countries are offering Islamic banking 
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services (IFSB, 2018). Moreover, some non-Muslim countries, e.g. UK, are showing their 

interest in Islamic banking. At the end of 2018Q2, there are 189 Islamic banks having 

29,766 branches. Total assets of Islamic banking industry stood at USD 1,652 Billion.    

 

2.2 Characteristics of Islamic Financial Systems  

The prohibition of Riba results in the immediate disappearance of bonds and the debt 

market in an Islamic economic system. Most jurists believe that debt instruments, such 

as bonds for which the issuer guarantees the nominal value, are not tradable in an Islamic 

market, even though interest may be absent. The main reason behind the prohibition of 

conventional debt and bond markets in Islam is the notion of ownership in conventional 

bonds. Bonds are securities in the form of debt; however, Sukuk indicates ownership of 

an asset (i.e., an infrastructural project). The Sukuk can increase in value when the assets 

increase in value, but there is the possibility of a decrease in value. The sale of Sukuk is 

the sale of the ownership of the assets backing them, whereas the sale of bonds is the sale 

of debt. Except for participation contracts, the assets of an Islamic financial intermediary 

are connected to other assets. This basket of assets has interesting features. First, it 

includes a vast range of maturities from short-term business finance to mid-term rent 

contracts. Second, these assets have low risks, since their yields are directly related with 

predetermined cash flows. Finally, predetermined cash flows and fixed maturities make 

these securities suitable alternatives for conventional fixed-return bonds. Such securities 

will also be attractive in conventional financial systems. Recent developments in 

Mortgage-Based Securities (MBSs) in conventional financial markets show that a 

dynamic and efficient market can develop on the basis of real assets. In essence, an asset-

based security market has replaced the debt market in an Islamic financial system. This 

market assumes a vital role by providing liquidity for the financial system. Financial 

derivatives construct the second important market. Muslim jurists have so far been of the 

opinion that conventional derivatives include the element of Gharar (ambiguous deal) 

and therefore, are prohibited in Shariah. Gharar means the ambiguity and ignorance that 

prevails with regard to the price and delivery time of the assets that back derivatives such 

as forwards, futures, options, and swaps. However, some financial derivatives, such as 

futures and options for the subordinate sale of shares  which insure shares against price 

reductions, have gained permission from jurists for trading in the Iranian capital market 

(TSE 2010 & 2018). In asset pricing, the representation of lender payoffs under put-call 

parity permits the identification and exact valuation of all the constituent components of 

asset-based Islamic finance as balance sheet identities within the standard Black

Scholes Merton (BSM) framework of capital structure-based Option Pricing Theory 

(OPT) (Black and Scholes 1973; Merton, 1974). Jobst (2007) showed how to derive the 

fair market price of Islamic lending transactions if the underlying collateral conforms to 

a lognormal asset process. In particular, Jobst (2007) characterized the implicit interest 
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rate of Islamic lending as a result of the premium payments (i.e., periodic rental 

payments) that the lender receives in return for the call position on assets that the 

borrower holds in Islamic finance. The role of financial intermediation and the 

dependency of an Islamic financial system on Islamic banks are clear. They are also in 

line with the empirical evidence that highlights the role of financial intermediaries in less-

developed capital markets. Since risk-shifting violates the basic principles of Sharia law, 

derivatives remain controversial in Islamic finance. In particular, Sharia scholars still do 

not readily accept derivative trading due to its often speculative and unfunded nature 

(Jobst and Solé 2009).  

 

2.3 Features of Islamic Banks and Islamic Banking Contracts 

The features of Islamic banking include  (i) the relationship between the bank and its 

customer is not one between a debtor and a creditor, rather, it means sharing risks and 

rewards; (ii) an Islamic bank keeps separate accounts for its own capital and deposits to 

avoid mixing its own share of profits with those belonging to depositors and distributes 

them proportionately according to the profit-and-loss-sharing agreement; (iii) unlike 

conventional banks, Islamic banks do not offer cash loans, rather, they grant facilities 

based on either Islamic contracts with uncertain returns, such as participation 

(Musharakah/Mudarabah), or contracts with certain returns, such as Murabahah, sale on 

installments etc.; (iv) Islamic banks are multi-purpose institutions because they perform 

the roles of commercial, investment, and development banks; (v) Islamic banks are 

supposed to contribute to the development of the whole society; (vi) Islamic banking is 

based on shares because to mobilize funds, Islamic banks receive term deposits with 

uncertain interest rates and then, on behalf of depositors, consolidate these funds with 

their own resources to offer facilities to applicants based on contracts with either certain 

or uncertain profits; (vii) an Islamic banking system is supposed to comply with high 

moral values; and (viii) in addition to the existing audits conducted in conventional banks, 

an Islamic supervisory board usually audits Islamic banks to ensure their compliance with 

Shariah law while absorbing funds and making investments; however, this may differ 

across countries. 

 

2.4 Expansion of Modern Islamic Finance (Social Finance) and Banking   

The Islamic banking system (now called Islamic Finance House), established in 

Luxembourg in 1978, represents the first attempt at Islamic banking in the Western world. 

Sudan and Iran switched over to Islamic banking system at national level in 1984. In 

recent time, notable initiatives have been undertaken in UK, Germany, France, 

Switzerland and USA. Switz Bank of 222 years of age has started to set up Islamic 

banking in Abu Dhabi and Saudi Arabia 
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We know that social finance is an approach in investing and managing a certain fund with 

the purpose of solving societal challenges (MaRS, 2016). Social finance is defined as 

provision of financial services to achieve social protection of the poor; reduction in their 

vulnerability through community, microfinance, social enterprise finance, outcome-

based philanthropic grant-making and program-related investments (Islamic Social 

Finance Report, 2015; Aliyu Dahiru et al, 2018).  Islamic finance Kammar et al. (2015) 

sees Islamic finance as the provision of financial services in accordance with the Islamic 

jurisprudence (Shariah) and thus, it is automatically evolved as social finance. Islamic 

social finance specially refers to the provision of financial services to the vulnerable 

members of the society to achieve socio-economic welfare. It comprises three main 

sectors namely Zakat/Sadaqah, Waqf and Islamic microfinance. The institutions are 

required to serve as platforms for empowering and disbursing wealth and income in the 

society. 

 

According to maiden Islamic Social Finance Report (2018), the sector comprises the 

traditional Islamic institutions based on philanthropy-Zakat, Sadaqah, and Waqf; those 

on mutual cooperation such as Qard (loan) and Kafala (guarantee); and also, the 

contemporary Islamic not-for-profit microfinance that use for profit modes to cover 

primarily their cost and sustain their operations. Zakah can be defined as that portion of 

Zakat is considered as the fourth 

pillars of Islam. It is a word that is associated with Salat (Prayer) in eighty two (82) 

Quranic verses. Allah (SWT) and His messenger (PBUH) has enjoined upon us to give 

Zakah. However, it is pertinent to note that Zakah has also been practiced by past 

prophets. Zakah is obligatory for Islamic banks.   

 

Sadaqah is a term applicable to the concept of gift offered to someone from ones 

rightfully owned holding without regret or without any ulterior motives in secret, only 

for the pleasure of Allah. Thus, it involves the following ingre

holdings, sincerity of intention, altruistic motives and the condition that it is for Allah. 

Allah (SWT) has enjoined His entire Ummah to perform Sadaqah in Q58:13, Q2:271, 

262, 263. Islamic banks do practice Sakaqah through CSR (Corporate Social 

Responsibility) activities. Qard-al-hasan (good loan or benevolent loan) is considered as 

a type of loan whereby the lender does not charge any interest or additional amount over 

the money lent. Islamic banks are practicing it.  

 

Waqf refers to an Islamic endowment of property to be held in trust and used for a 

charitable or religious purpose. Waqf is made up of different kinds (Kafh, 2007). 

Religious Waqf, the form of Waqf serves as an addition to the social welfare of any 
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society. Philanthropic Waqf indicates the form of Waqf is targeted at supporting the poor 

in the society such as providing public utilities for the needy or poor such as libraries, 

education, health services etc. Family Waqf which means the form of Waqf, the revenue 

must be given to the Waqf founder and his/her descendants and only the surplus, if any, 

should be given to the poor. However, a new form of Waqf called cash Waqf and Waqf 

of intellectual property have been the order of the day. Cash Waqf is the form of cash 

serves as a Waqf instead of the popular building or land. It is very flexible and thus allows 

distribution to the poor anywhere. Waqf has a distinct feature of perpetuity. This implies 

that once a property is decided as Waqf, then it shall continue to be and the condition 

specified by the Waqf founder must be followed in as far as it does not violate Shariah. 

Besides, Waqf will aid the development of human capital which invariably creates a 

productive workforce, thus assisting in poverty alleviation. With a productive workforce, 

GDP will increase, unemployment will decrease and thereby, income inequality gap will 

be bridged. The Holy Quran encourages Muslims to perform charity and donation. Allah 

has promised multiple rewards for those who generously spend their wealth in his path 

should spend. Say: Whatever you spend of good must be for parents and kindred and 

orphans and Al-Masakin (poor) and whatever you do of good deeds, truly Allah knows it 

man dies, all his acts come to an end, but three are recurring  charity, knowledge (by 

which people get benefit), and a piou . However, the 

concept of Waqf is not entirely new to the non-Muslims because it has been practiced by 

non-Muslims during the Ottoman period (Shaham, 1991; Azniza & Mohamed, 2015).  

 

3. Regulatory Environment of Islamic Banking  

3.1 Global Efforts on Regulatory Set up and Governance Standards for Islamic 

Banking  

In most countries, Islamic banks are put under the supervision of the central bank of the 

country and are given the same treatment as given to normal commercial banks. In some 

countries special laws have been introduced to facilitate Islamic banking, while in others 

no such laws have been introduced. One of the most important concerns of regulators and 

supervisors of Islamic banks is how to apply internationally recognized standards to these 

institutions while, simultaneously, enabling them to operate in conformity with the 

Shariah. Islamic banks are generally supervised within the framework of the prevailing 

international commercial banking supervisory systems and thus, regulatory standards of 

the Basel Committee are also necessary for Islamic banks. For Islamic banking, it is also 

necessary to ensure the faithful compliance with the teachings of the Shariah. Such 

conformity cannot be ensured until all the outstanding Fiqhi (Islamic Jurisprudence) 
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issues related to finance have been satisfactorily resolved. It is also necessary to specify 

clearly the specific roles of the Shariah board, the central bank and the chartered auditing 

firms in ensuring that the banks do not violate the teachings of the Shariah.  

 

For greater harmonization and standardization, various international organizations have 

designed numerous approaches to ensure consistency in Islamic finance and banking 

operations. International organizations, e.g., the Accounting and Auditing Organization 

for Islamic Financial Institutions (AAOIFI), the Islamic Financial Services Board (IFSB), 

the International Islamic Financial Market (IIFM), and the Organization of Islamic 

Cooperation Fiqh Academy (OICFA), focus on standardization in Islamic finance. The 

regulator and standard-setting bodies are interested on standardization of operating 

procedure to ensure stability of the industry and sustainable growth.  

 

Shariah governance framework acts as a yardstick for Islamic Financial Institutions 

(IFIs). Over the last few decades, several models of Shariah governance have been 

introduced, which capitalize on the best practices of corporate governance set by 

International standards setters such as the Organization for Economic Co-operation and 

Development (OECD), IFSB and AAOIFI.  

 

As the industry has matured and gained experience and seen its own corporate 

governance failures, Shariah scholars as well as other stakeholders have come to 

understand and appreciate the importance of Shariah governance in the broader 

framework of corporate and oversight matters, so that the running of IFIs is in line with 

the Shariah principles. Pursuant to that, AAOIFI and IFSB issued standards and 

guidelines on Shariah governance in their endeavor to establish a robust Shariah 

governance system for the Islamic finance industry. By April 2019, AAOIFI has issued 

57 Shariah Standards, 31 Financial Accounting Standards, 06 Auditing Standards, 08 

Governance Standards and 02 Code of Ethics. 

 

3.2 Regulatory Environment of Islamic Banking in Bangladesh. 

Islamic banking and finance is based on the rules of the holy Qur'an and Sunnah to meet 

all the economic and social requirements of the human life. Islamic banks in Bangladesh 

also conduct their banking activities by complying the major principles of Islamic 

Banking and Finance. As the regulatory and supervisory authority, Bangladesh Bank 

(BB) controls and guides all Islamic banking activities. Islamic banking is required to 

follow both domestic and international sets of regulations while offering different types 

of services in different sectors. Though there is no separate Islamic banking Act in the 

country, as a public limited company, a bank is to be registered under Companies Act 

1994. For conducting banking business, BB provides license to banks under Bank 
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Company (amendment up to 2013) Act 1991. As per Section 9 of this Act, no bank is 

entitled to do trading but Islamic banks in addition to the business of banking. Apart from 

these, a number of guidelines, circulars and circular letters are issued by different 

departments of BB for smooth operation of Islamic banking. The major relevant 

regulations followed in performing Islamic banking activities in the country are shown 

in Box- 3.1 below. 

 

Box 3.1: Regulatory Framework of Islamic Banking Activities in Bangladesh 
Key Guidelines for General Operations Key Guidelines for International Trade 

 The Companies Act 1994; 
 Bank Company Act 1991; 
 Negotiable Instrument Act 1881; 
 Money Loan Court Act 2003; 
 Anti-Terrorism (Amendment) Act 2013; 
 Securities and Exchange Ordinance 1969; 
 Securities and Exchange Rules 1987; 
 Guidelines for Islamic Banking (2009) 

by BB; 
 Islamic Inter-Bank Fund Market (IIFM) 

for Sharia-based Banks by BB in 201l; 
 Bangladesh Government Islamic 

Investment Bond (Amendment) Rules 
2014; 

 Core Risk Management Guidelines issued 
by BB; 

 Risk Management Guidelines of BB; etc.  

Domestic Regulations:  

 Foreign Exchange Regulations Act 
1947; 

 Export Policy 2018-2021; 
 Import Policy Order 2015-18, etc. 

International Guidelines/Rules: 
 Uniform Customs and Practice for 

Documentary Credit (UCP 600); 
 Uniform Rules for Collections (URC 

522); 
 Uniform Rules for Bank-to-Bank 

Reimbursements under Documentary 
Credits (URR 725); 

 International Standard Banking 
Practice  
(ISBP 745); 

 International Commercial Terms  
Rules 2020 etc. 

 

Bangladesh Bank recognizes that Islamic banking has become a part of mainstream 

banking in Bangladesh (BB, 2009). In view of some basic differences between interest-

based banking and Shariah-based banking, the BB has issued a set of guidelines for 

conducting Islamic banking through a circular (BRPD Circular No. 15, Dated: November 

09, 2009). The guidelines cover definitions of terms used in Islamic banking, criteria for 

setting up Islamic bank in Bangladesh, principles and modes of deposit mobilization and 

investment, liquidity management approach and provision for Zakat. More on these, 

format of financial statement, framework of rate of return, fit and proper criteria for 

selection of members of Shariah Supervisory Committee.     

 

As per the guidelines, a minimum of 50 percent share are to be offered to the public for 

setting up full-fledged Islamic Bank. To be Chief Executive of an Islamic bank, he/she 

would be a professional combined with at least 3 years Islamic banking experience. 

Moreover, conventional banks intending to open Islamic banking branch (es), banks must 

have CAMELS rating of 1 2  in the last on-site inspection of BB. Islamic 
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banks are also to maintain SLR/CRR according to the instructions of BB. Banks also 

have to maintain separate accounting system for their Islamic banking Branches. The 

responsibility of Board of directors of the respective banks is to ensure that the 

activities of the banks and their products are Shariah compliant. 

The main purpose of Mudaraba based Islamic Interbank Fund Market (IIFM, a full 

Shariah compliant call money market) is to manage liquidity by all Shariah-based 

banks, financial institutions and Islamic banking branches of the traditional financial 

institutions and banks operating in Bangladesh. As per its provisions, the transactions 

would be based on profit instead of interest. According to this market, all Islamic 

Shariah based banks & financial institutions and Islamic banking branches of the 

conventional banks can transfer their investible surplus fund into Islamic Bond fund on 

a daily basis. Due to huge growth in Islamic banking in the country, an amendment of 

Bangladesh Government Islamic Investment Bond (Amendment) Rules was made in 

2014. As per the amended rules, maturity period of Islamic bonds has been set at three 

months and six months. Shariah-based banks and financial institutions can use the bonds 

as an instrument for repo operations.  

 

Due to the absence of separate Islamic banking Act, Islamic banking activities are carried 

out by circulars and circular letters of BB. Through a circular in 2014, Bangladesh Bank 

provided refinancing facility for Islamic banks and financial institutions against financing 

for agro-based industry, small entrepreneurs, women entrepreneurs, cottage industries 

and micro & small industries. In the same year by another circular, refinance scheme for 

Islamic banks and financial institutions against financing for renewable energy and 

environment-friendly initiative came into existence. As a part of core risk management 

guidelines, Guidelines on Internal Control and Compliance (ICC) in Banks, updated 

up to September, 2016, also cover Shariah Audit. Risks and consequences related to 

Shariah violation are detailed out in the guidelines. BB has also prescribed a Shariah 

non-Compliance Risk Rating system.  

 

Guidelines on Risk Based Capital Adequacy, revised regulatory capital framework for 

banks in line with Basel-III, have also covered risk factors relating to Islamic mode of 

investment. In this context, all Islamic banks and Islamic branches of conventional 

banking are required to measure and apply capital charges against credit, market and 

operational risk.  

 

In the context of international trade, Islamic banks like conventional banks in the country 

are to comply both domestic and international sets of regulations. FERA, 1947, has 

empowered Bangladesh Bank to regulate all kinds of foreign exchange dealings in 
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Bangladesh. Under this act, all scheduled banks in Bangladesh obtain Authorized Dealer 

(AD) license for trade payment facilitation and trade financing. On the other hand, 

Guidelines for Foreign Exchange Transactions (GFET) 2018 are the compilation of 

circular and circular letters issued by BB from time to time for exchange control purpose. 

Two trade policies issued by Ministry of Commerce are Export Policy and Import Policy 

Order for export promotion and import facilitation purposes, respectively. The current 

Export Policy 2018-2021 primarily aims at encouraging production of exportable 

commodities and promoting new exporters and helping the existing exporters. The 

formulation of the new trade policies are under process. The current Import Policy Order 

2015-2018 covers relevant definitions, general rules for imports, fees related to imports, 

miscellaneous rules, and general rules for industrial imports, provisions related to the 

importers of government sector, import trade control committee, and recognized list of 

chamber of commerce and industry.  

 

In the international rules and guidelines, mostly developed by International Chamber of 

Commerce (ICC), UCP 600 is the collection of rules governing the issuance and 

execution of letters of credit in the domestic and cross border exportation and importation. 

Moreover, International Standard Banking Practice (ISBP 745), ICC publication, 

supplements UCP 600 for examination of documents under UCP 600, Bank-to-Bank 

Reimbursements under Documentary Credits (URR 725) also supplement UCP 600. 

URR 725 mainly covers the rights and responsibilities of reimbursing bank, issuing bank, 

nominated bank under reimbursement mechanism. Uniform Rules for Collections (URC 

522) of ICC publication covers the set of rules to guide collection process through banks, 

which is known as `Documentary Collection'. Incoterms 2020 of ICC publication with 

11 terms solely deal with rights and responsibilities of the parties involved in delivery of 

the goods. International Standby Practices (1SP98) and Uniform Rules for Demand 

Guarantees (URDG 758) are mainly applicable to the standby by LC and international 

demand guarantee respectively.  

 

4. Review of the Islamic Banking Operations in 2018 

4.1 Islamic Banking Operations in Global Context  

The IFSB believes that a credible, consistent and accurate database for Islamic finance is 

important for the purpose of micro- and macro-prudential oversight of the Islamic 

Financial Services Industry (IFSI). Accordingly, the IFSB has undertaken a Prudential 

and Structural Islamic Financial Indicators (PSIFIs) project to facilitate macro-prudential 

analysis and to help assess the structure and state of development of the IFSI 

(www.ifsb.org). The IFSB compiles and disseminates country-level data on financial 
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soundness and growth of the Islamic banking systems of 21 participating jurisdictions1 at 

the end of 2018.  

 

4.1.1 Growth of Islamic Banking 

It is portrayed in Table 4.1.1 that the total asset of the Islamic Banking Industry grew 

from USD 1530 billion in 2017Q2 to USD 1652 USD billion in 2018Q2. Total 

funding/liabilities increased from USD 1407 billion in 2017Q2 to USD 1655 billion in 

2018Q2. Financing by Islamic Banks from the jurisdictions participating in the PSIFIs 

Project reached USD 1013 billion in 2018Q2 from USD 993 billion in 2017Q2. Number 

of Islamic Banks increased 9.88% in 2018Q2. Number of Islamic banking windows and 

Number of Islamic Banking branches are 82 and 29766 respectively. 

Table 4.1.1: Selected Aggregated Structural Islamic Financial Indicators 

       (Amount in USD billion) 

Indicators 2016Q2 

2017Q2 2018Q2 

USD 

Billion 
Growth 

USD 

Billion 
Growth 

Total assets  1,443 1,530 6.03 1,652 7.99 

Total -compliant 

financing  

924 993 7.47 1,013 2.03 

Total funding/liabilities 1,313 1,407 7.16 1,655 17.63 

Number of Islamic banks 170 172 1.18 189 9.88 

Number of Islamic banking 

windows 

84 84 0.00 82 -2.38 

Number of branches in 

Islamic banks 

29,905 29,681 -0.75 29,766 0.29 

No. of employees in Islamic 

banks 

82,193 84,766 0.67 394,947 2.65 

Source: IFSB (2018) 

 

4.1.2 Mode-wise Shariah-Compliant Contracts 

The data on financing by type of Shariah-compliant contracts reveals that five major 

financing contracts are used by the Islamic banking industry as of 2018Q2 were: 

Murabahah (36.00%), Commodity Murabahah/Tawwaruq (24.2%), 

 (13.9%), Bai Bithaman Ajl (8.4%) and Salam (5.5%) (Table 4.1.2). 

It is depicted that financing under Murabaha mode has been decreased due to increase of 

Tawwaruq and .  

 

 

 
1 Afghanistan, Bahrain, Bangladesh, Brunei Darussalam, Egypt, Indonesia, Iran, Jordan, Kuwait, Lebanon, 
Malaysia, Nigeria, Oman, Pakistan, Palestine, Qatar, Saudi Arabia, Sudan, Turkey, United Arab Emirates, 
United Kingdom 
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Table 4.1.2: Mode-wise Shariah-Compliant Contracts (%) 

SN Mode 2017Q1 2018Q2 

1.  Murabaha 36.2 36.0 

2.  Commodity Murabahah/Tawwaruq 21.5 24.2 

3.   13.4 13.9 

4.  Bai Bithaman Ajl 8.4 8.4 

5.  Salam 5.5 5.5 

6.  Musharakah 2.7 3.3 

7.  Diminishing Musharakah 1.0 1.5 

8.  Mudarabah 0.7 0.5 

9.  Istisna 0.7 0.4 

10.  Wakalah 0.2 0.2 

11.  Qard Hasan 0.1 0.1 

12.  Others 9.6 5.9 

Total 100 100 

Source: The IFSB Bulletin 

 

4.1.3 Earnings, Liquidity and Solvency 

Islamic banks and Islamic windows of IFSB member countries generally maintained 

comparable rates of Return on Assets (ROA) and Return on Equity (ROE) during the 

periods under report. Overall, the ROA and ROE were 1.80% and 15.30% in 2018Q2 as 

compared to 1.92% and 16.87% in 2017Q4 respectively. On the liquidity indicators, the 

liquid assets ratio (liquid assets to total assets) decreased over the period from 15.2% in 

2017Q4 to 15.1% in 2018Q2, while liquid assets to short term liabilities ratio increased 

from 32.3% in 2017Q4 to 33.8% in 2018Q2. 

 

The capitalization of the Islamic banking industry reports a total capital ratio of 12.38% 

of which Tier-1 capital accounts for 9.82% (Table-4.1.3). This reflects better capital 

adequacy compared to the top 1000 banks globally, which reported a Tier-1 capital ratio 

of 6.5% in the same period. From an asset-quality perspective, gross Non-performing 

Financing (NPF) was recorded at 5.2%, which is slightly higher than the 4.5% Non-

Performing Loan (NPL) ratio reported for the EU banks. The profitability of the Islamic 

banking industry is at an improved 1.80% ROA, which contrasts favorably with ROAs 

of 0.85% and 0.45% for the top 1000 banks globally and the EU banks, respectively, in 

the same period. From an efficiency perspective, the Islamic banking industry posted a 

cost-to-income ratio of 51.5%, compared to 61.5% for EU banks and over 56% for the 
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Table 4.1.3: Comparative Status of Selected Stability Indicators 

 Tier-1 Capital 
 (%)  

NPF/ 
NPL (%)  

ROA 
 (%)  

ROE 
(%)  

Cost-to-Income 
Ratio (%)  

Islamic Banksa  9.82  5.2  1.80*  15.30*  51.5  

World Top 200 

Banksb  
12.0  N/A  N/A  11.0  56.0  

World Top 

1000 Banksc  
6.50  N/A  0.85  13.04**  N/A  

EU Banksd 15.7  4.5  0.45  7.0  61.5  
aBased on a sample of 18 countries representing over 95% of the global Islamic banking 

assets as of 2017; 
bBased on results reported in EY: Global Banking Outlook 2018; 
cBased on results  
dBased on results reported in EBA: Risk Dashboard  data as of Q2 2017 

*Based on data of 2018Q2 

 

Source: Islamic Financial Services Industry Stability Report 2018, IFSB 
 

4.1.4 Region and Sector of Islamic Banking Exposures 

As a whole, Islamic finance assets are heavily concentrated in the Middle East and Asia, 

although the number of new markets is expanding. Of the exposures of different regions, 

Gulf region' accounted for the largest proportion of Islamic financial assets as the sector 

sets to gain mainstream relevance in most of its jurisdictions. The Middle East and North 

Africa (MENA) region (excluding Gulf countries) ranks second, and Asia ranks third. 

Asia represents around 24 percent share in the global total, largely spearheaded by the 

Malaysian Islamic banking marketplace (Table 4.1.4). The contribution from the other 

regions, particularly Europe and Sub-Saharan Africa, remains low, although the future 

growth prospects are promising on the back of recent developments and initiatives in 

several new and niche Islamic finance markets. The data indicate that Islamic banking 

assets accounted for around 76 percent of the assets of total Islamic finance industries 

whereas Sukuk is the second highest (Figure 4.1.1). 
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Table 4.1.4: Breakdown of Global IFSI by Sector and by Region (USD billion, 

2017*) 

Region 
Banking 

Assets Outstanding 

Islamic 

Assets 
Contributions 

Total 
Share 

(%) 

Asia  232.0  239.5  24.8  3.3  499.6  24.4  

GCC  683.0  139.2  26.8  12.6  861.6  42.0  

MENA (ex. GCC)  569.0  17.8  0.1  9.5  596.4  29.1  

Africa (ex-

North)  

27.1  2.0  1.6  0.7  31.4  1.5  

Others  46.4  1.5  13.3  0.0  61.3  3.0  

Total  1,557.5  399.9  66.7  26.1  2,050.2  100.0  

*There is no updated publication in these regard.   

Source: IFSB Secretariat Workings  

 

Figure: 4.1.1: Breakdown of IFSI by Region and by Sector (%) 

  
Source: Islamic Financial Services Stability Report, 2018, IFSB. 

 

4.1.5 Share of Global Islamic Banking Assets 

Country-wise Islamic banking share in global assets is depicted in Table 4.1.5. In terms 

of the top jurisdictions for Islamic banking assets, Iran sustains its historical position as 

the largest market, accounting for a slightly increased 34.4 percent of the global Islamic 

banking industry in 2017 from 33 percent in 2016. Among others, Saudi Arabia at 20.4 

percent (20.6% in 2016), UAE at 9.3 percent (9% in 2016), Malaysia at 9.1 percent (9.3% 

in 2016), Kuwait at 6 percent (6.1% in 2016) and Qatar at 6 percent (5.8% in 2016) 

complete the top 5. The other countries in the top 10 Islamic banking jurisdictions are 

Turkey, Bangladesh, Indonesia and Bahrain.  
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Table 4.1.5: Country-wise Islamic Banking Share in Global Assets (%) 

S/N Country 2016 2017* 

1 Iran 33.0 34.4 

2 Saudi Arabia 20.6 20.4 

3 Malaysia 9.3 9.1 

4 UAE 9.0 9.3 

5 Kuwait 6.1 6.0 

6 Qatar 5.8 6.0 

7 Turkey 2.9 2.6 

8 Bangladesh 1.8 1.9 

9 Bahrain 1.7 1.7 

10 Indonesia 1.6 1.8 

11 Sudan 1.3 1.6 

12 Pakistan 1.1 1.2 

13 Egypt 1.0 0.8 

14 Jordan 0.7 0.7 

15 Brunei 0.5 0.5 

16 Oman 0.5 0.6 

17 Others 3.1 1.4 

 Total 100 100 
*Updated publication is not available at this moment 

Source: Islamic Financial Services Industry Stability Report 2018, IFSB 

 

Considering domestic market share for Islamic banking in relation to the total banking 

sector, Iran and Sudan are offering 100 percent Islamic banking (Figure 4.1.2). Other than 

these two countries, Islamic banks operate alongside other conventional banks in global 

economies. Islamic banking has however now achieved systemic importance (more than 

15 percent market share of their respective banking sector) in some other countries  

namely Brunei, Saudi Arabia, Kuwait, Qatar, Malaysia, the United Arab Emirates (UAE), 

Bangladesh, etc. On the contrary, there are some other countries holding less than 1 

percent of total domestic Islamic finance e.g. Srilanka, Tanzania, Thiland, Lebanon, 

Nigeria, Mauritius, UK, Kazakhstan, and South Africa.  
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Figure 4.1.2: Islamic Banking Share in Total Domestic Banking Assets by 

Jurisdiction 

 
Source: Islamic Financial Services Industry Stability Report 2018, IFSB 

4.1.6 Development of Sukuk 

Sukuk is known as Islamic securities that are gl

elements of both share and bond, depending on the applicable underlying Islamic 

financial contract and structure. It is an Islamic alternative to conventional bond which 

has drawn much attention to the financial world as a superior instrument to cater the direct 

financing needs of government, financial institutions and large scale corporate bodies. 

 issuances in the primary market increased by nearly 23 percent due to remarkable 

increases in sovereign and multilateral issuances in key Islamic finance markets (IFSB, 

2018). A summary of different structures and types of Sukuk is presented in Appendix I 

whereas a diagram of commodity Murabaha (Tawarruq) is depicted in Appendix II.  

 

4.1.6.1 Sukuk in Global Market 

Table 4.1.6 summarizes Sukuk issuances by jurisdiction among different countries in a 

year. Saudi Arabia has the largest share of 38.81 percent among 15 countries whereas 

Malaysia possesses 32.88 percent which is distinctly close to Saudi Arabia in terms of 

sovereign Sukuk issuance. Countries like Bangladesh, Nigeria and Jordan have less than 

1 percent share in this case. Malaysia single handedly dominate corporate Sukuk issuance 

by countries (60.7%) while UAE with 12.9 percent as the second highest in this category. 
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Table 4.1.6: Sovereign and Corporate Sukuk Issuance by Jurisdiction in a 

year* 

Sovereign Sukuk Issuance 
S/N Country Share (%) 

(1)  Saudi Arabia 38.81 

(2)  Malaysia 32.88 

(3)  Indonesia 6.66 

(4)  Qatar 5.49 

(5)  Oman 3.25 

(6)  Turkey 3.15 

(7)  Bahrain 2.97 

(8)  UAE 2.21 

(9)  Pakistan 2.18 

(10)  Hong Kong 1.30 

(11)  Nigeria 0.56 

(12)  Brunei 0.32 

(13)  Jordan 0.14 

(14)  Bangladesh 0.05 

(15)  Gambia 0.03 

 Total 100 
 

Corporate Sukuk Issuance 
S/N Countries Share 

(%) 

(1)  Malaysia 60.7 

(2)  UAE 12.9 

(3)  Turkey 7.2 

(4)  Qatar 5.2 

(5)  Kuwait 4.8 

(6)  Saudi Arabia 3.2 

(7)  Indonesia 2.8 

(8)  Bahrain 2.5 

(9)  Oman 0.7 

 Total 100 
 

*Data is based on 2017, updated publication is not available at this moment 

Source: Islamic Financial Services Industry Stability Report 2018, IFSB 
 

4.1.6.2 Sukuk Outstanding by Jurisdictions 

The overall analysis of outstanding Sukuk by jurisdiction presented in Table 4.1.7 

acknowledges Malaysia to the top. Malaysia holds 46.9 percent of share among top Sukuk 

outstanding by jurisdiction. The shares of Saudi Arabia and Indonesia are about 20 

percent and 10 percent, respectively. Countries like UAE, Qatar and Turkey have less 

than 10 percent share. 

 

Table 4.1.7: Sukuk Outstanding by Jurisdictions (%) 

S/N Country Share* 

(1)  Malaysia 46.9 

(2)  Saudi Arabia 19.6 

(3)  Indonesia 10.2 

(4)  UAE 8.0 

(5)  Qatar 4.5 

(6)  Turkey 3.5 

(7)  Pakistan 1.7 

(8)  Bahrain 1.4 

(9)  Oman 1.0 

(10)  Others 3.2 

 Total 100 

*Share at the end of 2017, updated publication is not available at this moment 

Source: Islamic Financial Services Industry Stability Report 2018, IFSB 
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4.1.6.3 Sukuk in Bangladesh 

The government of Bangladesh is very much interested to introduce Sukuk in our country. 

Recently, Bangladesh Securities and Exchange Commission (BSEC) has approved 

Investment Sukuk Rules 2019. Besides, BSEC has also approved another two rules 

Exchange Traded Derivatives Draft Rules 2019 and Short-sale Draft Rules 2019 (Dhaka 

Tribune, April 23, 2019). 

 

4.2 Status of Islamic Banking Industry in Bangladesh 

4.2.1 Comparative Performance of Islamic Banking Industry 

Performance of some selected indicators of the banking industry is shown in Table 4.2.1. 

Regarding the indicators, Islamic banks performed much better than all banks during 

2018. However, compared to that of 2017, performance of IBs in some major indicators 

has been downward. Though classified loans to total advances was lower than that of all 

banks but it increased in 2018 to some extent from 2017. 

 

Table 4.2.1: Some selected indicators of banking sector of Bangladesh (%) 

Indicators*** 
2017 2018* 

All Banks IBs** All Banks IBs** 

ROA 0.7 0.7 0.28 0.56 

ROE 10.4 13.1 4.36 10.7 

Net Profit Margin 2.0 3.0 3.0 2.2 

Interest Income to Total Assets (TA) 5.1 6.3 5.9 7.5 

Net Interest Income to TA 1.7 2.6 1.9 2.7 

Non-Interest Income to TA 2.2 1.0 1.9 0.9 

Advance to Deposit Ratio 75.9 87.8 77.6 90.8 

Capital Adequacy Ratio 10.8 12.0 10.50 11.57 

Classified Loans to Advances  9.3 4.2   10.30  4.79 

Classified Loans to Capital 81.6 57.8 91.57 50.60 

*Provisional data; **Data on ICB Islamic Bank Ltd. is excluded for Islamic Banking 

Sector 

***Conventional terminologies are used for equivalent Islamic banking terminologies.  

Source: Financial Stability Report, BB 

 

4.2.2 Market Share of Islamic Banking Industry in Bangladesh 

Table 4.2.2 presents market share of Islamic banking industry in comparison with overall 

banking industry of Bangladesh. Investment share of IBs increased slightly whereas a 

considerable share was in net profit after tax and interest income during 2018 (38.32% 

and 34.31%, respectively) as compared to CY17. Share of deposit of IBs declined a little.  
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Table 4.2.2: Market share of Islamic banking in Bangladesh (%) 

Particulars Share of IBs in 2017 Share of IBs in 2018** 

Total Investment (Loans & Advances) 22.96 23.06 

Total Assets 19.29 19.11 

Total Deposits 20.39 19.78  

Total Liabilities 19.60 19.35 

Total Equity 15.22 15.63 

Total Liabilities and Equity 19.29 19.11 

Off-Balance Sheet Items 11.20 10.60 

Profit Income (Interest Income) 22.63 34.31 

Non-Profit Income 8.32 9.25 

Net Profit After Tax 19.15 38.32 

Remittances* 36.14 35.38 

Total Excess Liquidity* 7.47 8.54 

Total Number of Bank Branches* 11.52 12.06 

Total Agricultural Credit* 8.87 7.00 

* Source: Quarterly Report on Development of Islamic Banking in Bangladesh, BB 

**Provisional data 

Source: Financial Stability Report, BB 

 

4.2.3 Mode-wise Deposit Distribution of Islamic Banks in Bangladesh 

Islamic banks mobilize deposits through various modes, which are different from 

conventional banks. They mostly collect deposit on Mudaraba principle. Out of total 

deposit of Islamic banks, Mudarabah term deposit is about 50 percent in 2018 which was 

about 48 percent in 2017 (Table 4.2.3). However, all other modes have been decreased.  

 

Table 4.2.3: Mode-wise Deposit Distribution of Islamic Banks in Bangladesh 

(%) 

Mode of Deposit 2017 2018 Change 

Mudaraba Term Deposit 47.45 49.23 1.78 

Mudaraba Savings Deposit 18.38 18.38 - 

Mudaraba Special Savings Deposit 8.71 8.70 (0.01) 

Al-Wadeea Current Deposit 4.41 3.89 (0.52) 

Mudaraba Special Notice Deposit 3.76 3.68 (0.08) 

Mudaraba Savings Bond 0.75 0.66 (0.09) 

Mudaraba Hajj Deposit 0.22 0.21 (0.01) 

Other Deposits 16.32 15.25 (1.07) 

Source: Quarterly Report on Development of Islamic Banking in Bangladesh, BB 
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4.2.4 Mode-wise Investment of Islamic Banks in Bangladesh 

In contrast to deposit mode, Bai mode gets priority in case of investment as depicted in 

Table 4.2.4. Of different mode-wise investments distribution, Bai-Murabaha (44.33%) 

was the dominating mode over others, followed by Bai-Muajjal (25.63%) during 2018. 

Nevertheless, the share of Musharaka/Mudaraba was less than 2 percent in the period.  

 

Table 4.2.4: Mode-wise Investment Distribution of Islamic Banks in Bangladesh 

(%) 

Mode of Investment 2017 2018 Change 

Bai-Murabaha 43.81 44.33 0.52 

Bai-Muajjal 25.17 25.63 0.46 

HPSM 16.94 17.97 1.03 

Ijara & Ijara-Bil-Bai 7.35 5.42 (1.93) 

Quard with Security 1.32 1.32 - 

Bai-Salam 0.96 0.99 0.03 

Musharaka 1.53 1.43 (0.1) 

Mudaraba 0.26 0.26 - 

Bai-Istisnaa 0.22 0.07 (0.15) 

Others 2.44 2.58 0.14 
Source: Quarterly Report on Development of Islamic Banking in Bangladesh, BB 

 

4.2.5 Share of Different Groups of Islamic Banks in Bangladesh  

Some key activities based on nature of Islamic banks are presented in the table 4.2.5. Out 

of total deposits and investments of the IB industry, during 2018, about 95 percent is 

shared by full-fledged Islamic banks and remaining portion is shared by conventional 

banks having Islamic banking branches/windows, not different from previous year. 

However, the growth of the share of surplus liquidity of full-fledged Islamic Banks 

declined whereas conventional banks having Islamic banking branches and Islamic 

banking windows experienced positive growth in 2018 as compared to previous year. A 

summary of bank-specific data of different Islamic banks is presented in Appendix III.  

 

Table 4.2.5: Islamic Banking Activities based on Group of Islamic Banks 

  

December 2017 December 2018 

Amount % Amount % 

Total Deposits* (Taka in Crore)  214259.42 100 237366.91 100 

a) Full-fledged Islamic Banks 203698.12 95.07 223657.17 94.22 

b) Conventional banks having Islamic banking branches 5866.19 2.74 7478.93 3.15 

c) Islamic banking windows  4695.11 2.19 6230.82 2.63 

Total Investments* (Taka in Crore)  201101.96 100 230907.28 100 

a) Full-fledged Islamic Banks 191279.35 95.12 219796.71 95.18 

b) Conventional banks having Islamic banking branches 5583.04 2.78 6161.58 2.67 

c) Islamic banking windows  4237.2 2.11 4948.99 2.15 

Investment/Deposit Ratio  0.94 
 

0.97  

a) Full-fledged Islamic Banks 0.94 
 

0.98  

b) Conventional banks having Islamic banking branches 0.95 
 

0.82  
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c) Islamic banking windows 0.9 
 

0.79  

Liquidity Surplus(+)/Deficit(-) (Taka in Crore) 8719.91 100 6524.21 100 

a) Full-fledged Islamic Banks 7791.84 89.36 4848.18 74.31 

b) Conventional banks having Islamic banking branches 190.12 2.18 702.23 10.76 

c) Islamic banking windows  737.95 8.46 973.80 14.93 

Total Profits (Taka in Crore)  2989.64 100   

a) Full-fledged Islamic Banks 2748.13 91.92   

b) Conventional banks having Islamic banking branches 161.41 5.40   

c) Islamic banking windows  80.1 2.68   

Total Remittances (Taka in Crore) 11070.85 100 13075.81 100 

a) Full-fledged Islamic Banks 10980.14 99.18 13001.03 99.50 

b) Conventional banks having Islamic banking branches 57.45 0.52 64.60 0.48 

c) Islamic banking windows  33.26 0.30 10.18 0.02 

Total Branches  1168 100 1241 100 

a) Full-fledged Islamic Banks 1124 96.23 1197 96.33 

b) Conventional banks having Islamic banking branches 19 1.63 19 1.53 

c) Islamic banking windows  25 2.14 25 2.14 

Total Manpower  30606 100 33027 100 

a) Full-fledged Islamic Banks 30032 98.12 32446 98.24 

b) Conventional banks having Islamic banking branches 396 1.29 388 1.17 

c) Islamic banking windows  178 0.58 193 0.59 

Source: Quarterly Report on Development of Islamic Banking in Bangladesh, BB 

 

4.3 Islamic Banking Operations in Bangladesh  2018 

This section is based on primary data collected through questionnaire. As all banks did 

not provide complete information, analysis was conducted on the available responses.    

 

4.3.1 Human Capital of Islamic Banks 

In 2018, average number of employees per branch/window, female employees per bank 

and non-Muslim employees per bank increased on a small scale as compared to 2017 

(Table 4.3.1). 

 

Table 4.3.1: Manpower of Islamic banks 

S/N Aspect 2017 2018 

1.  Average No. of employees per branch/window 15 16 

2.  Average No. of female employees per bank 128 130 

3.  Average No. of non-Muslim employees per bank 27 30 

Source: Survey Data 

 

As stated in Table 4.3.2, all of the Islamic banks are in agreement that executives of this 

industry should specialize in relevant areas along with Islamic banking 

certification/diploma for human resource development in the sector.  
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Table 4.3.2: Perception of Bank Employees for Capacity Development of 

Islamic Banks 

S/N Aspect 2017 2018 

1.  Proportion of banks perceive that specialized knowledge is 
required to perform Islamic banking (IB) effectively (%) 

100 100 

2.  Proportion of banks perceive that certification/diploma related 
with IB should be preferable for all mid-level executives (%) 

84.61 89 

3.  Satisfaction level about sufficient number of 
executives having Islamic banking 
knowledge (%) 

Above 90% 7.14 29 

(80-90)% 28.57 18 

(60-80)% 28.57 29 

(50-60)% 21.44 12 

Below 50% 14.28 12 

Source: Survey Data 

 

4.3.2 Shariah Supervisory Committee of Islamic Banks 

As regard to Shariah Supervisory Committee (SSC) in Table 4.3.3, average number of 

members in SSC including chairman (No.) relatively remained unchanged. Out of total 

members in SSC, status of banking experiences, in the period 2018, was also remain 

same. In a bank, a number of 2 to 14 SSC meetings were held in 2018 where members 

got Tk. 4000 to Tk. 8000 as fee for attending per meeting. In more than 70 banks, some 

members of the BoD and MD/CEO were the members of SSC. None of the banks noticed 

that there was a discrimination in benefits between the executives of Shariah secretariat 

and business units.       

 

Table 4.3.3: Shariah Supervisory Committee (SSC) and its Secretariat 

S/N Aspect 2017 2018 

1.  Average number of members in Shariah 

Supervisory Committee (SSC) including 

chairman (No.) 

Maximum 13 13 

Minimum 5 4 

Average 8 8 

2.  Number of members in Shariah Supervisory Committee (SSC) 

having banking experience (%) 
33.92 33 

3.  No. of SSC meeting held in in a year (Range)  2-9 2-14 

4.  Remuneration for the members of SSC for attending each meeting 

(Range of BDT) 

4000-

9000 

4000-

8000 

5.  Banks believe that members of BoD should be a member of SSC 

(%) 
N/A 50 

6.  Banks where any member of BoD is a member of SSC (%) 71.43 80 

7.  Banks believe that MD/CEO should be a member of SSC (%) N/A 50 

8.  Banks where MD/CEO is a member of SSC (%) 71.43 78 

9.  Banks having provision of job rotation for the executives of 

Shariah secretariat in the main-stream banking operation (%) 
92.73 75 

Source: Survey Data 
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4.3.3 Shariah Secretariat of Islamic Banks 

About 2 to 25 executives in the Shariah secretariat of Islamic banks and out of which 

about 50 percent employees had branch-banking experiences. It was also observed that 

some Shariah auditors did not have any banking experiences (table 4.3.3).   
 

Table 4.3.4: Manpower in Shariah secretariat 

S/N Aspect 2017 2018 

1.  Range of executives in Shariah secretariat (No.)  N/A 2-25 

2.  Proportion of Executives having branch banking experience (%) 58.97 50 

3.  Proportion of Shariah auditors in Shariah secretariat (% of executives) 68.24 59 

4.  Proportion of Shariah auditors having branch banking experience (%) 87.93 69 

Source: Survey Data 
 

In more than 50 percent Islamic banks, same person was working as member secretary 

of SSC and head of Shariah secretariat. Member secretary of those banks was an internal 

executive (Table 4.3.5). About 60 percent banks reported in 2018 that they had specific 

requirements in written for the post. However, more than 50 percent heads of Shariah 

secretariat were performing operational banking duties in addition to their regular 

responsibilities. It was noticeable that some of them were allowed to attend 

MANCOM/SMT meeting, even in board-level meetings.  
 

Table 4.3.5: The Head of Shariah Secretariat and Member Secretary of SSC 

S/N Aspect 2017 2018 

1. Banks where same person working as member secretary of SSC and head of 
Shariah secretariat (%) 

70.00 55 

2. Banks where the member secretary of SSC is an official of the bank (%) 67.00 65 

3. Position of Shariah secretariat head in the job 
ladder (%) 
(------step immediate below the MD/CEO) 

Three or less 10 15 

Four 30 15 

Five 30 32 

Above Five 30 38 

4. Years of banking experience of the Shariah secretariat head (Range) 17-37 5-50 

5. Banks where there is any specific requirement in written for the post of Shariah 
secretariat head (%) 

40 59 

6. Banks where the head of Shariah secretariat perform any operational duties for 
the banks or its affiliates (%) 

62.82 50 

7. Banks where Shariah secretariat head is allowed to attend MANCOM/SMT 
meetings (%) 

75.00 69 

8. Banks where Shariah secretariat head is 
allowed to attend board level meetings (%) 

Full BoD meeting 50 69 

EC meeting 45 69 

RMC meeting 45 75 

ACB meeting 45 69 

9. Specialized academic degree of the Shariah 
Secretariat head (%)  

Kamil 13.33 15 

Dawrah 6.67 8 

Masters in Islamic Economics 20 12 

Others (FCMA, Ph.D Fello, 
AIS, MBM, Arabic, etc.) 

60 65 

Source: Survey data 
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4.3.4 General Banking Operations in Islamic Banks 

Information related with general banking operations is depicted in Table 4.3.6. About 50 

percent opine that additional formalities/documents are required for opening deposit 

accounts in Islamic banks. However, most of them are comfortable with existing 

regulations in doing general banking operations. There is a deficiency in Islamic deposit 

products as perceived by 35 percent Islamic banks in current year, which was 25 percent 

in previous year. It is reported that some new products have been launched by Islamic 

banks in last few years. Most of the Islamic banks follow weightage-based method for 

calculating rate of return on deposits. There are some religious-deposit products in 

Islamic banks e.g. Hajj, Mohor, Marriage, Waqf deposit accounts. Respondents have 

identified some issues/problems related with general banking operations and made some 

recommendations which are placed in box 4.1.  

 

Table 4.3.6: General Banking Operations Including Deposit Mobilization in 

Islamic Banking 

S/N Aspect 2017 2018 

1.  Banks where there is any additional formality/document 

required for opening deposit a/c as an Islamic bank (%) 

30.77 49 

2.  Banks facing any regulatory/policy difficulty for collecting 

deposit as an Islamic bank (%) 

7.7 6 

3.  Banks believing that there is a deficiency in deposit products in 

Bangladesh for meeting customer needs (%) 

25.00 35 

4.  Framework for rate of return 

calculation for the Mudaraba 

depositors followed by your bank 

(%) 

Weightage-based method 84.62 78 

ISR-based method 15.38 22 

 Introduction of new deposit 

products (Islamic) in bank (%) 

In previous Year 25 52 

Within previous two 

years 

36.36 42 

Within previous five 

years 

75.00 57 

5.  Special religious-deposit products 

in Islamic bank (%) 

Hajj savings deposit 85.71 94 

Muhor savings deposit 75.00 47 

Cash Waqf deposit 55.56 63 

Others (Marriage Deposit, 

etc.) 

16.67 9 

Source: Survey data 
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Box 4.1: Some Common Issues/Problems of General Banking Operations which 

are Facing by Islamic Banks and Recommendation made by them 

S/N Problem Suggestion 

i)  Zakat expense is not allowed by 
Income Tax Authority. 

Zakat expense should be included as an 
allowable expense by Income Tax Authority. 

ii)  Selling of prize bond through IBs BB may exclude IBs to do so. 

iii)  Lack of long-term deposit products 
in IBs 

IBs should introduce long term deposit 
products under Mudaraba principle 

iv)  Lack of Islamic banking knowledge 
of Mudarabah depositors 

IBs should strengthen their programs for 
educating the clients  

v)  Insufficient Islamic Money Market 
instruments for maintaining SLR. 

Introduction of more Islamic Money Market 
instruments. 

vi)  Lack of separate routing number for 
IB branches/window for clearing 
house  

BB may consider to address the issue. 

Source: Survey Data 

 

4.3.5 Investment Operations in Islamic Banks 

In the period of 2018, majority of the banks believed that no additional document was 

required for opening investment account in Islamic banks and they did not face any 

difficulty in investing their funds (Table 4.3.7). In Bangladesh, more than 30 percent 

banks had Islamic credit card in 2018. A large number of banks opined that there was a 

deficiency in investment products to meet and create customer demands. Accordingly, 

some banks were continuing their efforts to introduce new products. For the purpose of 

social welfare, some banks are offering Qard without charging any interest. Some 

common issues/problems of investment operations which are faced by Islamic banks and 

recommendation made by them are summarized in Box-4.2. 
 

Table 4.3.7: Investment Operations in Islamic Banking 

S/N Aspect 2017 2018 

1.  Banks where there is any additional formality/ document 
required for opening investment a/c in Islamic bank (%) 

33.33 41 

2.  Banks facing any regulatory/policy difficulty for investing 
fund as an Islamic bank (%) 

33.33 33 

3.  Banks having Islamic credit card (%) 23.08 33 

4.  Banks believing that there is a deficiency in investment 
products in Bangladesh for meeting customer needs (%) 

66.67 55 

5.  Introduction of new 
investment products 
(Islamic) in bank (%) 

In previous year 33.33 31 

Within previous two years 33.33 14 

Within previous five years 37.50 33 

6.  Banks having special 
investment products for 
charity purpose (%) 

Qard-e-Hasan for own 
employees 

36.36 33 

Qard-e-Hasan for others 27.27 29 

Others (Qard against 
MTDR, etc.) 

33.33 25 

Source: Survey Data 
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Box 4.2: Some Common Issues/Problems of Investment Operations Which are 

Faced by Islamic Banks and Recommendation Made by them 

S/N Problem Suggestion 

i)  Increasing non-performing 
investment (NPI) has been a serious 
issue 

An especial tribunal to be introduced at the 
High Court Division for immediate disposal of 
the concerned cases 

ii)  Lack of separate Investment (Credit) 
Information Bureau (IIB). 

Bangladesh Bank should launch a separate 
Investment Information Bureau (IIB) for IBs. 

iii)  Lack of legal support expanding 
investment in Shirka mode. 

Govt. may think to enact separate Islamic 
Banking Act incorporating provisions for 
investment under Mudarabah and Musharakah.   

iv)  Lack of Islamic investment product 
for land purchase   

IBs should develop investment product for 
financing land purchase  

v)  IBs may not provide home loan for 
long period considering inflow of the 
client  

IBs may consider to redesign its products 

Source: Survey Data 
 

4.3.6 Trade Services Operations in Islamic Banks 

Trade service operations of IBs include trade payment, trade finance and remittance 

services. Trade payment mainly includes cash in advance, open account, documentary 

collection and documentary credit whereas trade finance of IBs to traders is provided in 

a form of export and import finance, not different from conventional banks. Export 

finance covers back to back LCs, packing credit (Bai Salam/Istisna), Bai-Salam Export 

Cash Credit, purchasing export documents (Musharaka Documentary Bill/Bai- As-Sarf) 

etc. Import finance is in the form of Murabaha Import Bill, Murabaha Post Import (MPI), 

Murabaha Post Import Trust Receipt (MPITR), etc. Both the volumes of export proceeds 

and import payments increased over the years of IBs. In facilitation of trade services, 

around 17% of export proceeds and import payments were facilitated through full-fledged 

IBs during 2018. Of different IBs, IBBL facilitated highest export proceed realization 

(30%) and import payment (39%), followed by EXIM Bank Ltd (29% and 18%, 

respectively) (Figure 4.1). 
 

Figure 4.1: Trade Facilitations of IBs During 2018 

  

Source: Bangladesh Bank 

30%

29%

16%

15%

10%

IBBL

EXIM Bank

SJIBL

AAIBL

Others

Export Proceeds Received  of IBs 

during CY 2018

39%

18%

16%

13%

14%

IBBL

EXIM Bank

AAIBL

SJIBL

Others

Import Payment through IBs during 

CY2018



404   Banking Review Series-2019 

Of different payment methods, documentary credit was the most dominating payment 

method in both exportation and importation. In case of exportation, it was about 67 

percent during 2018, followed by documentary collection (26%). The more dominance 

of documentary credit (97.5%) was observed in importation from the country. This might 

be due to regulatory compulsion of the country (Figure 4.2). 

 

Figure 4.2: Use of Payment Methods in IBs during 2018 

  

Source: Survey Data 

 

Of different types of LCs used in both exportation and importation, IBs received LCs 

other than confirmed LCs and back to back LCs (local) most (Figure 4.3). In export, 

transferable LCs were also received by IBs which were not in the case of issuance of LCs 

from the country. Use of confirmed LCs was considerable in importation which was not 

in exportation. In case of funded trade finance, from the survey data, use of packing credit 

(Bai Salam/Istisna) (75%) and purchasing export documents (Musharaka Documentary 

Bill) (100%) were widely availed by traders while MPI and MPITR were in importation. 

 

Figure 4.3: Forms of LCs (Issuance and Receipt) of IBs during 2018 

  
Source: Survey Data 
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4.3.7 Other Issues Related with Islamic Banks 

Some other issues related with Islamic banking operations are presented in Table-4.3.8.         

A large number of Islamic banks introduced internal Shariah rating system for measuring 

Shariah compliance risk. Besides, most of them were expecting to have external Shariah 

rating arrangement by an independent entity. About 90 percent IBs believe that there is 

limited opportunity for getting rigorous training on Islamic banking in Bangladesh. 

Furthermore, most of them opined that there is a demand for expansion of IB industry in 

Bangladesh. However, there is a dearth of sufficient Islamic banking scholars. 

Suggestions put forwarded by the respondents for overall development of the industry 

have been portrayed in Box-4.3.      

 

Table 4.3.8: Other Issues in Islamic Banking 

S/N Aspect 2017 2018 

1.  Islamic banks having internal Shariah rating system for 
measuring Shariah Non-Compliance risk (%) 

38.46 53 

2.  Islamic banks expecting external Shariah rating system for the 
banking industry of Bangladesh (%) 

76.92 69 

3.  Islamic banks believing that there is a limited opportunity for 
training on IB in Bangladesh (%) 

92.30 87 

4.  Islamic banks thinking that there is a dearth of IB scholars for 
expansion of the industry in Bangladesh (%)  

84.62 89 

5.  Islamic banks thinking that there is a demand for expansion of 
IB industry in Bangladesh (%) 

100 89 
 

6.  Applied previously but did not get license for additional 
branch/windows  

100 50 

Source: Survey Data 

 

Box 4.3: Overall Challenges for Conducting Islamic Banking in 

Bangladesh and Suggestions for Improvement There of 
S/N Problem Suggestion 

i)  Lack of separate Islamic Banking Act Government may think to enact Islamic 
Banking Act. 

ii)  Lack of separate training institute for 
arranging exclusive training on Islamic 
banking.   

A specialized training institute may be set-
up. 

iii)  Lack of independent central Shariah 
board 

BB may think to establish central Shariah 
board in its organogram.  

iv)  Lack of proper knowledge about 
Islamic banking among general people.  

As a subject, Islamic banking may be 
included in the national curriculum and in 
graduation level.    

v)  Lack of proper publicizing the Islamic 
banking activities in public media. 

Islamic banking should be publicized in 
mass media accurately and positively.   

vi)  Lack of coordinated support by Govt., 
regulators, IBs and customers for 
expansion of the industry.  

To get ultimate benefits of Shariah-based 
banking, a joint effort of all stakeholders is 
needed 

Source: Survey Data 
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5. Observations, Challenges and Recommendations  

The review depicts the activities, operational issues and challenges of Islamic banking 

services mainly in the context of Bangladesh. Addressing some of these challenges is 

critical for improving the efficiency of Islamic banking activities in the country. The 

review paper identified several observations in the context of Islamic banking of 

Bangladesh. For improving efficiency of the industry in the country, there are huge 

scopes of using internationally recognized Islamic banking guidelines like AAOIFI and 

Shariah audit is 

a critical need of the industry. Some of the issues, which were identified in our previous 

review studies, are addressed recently. Among those, issuing new licenses by central bank 

for Islamic banking, introduction of some innovative products in Islamic banking 

industry, initiative by CSBIB to start AAOIFI certification courses, initiatives for 

employing non-Muslim employees in Islamic banks are remarkable. Practically, some 

previous challenges remained still valid for the current review. The current review 

concludes with the following observations, challenges and recommendations:  
 

5.1 Enactment of Islamic Banking Act 

Currently, there is no separate Act to guide Islamic banking activities in Bangladesh.           

The central bank has issued a guideline for Islamic banks in 2009. Practically, it is need 

of the time to introduce more comprehensive guidelines to bring greater transparency and 

accountability of the industry. It is noted that BB has already drafted a revised guidelines 

for Islamic banking, however, yet to finalize and circulate.  
 

5.2 Development of HR with Islamic Banking Knowledge 

The human capital involved in Islamic finance and banking must be trained in the relevant 

field in accordance with the demand of the sector. In the current situation, facilitating 

Islamic banking education alongside modern banking education is an immediate need. 

An effective training on Islamic banking must blend basic banking, Islamic finance and 

banking, Shariah rules and state law at school and college level.   
 

5.3 Initiative to Introduce Cash Waqf 

The Holy Quran encourages Muslims to perform charity and donation in order to receive 

multiple rewards from Allah (SWT). Cash Waqf- the form of cash serves as a Waqf 

instead of the popular building or land. It is very flexible and thus allows distribution to 

the poor anywhere. This will aid the development of human capital which will invariably 

create a productive workforce, thus assisting in poverty alleviation. With a productive 

workforce, GDP will be increased, unemployment will be decreased and thereby income 

inequality gap will be bridged. 
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5.4 Introduction of Commodity Murabaha in Bangladesh 

Commodity Murabaha is around 24.2 percent of total Shaiah financing of the globe 

whereas it is nil in Bangladesh. It is a form of a short-term finance based on Murabaha 

contract and generally used for the buying and selling of commodities in the international 

market. It is commonly used by banks in Bahrain, Saudi Arabia, Qatar, Malaysia, Kuwait 

and United Arab Emirates. Therefore, initiative should be taken to devise its modus 

operandi in consultation with Shariah scholars in Bangladesh. 
 

5.5 Introduction of Longer Term Deposit Product in Islamic Banks 

It is observed that both conventional and Islamic banks do not collect deposits for longer 

period of time. Fluctuation of interest rate is the main reason in this regard. However, 

Islamic banks may think to introduce deposit product for longer period which will not 

invite market risk because of usage of Mudaraba principle. 
 

5.6 Certification on Islamic Banking 

To establish Islamic banking and financial system on strong ground, it is essential to 

create sufficient number of Islamic bankers having full command on Shariah and Islamic 

financial products. In this regard, certification courses on Islamic banking may be 

introduced in our country and banks may give preference to these certified experts for 

recruiting, placement and promotion 

 

5.7 Central Shariah Board with Supervisory Authority 

Central Shariah Board for Islamic Banks of Bangladesh (CSBIB) is working for ensuring 

Shariah-compliant transaction. They try to find out a better approach for Shariah 

implementation in daily banking activities. Executives of CSBIBB pronounce that this 

body should be established as a Shariah Supervisory Authority so that they can ensure 

Shariah compliance of the Islamic banks. 

 

5.8 Striving for More PLS Mode of Financing  

The study finds that the amount of PLS (Mudaraba and Musharaka) mode of financing 

is considerably low in Islamic banks. One of the main reasons is that entrepreneurs of 

high yielding projects show reluctance to get finance under this mode. Another reason is 

lack of honesty and integrity among the mass investment clients. In this case, Islamic 

banks can invest in high-yielding innovative projects. Scholars and expert bankers of the 

country need to take initiatives for ensuring innovation and greater use of PLS tools of 

Islamic banking.  
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5.9 Introduction of Sukuk for Efficient Liquidity Management 

Since Sukuk is playing a vital role in the global Islamic financial market, introduction of 

Sukuk has become the need of the time to expand the Islamic banking activities in 

Bangladesh. Sukuk may help government, central bank, corporates and Islamic banks for 

mobilizing fund and liquidity management. Furthermore, central bank may think to 

design Shariah-compliant REPO and reverse REPO instruments for Islamic banking 

industry. Besides, the industry may devise Shariah-compliant derivative products for 

better risk management. 

 

5.10 Shariah Appellate Bench at High Court 

A separate Shariah Appellate Bench may be established in High Court for handling the 

cases related to Islamic banking. Apart from this, a dedicated post of Deputy Governor 

may be created in Bangladesh Bank for dealing in Islamic banking operations and 

activities.  

 

5.11 Creation of More Shariah Auditors     

Most of the executives of internal control and compliance department, especially internal 

audit, believe that regular audit should cover Shariah aspects of the auditee. However, at 

this moment, all internal auditors do not have such capacity to do so. Therefore, a rigorous 

training program should be undertaken to create more Shariah auditors for the Islamic 

banks in Bangladesh.   

 

5.12 Expansion of More Islamic Branches in Rural Areas 

conventional finance for religious reasons. Therefore, these bankable unbanked people 

will be included in the system of financial services by setting up Islamic bank branches 

in remote areas and thereby it promotes financial inclusion. This financial inclusion is not 

possible by using only conventional banking services. 

 

5.13 Ensuring Proper KYC, KYE, KYCC by Islamic Banks 

In providing international banking services, Islamic banks of Bangladesh are interacting 

with various international institutions. But, some recent terrorist activities across the 

globe may point suspicion specially to the Islamic banks and financial institutions. Even 

the regulator of Bangladesh is reluctant to issue licenses to new Islamic banks, branches 

or windows because of so-called fear of proliferation of terrorist financing.  This so-called 

suspicion may hamper the Islamic banking activities and their growth. This is a great 

challenge for Islamic banking of Bangladesh. In order to overcome this challenge, Islamic 

banks should demonstrate more compliance and transparency by ensuring proper KYC, 

KYE, KYCC both nationally and internationally. 
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Appendix I 

Structure and Types of Sukuk 

Sukuk can be structured alongside different techniques. Structuring may be of project 

specific, asset specific or even balance sheet specific. While a conventional bond is a 

promise to repay a loan, Sukuk constitute partial ownership in a debt (Sukuk 

Murabaha), asset (Sukuk Al Ijara), project (Sukuk Al Istisna), business (Sukuk Al 

Musharaka), or investment (Sukuk Al Istithmar). However, typically a Sukuk product 

is developed in a customized structured format so as to ensure comfort to the 

stakeholders in a process starting from issuance to payback. Broadly Sukuk can be of 

asset based or asset backed. In asset-based Sukuk, the underlying assets offer fairly 

predictable returns to the Sukuk-holders, such as in the case of Salam, Istisna and 

. In case of asset-backed Sukuk, the returns are determined on a profit and loss 

sharing in the underlying investment, which does not offer fairly predictable returns. 

Furthermore, Sukuk can be of six major types- (i) Mudaraba-Sukuk, (ii) Musharaka-

Sukuk, (iii) Murabaha-Sukuk, (iv) Ijara-Sukuk, (v) Salam-Sukuk, and (vi) Istisna-

Sukuk. However, Ijara-Sukuk and Musharaka-Sukuk are most popular ones. 

Depending on the demand and financing pattern, hybrid-Sukuk are also becoming 

evident nowadays.  

1. Mudaraba-Sukuk 

   Mudaraba-Sukuk represents ownership of units of equal value in the Mudaraba 

equity. The owners of such Sukuk are fund providers (Rab-ul-Mal). It is used for 

enhancing public participation in investment projects.  

2. Musharka-Sukuk 

   Musharaka-Sukuk represents ownership of Musharaka equity. Here, Sukuk-holders 

may take part in investment decision along with Sukuk-issuer. This Sukuk is used for 

mobilizing funds for establishing a new project or developing an existing one or 

financing a business activity on the basis of partnership contracts. Sukuk-holders 

become the owners of the project or the assets of the activity as per their respective 

shares. Musharaka-Sukuk can be negotiable and traded in the secondary market.  

3. Ijara-Sukuk 

   Sukuk that represents ownership of well-defined existing and known assets tied up 

to a lease contract. Sukuk gives its owners the right to own the asset, receive the rent 

and dispose of them on maturity. Sukuk may be issued before beginning of the lease 

period, during the period or after the period as the parties may mutually decide. This 

flexibility can be used to evolve different forms of contract and Sukuk that may serve 

different purposes of issuers and the holders.  
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4. Murabaha-Sukuk 

   Issuer of Murabaha-Sukuk is the seller of Murabaha commodity. Subscribers are the 

buyers of that commodity, and realized funds are the purchasing cost of the 

commodity. The Murabaha-Sukuk is only feasible in the primary market. 

5. Salam-Sukuk 

  Salam-Sukuk is ownership certificates for the goods to be delivered to the Sukuk-

holders. The issuer of Sukuk is a seller of the goods of Salam and subscribers are the 

buyers of the goods while, funds realized are the purchase price of the goods. Sukuk-

holders are the owners of the Salam goods and are entitled to the sale price of the 

certificates or the sale price of the Salam goods sold through a parallel Salam, if any.  

6. Istisna-Sukuk 

   Istisna-Sukuk is a certificate that carry equal value and is issued for mobilizing funds 

required for producing products that are owned by the Sukuk certificate holders. 

Issuer of Sukuk is the manufacturer (supplier/seller) and the subscribers are the 

buyers of the intended product while, funds raised from subscription are the cost of 

the product. These -holders own the product and are entitled to the sale price of the 

Sukuk or the sale price of the product sold on the basis of a parallel Istisna, if any. 

Istisna-Sukuk is useful for financing large infrastructure projects.   

7. Hybrid-Sukuk 

   Considering the fact that Sukuk issuance and trading are important means of 

investment and taking into account the various demands of investors, a more 

diversified Sukuk  hybrid or mixed asset Sukuk emerged in the market. In a hybrid-

Sukuk, the underlying pool of assets can comprise of Istisna and Murabaha 

receivables as well as Ijara and Wakala.  

 

  



Banking Review Series-2019 413 

Appendix II 

Commodity Murabaha (Tawarruq) 

One of the popular modes of investment used by Islamic banks to address the problem 

of liquidity is commodity Murabaha. It is a form of a short-term finance based on 

Murabaha contract and generally used for the buying and selling of commodities in the 

international market. It is commonly used by banks in Bahrain, Saudi Arabia, Qatar, 

Malaysia, Kuwait and United Arab Emirates. Commodity Murabaha can be defined as 

a deferred sale or installment credit sale which uses commodity as an underlying asset 

for the transaction. Commodities chosen as underlying assets should be non-

perishable, freely available and can be uniquely identified. Most of commodity 

Murabaha transactions use metals, traded on London Stock Exchange (LME) as an 

asset since they meet all above mentioned criteria required from a commodity (Schoon, 

2010). In Malaysia, a special trading platform, the Burssa Suq Al-

for commodity Murabaha transactions. On this exchange, crude oil palm is used as the 

underlying asset (Dusuki, 2011). 

Example of Commodity Murabaha for liquidity absorption 

 One Islamic bank (Say IB) purchased oil of BDT 100 Crore from a commodity 

broker (AA) in cash 

 The IB sold the oil at 5% profit to the central bank (BB) and the payment will 

be due after 6 months 

 The BB sold the oil to another broker (AB) in cash 

 The process increased the liquidity of BB 

 The IB used its excess liquidity at 5% profit for short term.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Commodity Broker  

(AA) 

Commodity Broker  

(AB) 

Islamic Bank 

(IB) 

Central Bank 

(BB) 

Commodity 

Flow 

Commodity 

Flow 

Commodity 

Flow 
Spot Liquidity Flow 

Future Liquidity Flow 

Spot Liquidity Flow 



414   Banking Review Series-2019 

Example of Commodity Murabaha for liquidity support 

 Central bank (Say BB) purchased oil of BDT 100 Crore from a commodity 

broker (AA) in cash 

 The BB sold the oil at 5% profit to an Islamic bank (IB) and the payment will 

be due after 6 months 

 The IB sold the oil to another broker (AB) in cash 

 The process increased the liquidity of IB 

 The BB extended liquidity support to IB at 5% profit for short term. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Based on Miah (2018) 
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Appendix III  

A summary of Bank-specific Data of Different Islamic Banks as on  

December 31, 2018  

S/N Nature of Banks 
Number of 

Bank (%) 

Branch 

(%) 

Manpower 

(%) 

Deposit 

(%) 

Investment 

(%) 

Operating 

Profit (%) 

1 Full-fledged Islamic 

Bank 

35 96 98 94 95 92 

2 Conventional Bank 

having Islamic 

Branches 

35 2 1 3 3 5 

3 Conventional Bank 

having Islamic 

Windows 

30 2 1 3 2 3 

 Total 100 100 100 100 100 100 

 

Full-fledged Islamic Bank 

S/N Name of Bank 
Est. 

Year 

Br. including 

SME & Agri. 
Manpower 

Deposit 

(%) 

Investment 

(%) 

Operating  

Profit (%) 

1. 

Islami Bank 

Bangladesh 

Limited (IBBL) 

1983 342 14,034 36 36 38 

2. 

ICB Islamic 

Bank Limited 

(ICBIBL) 

1987 33 485 1 N/A N/A 

3. 

Al-Arafah Islami 

Bank Limited 

(AAIBL) 

1995 168 3682 13 12 12 

4. 

Social Islami 

Bank Limited 

(SIBL) 

1995 155 2847 11 11 13 

5. 

Shahjalal Islami 

Bank Limited 

(SJIBL) 

2001 122 2,395 8 8 9 

6. 

EXIM Bank 

Limited 

(EXIMBL) 

2004* 123 2964 12 13 13 

7. 

First Security 

Islami Bank 

Limited (FSIBL) 

2009* 177 3898 14 14 10 

8. 
Union Bank 

Limited (UBL) 
2013 77 1477 6 5 4 

 Total  1197 31,782 100 100 100 
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Conventional Bank having Islamic Branches 

 

Conventional Bank having Islamic Windows 

S/N** Name of Bank 
Est. 

Year 

Islamic 

Window 
Manpower 

Deposit 

(%) 

Investment 

(%) 

Operating 

Profit (%) 

1. 
Standard 

Chartered Bank 
2004 1 N/A 28 27 40 

2. 
Trust Bank 

Limited 
2008 5 31 38 41 33 

3. 
Bank Asia 

Limited 
2008 5 60 24 23 15 

4. 
Standard Bank 

Limited 
2009 2 13 1 1 1 

5. 
Sonali Bank 

Limited 
2010 5* 12 2 2 1 

6. 
Agrani Bank 

Limited 
2010 5* 37 5 3 6 

7. 
Pubali Bank 

Limited 
2010 2* 22 2 2 3 

 Total  25* 175 100 100 100 

*Got new license but yet to start operation; Sonali (6), Agrani (10) and Pubali (15) 

*Janata Bank Limited and HSBC Limited have license but do not have 

operation 

Source: CSBIBB 
 

S/N Name of Bank 
Est. 

Year 

Islamic 

Branch 
Manpower 

Deposit 

(%) 

Investment 

(%) 

Operating 

Profit (%) 

1. 
Prime Bank 

Limited 
1995 5 82 24 25 21 

2. 
Dhaka Bank 

Limited 
2003 2 28 11 9 10 

3. 
Jamuna Bank 

Limited 
2003 2 53 5 8 5 

4. 
Southeast Bank 

Limited 
2003 5 116 27 26 29 

5. 
Premier Bank 

Limited 
2003 2 34 12 15 26 

6. 
The City bank 

Limited 
2003 1 32 7 3 2 

7. 
AB Bank 

Limited 
2005 1 26 7 9 2 

8. 
Bank Alfalah 

Limited 
 1 27 7 6 4 

 Total   398 100 100 100 
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Sustainable Banking Activities by Banks in Bangladesh 

 

1. Introduction  

The contribution of sustainable movement goes beyond growth, and for banks it drives 

beyond profitability. Alongside targeting profitability, through sustainable banking 

activities a bank aims at addressing qualities of profitability in economic, social and 

environmental fronts. These agendas and practices vary from country to country and 

should always be considered in accordance with the level of development. This is an 

attempt on the part of a bank to take care of the interests of all stakeholders. Thus, 

Banking

governance, leadership and corporate social responsibility practices by banks.  

 

Historically, it has not been easy to push commercial banks to go beyond profitability. 

Thus, policy makers of developed and developing countries have been engaged in 

promoting different innovative and smart approach to inspire banks for undertaking 

sustainable banking activities that are crucial for sustainable development of an economy. 

A number of sustainable banking activities are clearly associated with the UN Sustainable 

Development Goals (SDG) to be attained by 2030 for ensuring economic, social and 

environmental welfare of the entire society. In the context of developing countries, 

sustainable banking models and actions commonly satisfy certain generic criteria such 

as: wider outreach, access and coverage; consumer protection; addressing the needs of 

the vulnerable sections of the society; energy sustainability; reducing environmental 

degradation; addressing safety concerns; cost effectiveness; and financial viability. In 

recent years, technology has come up strongly to support sustainable banking movements 

in a big way. Though, some of these models, policy supports, products and innovations 

are replicable, customizations of these ventures are required to draw benefits in line with 

the needs of a country. 

 

As in most developing countries, policy makers and banks in Bangladesh are pursuing 

sustainable banking activities and development agendas. In spite of some remarkable 

achievements, the banking industry are coming across the circumstances where 

transparency and corporate governance practices need big push; a big section of 

population remained excluded from the formal sector financing; financing requirements 

of a large vulnerable groups are not adequately addressed; a big chunk of small and micro 

enterprises do not get access to the formal sector finance; environmental risks are yet to 

receive due attention in bank financing; safety concerns remain almost unattended; and 

rural economy demands greater attention of banks for its socio-economic advancement. 

Alongside supporting and guiding the banking sector to achieve greater soundness and 
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efficiency, Bangladesh Bank has brought in a paradigm shift with multiple approaches of 

inclusive financing, green banking, women empowerment financing, corporate social 

responsibility, small enterprise financing, and consumer protection measures to attain 

certain marks through banking channel. This developmental approach of Bangladesh 

- one of 

the key goals of the Central Bank. However, transforming the policy targets into 

realization through banking channel by addressing the barriers and streamlining the 

policy supports is the key challenge. On the way to address the challenges, it is crucial to 

analyze data on sustainable banking operation, trends and progresses. A regular 

examination of detailed information of the sustainable banking activities might be 

decisive to streamline future course of actions in the sustainable banking operations by 

the commercial banks and policy interventions by the central bank. The review is also 

expected to contribute in creating required backdrop for further research activities.    

 

On the above background, the specific objectives of the review study are as follows: one, 

to review literature on concepts, policy and practices of sustainable banking in the global 

context; two, to discuss policy interventions to promote sustainable banking activities in 

Bangladesh; and; three, to review sustainable banking trends and operations in the 

country to identify future course of actions by the banking industry and the policy makers.   

 

The study is based on both primary and secondary information. Secondary published 

articles on sustainable banking and associated areas were sources of relevant literature. 

formed the key foundation of the study.  

Country experiences on different sustainable finance initiatives were gathered from the 

published information. Published data by Bangladesh Bank and BIBM studies were 

extensively used to examine sustainable banking drives and their implications in the 

context of Bangladesh. 

 

 

A primary survey was conducted amongst Sustainable Banking Units of different banks 

of the country. A total number of 24 banks1 responded as part of the questionnaire survey 

of the study. Four departments of Bangladesh Bank- Sustainable Finance Department, 

Agricultural Credit Department; SME and Special Programs Department; Financial 

 
1 AB Bank Limited, Agrani Bank Limited, Bank Asia Limited, Bangladesh Development Bank Limited, 
BASIC Bank Limited, Dhaka Bank Limited, Dutch Bangla Bank Limited, Eastern Bank Limited, EXIM 
Bank Limited, IFIC Bank Limited, Jamuna Bank Limited, Janata Bank Limited, Mercantile Bank Limited, 
Mutual Trust Bank Limited, National Bank Limited, NCC Bank Limited, NRB Global Bank Limited, ONE 
Bank Limited, Prime Bank Limited, Pubali Bank Limited, Social Islami Bank Limited, Trust Bank Limited, 
Union Bank Limited, Uttara Bank Limited, 



320   Banking Review Series-2019 

Inclusion Department were consulted in the process of identifying barriers. Some case 

studies on the benefits and challenges of selected banking products targeting the 

vulnerable sections are included in the paper to understand potentials and barriers from 

tives. A set of open-ended questions were used to gather opinions on 

relevant issues and to formulate the cases. The paper assigned focus mainly on 

environmental and socially desirable issues of sustainable banking. Sustainable banking 

covers activities of both banks and NBFIs in most instances. The paper has been finalized 

after accommodating the comments and observations of the experts and participants of 

the Review Workshop.   

 

The review paper is organized into five sections. Following a discussion on background 

and methodological issues in section 1, section 2 is about conceptual issues and literature 

review on promoting sustainable finance in the global context with special reference to 

the developing countries. Section 3 covers policy initiatives related to sustainable 

banking in Bangladesh. Section 4 is about sustainable banking activities by banks and the 

associated challenges. And section 5 puts forward recommendations for commercial 

banks and policy makers of the country.  

 

2. Sustainable Banking in Global Context: Conceptual Issues, Policy 

Interventions, Trends and Challenges  

2.1: Conceptual Issues of Sustainable Banking 

Sustainable development  is an integrated is 

associated with three aspects: economic, social and environmental; and tainable 

Banking Traditional 

banking and financing activities focuses solely on financial returns and the associated 

risk, whereas sustainable finance considers financial, social and environmental outcomes 

(Schoenmker, 2017). Banking

may be interpreted narrowly and broadly; and definitions of sustainable banking/finance 

can differ across communities. Sustainable Banking Network (2017) identified three 

dimensions of sustainable banking: one, assimilating environmental, social and 

governance considerations in investment and lending processes; (ii) lending and 

investment in green industries and projects targeting positive returns for the society; and 

(iii) corporate social responsibility initiatives by banks for supporting banking ventures 

beyond profits. In the context of different countries and perspectives, the concept may be 

interpreted narrowly and broadly (figure-2.1). 
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Figure 2.1: Interpreting Narrow and Broad Definitions of Sustainable Finance 

Narrow Broad Broadest 

Integrating 

Environmental, 

Social and 

Governance Factors 

in Financing 

Decisions of Banks 

Banking by 

fostering 

Sustainable 

Economic, Social 

and Environmental 

Development 

A banking system that in a position to 

tackle long-term economic, social and 

environmental issues including 

sustainable employment, 

technological innovation, 

infrastructure construction and 

climate change mitigation. 

Note: Based on ECS, 2017  

 

It cannot be denied that there are wide differences on the coverage and approach of 

sustainable banking. Due to the lack of a definition of sustainable finance and banking, 

different players in the banking industry have different approaches to sustainable finance 

(Weber, 2018). In spite of differences in perceptions and scopes, generally the available 

recent literature perceives the concept broadly as compared to the earlier age, and it is 

most commonly now tagged with long term goals associated with economic, 

environmental and social returns. And in the economic front profitability and financial 

strength is at the center. The key aspects of Sustainable Banking may be categorized as 

follows, however, these may overlap (figure 2.2):  
 

Figure 2.2: Key Aspects of Sustainable Banking 
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Economic Aspects: 

Efficient Allocation of Financial Resources, Governance and Capacity Development 

 Profitability by Efficient Financing of Businesses & Economic Activities by 

Banks 

 Efficient Allocation of Resources to the Economic Priority Sectors by Banks 

 Corporate Governance, Consumer Right, Capacity Development of Employees 

 Adoption of Modern Technology and Innovation in Banking Operation 

 Allocation of Resources for Better Risk Management and Compliance 

Environmental Aspects:  

Environmental Risk Management in Financing and Operation 

 Environmental Risk Management in In-house Banking Operation 

 Financing Environmentally Beneficial Technology by Banks 

Social Aspects: 

Promoting Disadvantaged Group through Financing and Associated Services 

 Banking Products to Support Vulnerable Sections of Society and Safety 

Concerns 

 Offering Support Services Associated with Financing of Vulnerable Sections 

Note: Based on ECS, 2017; Sustainable Banking Network, 2017; and Habib et al, 2017. 
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Considering the goals and coverage, it is possible to have 
2 

financial inclusion is crucial to many of the SDGs although not listed as an individual 

goal. In can be observed that both the SDGs and sustainable banking activities are 

targeting to reach the unbanked; to help eliminate poverty; to create job opportunities; to 

improve healthcare facilities; and to promote women empowerment for gender equality. 

Corporate Social Responsibility (CSR) practices of banks are also associated with SDG 

goals. Hill (2019) opines that banks should work to align their CSR activities with SDG 

goals. Working for SDGs might also contribute to establish sustainability principles in 

the banking and financial industry (Weber, 2018). United Nations Global Compact and 

KPMG International identified four categories for the financial industry to address the 

SDGs: financial inclusion; financing renewable energy and sustainable infrastructure; 

including sustainability risk analyses in financial decision making; and influencing 

corporate clients to address environmental, social and governance criteria in their 

businesses (Weber and Blair, 2016).  The facets related to sustainable finance can be 

linked with sustainable growth targets or the key issues associated with SDGs of UN 

(figures drawn from Habib, 2015). In regard to efficient allocation of banking resources, 

efficient financing of business and economic activities in a sound prudential environment 

may ensure greater investment and economic growth with financial stability (figure 2.3).    

 

Figure 2.3: Linking Efficient Financing and Growth with Financial Stability 

Banking Sector 

Activity/Intervention 

Macroeconomic Variables 

Impacted 

Sustainability Variable 

Impacted 

 

 

 

 

 

 

  

 

As part of green banking, banks handle environmental risks in financing decisions and 

their in-house operations. Green financing has also been contributing in energy 

sustainability and green growth in several instances and thus can easily be linked with 

some sustainability indicators (Figure 2.4).  

 

 
2 Set by the United Nations Development in 2015, SDGs have 17 goals and 169 targets related to 
poverty, inequality, climate, environmental degradation, prosperity, peace, and justice. 
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Figure 2.4: Linking Green Banking and Sustainability Variables 

Banking Sector 

Activity/Intervention 

Macroeconomic Variables 

Impacted 

Sustainability Variable 

Impacted 

 

 

CSR interventions are contributing to ensure greater access to finance and other basic 

services, and to improve better livelihood of the low-income people (figure 2.5). In the 

context of most developing countries, the association of agricultural financing and access 

to finance and rural development can be clearly visible (figure 2.6). Micro and small 

enterprise financing (including women entrepreneurship financing) can contribute in 

rural development, gender equality and poverty reduction (figure 2.7).  

 

Figure 2.5: Linking CSR Activities and Inclusive Finance of Banks and 

Sustainability 

Banking Sector 

Activity/Intervention 

Macroeconomic 
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Sustainability Variable 

Impacted 

   

 

Figure 2.6: Linking Agricultural Credit by Banks and Sustainability 
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Figure 2.7: Linking Micro and Small Credit by Banks and Sustainability 

Banking Sector 

Activity/Intervention 

Macroeconomic Variables 

Impacted 

Sustainability Variable 

Impacted 

 

 

 

 

  

 

2.2: Policy Interventions for Sustainable Banking - Global Context  

Globally, different policies and strategies have been implemented to achieve sustainable 

banking goals considering the uniqueness of economy, needs and priorities. Through the 

UN SDG, it is possible attain a number of relevant objectives on poverty, hunger, and 

inequality in the areas of food systems, agriculture sector, and the rural economies (IFAD, 

2017). G-20 recognized financial inclusion as an important precondition for growth and 

inclusive financial sector is considered crucial for realizing the goals of the UN 

Declaration. A number of standard-setting bodies have accepted the necessity of 

incorporating financial inclusion issues in the relevant international framework and 

movement. As a global platform for sharing financial inclusion the formation of the 

Alliance for Financial Inclusion (AFI) is a umbrella initiative under which more than 100 

member institutions are cooperating (Higgins, 2013). As part of sustainability movement, 

UNEP and several other international organizations and NGOs have been constantly 

working for designing and developing sustainable finance by promoting environmental 

risk management.   

 

Some also active. The Sustainable 

Banking Network, established in 2012, is working3 on national policies and guidelines to 

promote sustainable banking. Another similar forum - Sustainable Insurance Policy 

Forum (IPF) is engaged to bring together policymakers and insurance associations to 

share best practices on sustainability issues to develop leadership in the insurance sector4. 

 
3 The 6th Global Meeting of the Sustainable Banking Network was held in April, 2019 in Washington DC, 
that was attracted over 100 participants from nearly 40 countries. The participants included heads of central 
banks, senior representatives from banking associations, sister networks, and leading financial institutions 
(www.ifc.org).  
4 SIF is a network of leading insurance supervisors and regulators seeking to strengthen their understanding 
of and responses to sustainability issues for the business of insurance (www.sustainableinsuranceforum.org) 
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So Mongolian Bankers Association, the Kenya Bankers 

Association, Association of Columbian Banks, and Sri L etc. 

are also engaged in developing strategies and enforcing sustainable banking standards, 

principles and regulations (UNEP, 2016). In 2012, the Colombian government and the 

Association of Colombian Banks signed a voluntary framework (Green Protocol) to 

install credit lines by banks in the areas of the sustainable use of renewable natural 

resources. The Kenya Bankers Association developed a set of universal principles for 

balancing  business goals with the national priorities to address socio-

environmental challenges. In July 2015, the Sri Lankan Bankers Association launched 

Sustainable Banking Initiative  as a knowledge sharing forum for the implementation of 

the sustainability principles.5  
 

In United Kingdom, government has been working with banks and created separate funds 

to support financial literacy as a critical success factor for financial inclusion (GPFI, 

2011). To promote financial inclusion in Germany, the German Bankers Association 

introduced a voluntary Code in 1996 for providing easy and smooth banking transactions 

for the benefits of vulnerable community (Srinivasan 2009). Semi-formal and informal 

arrangement like  micro finance institutions, Self Help Groups or other local level units 

are being supported in both developed and developing countries to reach the excluded 

and vulnerable section of population (Srinivasan, 2009). There the growing instances of 

using technology on these drives. Governments and central banks have pioneered 

innovative methods using new technologies to increase financial literacy and boost 

financial inclusion in several instances (Baer et. al, 2012).  
 

Central banks of the developing countries have come up very strongly with various 

developmental and sustainability roles. For example, 

Insurance and Private Pension Fund Administrators launched the Regulation for Social 

and Environmental Risk Management  in March 2015 to introduce Equator Principles 

Plus  (UNEP, 2016).  In March 2012, the Argentinean Parliament approved a charter of 

developmental goals for the Central Bank of Argentina according to which the purpose 

of the central bank is to promote monetary stability, financial stability, employment and 

economic development with social equity, within the scope of its powers and under the 

framework of the policies determined by the national government  (Epstein, 2013). In 

Malaysia, the central bank played an active role in promoting financial education and 

ensuring fair treatment of consumers (Higgins, 2013). In the Philippines, the central bank 

helped to double the number of access points (banking offices and ATMs) in just over 10 

years. Supportive regulatory approaches by the central banks of Kenya and Tanzania have 

resulted in tremendous expansion of mobile financial services in low income 

 
5 The purpose of SL-SBI is to provide a platform to advance understanding and action on responsible banking 
practices that can facilitate sustainable economic growth in Sri Lanka (https:sustainablebanking.lk) 



326   Banking Review Series-2019 

communities (GSMA, 2013). In India, the Reserve Bank of India (RBI) has several 

proactive actions to support financial inclusion targeting disadvantaged people 

(Srinivasan, 2009). To address environmental risk, in 2011, Central Bank of Brazil was 

. 

Banking Regulatory Commission launched Green Credit Guidelines to promote 

environmental banking (UNEP, 2016).  
 

In the context of developing countries, the sustainable finance initiatives varied in terms 

of approaches and involvement of the key stakeholders: Regulatory Approach, Industry 

Led Approach, and Collaborative Approach. Regulatory approach is directed and 

controlled by financial or banking regulators, like in China, Indonesia, Morocco, Peru 

and Vietnam; Industry-led Voluntary Approach is headed by banking associations such 

as in Colombia, Ecuador, Kenya, Mexico, Mongolia, Turkey and South Africa; and 

Collaborative approach is the industry-policy  leadership movement. The collaborative 

approach started with voluntary movements by the  associations, and then 

reinforced through the involvement of the regulators such as Brazil and Nigeria (IFC and 

SBN, 2017).  
 

Figure 2.8: Approaches and Products of Sustainable Banking 

Regulatory Approach Industry Led Approach Collaborative Approach 

Saving Credit Insurance Payment 
 

All these approaches are enforced using four broad categories of banking 

services/products: Savings, Payment, Credit, and Insurance (Figure 2.8). A key inclusive 

product is specially designed to attract safe savings of the vulnerable sections. A good 

number of targeted innovative credit products were made available in last two decades 

targeting low-income and vulnerable people. Technological advancement has brought 

remarkable changes in the payment services in terms of speed, safety, and feasibility.  

Insurance is a crucial financial service for the poor, however is having smaller market 

among poor and low-income populations than credit and savings (IFC and SBN, 2017).  
 

2.3: Experiences with Some Effective Sustainable Banking Ventures  

Developing countries over the years have been introducing various innovative models 

with varying degree of success. Several models for promoting small savings worked 

perfectly in many instances. However, real challenges are associated with credit services 

though in some instances a few innovative models worked, like cluster based financing 

is contributing in several developed and developing countries (Box 2.1). In addition, 

Credit Guarantee Schemes is assisting small enterprises in Turkey in easing access to 

finance for SMEs (Yagci, 2018).  
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Box 2.1: SME Cluster: An Effective Tool for Sustainable Banking Targeting 

Micro and Small Enterprises   

There are significant beneficial impact of SME clusters on the bank financing through 

offering cooperation, linkages and inter firm relationship. In some developed and 

developed countries such as the Germany, US, India, Italy, Chile, Hong Kong, 

Colombia, South Korea and Sri Lanka have been able to establish globally competitive 

industrial clusters in textiles, software and computing, agricultural and seafood 

processing and financial services. The approach and status of SME clusters are not 

very similar, and thus their importance and benefits are different in different countries. 

China has a specialist division within local government, where as in India, the Ministry 

of Micro, Small and Medium Enterprises address common issues by setting up facility 

centers for forming groups and providing access to banks and credit agencies. Trends 

of clusters are growing in a few African countries for promoting competitive advantage 

and ensuring access of the small enterprises.  A very recent report (May 2019) on 

trends of clusters in Europe and a selection non-European countries reveal that  in spite 

of different rationales, vision sand characteristics,  it is crucial instrument for economic 

development.  

Note: -yong, 2013; Ramsawak, 2012; EU, 2019.  

 

Warehouse receipt financing has been benefiting farmers remarkably in almost all global 

regions. It offers protection against uncertainties in supply and demand, and takes 

advantage of higher off-season price. The document can also be negotiable and 

transferable in paper or electronic form (Holinger et al., 2009). Countries like Romania, 

Hungary, South Africa, Zambia, Ghana, Russia, Slovakia, Bulgaria, Chechnya, Poland, 

Kazakhstan, Turkey, Mexico, Bulgaria, Kazakhstan, Hungary, Slovakia, Lithuania, 

Moldova, Uganda, Ghana, and Tanzania have successfully implemented warehouse 

receipt systems to support farmers through agricultural financing. Lending against 

warehouse receipts received major impetus after the enactment of the Warehousing 

Development and Regulation Act 2007. To promote warehouse receipt and relevant 

regulations UNCITRAL is working on a model regulation (UNCITRAL, 2019). 

Alongside warehouse receipt, micro-insurance is another crucial tool to address risk in 

agricultural financing to the smallholders (box 2.2).  

 

Box 2.2: Warehouse Receipt and Micro Insurance Contributing 

South Africa has the most advanced receipt system and receipts are in a commodity 

exchange. Warehouse Receipt System (WRS) in Tanzania is the most developed in 

Africa where  entire cashew nut produce is marketed through 

WRS. In the coffee sub-sector, WRS is offering benefits to the smallholder farmers as 

they can sell through rural cooperative societies (RCS). Licensed by the Tanzania 
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Warehouse Licensing Board, the coffee is deposited with a coffee curing factory. In 

India, farmers are using warehousing receipts as a tool to meet their working capital 

and consumption needs after the harvest season.  
 

Index-based micro-insurance overcomes many of the challenges faced by crop 

insurance programs. For example, Index-based micro insurance product has been 

successful in protecting farmers against risks from drought or excessive rainfall, in 

Kenya. Though most insurance in Kenya is indemnity-based, meaning the company 

insures against crop loss or damage, recently introduced index-based insurance product 

offering due benefits  or excessive 

rainfall, was developed by the Syngenta Foundation for Sustainable Agriculture 

(SFSA) and launched in partnership with Safaricom (the largest mobile network 

operator in Kenya) and UAP (a large insurance company based in Kenya).  

Note: 

www.indexinsuranceforum.org 

 

It is getting increasingly recognized that digital financial services have the potential to 

bring vulnerable population of developing countries into the fold of financial system. In 

the area of mobile banking, South Africa is among the pioneering countries in introducing 

innovative financial inclusion models by using mobile technology and Mzansi and Wizzit 

are their two representative products. They aimed at reducing high financial service cost 

- M-PESA and M-KESHO are cited as two 

successful financial inclusion products originated from Kenya that use mobile phone 

technology to facilitate financial services. G-cash is one of the mobile operator driven 

models that can be found in Philippines. In India, development of lead bank system and 

mobile banking have been contributing. In China, Uniopay introduced card services in 

rural areas as a part of the Chinese drive to promote inclusive finance. In some Latin 

American countries, Brazil, Mexico, Columbia, Peru have experimented Agent banking 

models to address the challenge of financial exclusion (Box 2.3). Banks used post offices 

and lottery points as a delivery mechanism and operated with the co

In 2018, a study demonstrates that agent networks can contribute in financial 

inclusion by expanding at local areas and by reducing transaction costs (Unnikrishnan et 

al., 2019).  
 

Box 2.3: Pioneering Agent Banking in Latin American Countries 

Latin America is said to be the pioneers, and Brazil is often recognized as the 
pioneering country that developed a mature network of agents covering more than 99 
percent of its municipalities. Other countries in Latin America followed suit that 
include Mexico (2009), Peru (2005), Colombia (2006), Ecuador (2008), Venezuela 
(2009), Argentina (2010), and Bolivia (2006). The regulation, design, and 
implementation of agent banking vary across countries, however, in all cases, agent 



Banking Review Series-2019 329 

banking has contributed bridging the financial inclusion gaps. Financial services 
offered by banking agents in different Latin American countries like Brazil, Peru, 
Colombia, and Mexico cover a number of transactions: banking agents are allowed to 
perform receiving and forwarding applications for deposit accounts; contributions and 
withdrawals in investment funds; receipts, payments, receiving and forwarding loan 
requests and financing requests; credit analysis and registration; execution of 
collection services; receiving and forwarding credit card applications; international 
money transfers; interviewing clients prior to connecting them to a savings account. 

Note:  
 

 

Green banking has been offering tremendous benefits in the form of addressing energy 

sustainability, financial exclusion and environmental risk. Specially, it has offered a big 

push in the production of renewable energy and promotion of energy efficiency in 

different countries. To address key financial barriers to EE and RE deployment in Chile, 

CORFO implemented a concessional loan program to promote EE and RE technologies. 

It also supported the government of Chile in assessing the viability of publicly backed 

guarantees to manage commercial risk for RE projects in an unregulated environment 

(UNFCCC, 2015). UNEP-supported Solar Home System (SHS) contributed in several 

instances. As per the arrangement, the partnership between the vendors and the banks, 

and the subsidized loans. The calculated subsidy amount is placed on deposit with the 

ustomer 

would get the subsidy only after successfully repaying the loan (Xiaodong et al., 2013). 

ESCO is a proved model to support energy efficiency (box 2.4). Greater coordination and 

linkages amongst policy makers, market players and donor agencies worked in several 

instances (boxes 2.5 and 2.6). In the context of green and climate financing, bond market6 

is expanding very rapidly.  

 

Box 2.4: Energy Service Companies (ESCO) for Energy Efficiency 

 ESCOs provide a promising opportunity to achieve greenhouse gas emissions through 

identification, development and design of EE projects; financing, or acquiring the 

financing, of the EE project; installation of EE technology/equipment; and 

measurement, mo

industries have been successfully operating in most developed countries in North 

America and Western Europe for many years, while these have yet to gain a significant 

market share in developing countries. In some developing countries the industrial 

sector has concentration of ESCOs activity. In a few developing countries like India, 

Mexico and Brazil however ESCOs are increasingly active in the commercial sector.  

Source: Based on Ellis Jennifer, 2010 and UN, 2013 

 
6 Green bond issuance showed increasing trend by 42 percent in between first quarter and 2018 and 2019 

contributing for financing 
climate mitigation and adaptation projects (https://www.climatebonds.net) 
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Box 2.5:  Venture of Government, Donor and Private Commercial Banks for 

Increasing Rural Renewable Energy Access in Nepal 

In 2012 for financing small-scale renewable energy projects, Nepal established the 
National Rural and Renewable Energy Program (NRREP) 
funds (both subsidy and credit) with a single intermediary (Global IME Bank). Central 
Renewable Energy Fund (CREF) is an independently managed fund with the capacity 
to deliver subsidies and credit financing to implement RE technology deployment at a 
household and community levels. Subsidies are given to private technology providers 
that have agents in rural areas to promote RE technologies and to create demand for 
investment. In addition to its role as a subsidy provider, the intermediary bank acts as 
a lender to seven partner banks that in turn provide concessional loans to co-operatives 
and microfinance institutions at the district and village level for on-lending to invest 
in RE technologies such as village-level micro hydropower systems.  

Source: Based on Rai et. al, 2015 
 

Box 2.6: Establishing a Strategic Partnership between an MFI and a Supplier 

Network- A Case of Energy Lending in Peru 

In 2010, ADA and MEI initiated to promote EE and RE in Peru given the proliferation 

of rural inhabitants without access to electricity which is basically a technical 

assistance project of the two institutions. Fondesurco, a Peruvian rural area, had 

already attempted to enter this market earlier by own means, but considerable problems 

with product quality and customer support on maintenance issues had led to a halt on 

these activities, demonstrating the need for support. MEI supported Fondesurco in 

developing a business plan for energy lending overcoming previous challenges. MEI 

took a unique approach: together with Fondesurco, MEI interviewed and hired an 

internal energy expert whom MEI subsequently trained so that Fondesurco could in 

the future confidently handle the supplier selection process.   

Source: Based on BMZ, 2014 

 

2.4: Streamlining Sustainable Banking Efforts and Improving Product Efficiency 

 A critical responsibility of banks is to identify their customers and understand the risks 

associated with the customer: on the supply side, expensive customer identification and 

due diligence procedures means high and unprofitable banking; and on the demand side, 

lengthy or cumbersome process may not attract and benefit potential customers. 

Considering the challenges, e-KYC7 appeared very promising. For e-KYC systems to be 

effective, they must be backed by a robust digital ID8 infrastructure with wide coverage. 

Digital ID platforms have already become increasingly important to get access financial 

 
7 E-KYC is a process in which approved entities query a digital (and usually national) ID system to 

 
8 The World Bank defines digital ID 
that uniquely describe a person within a given context and is used for electronic transactions. It provides 
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services. Globally 175 countries has some form of national ID system in place, and of 

these 161 are digitized and 83 collect biometric data (Pisa and Woodsome, 2019).  

 

An arrangement for credit bureaus or credit registry might be extremely supportive to 

sustainable banking operation, risk management and supervision. Using credit bureaus 

financial service providers are able to gain from reduced transaction costs and improved 

portfolio quality. Experience has shown that micro-credit or bank associations can make 

important contributions to address this need (Seep and City Foundation, 2010). 

Information usually includes general data about borrowers, such as identification 

numbers, age, marital status, addresses, and phone numbers, as well as credit-specific 

information on historical debts and repayment records. It may also include court or 

criminal records, and any other relevant public information that are important to make 

better-informed credit decisions (Lienas, 2009). According to the World Bank9 one of the 

main differences in comparison with credit bureaus - the other main type of credit 

reporting institution - is that credit registries tend to be public entities. They are usually 

managed by central banks or bank supervision agencies. In contrast, credit bureaus tend 

to be privately owned and privately operated companies. 

  

It is recognized that financial literacy can help to reduce the demand-side barriers to 

sustainable banking. With improved financial literacy10, people can manage their money 

better, and thus financial education helps improve their financial well-being. 

Furthermore, improved financial literacy can potentially strengthen the efficiency of 

financial markets (Doug and Hailwood, 2012). Considering the importance, a number of 

the policy makers in both developed and developing countries have formulated and 

enforced financial literacy strategy with the objective of creating conducive environment 

for quality financial education (IFEC, 2019). Digital way of financial literacy has started 

contributing in several instances. 

 

To a great extent, the success of sustainable banking initiatives depend upon how 

effectively the policy makers and market players are handling the challenges and barriers 

(IFAD, 2017). In the area of agricultural marketing, commodity exchanges are efficient 

platforms for many instances for buyers and sellers to meet for managing their price risks 

better and improving the marketing of their physical products.11 In the area of green 

financing and financial inclusion drives, strong policy support is the crucial need. 

 
9 https://www.worldbank.org/en/publication/gfdr/gfdr-2016/background/credit-registry 
10 Financial literacy is a combination of financial awareness, knowledge, skills, attitude and behaviors 
necessary to make sound financial decisions and ultimately achieve financial well-being (OECD/INFE, 
2012). 
11 https://www.investopedia.com/terms/c/commoditiesexchange.asp 
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Formulation and implementation of National Financial Inclusion Strategy (NFIS) 

through coordination across public agencies, regulatory bodies and relevant government 

agencies is essential for promoting sustainable banking. NFIS have gained a great deal of 

traction in recent years and have become an increasingly common policy approach for 

many achieving financial inclusion objectives- a key area of sustainable banking (AFI, 

2018).  

 

It is also a critical challenge for the policy makers and market players to design and 

introduce right kind of financial services or products targeting poor and low-income 

population. Lack of suitable products, high cost, poor level of technological 

infrastructure, high requirement of minimum balance, requirement for collateral are some 

of the impediments of the inclusive financial products (Chowdhury and Khan, 2011). 

Designing appropriate products and adopting suitable technology are crucial to support 

sustainable banking. For effectiveness, certain design principles are commonly 

considered (box 2.7). 

 

Finally, for having a right kind of approach towards sustainable banking, there should be 

incentive framework and a sound and monitoring evaluation framework, and disclosure 

and reporting arrangement. Alongside generic regulatory and supervisory framework, 

there should be identified indicators related to access; usages; quality; and welfare to 

assess status of sustainable banking in a country, and future steps (box 2.7).  

 

Box 2.7: Principles of Designing Effective Sustainable Financing Products and 

Monitoring & Evaluation Framework  

A need Based Adaptable Product for the customer;  Appropriate Delivery Channels 

which can be accessed by as many people as possible; Needs to be Accessible by the 

vulnerable customers; Must Ensure Useable information for better effectiveness; 

Clear Business Models to be followed though many products target the unbanked and 

under-banked; Financial Capability of the Target Group targeting consumers be 

financially literate and capable; Adopting Modern Technology and Innovations in 

designing a financial product could bring notable positive outcome.  
 

Monitoring and Evaluation Framework for Sustainable Banking 

 

 

 

 

Note: Age Concerns, 2015; Islam, 2015; World Bank, 
2014; Nchiket, 2007; Waterfield, 2001; AFI, 2016.  

Access Usage Quality Welfare  
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Sustainability reporting and disclosure are crucial for realizing sustainable banking 

practice. Sustainability reporting enables to be more transparent about the risks and 

opportunities of the sustainable banking operations. Such report published by an entity 

about the economic, environmental and social impacts caused by its everyday activities 

reflects their commitments to create a sustainable global economy. Global Reporting 

Initiative (GRI) has pioneered sustainability reporting since the late 1990s, and its GRI 

reporting framework is the most widely used in the world. 

 

3. Policy and Regulatory Initiatives for Promoting Sustainable Banking in 

Bangladesh  

 policy and regulatory driven in Bangladesh. 

Especially, involvement of Bangladesh Bank (BB) to support the goals related to 

inclusive growth and poverty reduction of the government can clearly be linked with 

sustainable banking activities of the country. Besides preserving monetary and financial 

stability, BB has remained proactive in its developmental role by engaging banking sector 

with a social and environmental responsibility driven financial inclusion strategy. Certain 

interventions of the government are also concomitant with the sustainable banking drives 

in the country.  

 

3.1 Government Initiatives to Promote Sustainable Growth and Banking in 

Bangladesh  

The Perspective Plan of Bangladesh 2010-2021 has provided the road map for 

materialization of the national goals of attaining the sustainable development agenda in 

the Vision 2021. The plan focuses on two principal goals of acceleration of economic 

growth and reduction of poverty which come about through the dynamism and inter-

linkages among the three broad sectors of the economy: agriculture, industry, and 

services. Besides promotion of equitable, environment friendly, inclusive and socially 

sustainable pro-poor accelerated growth, it also sets its target regarding agriculture sector 

to eliminate food deficiency by 2021. Based on this long term vision and other national 

and sector-specific plans, the National Sustainable Development Strategy (NSDS) 2013 

focused on inclusive development with the objective of meeting the challenges of 

economic, social and environmental sustainability of the economy.12 Certain government 

policy and strategy documents13 contained provisions relevant for acceleration of 

sustainable banking activities in the country.  

 
12 National Sustainable Development Strategy 2010-
Republic of Bangladesh, 2013. 
13 National Women Development Policy 2011; National Youth Policy 2017; National Children Policy 2011; 
National Social Security Strategy 2015; National Industry Policy 2016; National Agricultural Policy 2018; 
National Information and Communication Technology Policy 2018; National Digital Commerce Policy 2018. 
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Bangladesh government officially started the awareness build up and environment 

conservation effort mainly in 1980s by establishing a separate ministry called Ministry 

of Environment and Forest and The Department of Environment (DoE). To protect the 

environment, government formulated Environmental Policy in 1992. Environment 

Conservation Act (ECA) 1995 and Environmental Conservation Rules (ECR), 1997 were 

adopted to conserve and improve the environmental standards. Bangladesh developed a 

comprehensive national plan on climate change Bangladesh Climate Change and Strategy 

Plan in 2009. To give a push to the energy sustainability, in 2012 government initiated to 

set up Sustainable and Renewable Energy Development Authority (SREDA) and has 

finalized Sustainable Energy Development Act, 2011. SREDA, a government agency, 

has been playing a notable role in promoting sustainable energy targets in the country.   

 

Sustain

targets and commitments. The approved 7th Five Year Plan has embedded maximum 

Sustainable Development Goals (SDGs)14 and targets. The development approach 

underlying the Seventh Five Year Plan (7th FYP) is consistent with the global agenda for 

higher growth in developing countries with appropriate measures for protection of the 

vulnerable and environment. Relevant major focus of the 7th FYP introduced in 2015 

was the development of women entrepreneurship, crop sector, financial inclusion, 

renewable energy, etc. Under post-

15 Considering 

agriculture as one of the driving sectors of sustainable development, GoB introduced an 

appropriate institutional system of providing credit to ensure the availability of 

agricultural credit in time.16 Besides, the Ministry of Agriculture has prepared an outline 

credit system. The efforts in this sector was also reflected in its National Food Policy Plan 

of Action, 2008-2015 through improving productivity of smallholder agriculture, 

especially through enhancing access of small and marginal farmers to improve demand-

driven extension services, as well as irrigation, credit, and modern inputs. Considering 

the need of supporting small enterprises, government formulated and ado

first separate policy for SMEs in 2005. Subsequently, the government also established 

 
14 The SDGs are a framework of 17 goals and 169 targets across social, economic and environmental areas 
of sustainable development. 
15 7th five year Plan, 2015, General Economics Division (GED), Planning Commission Government of the 

 
16 
April, 1999. 
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government is working on a new SME 

enterprises in the country have been complimented by the positive responses of donor 

agencies.   

 

In a recent initiative, government is working to implement National Financial Inclusion 

Strategy (NFIS) which is clearly aligned with the goals of sustainable banking.  

Bangladesh is a member of Alliance for Financial Inclusion (AFI), and being an active 

member of this alliance signed the Maya Declaration in 2012 and committed to develop 

government by the end of 2019.   

 

ble Banking in Bangladesh  

For creating a 'Prudential Supervisory Framework', Bangladesh Bank has initiated 

arrangement for monitoring the overall banking sector by using international standards 

and also by undertaking some innovative measures. Several guidelines and policy 

measures were enforced in the area of risk management and prudential regulations in line 

with international standards. BB proved itself as an advanced organization in the pace of 

technological development, one of the prerequisites of ensuring transparency, and 

incorporation of technology in supervision and service facilitation brought remarkable 

changes in its approach. For efficient credit operation, online access to Credit Information 

Bureau (CIB) has been successfully started. Installation of Bangladesh Automated 

Clearing House, Bangladesh Electronic Fund Transfer Network and National Payment 

Switch are other remarkable events in the history of our financial sector. Technology has 

brought efficiency in the supervisory arrangement of BB. By publishing 'Financial 

Stability' report each year, BB gives information on the financial market to the 

stakeholders. Financial crime and money laundering issues have received notable 

attention in recent years. Alongside trade based concerns, money laundering concerns 

associated with technology driven payment services are also getting attention in recent 

time. In addition, notable measures have been undertaken and compliance requirements 

were enforced to address money laundering and other crime and fraudulent activities.  

 

regional offices of BB in March 2012. Since the inception of the CIPC, complaints have 

been coming to this center everyday through telephones, mobile phones, e-mail and by 

post. A department named 'Financial Integrity and Customer Services Department' has 

been working for dealing with the complaints of the customers and clients of banks and 

financial institutions more quickly and easily. All these destined to efficient corporate 

governance and expected level of transparency in banks. Since 2017, banks are asked to 
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submit report on information of lawsuits related to sick industries on fortnightly basis to 

Ministry of Finance as well as to Banking Regulation and Policy Department of 

Bangladesh Bank. This initiative will definitely increase the accountability and 

transparency on litigated NPLs which ultimately help banks to keep the borrowers under 

close monitoring with increasing chance of recover the blocked money.17  On the way to 

-

-forgeries in the banks and 

Department of Off-site Supervision, on half-yearly basis. 18 

communicate the borrower regarding the increase in interest rate before one month with 

proper logic behind this and in case of term loan banks needs  to have the option of early 

settlement against fees but for short term loan or demand loan, no early settlement fee 

can be imposed by banks in this regard.19 

BB has remained proactive in its mandated developmental role, with monetary and credit 

policy stance supporting attainment of the government's inclusive growth and poverty 

reduction goals based on national aspirations and global visions like the UN SDGs. 

Though Banglade

the key relevant areas of sustainable finance- Green Banking and CSR, activities of 

certain other departments of Bangladesh Bank are clearly associated with the broad 

Agricultural credit department, 

Financial Inclusion department, SME and special Program department, Banking 

Regulation and Policy Department, Financial Stability Department, Department of Off-

site supervision, Financial Integrity and Customer Service Department, Payment Systems 

Department etc. 

 

3.2.1 Promoting Green banking and CSR Activities by Bangladesh Bank  

recent years in the circulars of BB, several earlier circulars of the Central Bank clearly 

identified some relevant concerns.  Banks and NBFIs of the country were advised by BB 

to take steps in financing to control environmental pollution back in 199720. According 

to the BB requirements, the industrial units (that may cause environmental pollution) to 

be established under bank credit would get permission for opening LC to import 

machineries only after ensuring that the list of machines includes equipment to set up 

 
17 BRPD Circular Letter No o5. May 31, 2017 

18 DOS Circular Letter No 10. May 09, 2017 

19 FICSD Circular Letter No. 01, February 12, 2017 
20 BB BRPD Circular No-12 dated October 08, 1997; BRPD Circular No-21, November 10, 1999. 
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waste treatment plant. Now for every financing by FIs, installation of ETP and operation 

of ETP are needed to be ensured21. Considering the adverse effects of climate change, 

banks have been advised by BB to be cautious about the adverse impact of natural 

calamities and encourage the farmers to cultivate salinity resistant crops in the salty areas; 

water resistant crops in the water logged and flood prone areas; drought resistant crops 

in the drought prone areas; using surface water instead of underground water for irrigation 

and also using organic fertilizer; insecticides by natural means instead of using chemical 

fertilizer and pesticides22. 

 

The most remarkable step of BB on the way to promoting & implementing green banking 

is the comprehensive circular23 

in February 201124. In the policy there are three Phases. As per the circular, within phase-

I, commercial banks were to adopt a comprehensive GB policy as a part of the central 

bank's efforts to make banking practices more responsible to social and environmental 

causes. Besides introducing internal environment management, the banks are expected to 

introduce environment friendly green financing to address the environmental challenges 

of the country. In phase-II, banks were to formulate specific policies for different 

environmentally sensitive sectors25 and will have to determine a set of achievable targets 

& strategies, and disclose these in their annual reports and websites. The Phase-III 

required banks to publish independent Green Annual Report following internationally 

accepted format like GRI with the arrangement of external verification. The policy has 

later been enforced for NBFIs as well. BB prepared and circulated a Guideline on 

Environmental Risk Management (ERM)26 on January 30, 2011 to streamline solutions 

for managing the environmental risks in the financial sector. In 2017, BB has redesigned 

the Guideline on Environmental Risk Management (ERM) and named The Environment 

and Social Risk Management Guideline (ESRM) which covered both social and 

f fund, 

Environmental and Social (E&S) risks in their credit/investment proposals/accounts, 

managing E&S risks in their credit/investment portfolio and establishing Environmental 

and Social Management System within their organization which was enforced from 

January 01, 2018 and from then on replaced the Guidelines on ERM in all extent. An 

 
21 BB SFD Circular No-3 dated December 08, 2016. 

22 BB ACSPD Circular No-04, dated July 14, 2009. 

23 BB BRPD Circular No-2, February 27, 2011. 

24 BIBM was part of formulation of Draft of the Policy Framework.  
25 Agriculture, agri-business, agro farming, leather, fisheries, textile, renewable energy, pulp and paper, sugar 
and distilleries, construction, engineering and basic metal, chemicals, rubber and plastics, hospitals, brick 
manufacturing, and ship-breaking. 
26 BB BRPD Circular No-1, January 30, 2011. 
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integrated and comprehensive policy has been announced for refinance scheme for 

Islamic Shariah based banks and financial institutions to invest in eco-friendly goods/ 

entrepreneurship in April 2018.27  

 

BB introduced Taka 2.0 billion revolving refinance scheme in 2010 to encourage banks 

for financing solar energy, bio-gas plant, ETP and HHK in brick field28. Banks & FIs can 

avail refinance facility against their finance in the specified sectors. Under the scheme 

BB provides the refinancing facility at 5% rate to the banks and FIs. Banks and FIs can 

use it as maximum 9% for disbursing to direct end-user (BB issued a latest Master 

Circular in March 2017 on Refinancing that identified different rates for different 

tenures). As of now 51 products (added Green Building in March 2017) are included 

under the refinancing scheme. BB segregated these products into 8 categories which are: 

renewable energy, energy efficiency, waste management, alternative energy, 

environment friendly brick kiln, recycling & recyclable product, green establishment and 

others. As the banks and NBFIs have capacity disincentive to reach the remote people, 

BB allowed linkage model of financing with MFIs and intermediary agents. It has also 

ADB supported Refinance Scheme, and Refinance scheme for Shariah based banks & 

Fund) which is practically a long term financing window for the manufacturing firms and 

exports oriented industries. These manufacturing and export oriented industries may be 

greatly benefited from the green auditors in identifying green and green monitoring 

perspective. Green Transformation Fund (GTF) is relatively recent initiative in 2016 of 

USD 200 million to ensure sustainable growth in export oriented textile and leather 

sectors conducive to transformation of green economy in the country. It is intended to 

facilitate access to financing in foreign exchange by all manufacturer-exporters in export 

oriented textiles & textile products and leather manufacturing sectors to import capital 

machinery and accessories for implementing environment-friendly initiatives.29 The 

initiatives include water use efficiency in wet processing; water conservation and 

management; and renewable energy and energy efficiency. In another recent initiative30 

Government of Bangladesh has constituted a loan fund in BB to support the RMG 

ty 

 

 

To encourage environmentally responsible practice, BB introduced a comprehensive 

guideline on Corporate Social Responsibility (CSR) where banks have been asked to 

 
27 BB SFD Circular No 02, April 05, 2018.  
28 BB ACSPD Circular No-9, July 08, 2010. 
29 BB FEPD Circular No.-27 February 02, 2016. 

30 BB SMESPD Circular No 1, March 31, 2019.  
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concentrate hard on linking CSR at their highest corporate level for ingraining 

environmentally and socially responsible practices and engaging with borrowers in 

scrutiny of the environmental and social impacts31. BB circulated another guideline on 

CSR32 in 2014 to improve the quality of CSR activities by banks. BB has also initiated 

its own CSR activities and initiatives for the rehabilitation of cyclone and other natural 

disaster affected people of the country time to time. Moreover to address the climate 

vulnerable people, BB has instructed all banks and NBFIs to allocate 10 percent of their 

annual CSR budget for Climate Risk Fund.33 This circular also encouraged all scheduled 

banks and NBFIs to provide financing at concessional rate or grant under climate risk 

fund to different not-for-profit-organizations or organizations for the establishment Solid 

Waste Management System, Rainwater Harvesting and Solar Power Panel.34 Recently, 

BB requested all scheduled Banks and NBFIs for distributing financial assistance and 

non-financial assistance in the form of Portable Improved Cook Stove, Portable Solar 

Lanterns, Portable Pico Home Systems (Small Solar Home Systems under 20 watt etc.) 

in the flood affected areas under CSR activities.35 In 2014, Bangladesh Bank published 

an indicative CRS guideline, where the sectors are mentioned as education, health, 

disaster and relief, environment, culture, infrastructure development, income generation 

and others. However, indicative targets by BB for education, health and climate risk fund 

under CSR expenditure are 30 percent, 20 percent and 10 percent respectively.  

 

Regarding disclosure and reporting of green and sustainable banking activities, it was 

noted36 by BB in the Green Banking Policy Circular that banks should start publishing 

current activities, and future initiatives. Updated and detailed information about banks 

environmental activities and performances of major clients should be disclosed. BB 

issued a format37 of the reporting in 2013 according to which banks shall report their 

initiatives/activities under the said program to Green Banking and CSR Department of 

Bangladesh Bank on quarterly basis, and added banks should keep their annual report and 

websites updated with the disclosures on green banking initiatives/activities. 

 

 
31 BB DOS Circular No-1, June 1, 2008. 

32 For ensuring quality of CSR, in December 2014, an indicative guidelines was issued by segregating CSR 
expenditures into direct and indirect; specifying administrative set up, budgetary allocation process, expected 
range/coverage of CSR allocations and end use monitoring of CSR expenditure. 
33 GBCSRD Circular No 04, July 9, 2015. 

34 SFD Circular No. 01, May 11, 2016. 

35 SFD Circular Letter No. 03, August 8, 2016. 
36 BB GBCSRD Circular Letter No- 05, September 11, 2013. 
37 GBCSRD Circular Letter No- 05, September 11, 2013.     
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3.2.2: Financial Inclusion Campaign of Bangladesh Bank through Sustainable 

Banking  

The role of the Bangladesh Bank as a facilitator of financial services, the diversity of 

financial institutions and services, encouraging technology based banking services, 

mobile banking, agent banking and infrastructure facilities are among the key 

contributory factors for increasing the financial inclusion.  In order to deepen financial 

 

destitute people receiving allowance from Ministry of Religious Affairs38, cleaning staffs 

of Dhaka North and Dhaka South City Corporation39, RMG workers40, workers of small 

footwear & leather products' industries under LSBPC (Leather Sector Business 

Promotion Council) project41, dwellers of Angorpota -Dohogram and newly included 111 

enclaves in Bangladesh, street urchin and working children42 and students under 6 (six) 

Years43. In addition, to encourage 10 Taka account holders, small/ marginal/ landless/ 

natural disaster affected farmers and micro/ small traders, BB introduced a Revolving 
44. Dwellers of Angorpota 

-Dohogram and newly included 111 enclaves in Bangladesh were also included in the 

refinancing scheme in 201545 

 

BB has been encouraging information technology and innovation to bring the vast 

unbanked/under-banked population under the umbrella of formal financial service though 

bank-led mobile financial services (MFS). Disbursement of inward foreign remittance 

and domestic fund; payment of utility bills, salary, allowances, pension; buying and 

selling of goods and services; balance inquiry; tax payment; Government subsidy 

payment and payment of the benefits of social safety nets can easily and quickly be 

provided through mobile financial services. To make MFS service more effective, 

'Guidelines for Mobile Financial Services' was issued in September 2012 which was 

replaced by the regulations title
46  By the time over 50 percent banks were permitted to 

offer MFS services through bank-agents countrywide. MFS has created an opportunity 

of fast and cost- effective transaction even to the remotest corner of the village as well as 

 
38 GBCSRD Circular No-1, 2013 
39 GBCSRD Circular No-3, 2013 
40 GBCSRD Circular No-5, 2013 
41 GBCSRD Circular No-6, 2013 
42 FID Circular No-02, 2015 
43 FID Circular No-02, 2016 

44 GBCSRD Circular No-01, 2014 

45 FID Circular Letter No-1, 2015 
46 BB PSD Circular No 04, July 30, 2018.  
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it has given access to modern banking services to the rural poor including the social safety 

net beneficiaries. Following the issuance of agent banking guidelines, BB attempted 

greater access to banking services. Considering the misuses and fraudulent practices of 

mobile financial services (MFS), BB took an initiative to restrict an individual to maintain 

more than one account with his MFS provider from 2017.47  

  

Regarding, BB directed all the scheduled banks to start a financial inclusion policy for 

school-going students under the name of school banking in 2010. 48  Then policy 

guidelines for school banking were circulated by the BB49 that suggested participating 

banks to provide educational insurance facility to account holders. BB has been very 

active in supporting commercial banks in undertaking financial literacy events. Currently 

BB is working to formulate a Financial Literacy Guideline for banks and financial 

institutions.   

 

BB is working to facilitate and introduce e-KYC. Those with e-KYC would be allowed 

to operate limited-scale transaction through the agent banking network and mobile 

financial services, in a development that is set to boost the country's financial inclusion 

cause. For e-KYC, however, is a digital process where service provider can open a 

customer account by filling up a digital form, taking photograph on the spot, and 

authenticate the customer's identification data instantly. The thumb print would serve as 

the digital signature. Digitally signed e-KYC data will be machine readable, meaning the 

service provider can directly store it as customer record in their database for purpose of 

service and audit etc. Banks are now allowed to verify the national identity card of their 

clients through using the NID data base50. 

 

3.2.3: Promoting Agriculture and Small Enterprises through Sustainable Banking 

by Bangladesh Bank   

Considering the huge importance of agriculture sector, since after the liberation in 1971, 

Bangladesh Bank (BB) has been operating a re-finance scheme for financing agricultural 

and non-farm rural borrowers following its mandate given through Section 16 (10) of the 

Bangladesh Bank Order, 1972. It has a separate department and publishes separate credit 

policy for agriculture sector.  Banks get interest subsidy from government through BB 

against agriculture loans. To support sharecropper farmers, BB launched a refinance 

 
47 BB PSD Circular No 01, January 11, 2017. 

48 BB BRPD Circular No 12, November 2, 2010. 

49 BB GBCSRD Circular No 7, October 28, 2013.  

50 The server, porichoy.gov.bd is connected with th
public and private organizations provide services by verifying NID of their subscribers. With this banks can 
get NID verification results automatically by connecting to the gateway. 
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scheme worth BDT 5 billion for landless sharecroppers in partnership with BRAC, the 

largest non-bank MFI in Bangladesh in 2010. There are also refinance Schemes for the 

Jute Sector and Dairy sector of Taka 2.0 billion each; and milk production & artificial 

insemination sector of BDT 200 million. Moreover, an ADB assisted crop diversification 

credit project is extending credit for growing of higher value crops (vegetables, fruits, 

flowers, spices, oilseeds) in the country's poverty ridden north-western region. In a recent 

initiative, as decided by the BB, banks that want to involve with agent banking activities 

may participate in Agriculture and Rural credit with the support of Agent 

Banking/Booth.51 Recently the flood affected people at Haor areas are allowed to get 

need-based new credit facility without any hassle.52 Considering the recycling issue, 

100% use of jute bag has been made mandatory while packaging imported rice and wheat 

by Government and Private sector.53  

 

Considering downward tendency of interest rate of both advance and credit as well to 

increase the credit flow to real needy farmers, the maximum interest rate of Agri and rural 

credit has been re-fixed to 9 percent from 10 percent in 2017.54 As per 

and Rural Credit Policy and Program 2017- 55 in July 2017, CIB reporting and CIB 

inquiry is not required for short term crop lending up to 2.5 lacs. In addition, interest rate 

is set in loan for pulse, oilseeds and spices at 4 percent if the farmer successfully repays 

any earlier loan for any other purposes of agriculture without being defaulter. Minimum 

60 percent of projected Agri-credit target of banks need to be disbursed in crop sector 

which is 10 percent of for livestock sector according to the recent policy. BB exercises 

close monitoring on the activities and credit volumes in the agricultural sector.  

 

In regard to the facilitation of agricultural financing in Bangladesh, there are two state 

owned agricultural lending specialized banks to offer credit services to the agricultural 

sector. Alongside this, all commercial banks operating in Bangladesh are now extending 

agricultural credit, directly, through regulated Micro Finance Institutions (MFls) or 

through intermediaries in value chain. In 2015, BB has given a firm push to ensure private 

banks including foreign banks to meet agriculture financing targets. These banks have 

been told to deposit the undisbursed funds meant for agriculture financing with 

Bangladesh Bank. No interest is paid on these funds and they remain blocked56. To boost 

up the agricultural finance, banks were asked to formulate a separate Agricultural 

 
51 BB ACD Circular No-2, July 31, 2016. 

52 BB ACD Circular No-1, April 24, 2017. 

53 GBCSRD Circular Letter No 4. December 12, 2014. 

54 BRPD Circular No 9. June 22, 2017. 

55 BB Circular No 2. July 27, 2017. 
56 ACFID Circular Letter No. 2015. 
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Department/Cell in their head offices and an officer need to be assigned in the branch 

level to handle different issues linked with agricultural credit57.  

 

Considering SME development as one of the important development agenda of the 

country, BB has initiated a comprehensive policy and programs on SME credit. 

Accordingly, an indicative yearly target of disbursing SME credit by the banks and 

financial institutions are fixed for every year since 2010. A separate department namely 

'SME and Special Programs Department' is solely responsible for policy formulation, 

facilitating fund, monitoring and development of entrepreneurship in the SME sector. 

Besides, a separate inspection department has also been established in BB to effectively 

monitor this type of credit. BB, with the help of government and different development 

partners, is now implementing five refinance schemes for banks and financial institutions 

against their disbursed SME credit. With a view to mainstreaming SME credit, banks and 

financial institutions are advised to adopt cluster development policy. BB has already 

taken various initiatives for identifying different clusters around the country and is 

encouraging all stakeholders for further development of such clusters. As per directives 

of BB, banks and financial institutions are also coming forward for SME cluster 

development and financing. For mainstreaming women in economic activities, BB has 

taken a number of initiatives to ensure women entrepreneurs to have access to financial 

facilities on simple terms and conditions. To ensure loan facility for the women 

entrepreneurs, at least 15 percent of total BB refinance fund for SME sector has been 

allocated for them at a reduced interest rate. Banks and financial institutions may sanction 

loan up to BDT 2.5 million to women entrepreneurs without collateral but against only 

personal guarantee under refinance facilities provided by BB. In order to include a large 

number of micro women entrepreneurs in the SME credit facilities, a policy of group 

based lending of up to BDT 50 thousand or above has been initiated. In a recent initiative, 

BB has made it possible for all readymade garment workers to open their own bank 

accounts with just a meager amount of BDT 100 only. Banks and NBFIs also started 

providing required trainings to the selected women entrepreneurs as per the instruction 

of the BB. Time to time, BB has introduced different Refinancing Schemes to fulfill the 

need based financing requirement in this sector, namely- Small Enterprise Fund; 

Enterprise Growth and Bank Modernization Program Fund, Small and Medium 

Enterprise Sector Development Project; Small and Medium-Sized Enterprise 

Development Project, JICA Two Step Loan Fund; Refinance Scheme for Agro-based 

Product Processing Industries; Refinance Fund for New Entrepreneurs under Cottage, 

Micro and Small Category, Islamic Shariah Based Refinance Scheme; and Refinance to 

Women Entrepreneurs. 

 
57 ACFID Circular No. 03, 2015. 
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4. Sustainable Banking Initiatives by Banks in Bangladesh-An Assessment 

In the context of Bangladesh, the key factors of sustainable banking and benefit 

framework may offer a portrait on key areas and the channels (figure 4.1).   
 

Figure 4.1: Sustainable Banking Avenues: Bangladesh Context 
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4.1 Economic Factors of Sustainable Banking:  

Financial sustainability and stability is the key for sustainable banking. And financial 

sustainability and stability can be ensured through ensuring good governance, installing 

sound risk management framework, addressing financial crimes, and ensuring 
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compliance requirements. Though positive changes are taking place, better corporate 

governance must be ensured for safeguarding asset quality. On the way to take care of 

Remarkable changes have taken place in the areas of complain management in banks in 

recent years. In spite of improvements, a lot is to be achieved in the area of transparency. 

Probably, banking sector responded fast and most remarkably on technological 

adaptation and modernization of all the factors under this category (economic) with due 

policy and regulatory support. Regarding contribution to the economy, as service sector, 

banking sector contributes to GDP.58 This however does not reflect the true contribution 

of the banking industry. Banking sector creates value through their products and services 

and protects the well-being of the society through investment and employment generation 

which has indirect contribution to the economy. Besides, banks corporate tax to the 

government against profits contributes in economic growth and development of the 

country.  

 

4.2 Environmental & Social Factors of Sustainable Banking  

Banks can create long-term benefits for their businesses only by effectively exploring 

environmental and social avenues. These issues are considered as key determinants for 

ensuring qualities of profitability or financial sustainability of a bank.  Major broad heads 

in the context of Bangladesh banking industry are green financing, inclusive finance, 

agricultural financing, micro and small enterprise financing, CSR activities of banks, 

mobile payment services, agent banking and financial literacy.   

 

4.2.1 Green Banking Initiatives by Banks  

Banks and NBFIs responded to the policy and regulatory initiatives to a great extent, 

though outcome has not always been up to the level of expectation. As per BB 

requirement, banks and NBFIs have established or in the process of establishing 

required, all have their approved Green Banking Policy Guidelines and green office guide 

as claimed. The snapshot of sanction and disbursement of total finance along with green 

finance by banks and NBFIs show quarterly shift from March 2018 to June 2018 

evidences increasing trends. And 41 banks out of 57 and 17 NBFIs out of 34 have 

conducted environmental risk rating in the reporting quarter (BB, 2019). 

 

According to BB (2019) total amount of BDT 71.35 billion was disbursed directly as 

green finance during FY 2018 by 31 Banks out of 57 and 8 NBFIs out of 33. Of the 

 
58 Contribution of banking sector was 9.42 percent in the year 2018-19 (MoF, Bangladesh Economic Review GoB).   
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different broad categories of banks, it is notable that the lion share i.e. 92.37% percent 

green finance is facilitated by PCBs of the country followed by NBFIs (4.75 percent), 

SOCBs (2.54 percent) and FCBs (0.34 percent).   
 

 

offer green financing. Financing to the green projects/activities cover mainly waste 

management, green establishment, green brick manufacturing, energy efficiency, 

recycling and recyclable products renewable energy, etc.  
 

Refinance scheme is utilized for financing to solar home system, biogas, solar irrigation 

pump, solar assembly, plant, solar mini grid, hybrid Hoffman kilns, effluent treatment 

plants, green industry, vermicomposting, safe working environment, paper waste 

recycling, energy efficient tech, etc. during FY10-18. Though fifty-one products are 

included in this scheme, just about only thirteen of these are availed till date. Among 

these products bio gas, ETP, green industry, safe working environment are growing fast 

over the years. Though Bangladesh Bank has set minimum target of direct green finance 

at 5 percent of the total loan disbursement, but it has been observed that direct green 

finance as percent of total funded loan disbursement from 2016 and onwards has not 

attained the target for most banks and NBFIs. In regard to renewable energy financing, 

the contribution of IDCOL is particularly noteworthy. Efficiency and grand based and 

concessional donor funds helped IDCOL developing an effective product design that has 

already received recognition. In spite of positive growth, the proportion of green finance 

to total finance remained insignificant (figure 4.1). 

 

Figure 4.1: Proportion of Direct Green Finance as Percentage of Total Funded 

Loan Disbursement 
 

 

Source: Sustainable Finance Departemnt, BB 
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Environmental risk management is considered as a part of credit risk under green banking 

policy, under which banks and NBFIs has started rating financing from environmental 

ground. The number of rated projects is increasing over the years. The number of projects 

rated by Environmental & Social Due Diligence (ESDD) during the year is 77,428. Total 

amount of BDT 2,821.40 billion disbursed in 66,930 rated projects in FY18. The amount 

disbursed to the projects is growing considerably. Now banks and NBFIs are 

accommodating them with new Environmental and Social Risk Management Guideline 

provided by BB in 2017 (BB, 2019). 

 

In regard to resource saving and in-house environment management, practically, a very 

limited number of banks are found to have provision of maintaining inventory of the 

resource use or consumption of energy and power. These are mainly maintained in terms 

of expenditure amount. To make it meaningful, it is important that these data should be 

maintained in terms of the use of units and should be expressed in relation to the attributes 

like number of employees, number of branches etc. However, a few banks have some 

inspiring initiatives for in-house environment management.59 To support in-house 

management, the financial institutions of Bangladesh adopt online banking; all FCBs and 

almost all PCBs have already reached the milestone of online banking. Though at shower 

pace, bank branches, ATMs, agent centers are becoming solar powered.60   

 

Complying with 5 percent target would not be easy for all banks of the country. 

Practically, the market did not have adequate green products. Banks and NBFIs are 

attempting to concentrate only on few out of disclosed 51 products under refinancing 

scheme. Moreover lack of information, technological knowhow, inefficient linkage, 

inadequate support services and absence of adequate expertise sometimes make hurdle in 

the success of green financing (as identified in a recent survey by BIBM supported by 

GIZ and SREDA). In spite of several challenges benefits are getting visible in SHS (Mini 

cases Annex 1 and Annex 2) and biogas (in a number of instances). However, institutional 

solar systems could not get much acceptance amongst borrowers and users. Quality of 

panels and adequate technical supports are among the key challenges as identified in the 

survey (Annex-3). Though, solar irrigation has great visible potential in the form of 

promoting agriculture, inclusion, and environmental compliance; in some instances the 

 
59 For example, HSBC recycles used papers to make envelope for re-use. Growing e-waste has been another 
related problem for banks. Mutual Trust and HSBC have calendars to promote green; SCB discourages 

desh have taken initiatives regarding their 
re-use of e-waste. Some are distributing computers to different schools and organizations for reuse. SCB 
initiated tree-plantation for using e-statements by its clients (one tree for one account holder) ;MTBL has 
introduced first green building etc. 
60   
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cluster model did not work and offered valuable sessions (box- Annex 4). Coordination 

amongst key stakeholders and green transformation efforts are paying off (Annex 5 and 

6). Several challenges are also apparent. Key challenges of sustainable banking are 

identified in the survey (Annex.13). 

 

Green marketing, training and awareness build up are key factors, but awareness 

development programs are mainly urban centric and Dhaka based though BB is trying 

hard to increase the awareness on green banking for all over the country. There are opines 

that the rural branches are not always aware of such concepts or activities of banks. 

Regarding sustainability reporting using GRI format 10 banks came up in the data base 

of GRI as part of three categories (complying with GRI, sourcing GRI, informal GRI).   

 

4.2.2 CSR Activities and Climate Risk Fund  

Total amount of CSR expenditure by banks and NBFIs was BDT 10,491.30 million in 

FY18 while the amount was BDT 5,445.4 million in FY17. Banks continued to maintain 

major share in humanitarian and disaster, education & others that accounted for 46, 33 

and 13 percent respectively (Figure 4.2). The major share of CSR expenditure by NBFIs 

went to humanitarian and disaster relief (22.0 percent) in FY18.  

 

Figure 4.2: Expenditure of CSR Funds by Banks and NBFIs in Different Sectors 

CSR Expenditure in Different Sector by 

Banks (FY 2018) 

CSR Expenditure in Different Sector by 

NBFIs (FY 2018) 

  

Source:Annual Report, BB  
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In line with the CSR activities of the 

million from its annual profit each year to conduct its own CSR activities. The fund is 

used mainly to o develop the backward and ensure sustainable development. Later the 

fund was extended to BDT 100 million in FY15, and BB sanctioned BDT 45.92 million 

in FY18 (BB, 2019). Climate risk fund is basically created from CSR fund. Banks in 

Bangladesh are instructed to allocate 10 percent of CSR fund as climate risk fund. But 

the utilization of Climate risk fund is decreasing significantly during this quarter. The 

data indicate that philanthropy is the key area of use of the CSR and climate risk fund. 

Some philanthropic models are inspiring (Annex 7).  

 

4.2.3 Financial Inclusion Initiatives  

Policy makers around the globe have identified financial inclusion as one of the most 

effective tools to ensure inclusive and sustainable economic development. Realizing the 

importance, the central bank of Bangladesh has been exploring and promoting innovative 

and successful policy initiatives to bring the financially excluded people under the 

umbrella of financial inclusion. These initiatives of Bangladesh Bank for sustainable and 

innovative financial inclusion and financial education have been awarded in as Global 

Inclusion Award 2017.  Financial inclusion drives of the BB brought remarkable 

improvements in several socio-economic fronts. Notable changes have taken place in 

terms of higher access to finance, and increased geographical penetrations of the financial 

services.  

 

As of end June 2018, sector-wise distribution of NFAs shows that SCBs, DFIs, and PCBs 

stood at 17881118 which is remarkable (Table 4.1). Among the NFAs, a significant 

growth is observed in national service program, RMG workers, physically challenged 

persons, small life insurance policy holder and distressed rehabilitation accounts. In order 

to further broaden and deepen the financial inclusion BB has advised to the scheduled 

banks to introduce school banking activities in 2010. Since then, banks have started to 

provide banking services to students under age of 18 through savings account and deposit 

Scheme. Till June 2018, number of school banking accounts reached at 1539836 with a 

balance of BDT 14.19 billion. Another notable work is offering banking services to 

Working/Street Children. Up to June 2018, 19 banks signed bi-lateral agreement with 

different registered NGOs for offering the services and the wellbeing of the account 

holder. Till date, 4,684 accounts have been opened with a balance of BDT 3.39 million. 
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Table 4.1: Status of No Frill Accounts (NFAs) 

Categories of NFAs 2015 2016 
Change 

(in %) 
2017 2018 

Change 

(in %) 

Farmers 8590876 8933429 4 9190054 9317557 1 

Beneficiaries under 

social safety net 

program 

3527809 4000415 13 4421906 4700466 6 

Freedom fighters 159747 220044 38 201113 201250 0 

Small life insurance 

policy holder 
37808 73941 96 98932 111514 13 

National service 

program 
15781 30058 90 33414 40035 20 

Hardcore poor 1905623 2096933 10 2287179 2483832 9 

City corporation 

cleaning workers 
9712 9919 2 9734 9742 0 

Distressed 

rehabilitation 
28609 1214 -96 1277 1422 11 

Food & livelihood 

security 
16403 64388 293 97782 90048 -8 

Physically 

challenged persons 
83897 128686 53 160176 182694 14 

RMG workers 199807 308711 55 230143 274756 19 

LSBPC-Shoe & 

Leather Worker 
3840  -   4234 4205 -1 

Others 736946 265709 -64 338500 463597 37 

Total 15316858 16133447 5 17074454 17881118 5 

Source: Annual Report, Bangladesh Bank 

 

In response to the financial inclusion initiatives of BB, schedule banks and NBFIs have 

extended formal banking services to less privileged people in urban and rural areas 

(Annex 8). In a major financial inclusion initiative, banks have opened over 10 million 

new bank accounts in the names of small farmers and other rural and urban people of 

small means at no charge, with nominal initial deposits as low as Taka ten. These 

accounts are being used by the account holders for receipt of agricultural input subsidies; 

social safety net payments etc. besides use as savings and payments medium. With a view 

to fostering savings habits and financial literacy among the young, banks have launched 

'School Banking' initiatives in schools (Annex 9).  
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4.2.4 Financing Agriculture and Rural Economy- the Core Sector 

Agriculture is one of the most important priority sectors of Bangladesh economy and 

main source of rural employment generation as it directly employs notable proportion of 

the total workforce. Besides, the sector has been playing an important role in ensuring 

food security, meet up the nutrition demand, increase export earnings, and as a whole 

expansion of internal production of the country. Therefore, banks ensure adequate flow 

of agricultural and ru  

 

Though, agricultural finance is boosting over the years with the participation of the 

Private Commercial Banks (PCBs) and Foreign Commercial Banks (FCBs) along with 

State-owned Commercial Banks (SCBs), the outcome are not very inspiring. There are 

clear indication that agriculture and farm sector are yet to receive due focus. During 

FY18, BDT 213.93 billion has been disbursed as agricultural and rural credit against the 

target of BDT 204.0 billion through all the scheduled banks (Table 4.2). However, 

specialized banks and SOCBs have played the key role in this regard. Recovery remained 

a key challenge as opined in the survey. 

 

Table 4.2: Agricultural Credit Performance by Lenders* 

(billion BDT) 

  FY 13 FY 14 FY 15 FY 16 FY 17 FY 18 

Disbursement Target 141.3 145.95 155.5 164 175.5 204 

Actual Disbursement 146.67 160.37 159.8 176.5 209.99 213.93 

Recovery 143.62 170.46 154.1 170.6 188.41 215.03 

 Overdue 52.09 76.12 67.29 56.78 67.08 72.11 

Outstanding 310.58 346.33 329.4 344.8 390.48 406.01 

Overdue as % of Outstanding 16.77 21.98 20.43 16.47 17.18 17.76 

*Excluding BRDB and BSBL 

Source: Annual Report, Bangladesh Bank 

 

A good section of small borrowers are getting benefits from the refinance programs 

installed by the BB. Of the banks only RAKUB has availed BDT 3.0 billion refinance 

facility from Bangladesh Bank against their agricultural and rural credit finance during 

FY 2018.  Under the special refinance scheme for the share-croppers, more than 0.17 

million share-croppers has availed refinancing facility of Taka 6.0 billion in FY18 from 

BRAC (BB, 2019).  
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BKB 0 8.09 26.85 0 2.4 24.99 0 1.94 23.05 

RAKUB 0 3.3 7.92 0 1.2 7.48 3 0.5 9.98 

Total 0 11.39 34.77 0 3.6 32.47 3 2.44 33.03 

Source: Annual Report, Bangladesh Bank 

 

Though BB has taken a number of initiatives to make Agri-loan more farmer friendly, in 

some cases timely disbursement is a key barrier in getting access to agricultural finance. 

In case of agriculture finance, willful fund diversion by borrowers, higher effective rate 

by banks and collateral based financing are identified by the banking community (survey 

data) as the major challenges. Natural calamity is another source of default risk in 

agricultural finance. Moral hazard is a common phenomenon in some instances of 

agricultural financing. In many instances the farmer does not have proper knowledge to 

utilize the financing fund properly. Sometimes lack of integration among different 

stakeholders creates barrier in the success of agricultural financing. Moreover, the 

documentation and collateral valuation process of formal agricultural loan from banks is 

not much convenient to end user (Annex 10). 

 

4.2.5 Financing to Cottage, Small and Micro Enterprises for Sustainable Finance  

Cottage, Micro, Small and Medium Enterprises (CMSMEs) have been playing a 

significant role in employment generation, poverty reduction and overall economic 

growth of the country. Recognizing the importance, Bangladesh Bank (BB) has 

 

in December 31, 2009). The department is dedicated for CMSME development by 

improving the existing environment in the banking sector through regulatory and policy 

interventions. Banks and Financial Institutions (NBFIs) have also given much emphasis 

in financing to CMSMEs. 

 

A target based lending to CMSMEs lending program was initiated since 2010 under 

which the target has been declared as international best practice for SME financing by 

Alliance for Financial Inclusion (AFI) in 2014. Banks and NBFIs have been disbursing 
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credit to CMSMEs following their indicative target set on a calendar year. In FY18, all 

banks and financial institutions disbursed a total amount of Taka BDT 1558.09 billion as 

CMSME credit (Table 4.4).  Special emphasis has been given to bring the women 

entrepreneurs in the mainstream of development of the country. An amount of Taka 

121.74 billion was disbursed among women led SME enterprises in FY18. With the 

intervention of BB, tremendous growth has been observed in financing for women 

entrepreneurs. This indicates that the policy initiatives of BB have had a substantial 

The 

refinance facilities are drawing good benefits.  

 

Table 4.4: Disbursement of CMSME Credit by Banks and NBFIs  

(Inbillin BDT) 

Period 
Sub-Categories 

Total Women Entrepreneurship Trading Manufacturing Service 

FY 11 154.36 32.37 365.83 552.56 20.07 

FY 12 183.84 35.09 379.19 598.12 23.11 

FY 13 233.04 42.02 518.41 793.46 24.72 

FY 14 251.29 60.6 594.47 906.36 36.51 

FY 15 323.5 98.94 680.43 1102.87 39.68 

FY 16 329.97 141.33 819.38 1290.68 54.88 

FY 17 373.78 184.44 999.63 1557.85 45.96 

FY 18 488.71 266.91 802.47 1558.09 121.74 

Source: Annual Report, BB 

 

Banks face a number of barriers in lending to micro and small enterprises; and the most 

pronounced being information asymmetry. Banks do not have the requisite information 

and systems in place to quantify risk. This has resulted in tightened credit terms and in 

the inefficient allocation of resources. Another factor is the issue of moral hazard, 

wherein SMEs are perceived to take higher risks than larger companies. Banks are also 

known to demand large amounts of collateral from SMEs because lending systems are 

based more on borrowing backed by assets than project earnings and cash flow. Many 

banks have revealed that they insist on large collateral as a safeguard to losses from risk 

exposure. Due to limited network of banks in smaller towns and rural areas, credit linkage 

is sometimes a favorable option for banks. Good credit linkage partner across the country 

sometimes may create barrier in SME financing. Moreover, skilled manpower, less 

interest to provide SME finance, good borrower etc. are other challenges.  In spite of huge 

potential, true cluster approach are hardly followed in SME financing in the country 

(Annex 12) 
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4.2.6 Mobile Payment Services and Agent Banking  

Development of communication technology is a blessing in modern era. Specially, the 

rapid expansion of Mobile phone network and the exponential growth in the number of 

subscribers has opened up new opportunities of offering off-branch financial services to 

the unbanked and underserved community of the country. Utilizing this opportunity, 

Mobile Financial Services has been experiencing a remarkable growth from 2011. After 

that, MFS becomes a key driver of financial inclusion for the segment. 

 

In terms of total and active mobile banking users, this sector has grown around 68 per 

cent and 61 per cent respectively in 2017 and 2018 in year-on-year basis. As of end 2018, 

there were 67.5 million registered and 37.3 million active mobile banking users against 

58.6 million registered and 23.1 million active user of December 2017 (Table 4.5).       

MFS is growing continuously in number and in different geographical locations. As of 

June 30, 2018, a total of 830 thousand agents are serving the market.  

 

Table 4.5: Comparative Picture of Mobile Financial Services 
Particulars 2012 2013 2014 2015 2016 2017 2018 

Number of 
agents 

51,078 188,647 540,984 561,189 710,026 777,179 886,473 

Number of 
registered 
clients (in 
millions) 

3,018,989 13.2 25.2 31.8 1 58.6 67.5 

Number of 
active 
accounts (in 
millions) 

1.1 6.5 12.1 13.2 15.8 23.1 37.3 

Number of 
total 
transactions 
(in million 
BDT) 

29.19 228.9 589.5 1,166 1,473 1,876 2,273 

Volume of 
total 
transaction 
(in billion 
BDT) 

71.23 517.8 1,031.5 1,577.7 2,346.7 3,147 3,789 

Source: Financial Stability Report, BB 

 

In addition to the mobile users, the volume of transaction is also rising enormously from 

2012 to 2018 (Figure-4.3). From 2016 to 2017 and 2018, the volume increased by 74 and 

83 percent respectively. 
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Figure 4.3: Increased Mobile Banking 

 

Source: Financial Stability Report, BB 

 

It is well known that use of technology is not free from difficulties and challenges.  Lack 

of awareness of customer and security treats are very crucial for expansion of technology 

based banking (Annex-11). Illiteracy of customers, lack of training, lack of proper 

marketing and inadequate help desk support are some significant issues for mobile 

banking operations. Moreover, to achieve this mission of BB in agent banking, 

appropriate financing products must be designed.   

 

The main motto of inclusive banking is to reach underprivileged group of people and 

provide financial services at low cost. In this regard, introducing agent banking is 

praiseworthy to promote financial inclusion in further scale. From 2013 to till June 2019, 

21 banks have got approval from BB for agent banking services and 19 banks have started 

operation. Till June 2019, number of agents stood at 6013 which is 24 percent more than 

previous quarter and number of outlets reached at 8671 which is 11 percent higher than 

previous. Currently, there are more than 3416762 account holders maintaining accounts 

with agent banking (BB, 2019). The rate of account opening is five times more in rural 

areas than urban which are very much consistent with the goal of agent banking. But the 

rate is double in male customers than their counterparts. 

 

The central bank launched agent banking in 2013 by giving license to Bank Asia. A total 

of 21 commercial banks have already taken licenses from Bangladesh Bank while 19 

banks are running their activities across the country. The number agent banking accounts 

and deposit collection through the banking has increased at the end of January-March 

quarter 2019 compared to the previous quarter. According to the quarterly data of 

January-March, 2019 of Bangladesh Bank (BB), deposit collection through the agent 

banking was Taka 37.345 billion, which was 20 per cent higher from Taka 31.124 billion 

in the October to December 2018. Besides, the number of agent banking accounts across 

the country also increased by 18 per cent or around 450,000 compared to the previous 

quarter. 
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The number of accounts with agents increased to 29,06,655 in the January-March period 

of 2019, which was 24,56,982 in previous quarter. The number of agents increased to 

4,866 from 4,493 of the previous quarter and the number of bank agent outlets also 

increased to 7,838 from 6,933 in the same quarter (BB, 2019).  

 

5.  Key Observations and Recommendations    

One, Social and environmental issues may easily draw attention of the stakeholders when 

banks are profitable and stable. For ensuring sustained profitability the key institutional 

issues especially corporate governance of the banking industry must receive due impetus. 

Addressing financial crimes and ensuring high compliance requirements are amongst 

critical issues to banks and costly affairs. However, there are crucial to address to ensure 

sustainability and stability. It is good that a number of banks are responding fast with 

modern technology- a vital precondition to be competitive in the market. Being the most 

important source of financing, banking industry must maintain soundness and improve 

asset quality for ensuring sustainable growth of the country.   

 

Two, Sustainable banking agenda and activities covering green banking and CSR, 

agricultural financing, micro and small enterprise financing, and financial inclusion 

drives are very clearly connected with the SDGs of UN that the country is targeting by 

2030. T

additional dimension to the drives that may escalate the role and involvement of banks. 

agenda.     

 

Three, An integrated approach of the policy maker and the industry is the key to promote 

sustainable and green financing. Probably, in Bangladesh, it is now right time of 

ownership of market participants and giving the right kind of push to sustainable banking. 

Associations of bankers/banks might be useful in initiating the collaborative approach. In 

case of renewable energy financing, selected suppliers and maintenance support 

institutions may be enlisted by SREDA for offering technical and other maintenance 

services. There could be specific criteria or certification for getting access to the soft 

funds of government. For making refinancing attractive to the banks/NBFIs, BB may 

think of introducing a system of qualification based on certain criteria for getting access 
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to the fund at a reasonably low interest rate. Donors are expected to contribute with the 

marketing, awareness and capacity development program.  

 

Four, For sound market development and business, it is crucial to have undistorted and 

competitive market structure. The current green financing market has distorting 

components that are working as disincentive for some market participants. Some NBFIs 

have relatively better access to the concessional and donor funds for on-lending. It is good 

for the economy; however, for ensuring wider participation of banks and NBFIs, all 

market distorting factors must be handled with care. In this existing scenario, right market 

segmentation could handle the matter. Undertaking a separate research on the market 

segmentation might serve.  

 

Five, In spite of some remarkable changes and improvements in certain areas like SHS, 

and also bio-gas in certain instances, several areas of green financing remained trifling or 

untouched. Some of these are important and relevant from the point of view of green 

growth. Areas like waste management, bio-diversity, and green transportation should get 

due emphasis to obtain required benefits in near future. BB is working to promote 

industries and created special funds to support textile, leather and other export oriented 

industries on green and safety fronts. Considering the global experiences, potentials of 

ESCO Model could be considered for ensuring energy efficiency in garments and textile. 

Attainment of targets of 5 percent green credit disbursement does not appear achievable 

for banks. For optimum outcomes, the central bank may think of fixing different targets 

of green loan disbursement for different banks/NBFIs with the tagged negative and 

positive incentive structure.  

 

Six, A coordinated approach for green financing might work. The financing model for 

renewable energy for the country might include five integrated set-up: BB as guiding/ 

monitoring/ refinancing agency; SREDA as standardization/ monitoring/ technical 

guidance agency; intermediary as financing and maintenance support agency; 

banks/NBFIs as wholesale financing agency; and donors to perform the marketing and 

awareness development functions. In regard to SHS and bio-gas, there are evidences that 

users are obtaining substantial benefits mainly in the off-grid areas, and replication of 

these financing models could benefit a good number of rural populations. 

 

Seven, Direct bank/NBFIs lending to the end users does not seem feasible in all scenarios 

of green and small-scale financing. In several instances, using intermediary and 

partnering organizations are offering better outcomes. Especially, linkage approaches of 

some NGOs/ MFIs at ground level are really encouraging. Thus, linkage might be 

preferred model, however, the capacity of the partnering organization must be enhanced 



358   Banking Review Series-2019 

to obtain optimum outcome. For banks/ NBFIs, it is not always easy to identify and assess 

the efficiency of a financial intermediary to channel fund to the rural and semi urban 

areas. BB may think of assessing and enlisting some local level capable NGOs/ MFIs to 

do the job of financing intermediary. 

 

Eight, Contribution through CSR funds improved remarkably in terms of the volume 

allocated by banks. BB may encourage Banks/ 

Management and Social Responsibility Fund is a good addition to it.  Currently, most 

CSR funds of banks/NBFIs are used for philanthropic purposes. CSR funds of banks may 

be used to offer subsidy to the sustainable financing activities to incorporate the use of 

CSR funds within the core banking functions. Appropriate use of Climate Risk Fund 

considering risk premium might be an upcoming agenda.  

 

Nine, In spite of several initiatives, financing and market development in agriculture 

remained less attended. Though warehouse receipts system by itself or as part of 

commodity exchange arrangement contributed significantly in ensuring financing to the 

agricultural sector in several developing and neighboring countries, Bangladesh could 

hardly reach near those levels. Micro insurance has also been very successful in several 

instances. There are huge potentials of designing and offering credit and insurance 

products targeting agricultural sector of the country. At the policy level there could be 

coordinated approach of BB and Insurance Development and Regulatory Authority 

(IDRA) to offer policy supports for designing need based micro insurance.  

 

Ten, Small enterprise financing received notable policy support in recent years, however, 

cluster financing approach could be an alternative channel for effective small and micro 

enterprise financing. Though banks have finances in the SME clusters (in terms of 

geographic proximity), but cluster approach is missing in SME financing. It is possible 

to use cluster approach by forming groups and thus ensure access of small enterprises to 

SME financing. In case of solar irrigation, a well monitored cluster approach could 

benefit a large number of rural farmers by using the service of local agents. For effective 

 

 

Eleven, It is evident that technology driven approach is much more effective to bring 

unbanked poor people under the coverage of financial services. The penetration level of 

mobile banking is very high. Exploration of mobile banking can bring a revolution in 

financial inclusion.  Improving services, arrangement for external evaluation, 

compensation for fraud and reduction of costs could contribute in expansion. Agent 

banking started revealing market potentials. Complete enforcement of e-KYC might 
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bring remarkable positive benefits in giving a big push to the mobile, agent and other 

sustainable banking moves.   

 

Twelve, Responses for school banking are remarkable, and there are further potential for 

enhancing financial literacy. Of the special accounts targeting underprivileged and 

students, the responses for school banking has been remarkable, as found in the study. 

Especially involvements of all types of banks have been very helpful in pushing this 

inclusive and literacy drive instrument. Appropriate use of technology could offer notable 

efficiency in this regards. There are also potentials of exploring the models of using 

students as local agents which may be very helpful for them by improving financial 

understanding and obtaining scholarships for educations. BB is working on a Financial 

Literacy Guideline which may escalate the efforts.   

 

Thirteen, Sustainability reporting practices by banks would be true foundation of 

effective disclosure and transparency, however, only a few banks could manage to 

achieve some milestones. In the area of capacity development, limited knowledge and 

awareness on the green and sustainable finance interventions and products are critical 

challenges. Bankers, especially that are engaged at the branch/field level and the 

intermediaries/suppliers must be motivated and need exposure on the use, benefits and 

technical aspects of green products. It is likely that the customers do not have familiarity 

To overcome the challenge, it is important to invest more resources in outreach, 

demonstrations, training and awareness building.  

 

Finally, the policy propositions might contribute in addressing social and environmental 

concerns associated with financing by banks in the country. However, if the key areas of 

bank financing activities do not sustain or do not perform in a sound manner, the 

developmental roles of banks for environmental and social risk management cannot be 

ing a right 

kind of balance between efficient banking operation in an environment of sound 

corporate governance and addressing the needs of the society.  
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Appendix Tables: 

Annex 1: SHS Empowered Women 

Meghna solar is the intermediary agent of a banks offering SHS in four upazillas under 

two districts. After getting financing for SHS, many families have installed the system. 

The access to electricity improves the lives of women in these upazillas. Now they get 

more time in night and they utilize it for sewing, preparing handicrafts etc. to support 

those women, Some NGOs have developed training centers to trained women on 

sewing and preparing handicrafts. Moreover, these training centers are operated in 

night and run by SHS. The SHS changes the life of women with proper training and 

empowerment.  

Source: Based on Survey on demand side.  

 

Annex 2: Solar Panel Used as Alternative Energy for Business 

Mr. Khaleque, a retailer of food items, resides at Noldanga, in a Northern district. He 

started to use solar panel since 2008. By using a 20-watt solar panel in van, he 

successfully lighted up bulb, ran the van, music player and a fan, etc. Mr. Khaleque is 

using the solar panel as substitute of battery. He used his own money to purchase the 

panel and has some technical knowledge to maintain the panel (as he has working 

experiences with a related supplier).   

Source: Based on Survey on demand side. 

 

Annex 3: Institutional Solar System did not work according to the Expectation 

A missionary school in a Northern district installed an institutional solar system from 

a renowned intermediary. Institutional solar system cost BDT 110,000. 10 lights and 6 

fans were supposed to be run by the panel. But after installation, for few days, the panel 

does work properly, and after that they started facing difficulty. The school authority 

makes complaint to the local suppliers for several times. But local supplier did not 

respond. So the school authority complaint to the head office of a very renowned 

intermediary. They address the issue immediately and the system worked for few days. 

But after a week, the panel failed to work again. Now the coverage of that panel is very 

low. The institution is really dissatisfied with the service of the institutional solar 

system.  

Source: Based on Survey with demand side 
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Annex 4: Solar Irrigation Financing offered Valuable Lesson for Cluster 

Financing 

The farmers of a village in a northern district in Bangladesh have been benefited 

tremendously by the cluster approach. The village is a very remote area where 

electricity has not reached yet. In late 2009 green energy changed the picture of the 

village. In group lending approach, farmers got loan for crops, pump for irrigation and 

drainage. A private commercial bank, helped to form this cluster. First of all, bank 

organized the farmers and conducted feasibility study in order to know the potentials 

of production. Then, farmers were asked to form a cooperative which usually consists 

of 30  35 farmers. This cooperative then gets a legal entity by registering with the 

appropriate authority. After forming cooperative, they applied for bank loan. Bank 

offered Tk.30 lac for irrigation solar pump for 10 years which was owned by 

cooperative. Cooperative offered guarantee to the bank. The Bank helped in procuring 

solar by contracting suppliers and ensured service facility including installation. Banks 

also made expenditure to prepare water distribution system. However, alongside 

benefits, farmers identified some challenges. As some of them claimed, solar is not 

performing as per commitment given to them; prices for the panels were higher as 

compared to the market rate; maintenance of the panels are not adequate; effective cost 

of water is much higher to some.  

Source: Based on Survey Data. 

 

Annex 5: A Collective Sustainable Banking Venture of Bank, NBFIs and BB in 

Export Processing Zone 

Chittagong Waste 

Treatment Agreement (ETA) on January 14, 2009 with Bangladesh Export Processing 

Zone Authority (BEPZA) to provide effluent treatment facility to companies within 

Chittagong Export Processing Zone (CEPZ). Initially, a total of Tk. 2050.00 lac was 

financed under Syndicated Term Loan lead by Infrastructure Development Company 

Limited (IDCOL) and AB Bank Ltd (50:50, i.e. Tk. 1025.00 lac each). The debt equity 

ratio was 80:20. Later, in 2011 the project capacity was increased from 15,000 m3 to 

45,000 m3 effluent per day and additional fund of Tk. 1000.80 lac was financed by both 

the institute equally. Later on, in December 31, 2015, to match the cash flow of the 

Client with the installment, the Client was sanction with a refinancing facility of Tk 

1500.00 Lac for a tenor of 08 (eight) years from the Sustainable Finance Department 

(SFD) of Bangladesh Bank.  

Note: Based on Survey Information 
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Annex 6: Plummy Fashion- the first Green Knitwear Composite Industry in 

Bangladesh 

IFIC Bank has financed BDT628.84 million to M/s. Plummy Fashion Ltd. to 

establish Green Industry at Narayanganj under the guideline of US Green Building 

Code (USGBC) for LEED platinum certification. Such investment is the first & large 

ever in Bangladesh. The factory has installed technology for energy efficiency and 

it uses maximum natural light at daytime. Besides, in rainy days and winter season, 

energy efficient lights are used in adjustment with reduction of sun light. The factory 

has mechanism to preserve rain water to ease pressure on groundwater. The factory 

gets around 13% of power from solar panels installed on rooftop of the building. It 

has installed ETP. Besides, water-efficient equipment and appliances are used to 

reduce water consumption in bathrooms. Furthermore, it has fixed evaporative 

cooling system which ensures lowest power consumption.   

Note: Based on Survey Information. 

 

 Annex 7: A Notable Philanthropy: "Swapno Sarathi" (The Dream Chariot): 

Free Bicycle Distribution Programme for Underprivileged Meritorious Students 

by MTB's 

To nurture the primary education sector in the rural hard-to-reach areas, MTB launched 

students (mainly female) with the motto "School-e jete durotto jeno badha na hoy" by 

providing them bicycles with a view to facilitating their movement to and from school. 

Till date almost 2,000 bicycles have been distributed in different regions of the country, 

namely Panchagar, Bogra, Dhorkora Bazar, Dinajpur, Joypurhat, Kadair Bazar, 

Ramchandrapur Bazar, Rangpur, Sirajganj, Thakurgaon, Lalmonirhat, Tangail, 

Comilla, Ishwardi and Feni in addition to different former enclaves of Bangladesh. 

Note: Based on Survey Information.  

 

Annex 8: Inclusive Drives help Acquainted with Financial Services 

There are different ethnic & tribal groups reside in the hilly regions of a Hill District. 

Earlier they were outside of financial network & deprived of financial services. To 

-tk accounts for 

them. Through this initiative, they gradually got acquainted with the financial 

services. At the first stage, some of them took credit for ginger cultivation. 

Gradually, they took credit for other agricultural products & cottage industry. Now it 

becomes a small hub for different types of SME credits & through this a large section 

of deprived people are brought under our financial coverage. 

Source: Based on the survey information. 
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Annex 9: School Banking is Promoting Savings and Financial Literacy 

Rehana, an underprivileged girl living in a slum outside Dhaka with her mother and 

four siblings earns her living by processing fish in a factory. She earns almost 75 Taka 

thanks to the initiatives of Bangladesh Bank and a local bank, she can put aside some 

money in her bank account in the local branch through an NGO. Due to school banking, 

Rehana has the opportunity to know about the product and using it. She has 

inquisitiveness to learn more about financial services that might suit her. 

Note: based on survey information. 

 

Annex 10: Undervaluation of Land to Disburse Agricultural Loans 

Mr. Dibanjan is a solvent farmer of a remote village of a northern district. He applied 

for a loan amount of BDT 100000 in a specialized bank. Alongside other documentary 

requirement, the bank asked for collateral security. It was not difficult for Mr. 

Debanzan to offer collateral for BDT 100000. However, he was facing difficulty 

because of the valuation procedures that was followed by the bank.  Bank was 

considering purchase price to value his land to consider these as collateral. As the 

purchase prices of these lands by his previous generations were low, he had to ensure 

land valued at least BDT 30,00000 (as per current market price) to obtain BDT 100000. 

Such collateral requirement is a serious barrier for agricultural and rural credit in the 

country. 

Source: Based on Survey data. 

 

Annex 11:  Mobile Banking Client Lost Money to the Fraudster 

Mr. Iqbal, a peon of a private firm, received a phone call and the caller told him that 

some money was mistakenly credited to my bKash account, and whether he could 

kindly return the money. After that Mr. Iqbal received an SMS sent from bKash that 

said he had a balance of BDT 3050, indicating that Tk. 1550 extra was added to his 

mobile wallet that previously had Tk 1700. The money was sent from a Grameenphone 

number. Then Mr. Iqbal sent the extra money back within next 15 minutes. Then, he 

received an SMS from bKash confirming that the money had been transferred and a 

transaction fee of Tk 5 deducted from his account. However, after transferring he 

discovered that BDT 1550 had actually been deducted from his previous balance of 

BDT 1700, leaving him with just BDT145. Immediately, Iqbal called the bKash call-

centre for help, but in vain. 

Source: Based on Survey Information. 
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Annex 12: Challenges and Potentials of Cluster Based SME Financing 

SME cluster approach received inadequate attention of policy makers till date. A 

generic SME strategy would not work for sustainable cluster development. The 

identification of clusters based on geographical proximity of SMEs of all sectors is 

only a primary job. The country requires an in-depth analysis of the relevant 

information on small manufacturing clusters of the country.  This would be true 

background for undertaking effective cluster development strategies in different 

regions of Bangladesh. As per the draft Industrial Policy, Government is in favor of 

creating cluster villages for running industrial enterprises in special economic zones 

for a number of industries. For effective intervention, a cluster mapping for 

identification of potential cluster with their current status, performance and levels is 

the precondition. 

Most of the SME clusters of the country are immature clusters as observed in the study. 

The clusters are generally featured by low level of cooperation and sharing; lack of 

linkages; absence of the use of modern technology; absence of supply chain; absence 

of the involvement of universities and research organizations; and absence of 

expenditures on research and development.  In most clusters, middlemen are taking 

advantages of the products from the markets. Extensive support to these clusters can 

bring notable change. There are huge potentials of developing clusters like light 

engineering, leather, plastic etc. It is not generic SME strategy, but SME cluster 

development strategy that can offer a big push to these geographically concentrated 

small manufacturing units. 

Involvement of additional cost discourages banks in undertaking SME financing. 

Bangladesh Bank has significantly expanded its CSR activities in recent years, with 

pledging financial support to a number of projects.  Besides, Bangladesh Bank has 

been encouraging and offering incentives to banks and financial institutions to 

undertake CSR activities to attain sustainable development. To support cluster 

f

considered or counted as their CSR activities. This may be an encouraging factor for 

banks to undertake cluster promotion and financing. The development of collaborative 

and sustainable clusters may be a way to stimulate innovations, manage resources 

efficiently, and can help financial inclusive challenges. Involvement of additional cost 

and efforts on the part of the banks cannot be ignored in this connection. These 

initiatives of banks should get special treatment and support. 

Source: Based on Habib et al., 2015 
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Annex 13: Challenges of Sustainable Banking: Banks  Perspective 

 

Source: Survey Data 

 

  

40%

40%

33%

27%

27%

27%

20%

20%

20%

13%

13%

13%

13%

13%

13%

13%

1%

1%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Non-Collateral Based Lending

Lack of Adequate Collateral Security

Lack of Customer Database

Lack of Banking Knowledge & Awareness

Lack of Proper Monitoring

Lack of Interest/Awareness of Potential Customers

Absence of Crop Insurance

Lack of Management Commitment

Lack of Commitment/Positive Mind Set

High Initial Cost of Green Projects

Lack of Innovative Products and Promotion

Bad Competition for Single Borrower

Lengthy Process of Customer on Boarding

Absence of Adequate Fund Management

Lack of Advisory Services

Lack of Skillled Product Development Program

Lack of Technical Know How of Green Products



370   Banking Review Series-2019 

 
 



 

 

Paper Nine 

 

 

REGULATORY REPORTING 

REQUIREMENTS FOR BANKS  
 

Dr. Shah Md. Ahsan Habib 

Professor & Director (Training), BIBM 

 

Md. Nehal Ahmed 

Professor, BIBM 

 
Tofayel Ahmed 

Assistant Professor, BIBM  

 
Md. Arifuzzaman 

Deputy General Manager, Bangladesh Bank 

 
A S M Shahabuddin 

Deputy General Manager, Bangladesh Bank 

 
Mohammad Anisur Rahman 

Deputy General Manager, Bangladesh Bank 

 
Kamal Hossain 

Deputy General Manager, Bangladesh Bank 

 
Mohammad Saiful Islam 

Joint Director, Bangladesh Bank 

  



372   Banking Review Series-2019 

Regulatory Reporting Requirements for Banks  

 

1. Introduction  

Bank regulators across the world have been attempting to install sound reporting 

frameworks for their banking industries to ensure sound and safe operations. This is 

basically associated with the submission of data to attain the goals for assessing overall 

performance and determining compliance as per the regulatory requirements. In addition, 

reporting arrangements have huge importance to ensure safety, financial health and 

soundness of the highly regulated banks and financial institutions. Submitted information 

are particularly useful to the regulatory authority for monitoring and supervisory 

purposes. 

 

changed and transformed tremendously over the 

years. Especially, banking crises and bank failure have always been notable forces to 

bring in new compliances, regulatory reporting requirements and practices. For example, 

after the Great Recession, the USA introduced a number of new regulations and reporting 

requirements for the banking industry to prevent it occurring again in the future; and 

regulations and reporting received renewed impetus following the most recent global 

financial crisis (Shaw, 2017). In addition, changing global regulatory and supervisory 

frameworks brought changes in the regulatory reporting requirements. Like, banking 

industries across the globe have adjusted or are adjusting with some robust requirement 

of reporting as part of Basel framework. The transformations are also associated with the 

incidences of financial crimes and necessities of consumer protections. After the crisis of 

2008-09, regulators across the world tightened the controls over financial markets and 

introduced new regulations and reporting requirements to improve transparency and 

accountability. Several regulatory measures and reporting were introduced to increase 

consumer protection and to handle financial crimes by bolstering corporate governance 

in banks. In addition to all these, greater compliance and regulatory reporting 

requirements brought notable implications in terms of complexities, high cost and 

consumption of business hour of the bank executives.   

 

For effective monitoring and supervision of the banking industry, regulators seek timely 

and accurate information from banks, in specific formats, and at regular intervals. Though 

regulatory reporting requirements differ across countries and regions, regulators 

commonly require information on asset liability management, capital management, 

liquidity management, foreign exchange exposure, risk management, and more, to assess 

condition. Information and data submitted in this process are 

expected to facilitate early diagnosis of problems in the sector and timely implementation 
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of corrective action. Regulatory reporting also helps regulators plan and implement 

monetary and credit policies. In addition, some of the reported information serves as 

public disclosures to help investors, depositors and creditors to better evaluate the 

financial strength and vulnerabilities of reporting banks. 

 

Newer technology is another crucial determinates in shaping the reporting requirements 

and formats. Traditionally, reporting has largely been manual via spreadsheets which is 

prone to human errors and numerous control risks. Thus adjusting data, inaccuracies, 

inconsistencies and difficulty in audit trail have been integral part of the traditional 

reporting process. Notable investments in recent years by the banking industries have 

brought changes in automation and control over data gathering, compiling, reporting and 

internal auditing. In 2019, it is anticipated that more banks than ever before would be 

investing in RegTech to comply with the increasingly complex regulatory requirements 

and to attain due transparency for consistent compliance (Delbaere and Kluwer, 2019). 

 

Like in other global economies, regulatory reports by banks are crucial tools of the 

Bangladesh Bank  (BB) for monitoring and supervising the banking industry of the 

country. By applying reported data, BB conducts its monitoring and supervision 

mechanism; identify and address problems; prepare BOP; formulate monetary and other 

policies; and undertakes data analyses and conducts research for publications. Certain 

information and data are sought by the regulators as part of ensuring transparency and 

consumer protection by the central bank. By disclosing certain reported data, BB attempts 

to support investors, depositors, and creditors to understand financial condition of the 

reporting banks.  

 

A review platform on the regulatory reporting requirements by banks might be very 

helpful for banks and the central bank for streamlining reporting requirements and 

ensuring effective compliance.  Moreover, the activity review is expected to contribute 

for creating required backdrop for further research activities. On this background, the 

broad objective of the study is to review the regulatory reporting requirements by banks 

in the context of Bangladesh.  The specific objectives of the review are:  one, to discuss 

the changing trends of regulatory reporting requirements by banks in the global context; 

two, to review regulatory reporting requirements by banks in the context of Bangladesh; 

and three, to identify key challenges associated with regulatory reporting practices in the 

banking industry of Bangladesh and put forward certain recommendations.  

 

Both primary and secondary data were collected to fulfill the objectives of the study. 

Secondary data were gathered from different publications related to regulatory reporting. 
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A questionnaire survey was conducted in credit, trade services, finance and accounts 

departments, treasury, risk management and the offices of the CAMELCO of banks. 

Considering data symmetry, 21 banks of different categories were brought under survey. 

A good number of senior bank executives from commercial banks were consulted. 

 

The review report is prepared for the review workshop participated by the expert 

practitioners and bank executives. The report has been finalized after accommodating 

comments of the participants and experts of the banking sector.  

 

The report has been organized under five sections. After an introductory section with the 

background, objectives and methodological issues, section 2 deals with the regulatory 

reporting requirements and trends in global context. Regulatory reporting requirements 

by banks and the associated compliance requirements are discussed in section 3. Section 

4 deals with the challenges associated with regulatory reporting practices by banks in 

Bangladesh. And, finally, section 5 puts forward major observations and a few 

recommendations.  

 

2. Regulatory Reporting Requirements by Banks: Changing Scenario   

2.1 Traditionally Regulatory Reporting Requirements have common Purposes and 

are Associated with Common Pitfalls 

In post-transaction processing, regulatory reporting is one of the vital tasks for banks and 

financial institutions. Regulatory reports are required to be submitted for several purposes 

that may be categorized into: supervision; minimum requirements; market discipline; and 

financial reporting and disclosure requirement. Globally, the regulator supervises banks 

for ensuring compliance with the requirements; for following regulatory directions; and 

for undertaking actions if not acting in line with the regulatory guidelines. A very 

is the minimum requirement of 

capital ratios. The regulator also requires banks to publicly disclose relevant information 

so that depositors and creditors have enough information to assess banks (Shaw, 2017). 

In the similar tone Lamar (2012) notes, major purposes of the regulatory reporting are 

monitoring safety and soundness using certain indicators; monitoring systemic risk in the 

banking and financial systems; formulating and enforcing monetary policy; guiding cross 

border flows; and ensuring compliances. Effective reporting considerably depends upon 

the design of the regulatory reporting framework as part of which certain issues should 

be considered: the need for data balanced by cost; robust review process in place; 

continuous dialogue with the financial services industry for stream lining (Lamar, 2012).  
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Traditional challenges and pitfall associated with regulatory reporting are more or less 

well recognized. Maona (2012) identifies static databases; significant classification 

errors; lack of understanding in the regulatory reporting requirements; challenge of being 

accountable; and absence of open communication and partnership are major pitfalls. 

According to KPMG (2014), the challenges banks continue to face traditionally 

commonly include: large numbers of manual reconciliations; data integrity issues; 

systems limitations; analytical challenges; resource and time constraints; and governance 

weaknesses.  

 

2.2 Notable Transformation Taken Place in Regulatory Reporting Requirements 

that Accompanied New Challenges for Banks  

Regulatory reporting requirements changes remarkably following the most recent 

financial crisis of 2008-09 and the new regulatory reporting requirements cover a variety 

of reports and remarkable increase in number. The goals for the changing and growing 

requirements are mainly to address and measure systemic risk and to enforce stringent 

prudential standards.1 Newer compliance and regulatory reporting requirements came up 

also to address the challenges of growing financial crime especially related to money 

laundering and terrorist financing. These new regulatory standards and reporting 

requirements help identifying and preventing suspicious activities at financial 

institutions. 

 

Following the most recent financial crisis, the additional regulatory requirements further 

increase the complexity. Between 2008 and 2016, there has been a 500 percent increase 

in regulatory changes in developed markets, which has led to 10-15 percent of the total 

workforce of financial institutions working under compliance functions.2 During the 

period, some new sets of rules were enforced in developed economies (mainly in USA, 

EU, Australia etc.) that brought in complexities and additional costs (Figure 2.1). Since 

some notable regulatory rules were introduced in the EU countries in 2014, banks were 

committed to report up to 700,000 data points quarterly in layers upon using different 

templates in a digital language; combining with statistical reporting, it was even much 

higher (Bearing Point Institute, 2015). In the context of Asia-pacific region, Delbaere and 

Kluwer (2019) observes, regulators across the region continue to step up their pressure 

on banks to achieve more transparency and consistency. Initially, global regimes such as 

(the 9th International Financial Reporting Standard) and CRS (the Common Reporting 

Standard) were rolled out, raising the bar for reporting by financial institutions. Still, 

 
1 www.deloitte.com/us/en 
2 https://gomedici.com 
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these new obligations are now being supplemented with local regulatory reporting 

overhauls, with Australia and Singapore taking the lead (Delbaere and Kluwer, 2019). In 

the similar fashion, changes in other developing and low income countries are not very 

different.  

 

Figure-2.1: Growing Regulatory Complexities and Increased Regulatory 

Announcements 

 

Source: Thomson Reuters, BI Intelligence 

Note: The list of regulations3 mentioned in the chart is non-exhaustive. 

 

Addressing these high regulatory demands is challenging and expensive for banks. 

Greater compliance and regulatory reporting requirements brought notable changes in 

terms of consumption of business hour. Identifying key challenges of growing regulatory 

compliances, Infosys (2018) notes, ideally a financial institution is expected to spend 80 

percent of its time for data analytics review and 20 percent on data preparation. However, 

most spend more time on data collection and treatment and less on data analytics. Often 

 
3 The markets in financial instruments directive (MiFID) is a regulation that increases the transparency 
across the European Union's financial markets and standardizes the regulatory disclosures required for 
particular markets. The directive has been in force across the European Union (EU).  
PSD, which stands for Photoshop Document, is the default format that Photoshop uses for saving data. 
Revised Payment Services Directive (PSD2) has been implemented in European Union (EU) Member States. 
... PSD2 is the product of a review of the original Payment Services Directive and requires payment service 
providers (PSPs) to make a significant number of changes to existing operations. 
FOFA became mandatory on 1 July 2013 (and was voluntary from 1 July 2012). The objectives of FOFA are 
to improve the trust and confidence of Australian retail investors in the financial services sector and ensure 
the availability, accessibility and affordability of high quality financial advice. 
The Alternative Investment Fund Managers Directive (AIFMD) is a regulatory framework for alternative 
investment fund managers (AIFMs), including managers of hedge funds, private equity firms and investment 
trusts. ... Its focus is on regulating the AIFM rather than the AIF. 
In simple terms, Dodd-Frank is a law that places major regulations on the financial industry. Dodd-Frank is 
also geared toward protecting consumers with rules like keeping borrowers from abusive lending and 
mortgage practices by banks. 
EMIR requires the reporting of all derivatives, whether OTC or exchange traded, to a trade repository. 
EMIR covers entities that qualify for derivative contracts in regards to interest rate, equity, foreign exchange, 
or credit and commodity derivatives. 
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the absence of enterprise level strategy and budget makes the entire process complex and 

challenging. Out of frustration, former president of the European Banking Federation 

(EBF) Christian Clausen remarks i

to be competitive and need to be able to lend  (Clausen, 2014).   

 

Alongside stringencies and identities, there were efforts for rationalization in some 

instances. For example, in USA, alongside enforcing several new requirements, a 

separate act4 is in the process of implementation covering new requirements and 

relaxation as well, which is expected to ensure increased focus on compliance with 

regulations, and at the same time reducing reporting burden for community banking 

organizations (Deloitte, 2019). More specifically, Federal Reserve designed its 

supervisory, regulatory and reporting framework to impose stricter requirements to the 

larger or more complex banks. And, most of the enhanced standards and supervisory tools 

were not applied to smaller and community banks, resulting in a tailored regulatory 

framework for these institutions (Quarles, 2018).  

 

2.3 Banks Responding to the Higher Regulatory Reporting Requirements and New  

Challenges- Emergence of Technology Solutions     

In response to the transformation, banks around the globe have no option but to work on 

regulatory compliance programs alongside their business development. KPMG (2018) 

identifies ten key drivers and areas that demand greater attention most of which have 

direct association with the challenges of stringent compliance and regulatory reporting 

requirements (Box-2.1).  

 

Box-2.1: Key Drivers and Actions for Banks as the Regulatory Challenges for 

2019 

 
Source: KPMG, 2018 

 

 
4 Economic Growth, Regulatory Relief, and Consumer Protection Act (EGRRCPA or the Act) 
which calls on the federal banking agencies to aid in promoting economic growth by further 
tailoring regulation to better reflect the character of the different banking firms that Fed supervises. 

Capital and Liquidity 
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For using technology efficiently, large US and European banks engaged in spending huge 

volume on technology to help them comply with newly evolving regulations such as 

MiFID and PSD2. With regulatory environments becoming increasingly complex, 300 

plus million pages of regulatory documents would be published by 2020 & 600+ 

legislative initiatives need to be cataloged by a medium-sized institution involving 

significant resource expenditures on data collection, analysis, and reporting (Medici 

Research, 2018).  

 

Regulatory authority in different economies are also encouraging market participants to 

rely on technology. In its Digital Regulatory Reporting (DRR)5 project, the UK Financial 

Conduct Authority (FCA), in conjunction with the Bank of England, has invited financial 

institutions to explore ways to work smarter on these activities by delegating much of the 

hard work to technology. Success in the endeavor, as the FCA put it, opens up the 

possibility of a model driven and machine readable regulatory environment that could 

transform and fundamentally change how the financial services industry understands, 

interprets and then reports regulatory information.  (Kluwe Wolters, 2019). The on-going 

shift reflects a regulatory and supervisory policy focus on the digital transformation of 

compliance and reporting. Regulators are also working on their transformations and 

attempting to integrate new technology into their own supervisory processes, regulatory 

reporting and market oversight (EY, 2019).  

 

It is obvious that the crisis exposed the need for high quality, comparable and timely data 

on the global financial network. Since then, policymakers, supervisory authorities and 

standard-setters in Europe have been collaborating to greater harmonize and standardize 

regulatory reporting for banks. Now changes are taking place in the template as well.        

-thinking central bank and banking sector 

represents a new approach to regulatory reporting, leaving formatted templates to the 

archives (BIS, 2015).  

 

Box-2.2: From Template to Cube Based Regulatory Reporting 

Regulatory reporting today is still focused on reporting templates, which can be 

characterized alongside three main dimensions: Purpose (prudential vs. statistical), level 

(supranational vs. national) and frequency (regular vs. ad-hoc). Template data is mostly 

aggregated and validated as such, the structure of the templates is rather sticky and costly 

to change. Furthermore, lacking cross-time and cross-entity comparability is limiting the 

 
5 The DRR is a UK initiative to explore the use of technology to help firms meet their regulatory 
reporting requirements and to improve the quality of information reported. ... The collaboration will 
contribute to the objective of understanding how the DRR approach scales across 
multiple regulatory domains. 
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potential to analyze template data appropriately. A solution is adopted in Austria, where 

the regulator and the regulated joined forces to turn the tables on the template-driven 

model and use new technologies to create a new regulatory value chain. The initiative is 

based on greater harmonization and integration of data within banks as well as greater 

integration of the IT systems of the supervisory authority and the supervised entities.    

The way it works is through a buffer company, called Austrian Reporting Services GmbH 

(AuRep), which is co-owned by seven of the largest Austrian banking groups, 

representing 87 percent of the market. This allows cost-sharing of compliance as well as 

standardization of data collection. Granular bank data sets are captured automatically for 

supervisors to interrogate in whichever way they want, whilst the banks retain control 

over their commercially sensitive data, maintaining only the so-called passive data 

interface  on the AuRep platform.     

Source: BIS, 2015 

 

Use of distributed ledger technology might be the future solution. According to 

Piechocki, et al, (2018) satisfying regulatory demands can be made cheaper and more 

straightforward via distributed ledger technology as regulatory reporting has a 

transformational effect on the regulatory value chain. The study notes, related challenges 

can be overcome by utilizing Distributed Ledger Technology (DLT), which has the 

capabilities to increase data quality and reduce manual effort because of its unique 

combination of characteristics. Moreover, it enables real-time data reporting. Its main 

characteristics include transparency, immutability, a single source of truth and 

programmable smart contracts, which lead to the facilitation of regulatory reporting. 

 

2.4 Effective Regulatory Reporting Depends upon Typical Regulatory Reporting 

Model with Internal Reporting Process in Place in Banks      

Installing a regulatory reporting model is the pre-condition for ensuring effective 

regulatory reporting by banks (Box-2.3). As a whole the banking system of any country 

framework. The component of such framework includes developing governance model; 

policy documentation; identification of accountability; and documentation of procedures. 

Regulatory authority should have operational agreement with the banks and several 

performance level indicators and benchmarking should be in place. Reliable data are 

essential for quality reporting. Data requirements must be well defined and clearly 

understood by the concerns of the reporting banks. Data gap assessment and validation 

process are essential (Ernst & Young, 2017).   
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Box-2.3: Constituents of Typical Regulatory Reporting Operating Model for 

Banks 

 

Source: Based on EY, 2017 

 

Using sound internal process is crucial for the reporting banks. Literature (Lamr, 2012; 

Maona, 2012) on best practice processes identifies use of software, reviews and internal 

control as the key steps.  Using regulatory reporting software should interface with the 

related subsystems. There should be procedures for preparing each report; and 

reconciliations and manual adjustments should be clearly documented. Data should be 

thoroughly reviewed before submission (including a management review). Learning and 

communicating is the final stage that include working closely with business lines, 

accounting policy and audit; staying apprised on accounting and regulatory changes; 

coordinating with supervisor and data collector; and participating in the report design 

process (Lamar, 2012).  

 

Figure-2.1: Components of Internal Process of Regulatory Reporting: Best 

Practices 

 

Note: Based on Lamar, 2012; Maona, 2012 

 

Internal control mechanism is crucial for ensuring best practices of regulatory reporting. 

Internal Control over Financial Reporting is about methods and procedures to provide 

reasonable assurance for the accuracy of regulatory reports. There are some control 

principles for establishing internal control mechanism over regulatory reporting.             

The broad principles cover: review and approval; interpretation of instructions; 

documentation; training Program; accounting; and record retention (Maona, 2012).  

 

Practically efficient people and right technology are crucial elements. Technology 

adopted must also meet business and functional requirements. Bank executives engaged 

Sound Policy and Control 

Performance Measurement  Quality Data 

Internal Process in Place 

Use of Technology   Trained Employee 

Automate  Document  Review   Communicate 

Internal Control Mechanism   
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in the process of regulatory reporting must be capable and well trained. There must be 

well defined roles and responsibilities with clear definition. Banks must have concrete 

budget and training framework and delivery mechanism for them. As a whole, bank 

management needs to adopt due approach. Several ways banks can prepare for regulatory 

changes and reporting (based on Delbaera and Kluwer, 2019 and Blue Print, 2019). 

 

Table 2.1: Changing Approach of Banks to Address Reporting Challenges 

Move from a reactive to a proactive approach of gathering regulatory change data 

Understand regulations in context of specific bank 

Create a centralized repository of compliance information 

Standardize documentation and reporting 

Connects risks at a strategic, operational, and IT level 

 

As regulators continue to place pressure on financial institutions to improve their 

reporting capabilities, strategic solutions need to be developed taking into consideration 

the end-to-end process and these strategic considerations should also be tied into broader 

principles for effective Risk Data Aggregation (RDA) and risk reporting (BIS, 2013).  

 

3. Regulatory Reporting Requirements by Banks: Bangladesh Context  

As the regulatory and supervisory authority Bangladesh Bank requires submission of 

report to the specific departments. The returns/statements are crucial tools for monitoring 

and reporting that includes both on-line and off-line reporting. By applying reported data, 

BB conducts its monitoring and supervision mechanism. BB may monitor the day to day 

transaction of head offices, international divisions, and bank branches using the reports. 

Supervisory teams of DOS and DBI can use the reported data in their on-site and off-site 

supervision to identify irregularities in AD branches. Reporting by ADs to BB helps the 

Central Bank to prepare BOP, research publications, and policy formulations. Data 

compilations, analytical reports and research publications are importance documents for 

the assessment of financial stability and strength of the banking and financial sector of 

Bangladesh by the stakeholders of home and abroad. The board areas of regulatory 

reporting and the concerned departments of Bangladesh Bank may be categorized as 

follows (Table- 3.1). 
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Table-3.1: Areas of Reporting and Recipient Departments of BB and Govt. Agencies 

Broad Area of Reporting Related Departments 

Credit/Investment Statistics Department, Department of Off-site Supervision 

(DOS), CIB Department, Department of Banking Inspection 

(DBI), Financial Stability Department (FSD), Banking 

Regulations and Policy Department (BRPD), Agricultural Credit 

Department, SME & Special Programmes Department, 

Sustainable Finance Department 

International Trade Foreign Exchange Operation Department (FEOD), Foreign 

Exchange Policy Department (FEPD), Statistics Department, 

Foreign Exchange Reserve and Treasury Department (FRTMD), 

Foreign Exchange Investment Department (FEID) 

General Banking Statistics Department, Department of Off-site Department 

(DOS), Financial Inclusion Department (FID), Sustainable 

Finance Department (SFD), Banking Regulations and Policy 

Department (BRPD) 

Finance & Accounts Department of Off-site Supervision (DOS), Statistics 

Department, Financial Stability Department (FSD)   

Financial Crime and 

Money Laundering 

Bangladesh Financial Intelligence Unit (BFIU), Department of 

Off-site Supervision (DOS) 

Treasury Department of Off-site Supervision (DOS), Foreign Exchange 

Policy Department (FEPD), Foreign Exchange Reserve and 

Treasury Department (FRTMD), Debt Management Department 

(DMD), Banking Regulations and Policy Department (BRPD), 

Financial Stability Department (FSD), Statistics Department 

Risk Management Department of Off-site Supervision (DOS), Department of 

Banking Inspection (DBI), Department of Foreign Exchange 

Inspection (DFEI), Bangladesh Financial Intelligence Unit 

(BFIU) 

Special Reporting to the 

Bangladesh Bank 

Financial Inclusion Department, Financial Sector Support & 

Strategic Planning Department, Integrated Supervision 

Management Department, Financial Integrity & Customer 

Services Department 

Special Reporting to the 

Other Government 

Agencies 

Other government agencies are BSEC, NBR, CCI & E, EPB etc. 

 

In line with the global development, BB brought into remarkable changes in the 

regulatory reporting environment. Following the most recent financial and economic 

crisis, enforcement of stringent prudential rules, capital adequacy requirements and 

liquidity management (under Basel-III) changed compliance and regulatory compliance 
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environment. The changing regulatory compliance requirement brought about notable 

changes in the monitoring and reporting arrangement of BB. The area specific regulatory 

reporting arrangement may be summarized as follows:  

 

3.1 Reporting Structure, Types of Reporting and Purpose   

The changing regulatory requirement brought about notable changes in the monitoring 

and reporting arrangement of BB. The new on-line reporting of BB has emerged as a 

great achievement in banking system which helps monitoring and supervising day-to-day 

trade transactions. This is also a great tool for data validation. In spite of improvement 

and several achievements, there are cases of non-reporting. It is also important to attain 

check list based plus objective oriented compliance requirements by banks.  

 

3.1.1 Reporting Related to Credit/Investment 

Lending is the most important activities of a bank. As such significant number of 

regulatory reporting requirement related to credit operation by the commercial banks is a 

must. Bangladesh Bank has already introduced necessary reporting requirement for the 

commercial banks and new reporting are introduced as and when required. All the 

reporting requirements are objective based and expected to fulfill some goal. In the 

context of our banking system, some of the important credit related reporting 

requirements are: Statement of classified loans & advances (CL), Statement of classified 

loans & advances recovery and write off, Statement of top 10 large borrower, Statement 

of top 20 defaulter, Statement of sector-wise outstanding loans & advances, Integrated 

Supervision System (ISS) CL form 1-5 (Branch wise), Environmental and Social (E&S) 

due diligence report, Reporting of capital to risk-weighted asset ratio & Leverage ratio 

for implementation of Basel III in Bangladesh.  

 

The major objectives of these types of reports are to monitor overall exposure of large 

loan limit, verify the sanctioning process of single borrower exposure, monitor the status 

of those loans that was disbursed with the approval of Bangladesh Bank, to compile CL-

1 statement of the banking sector to understand the NPL status of overall industry as well 

as individual banks and take corrective actions for reducing the same. The number of 

credit related reporting requirements to different departments of the BB is around 70. 

These are required to be reported in monthly, quarterly, half-yearly or yearly as instructed 

by the BB. The reports are submitted either in online, soft-copy, hard-copy format or both 

online/soft-copy and hard copy format. 
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Related Department of Bangladesh Bank No of Reports 

Department of Off-site Supervision (DOS) 18 

Banking Regulation and Policy Department (BRPD) 10 

SME and Special Programs Department (SMESPD) 9 

Agricultural Credit Department 7 

Financial Stability Department (FSD) 4 

Credit Information Bureau (CIB) 3 

Department of Banking Inspection (DBI) 3 

Statistics Department  3 

Financial Sector Support & Strategic Planning Department 2 

Integrated Supervision Management Cell 2 

Foreign Exchange Policy Department (FEPD) 1 

Forex Reserve & Treasury Management Department (FRTMD) 1 

Foreign Exchange Investment Department (FEID) 1 

Sustainable Finance Department (SFD) 1 

Source: Survey Data 

 

3.1.2 Reporting Related to Trade Services 

ADs being responsible for dealings in foreign exchange are required to keep proper 

records. It is also a requirement that they submit to the Bangladesh Bank in prescribed 

periodic returns and statements of all foreign exchange transactions. It should be noted 

that besides the returns/schedules/ statements prescribed in GFET Vol-II, certain other 

statements like daily/weekly/monthly foreign exchange position reporting are also 

required.  

 

BB has brought major change in traditional reporting. From January 2013, BB has 

launched on-line reporting of all inward and outward remittance of ADs. The head offices 

of banks are supposed to send online statements/schedules to the statistics department in 

RIT (Rationalized Input Template) format (monthly basis)  and AD branches are required 

to report online (daily basis) to the FEOD (foreign exchange operation department) of 

BB (Foreign exchange transaction monitoring Dashboard). Offline statements are sent to 

the respective area offices of BB/FEOD (by the 5th day of the following month). Head 

offices of banks are also required to send a summary statement (by the 12th day of the 

following month) of all transactions (monthly) directly to the FEOD. For monitoring 

purpose, the central bank generally cross-check the branch level and summary data.     

 

Now for land port and airport, custom verifies the data in ASYCUDA given by banks 

and then gives the bill of entry. Bankers have to give input in LCAF and LC Contract. 

BB uploads this information to ASYCUDA. Customs verifies, amount, beneficiary, 
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supplier, country of origin, quantity, unit, unit price, BIN etc. If there is any mismatch 

between the information of ASYCUDA and imported goods, customs may not issue the 

bill of entry. There is no doubt that using technology and greater coordination are paying 

off to the regulators. Dash Board is helping to identify fraudulent trade transaction. It has 

also implication on the economy in terms of increased revenue. 

 

Currently, banks are required to report to BB using both online and offline channels. The 

head offices of banks are supposed to send online statements/schedules to the statistics 

department in RIT (Rationalized Input Template) format (monthly basis)  and AD 

branches are required to report online (daily basis) to the FEOD (Foreign Exchange 

Operation Department) and their head offices to FOED of BB (Foreign exchange 

transaction monitoring Dashboard). Offline statements are sent to the respective area 

offices of BB/FEOD (by the 5th day of the following month). Head offices of banks are 

also required to send a summary statement (by the 12th day of the following month) of 

all transactions (monthly) directly to the FEOD. For monitoring purpose, the central bank 

generally cross-checks the branch level and summary data. The new introduction in 

online Foreign Exchange Transaction Monitoring System include: Introduction of Master 

LC management module in Online Import Monitoring System and Online Export 

Monitoring System; and Introduction of reporting of acceptance information in Foreign 

LC category. 

 

The introduction of Dashboard and online integration between customs and BB has 

brought positive changes in the reporting arrangement. Now for sea, land port and airport, 

custom verifies the data in ASYCUDA given by the banks and then allow CNF agents to 

submit the Bill of Entry. Bankers have to give input in LCAF and LC Contract. BB 

uploads this information to ASYCUDA. Custom verifies amount, beneficiary, suppliers, 

country of origin, quantity, unit, unit price, BIN etc. If there is any mismatch between the 

information of ASYCUDA and imported goods, customs do not allow to submit the bill 

of entry. No doubt, using technology and greater coordination are paying off to the 

regulators. Dash Board is helping to identify fraudulent trade transaction. It has also 

implications on the economy in terms of increased revenue and foreign exchange 

transactions matching.  
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Related Departments of Bangladesh Bank and Other 

Stakeholders 

No. of Reports 

Foreign Exchange Policy Department (FEPD) 43 

Foreign Exchange Operations Department (FEOD) 33 

Statistics Department 17 

Foreign Exchange Investment Department (FEID) 07 

Forex Reserve & Treasury Management Department 04 

Accounts and Budgeting Department 02 

National Board of Revenue (NBR) 02 

Department of Banking Inspection 02 

Monetary Policy Department (MPD) 01 

Bond Commissionerate 01 

Duty Exemption and Drawback Office (DEDO) 01 

The Chief Controller of Imports & Exports 01 

 01 

Bangladesh Investment Development Authority (BIDA) 01 

Source: Survey Data 

 

3.1.3 Reporting Related to General Banking 

General banking is one of the important activities of bank. A good number of regulatory 

reports are being submitted to the BB. These are usually related with the amount of 

deposit mobilized (type of deposit, size of deposit, division-wise deposit, urban/rural 

deposit, bank-group wise deposit etc.) and the amount of loan disbursed (type of loan, 

size of loan, economic purpose of loan, division-wise loan, urban/rural loan, bank-group 

wise loan etc.). One of the important objective of this type of reporting is to calculate 

various monetary base (broad money, narrow money, high-powered money etc.) which 

helps to prepare the monetary policy statement of the Central Bank. These reports are 

mainly submitted to Statistics Department, DOS, FID, SFD and BRPD of the Bangladesh 

Bank. 

 

3.1.4 Reporting Related to Finance and Accounts 

Reporting relating to finance and accounts are mainly concerned with the financial 

statements to ensure the appropriate disclosure and financial soundness of the bank. As 

per section 40 of the Bank Company Act, 1991, banks are required to prepare and submit 

the financial disclosure to the BB. This type of reporting also ensures the regulator to 

assess the provisioning requirement and capital adequacy accurately which is also 

essential for proper estimation and declaration of dividend to the shareholders.                  

The reports are submitted to DOS, FSD and Statistics Department of the Bangladesh 

Bank. 
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3.1.5 Reporting Associated with Financial Crime and Money Laundering  

Bangladesh Bank has assigned considerable focus on banking related frauds and financial 

crimes by enforces new rules and regulatory reporting requirements in recent years. 

Especially, IT security and anti-money laundering efforts are clearly visible. Enactment 

of anti-money laundering and terrorist financing related acts/rules and circulars created 

the foundation for regulatory compliance and reporting for the money laundering and 

terrorist financing related suspicious activities. The provision of section 25 (I)(d) of the 

MPA-2012 and section 16(I) of the ATA-2009 have made a legal obligation for the 

reporting organizations to submit STR spontaneously to BFIU. A good number of 

STR/SAR is one of the key indicators of the existence of a strengthened AML &CFT 

regime. Suspicious transaction or activity reporting system has been introduced to protect 

the reporting organization from being exploited by the money launderers and terrorist 

finance, and ensure the soundness of the national AML & CFT program. Major 

Regulatory reports associated with AML/CFT are as follows:  
 

Table-3.2: Reporting to BFIU Related to Financial Crime and Money Laundering 

Lists/Names of Reporting Mode of Reporting Frequency 

 Hard copy if data found and 
online in case of nil statement 

As and when 
sought by BFIU 

Cash Transaction Reporting (CTR) Online Monthly 

Suspicious Transaction Reporting 
(STR) 

Online When detected 

Performance Report Hard Copy Half Yearly 

Independent Testing Report Hard Copy Half Yearly 

Source: Survey Data 
 

STR/SAR filing increased remarkably in recent years. BFIU has been receiving STR & 

SAR from the reporting organizations in an increasing trend. In FY 2017-2018, BFIU 

received total 3878 (2069 STRs and 1809 SARs) from bank and NBFIs (figure 3.1).  

 

Figure-3.1: Growing STR & SAR Reporting by Banks and NBFIs 

 

Source: BFIU Annual Report 2017-18 
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3.1.6 Reporting Related to Treasury  

Banks work as the fund manager of its customers, and the treasury department works as 

the fund manager of the bank. The changing world and the globalized market have 

intensified the scope and importance of treasury functions in the various segments of the 

financial market. The treasury activity is exposed to risk due to the uncertainty prevailing 

in the dynamic business world. In this circumstances, the regulator has introduced a 

number reporting format for the commercial banks in order to reduce the various risk 

associated with the treasury activities. Some of the important treasury related reporting 

requirements are: Maintenance of CRR and SLR, Statement of Liquidity profile (LCR 

and NSFR), Statement of Call Money Transaction, Wholesale Borrowing, structural 

liquidity profile, Commitment Report, OBU exposure, Daily Exchange Position etc.  

 

The objectives of regulatory reporting related with the treasury related activities are to 

ensure efficient liquidity management through proper management of CRR, SLR, LCR 

and NSFR, to maintain appropriate policy statement for managing asset and liability 

related risk efficiently, to manage risks with regard to foreign exchange related activities 

in line with their risk acceptance criterion. The number of treasury related reporting 

requirements to different departments of the BB is around 22. These are required to be 

reported in monthly, quarterly, half-yearly or yearly as instructed by the BB. The reports 

are submitted either in on-line, soft-copy, hard-copy format or both online/soft-copy and 

hard copy format. 

 

Related Department of Bangladesh Bank No of Reports 

Department of Off-site Supervision (DOS) 12 

Foreign Exchange Policy Department (FEPD) 3 

Forex Reserve & Treasury Management Department (FRTMD) 2 

Debt Management Department (DMD) 2 

Banking Regulation and Policy Department (BRPD) 1 

Financial Stability Department (FSD) 1 

Statistics Department 1 

Source: Survey Data 

 

3.1.7 Reporting Related to Risk Management  

Risk management is a part of internal governance involving all areas of banks. There is 

a strong link between good corporate governance and sound risk management. Without 

proper risk management, the various functions in a banking institution cannot work 

to

and promote sustainability and resilience. There is no alternative but to ensure sound risk 
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management practices for surviving in the competitive environment. Therefore, banks 

should give greater emphasis on continuous improvement in risk management, and set 

their performance goals in line with strategic planning/objectives.  

 

The setting of an appropriate risk tolerance/appetite levels, a holistic risk management 

approach and effective reporting lines to the competent authority in its management and 

supervisory functions, enables management of banks to take risks knowingly. Bangladesh 

Bank (BB) has continued its effort for upgrading the initiatives taken to manage various 

risks of banks in a prudent manner. As part of this endeavor, all the previous risk related 

guideline have been revised by the BB with an objective of ensuring sound risk 

management culture effectively in the banks. Now the risk management division of the 

banks are required to submit a number of reports to the different departments of the BB 

namely, Department of Off-site Supervision (DOS), Department of Banking Inspection 

(DBI), Department of Foreign Exchange Inspection (DFEI) etc. 

 

3.1.8 Other Reporting to the BB 

Apart from the above-mentioned regulatory reporting, banks are required to submit some 

special reports to the various departments of the BB namely Financial Inclusion 

Department, Financial Sector Support & Strategic Planning Department, Integrated 

Supervision Management Department, and Financial Integrity & Customer Services 

Department. Reports submitted to FID mainly consists of 10/-, 50/-, 100/- and other No-

Frill Accounts (NFAs) to ensure the inclusion of financially excluded people. Reporting 

on the status of school banking and agent banking are also placed to this department. 

Integrated Supervision System (ISS) is a web based monitoring tool which is established 

with a view to strengthen ongoing banking supervision activities by Bangladesh Bank. 

ISS provides prior information to the on-site supervisors about the inconsistencies of the 

branch/bank activities which ensures risk based supervision.  Banks are to report to the 

Financial Integrity & Customer Services Department (FICSD) about complaints received 

from customer and initiatives undertaken by the banks on a monthly basis. Other than the 

finance and operation related reporting, banks are required to submit some governance 

related documents like submission of the meeting minutes of the Board meeting to the 

Central Bank. 

 

3.2 Internal Governance, Control and Capacity Development on Regulatory 

Reporting     

International governance and controls of regulatory reporting in banks are crucial for 

ensuring data quality and accountability arrangement. Other than a few multinational and 

local private commercial banks, banks in Bangladesh hardly have adequate and organized 
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internal set up for regulatory reporting and compliances. Centralized data gathering and 

processing arrangement, review system, and central report submission setup are hardly 

found.  Most of the banks do not have senior bankers/specialists specifically responsible 

for regulatory reporting and compliances.   
 

Banks in the country have been using banking software for their operations and service 

delivery. Banking soft wares used by banks have differential features and are not always 

equipped with the data processing and management required for the regulatory reporting. 

Most of the banks of the country are yet to attain centralization in their banking operations 

though some have transformed to the centralized systems and some are in the process. 

Differences in the banking operations and systems are barriers of having harmonized and 

standardized data set for ensuring quality and comparable data.  
 

Quality people are at the center. Compliance and reporting roles in banks are generally 

considered less important, as opined by some senior bankers.  Banks are required to 

develop a set of expert executives to ensure due compliance by enforcing regulations and 

meeting regulatory reporting requirements of the Central Bank. Major training academies 

like Bangladesh Institute of Bank Management (BIBM) and Bangladesh Bank Training 

Academy (BBTA) organize very limited number of courses/workshops on the regulatory 

compliance and reporting issues. Training institutes of banks have very limited number 

of courses on these areas. Practically, other than a few multinational banks operating in 

the country, commercial banks hardly find the necessity of attending or organizing 

capacity development events on these issues. Even multinational and globally reputed 

banks have started taking regulatory reporting and compliance issues seriously following 

some incidences of penalties imposed by the regulatory authorities in recent years. 

Generally, banking industry of the country is yet to attain due approach on the need and 

necessity of ensuring regulatory compliance and reporting.  

 

4. Challenges of Regulatory Reporting and Suggested Measures: Central 

  

Regulatory reporting is a tool that provides useful information to the relevant 

stakeholders. Therefore, the information provided by the bank must be relevant and 

understandable. Reporting requirements should therefore be designed in such a way so 

that they reflect the real scenario of a bank or financial institution or the financial sector. 

But completing the report as per the regulatory requirement by the commercial banks as 

well as understanding the main message from these reports by the Central Bank is a 

challenging task. The following boxes (4.1, 4.2, 4.3 and 4.4) summarizes the major 

challenges of regulatory reporting and scope of improvement both by the Central Bank 

and the commercial banks. 
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Box-4.1: Challenges of Regulatory Reporting: Central Bank Perspective 

 Receiving the timely report from the commercial banks is a big challenge 

 Inaccurate and inadequate report adversely affects the true picture of the industry 

 Lack of proper understanding of the purpose and effect of reporting by the reporting 

personnel 

 Data of the same parameter reported differently to the different departments of the 

BB because of the lack of coordination between different departments of banks  

 Frequent transfer of reporting officials makes the situation complicated to get the 

accurate report 

 In some cases, intentional misreporting by the commercial bank is observed by the 

Bangladesh Bank 

 In Bangladesh, reporting is not considered as a tool for effective monitoring rather 

it is seen as simple compliance by the commercial banks. Even in some cases, less 

efficient personals are involved preparing the report. This situation is not congenial 

for ensuring appropriate regulatory reporting. 

Source: Survey Data 

 

Box-4.2: Suggestions for Improvement: Central Bank Perspective 

 Instead of considering mere compliance, reporting should be considered as an 

effective tool for monitoring and better risk management.  

 It is important to have proper succession planning by the commercial banks so that 

proper reporting can be ensured  

 Bank may consider of providing rewards/benefits to the personnel involved in 

reporting for ensuring better reporting to the BB 

 Improved coordination between the different department of banks is necessary in 

order to reduce the error in the reported data to the BB 

 Reporting related training can be organized by BBTA/BIBM to ensure improved 

understanding of the reporting requirements.  

Source: Survey Data 

 

Box-  

 Preparing report as per the requirement of the BB is time consuming. It also 

requires significant man hour to complete the report which is really a concern for 

the authority. Bank also face challenges when the personnel involved in preparing 

the report is changed frequently 

 Some reports are being submitted over multiple formats i.e. Soft-copy, Hard-copy, 

Online 

 Some of the reporting formats are complex to understand 

 Same type of report is to be submitted to the different departments of the BB 
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 In some cases, correction of the submitted report to the BB through online format 

cannot be made without the help of the BB officials which is complicated and time 

consuming  

 Currently one single maker and checker option in online upload portal is available. 

Absence of whom may create problem at times 

 In case of online reporting of interbank foreign exchange transactions, all BDT 

related deals cannot be uploaded, rather they are required to be input manually 

which takes time. 

 Lack of clear guidelines/instructions for preparation the statements/returns are 

found in some cases 

 Server link down is a common phenomenon which creates problem in case of 

online submission of the reports. 

 Reporting templates are same for Islami and Conventional banks 

 Unwillingness of reporting officials due to punitive action for immaterial human 

error or system error 

 Reporting is considered as compliance by the commercial banks. As such, 

personnel involved in reporting related activities are not considered for any 

benefit/reward 

 Non-

traceable in case of reporting to BFIU 

Source: Survey Data 

 

Box-  

 Multiple reporting modes may be cut down to a single and simple online mail 

format through authenticated mail address of the bank. There should be maker and 

checker option while sending these reports.  

 BB may consult with commercial bank before making/changing the templates for 

reporting 

 Time frame for submission of reports need to be rationalized 

 Separate reporting templates for Islamic Banks may be introduced 

 Training/workshop for reporting officials of bank can be organized to ensure 

improved understanding about the purpose and effect of the reporting 

 BB can issue guideline or necessary instructions for preparation of the reports 

which will help the concerned personnel to complete and submit the report 

appropriately 

 There should be an admin options to create multiple maker and checker for online 

reporting.  

 There should be an option for data upload for BDT related Interbank Foreign 

Exchange Transactions in the online market monitoring portal.  

 Reports submitted in the web portal before the cutoff time should be allowed to be 

revised until the deadline is over. 
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 Common data warehouse for all banks and FIs can be established with necessary 

field so that the BB can prepare various statements as per their requirement.  

 In order to fulfill various reporting requirements by the BB, it is important to have 

strong IT infrastructure with skilled human resources. Bank may consider the 

establishment of separate department/unit for accomplishing the reporting related 

tasks. 

 Submission of the report containing almost same information in different 

departments of the BB can be avoided 

 Avoiding issuance of letter or mail for punishment action against reporting officer 

for unintentional error 

 BFIU may think of providing necessary documents to the bank for identifying the 

customer under investigation 

Source: Survey Data 

 

Data Quality in regulatory reporting and data reliability are crucial for ensuring usability 

of the reports. Improvement in reporting practices and use of online platforms have 

already started bringing positive outcome. Following cases (4.1, 4.2, 4.3, 4.4 and 4.5) 

indicate the use of reported data to identify irregularities by the Central Bank  one of the 

key purposes of having regulatory reports. 

 

Mini Case-4.1: Regulatory Reporting Helped Identify Illegal Transactions 

As a part of regulatory reporting to BFIU, some abnormal transactions were found in 

one account of a person which was sent to intelligence unit for further investigations. 

The intelligence unit investigated the matter and found BDT 300 crore of that person 

where source of fund in deposit account was from selling fake certificates of different 

degrees. 

Source: Bangladesh Bank 

 

Mini Case-4.2: Dashboard Helped Regulators and Banks Detect Violation of 

Regulation by Traders 

From the reporting of FX Dashboard, it has been found that one importer was opening 

Letter of Credits (LCs) from four different banks though the importer had bills of entry 

overdue. As per GFET 2018 Vol-I, no LCs can be opened having overdue bill of entry. 

None of the four banks checked Dashboard intentionally while opening new LCs of 

the traders to facilitate the customer illegally as found in further investigation. 

Regulators detected the unlawful transactions while regular inspection in overdue bill 

of entry from Dashboard. 

Source: Bangladesh Bank 
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Mini Case-4.3: Cross Checking of ASYCUDA and Dashboard Helped Identify 

Fake Transactions 

Import payment was made a Middle Eastern country in the name of import for 

importing edible oil though the exporting 

country and the importer also submitted a fake bill of entry to the bank. As a part of 

cross checking with ASYCUDA and Dashboard, it was found that the data on bill of 

entry reported by banks in Dashboard had no existence in ASYCUDA. After detection, 

the money was then called back to Bangladesh. If there was no such system of 

 

Source: Bangladesh Bank 

 

Mini Case-4.4: BB Acted Based on the Review of Minutes of the Board Meeting 

During the review of a minutes of the meeting of board of directors it was revealed 

that in spite of having negative comments about the clients, the board sanctioned a loan 

as working capital in favor of the company. So, the supervisor immediately asked the 

company secretary and related department to send the detailed memo of the proposed 

loan. Going through the detailed memo, the observer found that the borrower has loan 

outstanding to other banks. Instantly the supervisor issued a letter to the bank with the 

approval of competent authority to stop disbursement of the loan. 

Source: Bangladesh Bank 

 

Mini Case-4.5: Lack of Internal Coordination and Manual Data Preparation 

Caused Error 

Each bank is to submit liquidity profile to BB on monthly basis for monitoring liquidity 

risks. A supervisor noticed that a bank submitted liquidity profile for the last 3 

consecutive months where it had shown that under 3 months bucket the Gap between 

Assets and Liabilities was 500, (350) and 450 crore respectively. But during the current 

reporting month the bank showed (5000 crore) negative gap under the same bucket 

which is almost half of its asset and it looks unusual for the bank. Immediately the 

concerned supervisor asked the bank to clarify the matter. The concerned official of 

the commercial bank informed the BB official that actually he received the report from 

MIS department. Then the bank official rushed to the MIS department and asked them 

to review the matter. Finally they discovered that the report was prepared manually 

and there was an error to put figure in the profile. After that the bank prepared the 

report correctly and resubmits the same. 

Source: Bangladesh Bank 
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Trained and well informed executives at both ends (Central Bank and commercial bank) 

are the key agents for effective regulatory reporting. The following cases (4.6 and 4.7) 

indicate inefficient handling of regulatory reports.  

 

Mini Case-4.6: Failure of Initial Detection of Irregularities 

A commercial bank transferred BDT 720 crore to income account from a reserve 

account in the balance sheet in a year. The bank gave misinterpretation about 

accounting standards and opined that the reserve fund could be transferred to income 

account. The main intention was to show impressive profit. The BB officials who 

examined the regular offsite statements and financial statements could not detect the 

irregularities initially. Later on, on-site inspection team of the BB detected the 

irregularities and discussed with the bank management and statutory auditors. The 

bank management agreed about the misinterpretation of accounting standard to show 

fictitious profit. Finally, the bank management reversed the artificial income which 

resulted in net loss of the bank. 

Source: Bangladesh Bank 

 

Mini Case-4.7: Lack of Understanding on Data Definitions 

BB requires the banks to submit a monthly statement on the transactions of Non-

the BB that a bank 

maintaining the NITA accounts of foreign investors disbursed fund from NITA for 

buying shares of non-listed company. This was a violation of BB rules for use of NITA 

fund resulting in two misleading information. First, since NITA fund was used for 

buying shares it meant that foreign investors went for more portfolio investment. 

Second, the non-listed companies which issued shares against the fund from NITA 

reported again to BB as Foreign Direct Investment (FDI). So, the same figure shows 

the increase in both for FPI and FDI.   Actually, it should have been only increase in 

FDI. So, the information about portfolio investment of foreign investors in a particular 

period was overstated. The reporting bank officials were called to explain the reasons 

Issues" means "share issues by a new company". So, they disbursed fund from NITA 

to purchase shares of new companies not listed with stock exchanges.  Actually, BB 

allows using fund of NITA to purchase shares of   a non-listed company which goes 

for new public issue i.e.  Generally known as Initial Public Offerings (IPO); no shares 

of a newly incorporated company. 

Source: Bangladesh Bank 
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5. Key Observations and Recommendations  

The review workshop paper summarizes key observations and put forward some 

recommendations as future course of actions:  

 

One, - the Central Bank of the country, has been engaged in enforcing 

compliance and reporting requirements for the banking industry of the country. As in 

other global economies, the purpose of the Central Bank may broadly be supervision, 

minimum regulatory requirements, market discipline, and financial reporting and 

disclosure requirement. Reports required by the BB and their compilations and 

publications are importance documents for the assessment of financial stability and 

strength by the stakeholders of home and abroad. It is very important that a Central Bank 

should install formal governance models by identifying and documenting policies, 

accountability structure, incentive framework, and performance measurement criteria for 

effective reporting requirements and compliances. In addition internal coordination and 

capacity development of the executives are crucial. Bangladesh Bank has scope to work 

on the issues for better regulatory reporting environment. 

 

Two, Notable transformation has taken place in recent years in terms of introducing new 

regulations and reporting requirements of the Bangladesh Bank. Most of these are 

prudential regulations and related reporting requirements to ensure more stringent rules 

to restrict banks against undertaking excessive credit related risks, ensuring transparency, 

and addressing financial crimes. These have visible implications in the volume of 

regulatory reporting, efforts and costs. These are burdensome but cannot be bypassed. 

Practically, in the current complex scenario, better banking business and better reporting 

& compliance go hand in hand.  In the present scenario, there is no scope to consider 

compliances and regulatory reporting requirements as operational hazard, rather these are 

risk management tools.  Banks must have right kind of positive approach and mindset to 

address the complexity. 

Three, To comply with the increased regulatory reporting requirement and demand, 

reporting banks are required to install a sound internal governance and control 

mechanism. There should be structured arrangement for data collection and screening, 

report preparation, review, and communication of regulatory reports. A few foreign and 

local banks have due arrangement to handle these. Probably it is time for all the reporting 

banks to install effective internal governance and control mechanism for better 

compliance & regulatory reporting ultimately for sustainable business. 

 

Four, Increased regulatory requirements have cost implications. There are evidences of 

some duplications of regulatory reporting to different departments of the Central Bank. 
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These have cost and business implications for the banking industry of Bangladesh. There 

are initiatives on the part of the Central Bank to address data duplication and redundancy 

issues.  Apparently, there are lots of scopes for improvement.  Cost burden might be too 

stressful for the small sized banks. As the future step, the regulatory reporting 

requirements may vary according to the size of the reporting banks and the use of 

products and the associated risks. 

 

Five, growing financial crimes is a cause of concern for the policy makers and the Central 

Bank of Bangladesh. Especially trade based money laundering became amongst the key 

 reporting requirements and perspective 

cannot be matched with major developed countries like USA, EU or Canada. In the 

context of Bangladesh, relying on formal payment arrangement and stringent reporting 

and monitoring framework are very relevant for restricting financial outflows through 

trade channels. Trade facilitating banks need more effort and investment in this 

connection. Board members of banks should be brought under awareness program for 

better compliance of regulatory reporting requirements.  

 

Six, Greater harmonization and standardization of data, and greater coordination amongst 

the key stakeholders are seen as the key elements for addressing systemic risks and for 

ensuring effective regulatory reporting & compliance requirements. Supervisors and 

industry must have formal platform for sharing thoughts on the necessity of regulatory 

reporting, necessary arrangements and demand for greater compliance. Regarding this, 

alongside bank management, Bangladesh Association of Banks (BAB) and Association 

of Bankers Bangladesh (ABB) may have roles to play.  

 

Quality and capable 

bank executives should be placed for pursuing such vital roles.  Thus, with the 

introduction of new set of compliance rules and new regulatory requirements, there must 

be arrangement for due capacity development of the bankers. Training and capacity 

development institutes especially Bangladesh Bank Training Academy (BBTA) and 

Bangladesh Institute of Bank Management (BIBM) may be engaged in the process to 

play roles. BBTA or BIBM may organize joint training program with the concerned 

department of Bangladesh Bank following the introduction of a new regulatory reporting 

and compliance requirement. Top management and board of banks should also be brought 

under capacity development programs for better enforcement. 

 

Eight, In essence, it would be very difficult to get away with regulatory compliance 

without installing an adequate level of automation. It is thus no surprise that emerging 
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technologies and business models are equipping banks with the strategies and capabilities 

needed to address these challenging new requirements. Banks have no option but to invest 

in RegTech. In particular, artificial intelligence, big data and distributed ledger 

technology have some promising applications which are currently being evaluated by the 

global banking and financing industry. The current template driven regulatory reporting 

model may be replaced by cube based arrangement.  In near future, regulators and 

banking industries must embrace updated technology to create an effective platform for 

automated regulatory reporting. 
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