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A lJS T R A C r

Aflcr Independence of Bangladesh, all the private owned eonimercial banks were nationaii/,ei.l. 

commonly known as Nationalised Commercial Banks (NCBs). Janata Bank one of the rare proll! 

making nationalized banks in Bangladesh. Better management of funds and expenses is a major 

reason for its success. A ll branches of Janata Bank are not profit earning branch. Some branches 

are incurring losses every year. This study Ibcuses on two of the losing branches of Janata bank 

to identily the causes of their I'ailure in making profits. This study focuses to find out basic 

causes of incurring loss by the branches.

Janata Bank is the second largest Commercial Bank in Bangladesh which has iS47 

branches including 4 overseas branches. Out of which 249 branches ( Urban 59 and 

Rural 190 ) are incurring los.ses for consecutive five years. But Janata Bank ha.s 

declared that there is only ' 1 76 losing branches and rest of the losing branches are being 

merged wiUi oilier profitable branches. At present, Janaia Bank has 671 profn branches. It is 

estimated that about eighty percent ( i?0%) of the total branches of Janata Bank arc 

profitable and rest twenty (20%) are losing branches. Near about twenty four percent 

(24%) urban branches and seventy six percent (76%) rural branches are loss incurring 

branches.

In the current study, tvvo losing branches of Janata Bank, namely Imamgong branch and 

Nawabpur branch have been studied. For this purpose, their profit and loss accounts ha\'c been 

analyzed to identity the reasons of their incurring losses. One of the prollt making branches of 

Janata bank has also been considered. Three years data (from 2003 to 2005) have been used for 

comparison between loss incurring and profit making branches. The bad loan and high operating 

expenses arc the dominating causes for the losing branches. The study results show ihai 

incrficiency on pan of the management o!' the losing branches in sanctioning loans and/or 

controlling expenses result in losses over the years.

.As the Janata Bank has the burden for provision of classified loan, the bank has to make greater 

dilTcrence between interest on deposit and interest on credit. The prescni scenario of Janata hank 

shows that the overall performance of the bank is satisfactory. So. i!' the top management 

becomes aware of the causes of the losing branches and takes remedial actions in the matter, the

XI I
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losing brancheii cun overcome the position of losses and make tiiemsolves as pi'Olli makine 

branches hke other branches of the bank.

I'rom (he discussion with the stakeholder like bankers, it is gathered (hat lack of necossar\ 

deposit, non-rccovery of stuck-up advances, unskilled man power, iion-availabilit\' of 

technology, bad communications etc. are main c’auscs for the loss in the rural branches. The 

urban branches have all the facilities and scope for sizeable business but they are also incurring 

loss. This study recommends that by adopting better management policy. .lanata iiank can 

recover losses. Therefore, the bank should adopt better management policy.

xm
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C H A P T E R - O N E

IN T R O D U C T IO N  

1.1 Context of the study: 

“ Money iind blinking is tlie centre, around 

wliiclt all economic science clusters” .
— P rof. M ars lin il.

Bank is being an institutions, Hrm, company or corporation, generally deals in the business 
oT money and credit. In our country , according to Bank Company Act, 1991, any institution 

which acccpts, for the purpose of lending or investment , deposits of money from the 

public, repayable on demand or otherwise and withdrawable by cheque .draft, or otherwise 

is called a bank (Bhuiya, 1996). Banks perform catalytic role in economic development in 
a country. They act as intermediaries between small savers and users of fund . They arc 
fiduciary institutions as they collect other peoples money and lend money to another 

group of people with the objective of earning interest and other charges from transacting 

fund transfers from one part and place to another. Banks are allowed to operate with much 

smaller capitals bases unlike other companies as they are more closely regulated by the 

central bank of a country . To protect interest of depositors 15-20% of deposits are placed 

with Bangladesh Bank as liquidity reserve. Banks create money supply by lending money to 

borrowers in a chain manner (Haqiie, 1999). In ancient days, keeping in custody other 

people's money and lending a part of it were the chief fimctions a bank. Gradually these 
functions we-re e.vtended, and others were added. Now-a-days, the dependence of comnicrcL* 
upon banking has become so great that in a modern money econoiny, the cessation, even 
for a day or two , of a bank’s activities would completely paralyze the economic life of a 

nation. (Bhuiya, 1996).

Though proUt earning is the motto of bank but a good number of branches of NCBs 
(Nationalized Commercial Bank) arc loss incurring for years together. Former Finance and 

Planning Minister Mr. Saifur Rahman intended to close down the loss incurring branches of 

NCBs and declared for merging of loss incurring branches which are incurring losses for last 

five consecutive year which are profitable. The number of loss incurring branches of NCBs 

which incur losses for last five consecutive years has been presented inTable-l
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Tablc-I

SI. No. Name of the Banks No. of losing Branches

1, Jniiata Bank 249
2. Sonali Bank 212
3. Agrani Bank 142
4. Rupati Bank 82

SoLircfl: The Daily Juganior, on 23 March, 2002.

'T

Janata Bank is tlic sccond largest Commercial Bank in Bangladesh having 847 brandies 

including 4 overseas branches. Out of whicli 249 branches ( Urban 59 and Rural 190 ) arc

incurriiiy, loss for consecutivc live years. However, Janata Bank has declared only 176

losing branches and rest of the losing branches are being merged with other proruable 
branches. At present, Janata Bank's profit earning branches is 671. It is estimated that about 
eighty percent ( 80%) of the total branches of Janata Bank are profitable and rest twenty 
(20%) are losing branches. Out of loss incurring branches, about twenty four percent (24%) 

urban branchesand seventy six percent (76%) rural branches are incurring losses.

For the matter of overall viability of a financia! institution, it is a common notion to close 

dow'n it’s loss incurring branch. It is estimated that around thirty eight (38 % )  percent of 

the urban branches of 'Naticnaiized Commercial Banks are currently loss incurring and 
therefore, it is argued that these should be closed. On the contrary, it is also argued that
before taking such a strategy of closing down urban loss incurring branches across the
board, it w'ould be wise to rethink whether loss incurring branches can be converted into 
profit earning branches, in this ease, not only overall amount of loss would be diminished 

but also augment the extent of overall viability of a financial institution, If it is not

possible on the part of loss incurring branches to overcome their loss related problem , in

that case, closing down those loss incurring branches would be a belter decision. But how

to determine the curability or non- curability of loss related problems of a loss incurring

branches so as the arrive at a correct decision regarding it’s closure is the concern of this 

study.
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1.2 Rationale of the study:

The introduction of new branches by Janata Bank in the urban areas was a common 

phenomena with an cxpcclation of making profit . But matter of great regret thai a 

remarkable number of branches in the urban areas are facing loss which was 

undesirable to the bank .In [act, there may have so many causes behind incurring loss. 

So it is necessary to llnd out the causes to take necessary measures to over come the 

problems . It is to be mentioned here that it is most rationale to study the topic like” 

An evaluation of losing branches of Nationalized Bank in the urban area with special 
reference to Janata Bank.” 'Because the findings and suggestions may help to over come 
ihc problems and to make the branches profitable which will bring the ultimate benefits 

to the nation. The researcher also assumes that the branches have got their licenses 

from Bangladesh Bank having no feasibility study for opening branch in the urban 

areas or may be overlapped by synonymous opening of branches by various banks. So, 

study of such burning problem is most rationale for the interest of the nation.

1.3 Objectives of the stiidv:

The main objectives of the Study are as follows:
1. To identify whether the loss incurring branches complied all the rules and

regulation while in performing the lending activities.

2. To find w'hether economic condition of branch area has changed after the operation 

started.

3. To compare advantages/disadvantages of merging of the loss incurring branches 
with the nearest other bank branches.
4. To make a comparative analysis between profit branches and losing branches.

5. To compare the loan supervision between loss incurring branch and profit making 

brandies of the bank.

6. To identify the recovery performance of the bank.

7. To make a comparison between the financial profit shown and the real there on.
K.To assess the credit structure of the banks understudy.

9. 'fo suggest the remedial and measures for preventing bank losses.

-3  -
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1.4 Mctliodoloiiv of the stiulv:
Tlic study report were used both Primary and Secondary sources of data. Primary sources of 

data collected were collection face to face conversation, supplemented by discussion, opinion of 

the respective oniccrs and concerned people of the bank. Data were also collccted from the 

sampled branches i.e Imamgonj branch, Nawabpur branch, Janata Bhaban Corporate branch 

through a structured queslionnaire, containing queries like age, manpower, competitors, 

location, average business transactions, details on deposits, advance, profit, performance of the 

branches and practical work exposures from different sections of the bank.

Secondary sources of data required for the study were also collected from annual reports ol 

the respective bank, Bangladesh Bank Report, Resume of the Activities of the Financial 

Institutions in Bangladesh, various local &  international Journals , News papers etc. Data 

required from published materials like budget, quarterly reviews, operational statistics, 

various statements were also collected.

1.5 Limitations of the Stiulv:
Janata Bank is one of the largest bank in the banking sector of Bangladesh. So it is difficult 

for the researcher to analyze the performance of losing branches of the bank for the following 

barriers:
It was difficult to get complete and up to date information because of secrccy of 

the bank
There is a lack of sufficient data records and publications.
Losing Concern is most confidential of any bank. It is needed to get co­

operation from banking officer to gather experience of losing activities But 
most of the banking officer do not talk about losing branch.

To make a meaningful and useful report, the first and the most important 
requirement is to collect rccent statistical banking data from any authorized 

research and /or bureau office but there is no available data,

*;• Now the world is a globally netw'orking world due to advancement of IT. But it 

a matter of regret that networking in our banking sector like other scctors has 

not yet been developed. So sometimes it is difficult to get information from 

internet.

-  4 -
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1.6 Torminologics used in the study:

B;ink: A bank performs an essentially distributive task, service or acts as an intcriiiediary 

between borrowers &  lenders. However, a bank may be considered as the heart of a compiex 
Unancial structure.

Bank Is tlic financial institution which earns profit through acceptance of deposit, extending 
credit, issuing notes &  cheque, receiving and paying interest.

IJaiiUcr: Any person carrying on the business ofbanking is banker.

Bankrupt: The situation in which a borrower is unable to pay obligated debts.

Losing Bninoli: Loss incurring branches have been delmed as branches incurring losses for 
,V- consecutive 5 (five) years.

Profil K:u-niiig lirancli: Profit earning branch have been del'ined as branches earning profit 

for last consecutive 5(t'ive) years.

Cliissifiod Loans: Any loan overdue for 3 months or more is to be subjects to adversely 
classified.

Bad / Loss: Any loan overdue for 12 months or more become subject to loss/ bad
classification, '

Interest: This is paid on the balances outstanding to the credit of a deposit account. Deposit 

rale generally follows the fiuctuations of base rate, being between 1.5 percent to 3 percent 

bellow it at any time.
Loan Accounts: This is the traditional method of lending and it differs quite significantly in 

operation from the overdraft. When a loan facility is granted a separated loan account is

Y  opened in the borrower’s name; the full amount of the loan is debited to the account after

disbursement and the funds credited to the current account for use.
• Monctaiy Policy: Monetary policy involves the direction of economic activity through control 

of the supply and price of money, Government can attempt to infiuence the economy by 
varying the quantity of money available to the country or by assumed that increasing the 

supply of money will stimulate the cconomy while restricting it will depress the economy. 

Inllation; Allow'ing uncontrolled expansion of the money supply.
Dcllation: Rapid contraction of the money supply.
Rcllatioii : .Allowing a mild form of inflation designed to gently stimulate the economy, 

Disinllation: A mild form of defiation designed to slow down economic activity without

causing a severe depression.

-5 -
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Volume of Business (V O B ): The business characlerislics of ihe branch (es) separately from ihc 

poim of view of deposits as well as Advancc. Here, VOB= Dcposit+Advance.

;v

- 6 -
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C H A P T E R - T W O  

Evolution and Functions of Ban k

2.1 History of evolution of b;inUing system: 

ii) British period:
Banking was known in India long ago, wiicn tine rest of tlic world was in darkness 

about it. Even in Manti Sanghita. we find that there was deposit banking in ancient India 

(Bhattacharjee, 1964) Banking in one form or another is as old as civilization itself. The 

earliest banks go back to biblical days, about 4000 years ago. We also know Ironi earl\' 

records that the ancient civilizations of Rome , Greece ,Babylon, china, and Egypt all made 
use of banks CKlein &  Lambert, 1987) Even now a days, grocers, jewelers etc. receive 
deposits IVom public. In the villages also, we tmd many money lenders even today's. But 

the importance of these indigenous bankers is fast dwindling as they are notable to adjust 

themselves to modern banking conditions. Banking in India is traceable in ancient Vedic ora. 

Ancient bankers performed the functions such as accepting deposits, granting loan against 

security, acting as bailey to customers, or as treasurers and bankers to the state, and 

managing the currency of the country Also they used loan deeds. During Buddhist Period , 

Brahmins and Kshatiyas entered banking business. The concept of hundis or indigenous bills 

of exchange come in use .(Ahmed 1992). During Mughal rule, indigenous banks granted 

loans ibr both domestic and foreign trade assisted the state issued metallic coin and acted 
as money changer, revenue collectors and bankers to the state . The banking house ot 

Jcagath Seth's had great inllucnce and power .They Imanced trade , perfonned treasury 

function and were trusted custodians of deposits (Ahmed 1992). How'cver ,the Jagath Seths 

did not provide banking services. With the disappearance of the Jews from England in 1290. 
the Lombard's and causines established themselves as bankers. So great was their inllucncc 
that a street in the centre of London -Lombard Street-was named after them. It was their 

customs to sit on a ‘banca’ or bench and transact their business. When the business failed, 

the bench was Smashed and from this the word 'bankrupt' is derived. The Lombard's 

carried out the business of money - changing and lending to merchants oi London und 
anybody else who needed Hnance. Furthermore . they bought with them their skills in 

international trade , extending the methods of settlement between this country and continent 

by the use of bills of exchange ( Klein &  Lambert, 1987). In 1690 Massachusetts

-7  -
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V

printed "bills of credit” to finance l̂ ing Williams War a practicc that was adopted by some

of the other countries. These bills of credit become the first paper money introduced in the

British Emprise. A few "land banks" which issued bank notes secured by real estate, were 

established. The certain of these banks as well as the issuance of bills of crcdit. raised the 
ire of the British Parliament, which insisted on “ sound” money throughout the empire (Reed 
&  Gill, 1989). There was a succcssion of Acts of Parliament that tried to restore contldcnce 

in the banking system. On the first .measures was to allow the Bank of England to 

established branches in various parts of the country. Another Act (1826) allowed joint slock 

banks to be established with note issuing powers-providing they did not operate within a 65 

miles radius of London. In 1833 another act did permit joinl-stock banks to operate within 

the restricted area, providing that they did not issue banknotes .Since 1844 Balance Sheet 

hiive .always been published. Commercial Banks in Bangladesh has been lUnctioning for the 

last ceruuries. The bank of Hindustan was the first modern bank formed in 1770 by an 
English Agency House in Calcutta but was wound up in 1832(Guru Datta, 1987) in Abrol 
(1987) &  Ahmed l992).The East India Company and European private share holders mostly 

owned these banks. The presidency banks had the monopoly of Government banking and the 

issue of notes. In 1876 the presidency banks act was passed and government had withdrawn 

its capitals. The governments balances were kept in three reserve treasuries. The policy of 

the Presidency Banks Act was to safeguard the interest of the government and also it 
imposed restriction on all three banks to carry out the . business of banking only 

(Ahmed 1992:30) In that period , the English agencies established mostly the joint stock 

banks. After ISI3,scvernl Joint Slock Banks were established by the British settlers in India 

.but most of them could not banking business only (Ahmed 1992), Between 1861 and 1865 
there was a mushroom growth of banking companies. Under the Indian management . the
Oudh Commercial Bank w'as first formed in 1880 followed by the Punjab National Bank and

the Alliance Bank of simla (Srinivasa-Raghavan,l955). The three presidency banks and 

Indian Joint Stock Banks were established by the acts of Indian legislature. In I860, the 

principal of limited liability was t'lrst applied to the banks(AhmedI 992) The three presidency 
banks viz. Bank of Bengal, Bank of Bombay and Bank of Madras were amalgamated into 

imperial bank of India on 27.1.21. by the Imperial Bank of India Act 1920 .After passing of 

State Bank of India Act 1955.no.23 of 1955. The understanding of Imperial Bank of India 

was taken over by the newly constituted State Bank of India. There was no separate 

provision regulating banking till 1936. The state regulatory of banking companies started by 

Indian Companies Ltd. 1936 which prohibited banking companies from

Dhaka University Institutional Repository



carrying on business other than banking. Several events were rcniarlcable in the historical 
dcvelopincnt of banking in India diiring the British rule e.g. the a) the imperial Bank of 

India Act 1920 b)the Imperial Bank of India {amendmem)Aci 1934 c)the Reserve Bank ol‘ 

India Act 1934 d)the establishment of the Reserve Bank of India in 1935 (Ahmed .1992) 

Sincc 1946, when the bank of England Nationaliization Act was passed , the bank lias been 

totally owned by the government . its present day functions are l)Bankers to the government 

2)Managers the Equalization Account 3)Note issuing authority 4)Managcs the issue of 

Treasury bills 5)Bankers to other banks and financial institution 6)Sterling banker to other 

central banks and international organizations 7) Lender of last resort to the discount houses 
8)Commercial Banking 9)Supervision of the banking of government policy. (Bharitacharjce. 

1964).

b) I^ ikistan Period:

In undivided India, the areas that were covered by Pakistan had been fairly w'ell provided 
with commercial banking facilities. In 1947, there were 46 scheduled banks in the Pakistan 

territory. Prior to independence in 1947, there w'cre about an equal number of scheduled and 

non- scheduled bank branches in the subcontinent. In March 1947, number oi Indian 

scheduled bank offices in undivided India were 3,496 of which 631 were in Pakistan . O f the 

total number of bank offices (631) , 487 were in the West Pakistan (77%) and 144 were in 

the East Pakistan (33%) , Banking facilities in East Pakistan were mainly provided by small 

and mostly non-scheduled banks. The importance of non-scheduled banks in Pakistan declined 

steadily over the years ( Mcenai, 1966)
The bank offices which belonged to India almost closed their business. Only a few 

remained in name but withoLit business. This resulted in a sharp curtailment of banking 
business in Pakistan. The country has two banks owned by Pakistani national. In hast f âkistan. 

number of bank offices remained unchanged but banking functions reduced sharply due to tlie 

fact that non-Muslims had withdraw all their deposits and went to India. In June 1948. ol 
the total bank offices (195) that remained in Pakistan, 81 were in the west Pakistan and 114 

were in East Pakistan (Srinivasaraghavan, p.569 in Islam p.26)At that time. Pakistan banking 

system consisted primarily of non-Indian foreign banks. June, 1947, Nineteen non- Indian 

Ibreign bank offices and a number of Indian banks were in limited operation. Prior to 
June, 1947, only one muslim managed scheduled bank. Bank of Bahawalpur limited, was 
functioning in the Pakistan territory. The Habib Bank Limited which was established in 1941 

transferred its head office to Karachi after partition (Andrus &  Mohammed, 1966). Due to
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management inefficicncy and unwise policies , tiie non-sehedulcd banks had been gradually 

weeded out over the years. In 1949, the number of non-scheduled bank offices were 704 

in Pakistan. The number declined to tliirty as on June 1966. of which ihirteen were in 

West Pakistan and seventeen were in East Pakistan (Meenai, p. 16). A negotiation agreemeni 
between the Government of India and Government of Pakistan was passed to serve the 
Reserve Bank of India as monetary authority in Pakistan from 30'“’ September. 1947 to June, 

1948 (Ibid, p.16). The reserve Bank of India discharged all central banking (unctions and 

operated in Pakistan.

To recovery from the disrupted situation in banking system, the State Bank of Pakistan (SOP) 

order was promitlgated on 12'̂ ' May, 1948 by the Government General of Pakistan .The SBP 

order has been amended from time to time and embodied in the Slate Bank of Pakistan Act 

1956. The State Bank of Pakistan (Central Bank) was opened on Î ' July, 1948. The State 

Bank of Pakistan and Government encouraged Pakistani banks to open new branches. The 
State Bank of Pakistan took many initiative to foster the banking system. The state Bank of 
Pakistan held powers issues notes, had influence on availability, cost and use of credit. 
Scheduled banks had to maintain 5% of their demand and 2% of their time liabilities lo the 

Slate bank of Pakistan as reserve. The State bank could change bank rate, cost of credit and 

amount of credit supply. The banking companies ordinance, 1962 w'as passed by replacing 

several related acts, empowering State Bank Pakistan to control credit, to give direction lo 
the scheduled banks regarding advances, margin and interest rate. It could inspect a bank, 

e.xamine affairs, order to change bank management etc. The State Bank might also prescribe 

the bank to maintain within Pakistan a certain percentage of assets their against their deposit 

to ensure that funds were not substantially used outside the country. The scheduled banks 
had lo maintain 20% of their deposit in the form of liquid assets such as cash, gold and 

unencumbered approved securities lo ensure a reasonable degree of liquidity.

Under the guidance of State Bank of Pakistan, the Institute of Bankers was established in 

September, 1951 lo facilitate studies in banking and lo develop the profession. Under the 

guidance of State Bank of Pakistan, the National Bank of Pakistan was established (1949) as 
a quasi- public commercial bank to take over agcncy functions of the SBR (1952) for 
tran.sacling governm en t business and managing currency chests at places where he SBP did not 

have a office of its ow'n which were previously performed by the Imperial bank oMndia ( 

Andrus &  Mohammed. 1966), The State Bank of Pakistan had undertaken promotional 

activities in establishing new institutions such as the Pakistan Industrial Credit Investment 
Corporation (P IC IC ) , the Pakistan Industrial Finance Corporation (1949, PIFCO) . ihe
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Agriculture Bank o f Pakistan (1958-59, Successor of A D B P ) , the Eastern Mcrcantilc Bank 

etc.

The National bank o f Pakistan was established in 1949 with six offices in casi Pakistan, 

located at Narayangonj, Mymensingh, Chandpur, Raagpur, Khulna, and head office being at 

Karachi. In march 1950, it started commercial banking functions . the National Bank of 

Pakistan primarily continued financing in the trade in jute, cotton and other agricultural 

commodilies. On 31̂ ‘ December, 1964 it had 443 branches in Pakistan and 7 abroad. The 

Habib bank Limited was established in 1941. It was the only scheduled bank which had 

transferred its head office from India to Pakistan during partition. It started its function with 

two offices in Pakistan. By  the end of 1964 it had 325 branches in Pakistan and 6 

branches overseas. The National Bank of Pakistan (1949) and the Mabib Bank Limited 

(1941) greatly contributed to the development of commercial banking system in Pakistan . 

Another contributing event in the development of banking system of Pakistan could he 

observed in 1959 when the appointment of Credit Inquiry Commission was made to e,\aniine 

tlic credit facilities to agriculture, business and industry. The commission identified problems 

and made recommendations for the development of credit activities in the country.

Pakistan Industrial Finance Corporation (P IFC O ) was established in June, 1949 to finance 

exclusively the industrial concerns through grant of loans ; underwriting stocks , bonds and 

debentures; and by raising loans inside and outside Pakistan. Between 1948 and ! 965 . about 

27 banks were incorporated as scheduled banks of which the following were remarkable : 

Muslim Commercial Bank Limited (1948) , Bank of Bahawalpur Limited (1947), National 

Bank of Pakistan (1949) , United Bank of India, State Bank of India, Punjab Provincial Co­

Operative Bank Ltd., National Commercial Bank Limited (1958) Agricultural Development 

Bank ofPaki.stan (1961) Standard Co-Operative Bank Limited , Eastern Banking CO-Operation. 

United Bank Limited (1959) Eastern Mercantile Bank Lirnited (1959), Union Bank Limited 

(1959), Standard Bank Limited (1963), Premier Bank Limited (1963), Mabib Bank 

(Overseas) Limited (1952) (Banking Statistics of Pakistan, 1960-61, Department of Statistics . 

State Bank of Pakistan ).

Scheduled banks incorporated in Pakistan which had offices in East Pakistan with their 

number of branches (in bracket) as on 30*''June, 1965 were : Australasia bank Limited (7). 

Bank of Bahawalpur Liniited (2), Habib Bank Limited (103), Muslim Commercial Bank 

Limited (50), National Bank of Pakistan Limited (152), Agricultural Development bank of 

Pakistan (49), Eastern Mercantile Bank Limited (33), United Bank Limited (111), Union 

Bank Limited (3), Industrial Development Bank of Pakistan (3), Standard Bank Limited (7).
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Commerce Bank Limited (13), and Eastern Banking Corporation Limited (2) [Banking 

Statistics of Pakistan, 1964-65, Department of Statistics, State Bank of Pakistan ]. Among the 

banks , Eastern Mercantile Bank Limited and Union Bank Limited had head offices in the 

East Pakistan and both were located at Chittagonj. The head offices of other banks were in 

West Pakistan and mainly at Karachi and Lahore.

A  brief review of Schedule banks offices by nationality since 1948 show a gradual increase 

in the number of Pakistani banks and their branches whereas a gradual decrease in the number 

of foreign banks and their branches presented in Table-2.

Tablc-2: Trend of Banks and Branches in Pakistan by Nationality:

June cach 

Ycar

1948

1950

1955

Pakistani Banks

Banks

1960

1965

1970

10

Brandies

23

163

16

18

358

Foreign banks

Banks

34

31

27

1521

3247

19

Branches

172

121

72

20

18

70

65

Total

Banks

38
36

32

29

Branches

195

202

251

430

36

36

1591

3312

Source; : Blinking .SlaliMics o fP .U is ia ii, l ‘W - 6 .‘i, Deparlrncm o f  Sialistics, S la ic IJonk o f Pakistan; and Pakisian liam om ic Survcv.

1970-71, MOF. GOP, Islamabacl, P-60

In Bengal , the rural informal credit was part of the social economic and trade cuKure . 

1'raditional Mahajans were goldsmith and Hindu businessman ,especially 'baniyas' who 

acted as money lender since long. But many have left for other areas of India and theii

place in money lending was taken by the Muslim landowners (Maloney and Ahmed.

l988;49),After the Pakistan of British India into Pakistan and India , the territories now 

from Bangladesh bccome integral part of Pakistan and was called East Pakistan 

immediately after independence as aforesaid in e in 1971, the new government had to take 

over management and ownership of all such institutions. The Banks Nationalization Oidor

1972 was issued to nationalize banks and financial institutions (except those incorporated

abroad) in order to control chaos in field of ownership, party, bureaucracy, the intelligentsia, 

and prl947 an expert committee was appointed to study the issue of banking in the then 

Pakistan. On the recommendation of the Expert Committee, the Reserve Bank ol India 

continued its function of Pakistan up to 3O"’ September, 1948 and thereafter the State Bank 

of Pakistan . having been establishment on July, 1948. Started functioning and assumed
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full control of banking and currency . By the date Bangladesh proclaimed independence .there 

were about 14 scheduled banks with about 3042 branches all over the country. Some foreign 

hanks were also functioning in Pakistan on that date ( Bhuiya, 1996) .

The State Bank of Pakistan mainly initiated the branch expansion program. During the 

Pakistan period .the banking vocabulary was enriched by increased use of several concepts 

such as economic knowledge of banking , bankers, approach to national objectives, socio- 

cconomic regeneration, public interest, profitability liquidity, welfare, community enicrprise. 

credit policies, interest of deposits & sharehoiders etc.(Ismail &  Uzair,1967) . Pakistan 

government policies and arrangement allowed a group of Bengali entrepreneurs to establish 
industrial units with a minimal investment. This was however a political process initialed by 

the West Pakistani ruler with an attempt to create a loyal Bengali Capitalist class. The role 

of promoling Bengali Industrial entrepreneurs w-as ably supplemented by the policy owned 

orcontrolled Hnaneial institutions (Ahmed 1987). '

c) Biinking in Bangladesh:
Banking system, after independence of Bangladesh in 1971, have been more dynamic. 

Attempts have been made towards attaining economic growth. The scheduled banks have 

been striving to allocate mopped up resources among different sectors. They have been 
following a policy giving preferential treatment to sectors like industry, agriculture, e.\port. 

self employment etc. After independence of Bangladesh, banks and financial institution.s 

operating here (e.xcept those incorporated abroad) were nationalized by the Banks 

Nationalization Order 1972 (also by a separate order for financial institutions) By these 

orders six nationalized commercial Banks (NCBs),one Industrial bank (BSB ). one agriculture 
bank (BKB)., and one industrial development financial institution (BSR S) were ereatcd.
After independence in 197), the nationalized banks and foreign banks constituted the total
banking system of Bangladesh. The State Bank of India opened one branch during July-

September, 1975. In 1975, he four foreign banks operating in Bangladesh Were; (a) American 

Express International Banking Corporation, (b) Grind lays Bank Ltd , (e) The Chartered bank 

Ltd . and (d) State bonk of India. Now, there are twelve foreign banks i.e. American 
Express bank Ltd.. ANZ Grind lays Bank Ltd., Standard Chartered Bank, State Bank of

India. Ilabib Bank Ltd., Citibank N.A., Banque Indosucz. National bank of Pakistan. 

Muslim Commercial bank Ltd.. Society General bank, Hanil Bank, and Hong Kong Bank | 
Scheduled Banks Statistics, September-December, 1997]. Investment Corporation ot 

Bangladesh was established in 1976 and Grameen Bank in 1983. in the years 1983 the
r

'T
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V
Government allowed private sector to participate in ihc banking business. The Pubali Bank 

and tiie Uttara Bank have been Iransferrcd to private sector with effect from January 1985. 

This action reduced the number of NCBs to four. Rupali Bank has been reorganized as a 
public limited company from 14''' December, 1986. Rajshahi Krishi Unnayan Bank was 
established in 1987 through a bifurcation of the offices of Bangladesh Krishi Bank of 

Rajshahi division. Bank of small Industries and Commerce Bangladesh Ltd. was established 

in 1993 ( Islam, 1998).

2.2 Functions of the Bank:-
On being asked the rote of their ovvn banks in the banking system, ail respondents see the 

role of iheir bank as the provider of both short and long-term finance toindustrs.lt 

appears that the N C B ’s were forced into long term borrowing by the Government of loilowing 
the failure in the 1980$ of the two DFls in promoting the industrial sector’. About the 
desirability or necessity of a specialized Industrialized bank in Bangladesh, there was 

unanimous agreement as to the need specialized industrial bank in Bangladesh. According to 

the opinions of bankers working in private banks in Bangladesh, an efficient and well- 

managed industrial bank in necessary in Bangladesh.Commercial banks should provide siiori- 

term working capital loans. Long- term finance should be the province of an industrial bank 
becaLise long-term finance is different from short- term finance. Industrial Banks should also 

provide ventLire capital. One banker stated: ‘a specialized bank is a must for expediting the 

growth and development of industries in Bangladesh. In Long term run, commercial banks will 
not be able to supervise and monitor industrial credit effectively. Only one industrial bank can 
meaningfully provide logistical support and infrastructure for industrial development. One of 

the DPI bankers made the point tliat an entrepreneurs development institute should be created 

as a precondition for the establishment of a specialized of a Industrial bank. This caveat 

rellects doubts about the capacity and intentions of entrepreneurs ( Jahan &  Neill, 2003).
Bank is being an individual,^finn, Company or corporation, generally deals in the business 
of money and credit is called a bank. In our country, any institute which accepts, for the 

purpose of lending or investment, deposits of money from the public, repayable on demand 

or otherwise and withdraw able by cheque .draft, order or otherwise is called a bank. Bank 

and Banking are classified into different types according to their structure and functions. 

Depending upon the fLinctions, we have three styles of banking : deposit banking, investment 

banking , and mixed banking. We can easily understand group banking, chain banking , and
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correspondent banking. In the first type group banking arc two or more banks which arc 

separately incorporated are brought under the control of a holding company ( which may or 

may not be a banking company itself). Chain banks separately incorporated banks which 

are brought under a common control. This process of integration is achieved by a dcvice 

other than a holding company. In the category of Correspondent system, banks are linked 

together through deposits by smaller banks of some of ihcir cash reserve with bigger banks. 

The bigger banks are usually called correspondent banks.
Deposits banking is based on the belief that banks are custodians and trustees for the 

majority of depositors; a large proportion of this money is payable on demand. Bankers keep 

large part of their assets in the form of cash or highly liquid assets ; commercial banks are

V  bound to concentralc on short- term loans. This type of banking is good for the protection

of depositors as well as for the safety of the banking system. England is most inclined to 
promote deposit banking.
industrial banking or investment banking was popular in Germany, where a number of such 

banks were formed after 1853. These banks helped float new concerns and funds in 

purchasing share and debentures of industrial concerns. A system of industrial credit account 

was formed in Germany ; industrial units were given loans to met their working capital 

needs. (Kutty, 1979) . “ Investment banks are organizations which assist business corporations 

and government bodies to raise funds for long term capital requirements through the sale ol 

shares, stocks and bonds, Generally . they purchase entire issue of new securities of the 

business corporations or of governmental bodies and reissue them for public subscription at 
a higher price,(Shekhar, 1977).
Mixed hanking is typically Indian. Indian banks largely follow the British pattern. Only 

short term loans are given to industrial undertakings. How-ever, banks participate in long­

term fmancing in n indirect manner ; they purchase shares and debentures of industrial 

ventures and also make advances against shares of the Industrial Finance Corporation and 
State Financial business ( Kutty. 1979), Ordinarily, all functions of a bank in the course of 

its business Companies Act 1991 (Act 14 of the word ‘‘banking” has been defmcd to mean 

the accepting for the purpose of lending or Investment of deposits of money from the 

public, repayable on demand or otherwise and withdraw able by cheque .draft, order or 

otherwise, I3ut any company which is engaged in the manufacture of goods or carries on 
any trade and which accept deposits of money from the public merely for the purpose of 
Unancing its business is excluded from being deemed to transact the business of banking.
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“ banking as the business of dealing in credit” (U SA  Act of congress) Defines Bank ns 

"Institution which appeals to the public for deposit”  (Swiss Law),

Bankers have now a days deal with a large number of matters. They serve as custodian 

medium of exchange, they help economic activities of a country. There is no denying in il 

that capita! formation is the key of development of modern nations. Bankers collcct small 

amount of money from the people and help in the formation of capital and simultaneously 

lielp in the development of industry ,commerce, trade, agriculture etc. by providing loans and 

advances to entrepreneurs imports into and exports out of a country are fmanced by banks. 

'They advance money on securities and issue letters of credit, travelers cheque, credit notes, 

circular notes etc. To customers wishing to travel abroad. The ever expanding sphere of

bank activities may be presumed from following list of forms of business, other than

busijiess of banking as defined above. Which a banking company or bank may engage itself, 

iiamely:-
(i) ihe borrowing , raising or taking up of money; the lending or advancing of money eitlier 

upon or without securities ; the drawing making ,acccpting, discounting, buying, selling, 

collecting, and dealing in bills of exchange, hundis, promissory notes, coupons, drafts, bills 

of landing, railway receipts, warrants, debentures certificates , scripts, participation term 

certificates, term finance certificates, musharika certificates , mudaraba certificales and such

other investment as may be approved by the Bangladesh Bank and other instruments and 

securities , whether transferable or negotiable or not ; the granting and issuing of letters ol' 

credit, the exchange buying, selling and dealing in bullion and species, the buying and 

't' selling of foreign including foreign banknotes; the acquiring holding, i.ssuing on

commission, under writing and dealing in stock , funds, shares , debentures stock, bonds, 

obligations, securities, participation term certificates, term finance, certificates, musharika

certificates, mudaraba certificates and such other investments as may be approved by t!ie 

Central Bank and investments of all kinds; the purchasing and selling of bonds . .scripts 

or other form of securities, participation terms certificates, term finance certilicates. 

moderaba certificates, musharika certificates and such other investments as may be approved 

by the competent authority of a country , negotiating of loans and advances; the receiving of 

all kinds of bonds, scrip’s or valuable on deposits or for safe custody or otherwise; the 

providing of safe deposit vaults; the collecting end transmitting of money and securities.

(ii) acting as agents for .the Government or local authority or any other person or 

^  persons the carrying on of agency business of any description including the clearing and

forwarding of goods, giving of receipts and discharges and otherwise acting as an attorney
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on bt-hair of customers, bui. excluding the business of a managing agent or treasurer of a 

company;
(iii) Contiacling for public and private loans and negotiating and issuing the same;

(iv) (he an'ecting. insuring, guaranteeing, underwriting, participating in managing and

carrying out of any issue , public or private, government ,municipal or other loans or o!‘ 

share stock, debentures or debenture stock of any company, corporation or association and 

the lending of money for tire purpose of any such issue;

(v) carrying on and transacting every kind of guarantee and indemnity business;
(vi) purchases or acquit ion in the normal course of its banking business of any property, 
including commodities, patents, designs, trade marks, and copy rights with or without buy­

back arrangements by the seller or for sale in the from of hire purchase or on deferred 

payment basis with making or for any other mode of financing

(vii) managing selling and realizing any property which may come into the possession of 

the
company in satisfaction or part satisfiiction of any of its claims ;

(viii) acquiring and holding and generally dealing with any property or any right . title or

interest in any such property which may from the security or part of the security for any

loans or advances or which may be connected with any such security;

(ix) undertaking and executing trusts
(x) undertaking the administration of estates as cxecutor ; trustee or otherwise (Bhui\a.

19%).

2.3 Fiiiictions of Commercial BnnU:
Modern Banking is a fairly complicated business. The modern banker has three ancestors : 
the merchant, the money lender, and the goldsmith. The old institution of the money-lender 

was something similar to the modern bank. But the primitive methods of usury are wholly 

different from modern banking. According lo the R.S. Sayers, a bank is an institution whose 

debts ( usually referred to as bank deposits) are commonly accepted in final seltlcmenl ol 

other people's debts. The most important kind of banking institutions is commercial banks. In 

fact when the word 'bank’ is used w'ithout any prefix, it generally refers to a particular types 
of institutions- the commercial bank. To define commercial bank as which is concerned with 

accepting deposits or otherwise and withdraw able, by cheque, draft, order or otherwise and
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employing ihc deposits so pooled in i Ik* form of loans and invcslnient to meet financial 
needs ol'bLisiness and other classes of the socicty {Shrivastavan, 1955).

A commcrcial bank is a banlc whose primary business is to hoid deposits and make loans 

and investments with the objcct of scciiritig proHts for its shareholders. The foilowlng arc 

the main functions of commcrcial banks:

ii) receiving deposits from the public ; b) giving loans and advances ; c) using the clieiiue 
system ; d) transferring of funds and e) miscellaneous functions. Commcrcial banks have 

come to occupy a very important place in the economic life of countries all over the world, 

Banks promote the economic development of countries. They promote industrialization and 

trade and conimcrce. They mobilize savings and help capital formation, banking is playing an 
increasing important role all over the world, As repositories of saving commercial banks 
provide to their customers with a range of instruments to choose from current deposits 

repayable on demand and savings deposits for individuals to fixed deposits for various 

terms apart from variety of deposits tailored to the individual depositors needs. Thus . 

deposits which are generally accepted by the bank arc of different types, important being- 
current, saving, and fixed deposits. Deposits accepted under currcnt account are witlidraw

able on demand by drawing chcques. The depositor can run dow'n money from this account 

any times he likes. But he will not be permitted to withdraw more than his deposit in the 

account unless there is an arrangement to overdraw the account. The bank does not pay any 

interest on current account , Current account holders mostly come from business community. 

Commercial banks also accept deposits from people through savings account. Saving deposit 

scheme is intended to promote thriftiness among the lower incosne groups of persons, i-'ixed 

deposits are accepted by commercial banks for fixed period of time. Fisied deposit holder 

can w'ithdraw the money only after the expiry of specific period. Such deposits are also 
know as ■"Time deposits” . Banks allows interest on the deposit for the period which is
usually higher for longer periods.

The second major function of commercial banks is that of employment of funds in different 

sectors of the economy. Commercial banks utilize their funds by way of granting loans and 

advances investing in industrial securities and by underwriting industrial issue. Major portion 

of fluids is employment by commercial banks in loans. A commercial bank provides varied 
types of loans to wide variety of sectors of the economy. Banks loans can be classified in 
a variety of ways, according to form security, maturity method of repayment, origin and

purpose. By form, bank loans can be categorized in four groups: loans and advances,

overdraft, cash credits and bill discounting. In loans banks makes an advances in a lump sum
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which is repaid in one single installment. Once the loan is sanctioned the boirower is 

required to draw out the amount and pay interest on the whole amount sanctioned as if it 

has been sanctioned. An overdraft is an arrangement whereby the customer is allowed to 

overdraw his account. It is usually granted against some collateral securities, In cash credit 

arrangement the customer is allowed to borrow up to a certain limit against either a bond 

of credit by one or more sureties or certain other securities. It may be secured or 

unsecured depending up to credit standuig of the party and relationship between the bank 

and the borrower. B y  securities, bank loans may be secured or unsecured. Secured loan is 

made on the security of spccitk collateral, viz., stock in trade, account receivables, plant, 

equipments, and premises, corporate stocks and bonds, gold silver, era. The basic requircmeni 

of such assets is marketability. Banks generally prefer to provide secured loans because 

security provides additional protection against risk of non-payment of loans. Unsecured loan 

, also dean loan, is granted against the promissory note of the borrower. Unsccurcd loan 

are highly risky. Such loan are generally provided to industrialists. B y  maturity bank loans 

may be classified into short, intermediate and long- term loans. Short-term loans are provided 

fora period of less than one year, intermediate loans carry maturity period trom one to li\'c 

years and long-term loans are in excess of five years.

Commercial banks in India following British banking practice have confined their operations 

to short-terms lending and have until recently abstained from term-lending busine.ss. In rcccni 

years the banking system in our country has shown remarkable resilience and vitality, li has 

tended to adapt itself to the sweeping changes in the economy with the consequence that 

there has been an interesting diversification of banking hinctions. Commercial bank loan can 

also be classified according to method of repayment as lump sum loans installment loans. In 

lump- sum loan usually reterred to as ‘straight’ loans the borrower is required to repay ihe 

entire principal amount at one fnial maturity date. Bank loans can classified according to 

the purpose for which loans were sought by the borrowers. Thus, bank loans may take the 

form of commercial and industrial loans, real estate loan, loans to other banks, loans to 

other fmancial institutions, loans to brokers and dealers in securities, loans to farmers and 

loans to individuals. The classified is made on the basis of information w'hich the bank 

collects regarding uses of the funds requested.

Besides functioning as repositories of deposits and employer of funds, commercial bank 

perform a number of functions to render variety of services to their customers. I hese can 

be categories in two broad group : the agcncy functions and general utility Uinctions. A bank 

acts as auent of its customers in various ways. It undertake on behali ol its customcis
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paymL'iil of' subscripiion insumnco premium, n;nts, income tax, ctc. and collection of chcquc, 
bills, snlarics, pensions, dividends, interests, etc. It purchase and sells on behalf of its 

customers share, stocks, debenture and bonds, on the stock exchanges. Banks also arrange to 

iransfer money I'rom one place to another by means of cheque or bank draft by mail 

transfers. They also act as a representative or correspondent for their customers. They act as 

trustee, executor, administrator and attorney. Commercial banks perform a nuniher of 

functions which are of general utility nature. These include the arc keeping of valuables and 

documents, issue of credit instruments to enables easy transfer of funds from one part of the 

country to ihe other as referee for their customer.
In England commercial banks used to be referred to as joint stock banks. Commercial 

banks are also called clearing banks ; this again is fashionable in England. In the United 
States, the commercial banks is commonly used ; they are also referred to as the member 

banks. In Western Europe, commercial banks arc called credit banks ; they are distinguished 

from investment banks. But in al pars of the world, atypical branches scattered all over the 

country (Kutty, 1979). The basic objective of commercial bank management is the same as 
lhai ibund in other proUt seeking organization. Decision making in commcrcial banks must 
be done quickly and decisively. Customers deserve and in fact demand eftlcieni. expeditions 

fuiancial services and prompt decisions on many fmancial requests. The management cycle 

in every business consists of several steps or procedures such as planning . organizing and 

controlling designed to accomplish a desirable end. Although there is no established point at 

which to start. Wc begin with planning, probably the most impotlant procedure in the 

management process. Planning is the activity through which a business lirm charts its 

future course of action. The end result of planning is to develop a strategies for utilizing 

the resoLirces of a business within its projected environment so as attain its overall 

objectives. Planning important bccause of the competitive environment within which banks 
operate and their desire to improve efficiency that will, it is hoped . result is increased 
growth, which in turn w'ill result increase in the return or equity . Planning is an excise ; 

Infect, the process may be as useful as the plan itself in that it requires management to 

look ahead, recognize problems and search for solutions to them. A schcmatic diagram of 

commercial bank pkinning is shown in Figure-1.
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Figure I: Planiting Arraiigeincrit in ;i Commercial Bank

2.4 Coiitrollinu Orunns of R;inkin» Svstcni:-
I'o imp lenient siratcgics and attain objectives, work must be performed ; consequcnliy. someone 

must lead and direct. There arc many types of organizational structures. Tlicy arc cllicient it 
they facilities tlie accomplishment of objccts by people. Although all banks do not have 

the same organizational slructure , there are great similarities. Part of this is due lo bank 

regulations and part to tradition .By law . a bonk must have a board of directors and certain 

committees and officers. Banks in general are highly departmentalized. Departmentalization 
in banking, as in other business organization, results from the inability of one person lo
perform all the tasks connected with one group of activities. It is an outgrowth of a need

to assemble the specialized knowledge that develops from an increasing volume and from 

the complexities of bank operations and the varied services rendered to customers. 

Departmentalization enables improved and expended services to customers, develops move 

efncienl ofdcers and employees and reduces the cost of operation.
1'hc organization of banks for management purpose also varies because of differences in size, 

personalities and capabilities of officers and employees; the importance of the dillcrent 

function performed and services offered; and the work load of the bank. The number of 

employees also varies from on to another {Reed &  Gill, 1989).
iVlanagcrs must make decisions regarding a broad range of new issue that formerly did not

affect the industry and the decisions are increasingly complex because of changc in the 

economic environment competitive pressures and regulation. The main focus on commercial 

bank risk management. Because regulatory differences are rapidly disappearing between 
commercial banks, saving and loans, credit unions, and investment banks, the conccpt and
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decisions models apply generally to any of these firms and others that make loans or
acccpt deposits. Thus, while the term‘bank’ serves as an abbreviation for commercial bank, 
the analysis encompasses the behavior of other financial Institutions. The purpose is to 
introduce and apply financial concepts to the fundamental decisions that bank managers 

make ( Koch &  Donald. 2000).

Three Forms of Bank Organizatioii:-
The different legal forms of bank organizational in the banking industry are three type: (i) 

the unit bank, which limits its business to a single bank location, (ii) the branch bank 

which has a number of branches for its banking operations as well as the main office, and

(iii) the holding company, which holds controlling stock interests in a group of banks. Holding 
company banking is also sometimes called group banking, because a number of banks are 
associated togelher in a network of banks.

(I) Unit IJanldiig / Organization of small Banks:-
Some unit banks have grown to kirge size, even through they may be operating under
stascs restrictions severely limiting or completely prohibiting the establishment of branches. 

Through correspondent relations with other banks they have been able to provide their 

customers with service that would be unavailable if they had to rely entirely on their own 

resources, 'iiut the inability to establish branches restricts the ability of a unit bank to 

provide al least some of the services which its customers might desire. The following are the 
merits of unit banking. First, local resources can be well utilized for developmental purposes. 

Sccond, the unit banker knows the locality well; he knows the customs and prejudices

prevailing there. This can be beneficial to serve the small community in an effective

manner. Third, the management will be easy and there will not be much chances of fraud 
and irregularities (Kutty, 1979). A hypothetical organization chart for a relatively small unit 
bank is presented in ngure-2.
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Figure 2: I lypotlieticnl Or<;!;iiiization of a Unit B:uik.
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(ii) B ra iic li B iiiiU iiig /O i ganiziition ill large B ank:-

Wlieti branch banking is permitted, large city banks have branches not only within the legal 

limits of the city, but in the greater metropolitan areas as well and perhaps lhrou” h ihc 

entire state. With the increasing in banking functions, it is impossible from the stand point of 

the span of control principle, for the chief executive to administrator all of them. 

ConscqLiently, different functions that are similar in nature arc grouped together. For many

years the loan and investment functions were separate and to a ccrtain degree, completed for 

funds. Obviously, these two functions should complement one another since the size of the 

hivestment and loan portfolios varies, depending on the stage of the business cycle. It is
logical that one person could more effectively manage the overall function, keeping in
harmony with the banks objectives. The asset management group shown in a hypothetical 
organization of a Branch Banking System ( Reed &. Gill, 1989). The following are the 

advantage of branch banking. First, there is the advantage arising from large fmancial

resources. Loans and advantage can be had on a large scale ; and more particularly, it can 

meet any financial crisis because of its financial strength. Second, branch banking can 
command greater efficiency in management. Third, in view of the vastness of the area 

which branch banking can command , there are greater possibilities of diversification 

relating to both deposits and assets. Fourth, there is proper distribution of capital. It is easy to 

transfer capital from surplus areas to areas which are in need .of capital, arising from large 

financial resources (Kutty, l ‘J79). A hypothetical organization of a Branch Banking System 

structure presented in Figure-3.

X
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Independent Banks:-

The term Independent Bank normally refers to a bank that is not controlled by a multi 

bank holding company or any other outside interest. Consider an independent bank that is 

not part of a holding company. Organization Structure of an Independent Bank presented in 

Figure-4,

Figure 4 : Organiziitioniil Structure of an Independent Bank.

Sourci;: T(molhy vv, Koch & -S-Scon Mac Donald ; Bank Management (2000). USA

The Structure typically consists of five levels of responsibilities and reporting. .At the top of 

the chart are the line personnel who have primaiy responsibility in customer contract and 

handing back room operations such as check processing and teller services. 'I'heir role is
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oxiremcly important bccause most deposits and loan customers deal with these itidividiinls. 

They largely project the banks image and serve to market bank services.

Most independent banks separate activities into at least the four or five functional areas 

listed above the line personnel. A senior credit officer is responsible for implanting a banks 

credit policy. The president and chief executives officer (CEO) also manage loan portfolios 

because they deal directly with borrowers. A banks Cashier or Chief financial OfHcer is 

responsible for financial management responsibilities in the areas of budgeting, accounting, 

and record keeping. This individual verifies that financial information. Confirms to regulatory 

guidelines and is conveyed correctly to stockholders and regulators. Each bank should also 

have an internal auditor who monitors financial reporting. The senior operations ofllcer is 

responsible for backroom operations involving data processing lock box services and check 
processing.

The primary role of directors is to represent and serve stockholders who arc the owners of 

serve stockholders who are the ovvners of the bank. A secondary role is to represent 

customers and employees. Directors use iheir expertise to oversee the broad direction of 

the bank. Solve problem . and make decisions regarding bank policy. Their role is not lo 

manage the bank by getting involved in day to day operations or details of each specific 

pricing, investment or credit decision. Because the board is ultimately responsible for the 

banks performance, most banks establish directors committees that set policy guidelines in 
the major functional areas and regularly monitor performance.

2.5 I' lind M:iniigemcnt Core Fiinctioii of Bniik:
The effective management of capital funds may enhance the profitability of a bank while 

maintaining the traditional and necessary function of safety for depositors. Commercial Banks 

relied historically on asset management rather than on liability and capital funds 

management to attain their profitability and liquidity objectives. Higher profitability has been 

realized. Additional liquidity requirements or increases in legal reserves have been met by 

shifting funds from the loan or investment portfolio to cash , Once deposits have been 

atlracied to a bank ,ihe emphasis of management has been placcd on the means to invest or 

lend the funds that have been attracted subject to was desired { Reed &  Gill, 1989). Bankers 
and bank supervisors have always been at odds on the subject of bank capital. The 

ditferences arise because both consider a different setoff competing objects when arriving at 

the measurement and amount of capital that a bank should have, bank management whicli
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represents bank owners, choosc capital ratios that maximize shareliolders interest. I-und 

management consists arc tiiree corc functions a) Protective functions b) operational functions
c)Regiilatory functions. These functions discussed below:-

ii) Protective fimctioiis: Because such high percentage of a banks assets is Unanecd by 

depositors - around eighty percent -the primary function of the limited amount of equity 

capital has been considered to be tlie protection of depositors. In addition to this iniportani 

function, bank capital reduced the risks borne by the Federal Deposit Insurance Corporation 

and bank stock holders. The protective ftinction has been viewed not only as ensuring pay 

off of depositors in case of liquidation, but also as contributing to the maintenance of 

solvency by providing a cushion of excess assets so that a bank threatened with losses 
miglit continue in operation.
b) Operational Functions : The operational functions of bank capital have been considered 

secondary, in contrast to the typical non banking firm. Operational functions includes the 

provision of funds for the purchases of land , building, machinery and equipment and

providing a buffer to absorb occasional operating losses.

e) Rogiihitory Functions : In addition to providing a basis for operations and for protection 

of depositors, other functions have been attributed to the capital funds of commercial banks. 

These functions arise only because of the publics special interest in the successful operations

of banking tlrms and the laws and regulations that enable public agcncies to e.xcrcisc some
control over these operations. Regulations relating to bank capital include those that have to 
do with minimum requirements necessary to obtain a charter, establish branch operations and 

limit a banks loans, investment and acquisitions. Bank capital regulations also impact bank 

holding companies w'hen acquit ions are being considered (Reed &  Gill, 1989).

2.6 rhc Soiircc of Bank Funds:
The effective management of capital funds may enhance the proHtablc of a bank while
maintaining the traditional and necessary function of safely for deposits. Commercial Banks

have relied historically on asset management , rather than on liability and capital funds 

management to attain their profitability and liability objectives (Reed &Gill, 1989). All

Commercial Banks in the country— the commercial banking arc coilectivcly the most

important part of our monetary system. Commercial banking in this total sense is the

ccnlral subject of study in “ money and banking” courses (Robinson, 1962). Capital is nothing 

but a level by which the entrepreneur subjects to his control the concrete goods he needs.
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noiliing bill a means of diverling the factors of prodiiclioii to new uses of diciation a now 

direction to production (Schumpctcr, 1949).'fhe Balance Slieci of a modern Commcrciai Bank 

is divided into assets and liabilities. In the analysis of any business we may treat the 

liabilities as soiircc of funds, the assets as uses of funds. As is very evident, deposits as 

the main sourcc of bank fund. In the ordinary course of business it is as important for an 

individual bank to get funds as it is to put them to work safely and profitability . Deposits 

, even under the operation of deposit insurance , like to have their funds in a "safe* bank 
(Robinson, 1962).

The principal types of non- capital sources of funds for commcrciai banks according to 

primary ownership, nature of interest paid and maturity . Major non-capital sources of funds 
arc as follows:

Noii-Ciinitiil Source of Funds:

Demand Deposits: Demand deposits are non-interest bearing transaction deposits that have no 

maturity and must be paid by banks when a negotiable instrument generally in the form ofa 

check or an electronic impulse, is presented. Since demand deposits have no explicit interest 
cost, they are generally a banks lowest cost source of funding. The declining importance of 

demand deposits in the last three deeadcs can be attributed to more efncient cash management 

by individuals, business and governmetit units, significantly higher interest rates; and the 

appearance of competitive instruments and money market instruments at banks and other

financial institutions money market funds and can management accounts (llampei &
Simonson, p.2 10).

Siiviiig Deposits: Saving deposits without specific maturity. A check or other order of 

withdraw'al cannot be written dircctly on most saving accounts withdrawal can be made 

whenever the depositors desires, and it is easy to shift funds to a transaction account on

which checks may be written. These accounts have no fixed maturity and individuals, keep 
truck of their balances through passbooks or periodic bank statements. Pass book savings 

deposits may be the low'est overall cost sources of funds currently available to commercial 

banks.

Time Deposits: Time deposits differ from saving deposits primarily because they have a
predetermined maturity date and withdrawals prior to that date are often subject to interest 
penalties. These deposits are non-ncgotiable, can have fi.\ed or flexible maturities, and are 
deposited by individuals, partnerships, corporations and municipalities.

lirokcrcd Deposits: Brokered deposits arc small and large time deposits obtained by banks 

from middleman seeking insured- deposit accounts on behalf of their customers. Brokers
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cnttM'cJ deposits markets to bring togctiicr depositors seeking insured accounts with banks and 

other depository intuitions demanding (owner-cost, insured-deposit funds.

Money Market Accounts: Money market account are savings deposits of individuals and 

partnership. Tiiis type of deposit was creatcd in December, 1982 to provide banks wiih an 

instrument that could complete effeclively with money market mutual funds, 

l^iblic Deposits: Public deposits are demand saving or time deposits of government units. 

Treasury ta.\ and loan accounts are interest- bearing, demand type accounts of ihe US 

government. Most other government unit, such as agencies and state and local units, have 

both non-interest bearing demand deposits and savings or time deposits.

Corrcspondcitt Deposits: Deposits of other banks area significant source of funds for some 

up stream correspondent banks. Most Correspondent deposits are demand deposits that arc 
left by one bank in another banks because the letter offers services such as check Clearance 

international transactions, investment advice and loans participations. The Pool of fund Model 
for act Management has been presented in Figure-5.

Figure 5; T!ic Pool of Funds Model for Act Management:

Source of 
Kunds:

Allocnlions 
of Funds

SiHia-L- r;du;irj W, Kecd anJ r.dward K Gill, USA, New JcfSL-v 1DH*)

- 3 0 -

Dhaka University Institutional Repository



Non-Dcnosit Sliort-lcnn Soin ccs of Funds:

Non-deposil sources of funds are money market liabilities that arc purchased for relatively short 

periods oftimc to adjust to liquidity demands. The use of purchased funds came about as a 

consoqucncc of tight money periods in which deposits rate ceilings caused to develop 

alternative sources of funds. Descriptions of non-deposit short term funding arc shown below: 
iJori'owiiig I'roin federal reserve: Credit extended on a short-term basis by a fcderai reserve 

bank to a bank or other depository institution. Security required for cither discounts or 
advances.

Rejjurchascd Agreements: Non bank deposits supply funds to banks through repurchase 

agreements. An repurchases agreements is created by the sale of securities in exchange for 

immediately available money with the simultaneous promise to buy back the securities at a 

specific date at a set price within the next year. The repurchase price is typically the initial 

sale price plus negotiated rate of interest.

Bankers AccL'pt;inccs : A bankers acceptance is a time draft drawn on a bank by either an 
exporter or an importer to finance international business transactions. The bank may discount 

the acceptance in money market to Unancc the transaction.

Coinmcrcial Paper: Commercial Paper is a short-term, unsecured promissory note sold by 

large companies wiili strong credit rating. Banks can be use their holding companies to isstie 

commercial paper and acquire loans and investinents form.
Oilier liiibilitj' forms: Other liability sources of liquidity include ineligible acceptances, sold 

throLigh holding companies etc.

Fed funds purchased: Purchase of another banks excess reserves on daily or short term basis. 

Olher side of fed funds sold. Purchased through correspondent or informal phone market at 
existing 'fed funds' rate.

Other foreig[i sourccs: Other foreign sources also used by very large banks. Banks must not 

engage in activities or assume risks that could potenlially blemish its name.

PriiuMnal form s o f fiicul:

Capital performs the function of enabling the establishment of a banking entity by supplying 
the funds necessary to acquire the physical and human resources. Capital plays an all 

important role from the inception of a bank and throughout its functioning life. The 

principal form of bank capital are common stock, preferred stock, capital surplus, undivided
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profits, contingency reserve for loan losses and secondary capital consists of limited life 

preferred stock and subordinated notes and debentures. The important sourcc of Bank 

Capital in the part decade has come from retained earnings;

Common Stock: The bank of the new equity funds was provided by retention of earnings . 

for several reasons. Some relate to the costs of marketing new issues and the difficulties in 

findings buyers. Other relate to the liking dilution of earnings and control for existing 

stockholders. The retention of earnings is often the easiest and least expensive way to 

provide additional equity capital. Dividends performs a dual function: increasing the wealth 

of existing stockholders and making it easier to sell additional stock to provide needed 

increases in capital.

Reserve for Loan and Losses: Commercial Banks strategically located for lending(Roland 1. 

Robinson) .Lending involves risk and losses do occur ; Consequently , most banks maintain a 

reserve for loan losses. This practice has been encouraged by banks regulatory authorities 

and the internal Revenue service. Since reserves for loan losses serve to protect depositors, 

these reserves have been included as an important sourcc of bank capital over the years. 

Preferred stock, Capital Notes and Debentures: Preferred stock and subordinated capita! debt 

instruments share some characteristics of Savings type debt instruments, such as promissor>' 

notes and certificates o f deposits with longer maturities. They provides long term or 

permanent additions to a banks capital structure. Senior securities enables a commercial bank 

to use capital funds to provide additional financial leverage. When the proceeds of a

debenture or preferred stock issue can be loaned or invested to earn more than the rate that 

must be paid to the security holder, the difference will accrue to the benclit ol Common 

stockholders.
Preferred Stock: Preferred stock is considered a component of primary capital, whereas 

limited life preferred stock is considered a part of secondary capital. 1 he restrictions impose 

on these securities are similar to those applicable to capital notes and debentures and are 

discussed in the paragraphs.
Capital Notes and Debentures: Capital Notes and Debentures by commercial banks also 

was associated with the need for so- called “ distress financing”  in earlier years, bankers'

and "supervisory authorities” attitudes have changed as to the desirability of long term 

instruments in the capital structure of commercial banks. Capital notes and dcbcniures, just 

as limited life preferred stock are considered as a part of secondary capita!. 1 he amount

of limited life preferred stock and subordinated debt may not exceed 50 percent of the

primary capital of a bank. Finally as they Secondary Capital components approach maturity.
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rcdcmplioii or payment the amount considered to be capital declines in accofdanct.' wltli the 

schedule set forth earlier (Reed &  Gill, 1989). The pool of funds approach to conimcrcial 
bank asset management provides broad rules for a bank to follow in allocating funds to 

various assets categories. The approach emphasize priorities that arc stated in rather general 

terms. The method does not provides an explicit means for determining the proportion of 

funds that should be invested in cach asset classification; neither does it provide a solution 

to be dilemma between liquidity and profitability in asset management. Asset Management 
allocation model shown in Figure-6.

Figure 6: Tlic Asset Allocution Model for Asset Management

Souiccs orriiiids I’roni Liquidity- 
I’rolllabiliiv Ccmcr:

Uses of Funds as Allcicaicd b> 
Liquidity - Profitability Contcr;

Primary Reserves

Source'Edward W Kl-cJ and Edward K. Gill. USA. New Jersey I OS?

2.7 B:uiking Systems and its role in (lie economic development of a coiintn';
The banking system of the United Slates in an economic environment of strength , growth, 

and dynamic change. Change gives strong underlying support to financial development, .̂ n 

active and even aggressive Hnanciai system is important because a high rate of savings is 

needed . Change means that Obsolescence bccomes more important than depreciation; new
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nielhods m eans new machines wiiicli, in turn, require saving. Wlicn functioning properly our 

bantting system also assures tlie employment of savings in some productive form (Robinson, 

p.20). Financial Institutions like banks have much to contribute in economic developmenl 

though mobilization of capital from generated income to formation and utilization of capital 

fund for its optimum use. “  During the last few decadcs the primary determinanl of 

economic change has been technological advancement. The economies exhibiting high rates 

of technological change have been characterized by increasing urbanization and the 
concomitant modernization of agriculture. Social Institutions however, arc not amenable to 

rapid adjustment and in general, these institutions tend to be stable and to resist change. 

Nonetheless, institutional innovation took place during the period. One such innovation is 

the introduction of a progressive banking system. Economic growth leads to a general rise 

in the quality of goods and services available to a nation, while economic development

gradually clianges its economic structure. As Higgins observes. Fundamentally, growth

consists of rising national and per capita real income; development entails a good deal more- 

structural change, technological advance, resource discovery, and closing sect oral and
regional gap. The requirement for capital accumulation is the existence of a wide spread and 

cfllcicnt Hnancial structure that can mobilize saving and channel the same lor prudent

investments. In this regard financial institutions indirectly play a key role in the capital 

formation and economic development of a nation. Goldsmith stales that existence and 

development of a super structure of financial instruments and financial institutions is a 
necessary condition of economic growth. Goldsmith also observes, “ once financial institutions 

exit, a units investment maybe larger or smaller than its saving, this is where the importance 

of monetary financial instruments lies, as saving not investment within the unit will no\s 

yield income and will thus provide an incentive to saving in excess ot the sterile 

accumulation of money” . Increasing financial intermediation provides wide range ot tinanciai 
assets and liabilities to the general public, facilities the fiow of inter-regional and intersect 
ora! saving, distributes risk more evenly on investments and gets advantages of administrative 

and other economies of scale in investing as well as niobilizing saving.

Commercial banks, because of useful functions they perform, not only occupy an important 

place in the economic structure of a country' but they also play an efficient role I its 

economic growth. They help in prompting the place of economic growth by promoting the 

rale of capital formation. Commercial banks go a long way in garnering. Scattered saving by 

providing their customers with a range of financial instruments to choose from current
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deposits to fixed deposits. By introducing variety of deposits schemes tailored to individual 
depositors need, banks not oniy attract idle savings of myriads of people but do inculcate 

saving habits among them. It may be well to observe that commercial banks have edge over 

other financial institutions in respect of mobilization of saving because with their wide net 

work of branches they can reach income earners sprawling allover the country.

Coinmercia! banks do not confine their role of mobilizing the idle savings of the community 
but at the same time make effective use of these savings by providing loans to trade and 

industry and investing industrial securities. Bank lending has considerable significance in 

the cconomy because it makes possible the financing of the agriculture, commercial and 

industrial activities of the nation. Loans to farmers enable them to purchase seed. feed, 

fertilizer and the many other commodities necessary for the raising and harvesting of the 

agriculture commodities that feed the huge population. With the helps of bank loans 

manufacturers produce goods for customers at large. Bank also enable retailers and 

wholesalers to stock their shelves and move good for people to consume. Bank loans also 
make possible for investory loans to canners enable them to purchase process, can and slate 

the food which can at a later time be sold to retailers and ultimately to consumers. During 

this interval of time - from producer to canner to wholesaler, to retailer and Imally to 

consumers-bank loans have made possible the economical handing of the food crop 
( Shrivastavan, 1955). •
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C H A P T E R -  T H R E E  

Banking  System in Bangladesh

3.1 Evolutions and Ciironological Dcvclopnicnt:
Tlie banking system at iiidepcncicncc consisted of two branch olTiccs of the former State Bani< of 

Pakistan and seventeen large commercial banks, two of which were controlled by Bangladeshi 

interests and three by foreigners other than West Pakistanis. There were fourteen smaller 

commercial banks. Virtually all banking services were concentrated in urban areas. The newly 

independent government immediately designated the Dhaka branch of the State Bank of Pakistan as 

the central bank and renamed it the Bangladesh Bank. The bank w'as responsible for regLilating 

currency, eontroliing credit and monetary policy, and administering exchange conirol and tiie 

ofllcial foreign exchange reserves. The Bangladesh government initially nationalized the entire 

domestic banking system and proceeded to reorganize and rename the various banks. Forcign- 
owned banks were permitted to continue doing business in Bangladesh. The insurance business was 
also nationalized and became a source of potential investment funds. Cooperative credit systems 

and postal savings offices handled service to small individual and rural accounts. The new banking 

system succeeded in establishing reasonably efficient procedures for managing crcdit and foreign 

e,\change. The primary fimction of the credit system throughout the 1970s was to finance trade and 

the public sector, w'hich together absorbed 75 percent of total advances.

The government's encouragement during the late 1970s and early 1980s of agricultural 
development and private industry brought changes in lending strategies. Managed by the 

Bangladesh Krishi Bank> a specialized agricultural banking institution, lending lo farmers and 

fishermen dramatically expanded. The number of rural bank branches doubled between 1977 and 
1985. to more than 3,330. Denationalization and private industrial growth led the Bangladesh 
Bank and the World Bank to focus their lending on the emerging private manufacturing sector. 

Scheduled bank advances to private agriculture, as a percentage of sectoral GDP. rose from 2 

pcreenl in FY 1979 lo 11 perccnt in FY 1987. while advances lo private manufacturing rose from 

13 percent to 53 percent. ,

The transformation of finance priorities has brought with it problems in administration. No sound 
project-appraisal system was in place lo identify viable borrowers and projects. Lending 

institutions did not have adequate autonomy to choose borrowers and projects and were olten 

instructed by the polilical authorities, in addition, tlie incentive system for the banks stressed
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disbursements rather than recoveries, and the accounting and debt collcction systems were 

inadequate to deal vvilii the problems of loan recovery. It became more common for boiTovvers lo 

dciault on loans than to repay them; the lending system was simply disbursing grant assistance lo 

private individuals who qualified for loans more for political than for economic reasons. The rate 

of recovery on agricultural loans was only 27 pcrcent in F Y  1986, and the rate on industrial loans 

was even worse. As a result of this poor showing, major donors applied pressure lo Induce the 

govcrnmeni and banks to take firmer action to strengthen internal bank management and credit 

discipline. As a consequence, recovery rates began to improve in 1987, The National Commission 

on Money, Credit, and Banking recommended broad structural changes in Bangladesh's sysiem of 

llnancial intermediation early in 1987, many of which were built into a three-year compensatory 

financing facility signed by Bangladesh with the IM F  in February 1987,

One major exception to the management problems of Bangladeshi banks was the Gramecn i^ank, 

begun as a government project in 1976 and established in 1983 as an independent bank. In ihe late 

1980s, the bank continued lo provide financial resources to the poor on reasonable terms and to 

generate productive self-employment without external assistance. Its customers were landless 

persons who took small loans for all types of economic activities, including housing. Aboiil 70 

percent o f the borrowers were women, who w'ere otherwise not much represented in institutional 

finance. Collective rural enterprises also could borrow from the Grameen Bank for invcsimenis in 

tube wells, rice and oil mills, and power looms and for leasing land for joint cultivation.

Bangladesh Bank (Nationalization) President Order 26 of 1972) under arlicle-4 of Nationalizing 

law six new banks have been constituted w'ith all the legal characteristics of body 

corporate . Each of the new banks has common seal and perpetual succession and subject 

to the provisions of the law, each new bank is empowered to acquire, hold and dispo.se of 

the property .to contract and to sue and be sued in its own name. The following table 

shows existing banks and transferred to the new' banks.

'I'he banks and financial institutions which originated during Pakistan period and merged, 

renamed and continued their functioning after independence o f Bangladesh has been 

presented in Tablc-3.
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ral>lc-3: Banks and Fin:inci;il Institution Originating during Pakistan Period and 

funttioiiing after Independent of Bangladcsii;

Banks Predecessors Brand i

(1971)

L Jana ta  Bank a) United Bank Ltd. 243

b) Union Bank Ltd. G

2. Sonali Bank a) National Bank of Pakistan

b) Bank of Bahawalpur Ltd. 

e) Premier Bank Ltd.

365

1

1

3.Agrani Bank a) Habib Bank Ltd. 2KS

b)Commercial Bank Ltd 29

4.Rupali Bank a) Muslim Commercial Bank Ltd. 143

b) Standard Bank Ltd. 16

S.Pubali Bank Lid. a) Eastern Mercantile Bank Ltd. SI

b) Australasia Bank Ltd. 26

6,Uttara Bank a) Eastern Banking Corporation 57

7,Bangladesh Shilpa Bank a)Industrial Development Bank of 

Pakistan

2) Equity Participation Fund

6
•

1

8, Bangladesh Krishi 1) Agriculture Development Bank O f 70

Bank Pakistan

9.Bangladesh Shilpa Rin 1) Pakistan Industrial Credit Investment 3

Shangstha Corporation

2) National Investment Trust

1

Simrcc. Hcsumc o f aclivilics ol' lln; financiiil liisuuilions o f Uiiiigtiidcbh (Various Issues)

iiclbre libcralioii of Bangladesh, all banks were government and management iVoin the had ol'lkcs 

located in West Pakistan. However, the major banks of different categories functioned in east 

I’akislaii in different arena owned by state and private ownership were as t'oilows:- 

'I'he Naltona! Bank was the mother national bank of all commcrcial banks funeiioned both the 

liinclions of deposits/ advance and treasury of the state governed conlrolled by slate bank of 

Pakistan. Some other Commcrcial Bank were United Banks Ltd., Union Banks iJd ., Bank O f 

Bahawalpur Ltd., Premier Bank Ltd., Habib Bank Ltd., Commercial Bank Lid.. Muslim
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Coinincrcial Bank Ltd.. standard Bank Ltd., and Eastern Mcrcantilc Bank were mostly private 
owned bank limctioncd as iiinitcd Commercial banks liaving partial share of the govt, o f l ’akisuin. 
'I’hose banks performed tlie functions of deposit and advance. Australasia bank Ltd. And eastern 

banking CorporLition W'crc the multinational banks performed as commercial banks i.e. deposit and 

advance.

After independence in 1971, the new governmenl had to take over management and 
ownership O f all such institutions. The banks Nationalization Order 1972 was issued to 

nationalize banks and fmancial institutions (except those incorporated abroad ) in order to 

control chaos in the field of ownership, party , bureaucracy, the intelligentsia, and pressure 

group. By several orders six Nationalized Commercial Banks( NCB's) one Industrial Bankt 
BKB ). One Agriculture Bank (BKB)and one industrial development I'lnancial 

institution(BSRS) w'cre created. The banks and financial institutions originated during the 

Pakistan period and were merged , and renamed and continued their functioning after 

independence of Bangladesh (Islam & Husain. 2001). Bangladesh Bank (Nationalization) Order 

1972 (President’s order no. 26 of 1972) was presented by "Nationalizing law),A short 
discussion of the provisions of the Nationalizing law is made in i he following paragraph's; 

Main provisions of Nationalizing Law. The problems of the Nationalizing law reads as

follow; Namely: "Whereas it is expedient to provide for the taking over of the undertaking

of certain banks in Bangladesh and formatters connected therewith and incidental thereto" 

(Bhuiyan, p-15). It may be pointed out that on the eve of our independence only one bank 

is this country was fully ow-ned by Bangladeshis while ail the others were owned and 
operated by Pakistanis who had jusl left and abandoned these enterprises (Islam & Musain. 

200 1).
The new Central Bank in additional to its normal function of monetary, exchange rate and 
credit managemenl, was assigned the promotional role of developing the banking system
while overseeing it and boosting the country’s economic development through maximum

utilization of domestic resources and employment generation. U may be noted that Uttara 

Bank and Pubali Bank were subsequently fully denationalized while Rupali Bank was parily 

privatized (Ashraful &  Masud .p. 16). This w'as made with the intent of reversing the Urban 

monopoly of banking and the flow of capital from rural to urban areas. Such restructuring 
of public sector banks was in order to attain economic growth, and policies were 
formulated for schedule banks lo play their role in industry . agriculture .export .self- 

employment etc. As a result, there has been a advancement in the public sector banks in
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terms of inci'casc in Ihe number of branches, deposit mobilization and advances to the 

socicty {Ashraful &: Masiid, 2001),

3.2 Different Types of Banks:
The banking services have slowly flourished in Bangladesh territory. Even today, in many 

places, money lenders provide credit provide credit services. Small shopkeepers and 

businessmen use informal credit at high interest rale (Maloney and Ahmed, 1988). Traditional 

mahajans money lending business gradually decided due to expansion of bank and the micro 
credit programs ofNGO, Co-Operative banks and government agencies.

-i. (i) Nationalised Commercial BanUs:
Now, the four nationalized Commercial Banks stand in Bangladesh. The Operational activities 

o f  c o m m e r c i a l  banks (including private sector banks incorporated in Bangladesh) along with in 

Hnancial Institution in the country a thread bare study.
a) Janata IJank: Apart from carrying on with all traditional Uinclions ol a commercial bank 
the Janata bank in line with priorities laid down in the national economic plan, has

undertaken the responsibilities of rendering agency services in the form of making payments 

to different public sector corporations and in respect of food procurement scheme. In 

development of resotu'ces in productive channels, the credit facilities which were traditionally 

limited to selected groups of people among traders and industries , e,\chisively in the urban 

areas, have now been expanded to all classes of people and professions. In order to enlarge 

its participation in the field of the country's economic development, the bank has diversified 

its functions to meet the needs in financing of agriculture and other priority sectors. 

Moreover, the bank has been providing term finances accompanied by specialized advice

and services to promote the growth of small scale industries. The bank has reeenth 
undertaken the functions of disbursements of government grants to the teachers of private 

educational institutions like school, college and madrasa.
b) A^rani IJaiik ; Mobilization of saving of the people and keeping of all types of deposits

accounts. Making advances specially for productive activities trade and supporting of specially

e.\porl activities. Introduce modern banking services in the country.
c) Rupnli IJiiiik: The banks performs all t r a d i t io n a l  functions of commcrcial bank. During the 
period under report the bank made notable progress in all areas of its operation. In the 

areas of tending besides the traditional operation the bank has realigned its lending policy to
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fil inlo the national objectives of rural development. Finance in the areas of house building 

construction and transport etc, .for development of country’s economy has been brought under 

the lending policy of the bank and significant portion of the total credit port-folio of the 

bank is now employed for these purpose. The bank is also participating in special rural 

experimental financial projects, such as the ‘Shawnirvar Bangladesh’ the loan scheme for 

widow destitute and low incomc group women etc. and has made substantial head way in 

these fields also. Besides, the bank performs considerable volume of foreign exchange business 

of the country by way of financing exports particularly the non-traditional items of export in 

easy and soft terms. ■

(I) Sonali B;ink: Beside the traditional type of functioning of a Commercial bank the Sonali 

Bank perform the follow'ing;-

Conducting of treasury business as agent of a commercial bank, collections of D.C, lax, stamp 

duty and registration free entrusted by government under special arrangements payment of 

value under the food procurement scheme of the government, primary school teachers salaries 

throughout the country under special arrangement with education department, payment of 

pension bills of retired government employees under special arrangement, operation of 

“ deposit pension scheme”  collection from passport fees and foreign travel tax on behall ol the 

government.

(ii) Dc-nntionalized Commercial Banks:

The [\ibali Bank and the Uttara bank were denationalized in January 1985, due to non­

profitability. '

a) Pubali Bank Lim ited: Pubali Bank was de nationalized under article 27A(1) of Bangladesh 

bank {Nationalization) aniendment ordinance, 1983 and was named as the Fubali bank Ltd. 

The functions of the bank are broadly grouped as follows; (1) To undertake all activities and 

business usually undertaken by commercial bank (2) To provide credit for financing 

productive activities and other socio- economic needs and objectives of the country (3) To 

provide banking service for common people by opening branches in the un banked rural area 

(4) To provide banking services to export and import trade and to promote export of 

Bangladesh products,

b) Uttara Bank Lim ited: In September, 1983 banks Nationalization Order 1972 was amended 

under Ordinance No. 47 of 1983 the Uttara bank was converted to a limited company to 

function as private sector bank . The principal function of the bank include all traditional 

functions of a commercial bank. In recent years the government has entrusted the bank with
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responsibility of rendering agcncy services to government in food , procurement sclionie 

through the net work of its branches all over Bangladesh

(iii) Bank of the Public Lim ited Compimy:

a) Rupali Bank: Rupali bank was converted into a public limited company on 14‘'* December 

1986'rhe bank perform all traditional functions of Commercial Bank. Finance in the areas of 

house building construction and transport etc. The bank is also participating in special rural 

experimental financial projects. Besides the bank perform considerable volume of foreign 

exchange business of the country by way of fmancing exports particularly the non- 

traditional items of export on easy and soft terms.

(iv) Specialized Banks (SBs):

Specialized Banks(SBs) and financial institutions have their special purpose. The role and 

functions often overlap among the banks and financial Institutions. SBs like Bangladesh 

Krishi Bank (B K B ) ,  Rajshahi Krishi Unnayan Bank, Bangladesh Shilpa Bank (B SB ), 

Bangladesh Shilpa Rin Sangstha (B S R S ) Bangladesh Small Industries and Commerce (B A S IC ) 

Bank Limited, Grameen Bank (G B ) and Investment Corporation of Bangladesh (iC B ) are 

different function performed as follows:

a) Banj^ladcsh K rish i Bank (BK B ):T h e  B K B  provides credit facilities lo individuals and 

corporate bodies engaged in crop production , horticulture, forestry and fishers. It also helps 

agro- based and cottage industries with financial technical assistance. Its charter requires the 

bank to act on commercial consideration but with due regard to the dcvelopmenl of 

agriculture, agro-based and other related industries in the rural as well as urban areas. Under 

the provisions of its charter, B K B  should as far as possible, give preference to the credit 

needs of small farmers and other disadvantage groups. B K B  therefore, has to lullill botli 

special and economic objectives. Being a scheduled bank , B K B  also receives deposits, issues 

letter of credit and jjerforms other banking business.

b) Rajshahi Krishi Unnayan Bank (R K L B ) :  Rajshahi Krishi Unnayan Bank (R K U B ) was 

established in 1987 through a bifurcation of the oft'iees of Bangladesh Krishi Bank ot 

Rajshahi division. R K U B  have been financing the agriculture sector, This banks provides 

credit facilities to individuals and corporate bodies engaged in crop production and various 

agriculture program.

c) Baiigliulcsh Shilpa Bank-.(BSB): The prime objective of the Bangladesh Shilpa Bank 

(B S B )  is to accelerate industrial growth in the country by way of financing and advising
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V
indusiries I'egarding settingup of new projects and balancing modernization, replacement and 

expansion of existing units with these objective in view, the bank is required to mobilize 

resources from home and abroad. B S B  provides long and medium term loans both in local an 

foreign currencies , guarantees repayment of loans raised by investors from oilier sources and 

provide equity support by way of out right purchases of shares and underwriting the public 

issue of shares to companies w'ith limited liabilities. It also extends short-term bridge financing 

and working capital loans on a limited scale to its fmanciai projects. In selection o f projects 

the B S B  provides free technical advice in respect of plant and machinery , product and 

proccss availability of raw materials market for products and other related aspects to the 

prospective entrepreneur, It also prepares project profile for private entrepreneurs. .Ml industries 

projects either in the public sector or in the private sector arc eligible for financial assistance 

from the B SB . In there private sector, fmanciai assistance is extended only to these projects 

which are generally listed in the Industrial investment schedule published by the government 

from time to lime.

d) Bangladesh Sliiipa R iii Sangstha (B S R S ): In the light of the goals and objectives sei and 

priorities determined by the government. The B S R S ’s role Is to contribute significantly to the 

achievement of national objectives with regard to industrial development within the 

limitations of its resources and skilled man power, extending loan assistances for balancing . 

modernization and expansion of the industrial units within the portfolio of BSRS. Taking 

appropriate measures for achieving the target of recovery. Emphasizing developmeni ol 

capabilities for technical and management services for defaulting companies as well as Ibr 

Industrial production, research and consultancy. Taking necessary steps for speedy 

implementation of sanctioned projects. Development of necessary expertise in project 

management and rehabilitation.

c) Bangladesh Sm all Industries and Commerce (B A S IC )  Bank Lim ited: B A S IC  Bank was 

established in 1993. This was made w'ith the intent of reversing the urban monopoly ol 

banking and the fiow of capital form rural to urban areas. Such restructuring of public .sector 

banks was in order to attain economic growth , and policies w'ere formulated for schedule 

banks to play their role in industry, agriculture, export, self-employment etc. 

f) Gramccn Bank (C B );  The Granieen Bank emerged as a full fielded Specialized Bank under the 

GB. Ordinance promulgated in October I983.Forerly, I was a project launched in the country in 

.lunc 1979. with the aim of (1) designing an organizational framework through which a 

banking system could emerge for extending credit to the landless people without collateral 

securities as to protect than from the grip of the money lenders and (2) helping the
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Linempioycd nnd under-employed rural people to fina! gainful employment for themselves by 

LMidervvriling income generating aclivities with bank tlnance and with which they are 

familiar, the main objeclives of the bank are (1) To extend the banking faciiilies to the poor 
people of the rural society, both men and women (2) To eliminate he exploitation of the 

money lenders (3) to creatc opportunities for self-employment for the unemployed and under 

employed men and women (4) To bring the disadvantaged people of the rural society with he 

folds of some organizational form which they can understand and operate through mutual 

support (5) to encourage application of improved technologies in various economics activities 
suited to them for income generation.
” ) Investment Corponitioii of (ICB): ICB has been functioning in capital market.

Underwrite the public issue of shares and provide bridging loans against underwriting were 

necessary. Purchase corporate debenture/ bonds. Merchandise stock and shares, provide 

investment counsel to issues and investors, receives term deposits, participate in govt, 

disinvestment program, and joint venture collaboration projects.

(v) l^ iv;itc Coinniorciul IJ;mks (PClJs):
Taking advantage of the liberalization policy of the government regarding participation of 

private sector in the hanking business ,a number of private sector banks were established in 

and after 1983. With the emergence of Private banks in Bangladesh a competitive situation in 

the sector has been created. There are twenty seven private banks, in Bangladesh. They are. the 

Cily bank (1983), National Bank (1983), Islami Bank Bangladesh Ltd. (1983). United 

Commercial Bank (1983), International Finance Investment and Commerce Bank (1983), 

Arab Bangladesh Bank (1986). A I- Baraka Bank Bangladesh (1987), Eastern bank (1992). 

National Credit and Commerce Bank (1995), Prime bank (1995). South-East Bank (1995). 

Dhaka bank (1996), Dutch- Bangla bank (1996), Al-Arafa Islami Bank (1996), Social 
Investment bank (1996), mercantile Bank , Standard bank. One Bank,' EX IM  Bank, Bank 
Asia, The Trust Bank. Bangladesh Commerce Bank. Mutual Trust Bank Ltd. . First Seciirits 

Bank Ltd, and The Premier Bank Ltd . The emergence of private banks has added a new 

dimension to the banking system in Bangladesh (Islam and Mussain. 2001).

(vi) Foreign Ikuiks:
The State Bank of India opened one branch during July-September 1975. In 1975 the tour 
foreign banks operating in Bangladesh were a) American Express International hanking 

Corporation b) Grin lays Bank c) The Chartered Bank and d) State Bank of India. Now there
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;ux tliirleen foreign banks-Amcrican Express Bank. ANZ Grind lays Bank. Slandard 

Chartered Bank. State Bank of India, Habib Bank, Citibank N .A ., The Bank of Nova Scotia. 

1-Iani! Bank, [-long Kong and Shanghai Banking Corporation. Faysal Islamic Bank 01 

Bahrain EX ’.

(vii) Co-Operative Banl^:
Co-Operative Banks are indigenous banks in model and fiinctions. They arc organize in three 

tiers and their form of functioning is unit banking. The British government promulgated Co­

operative riles in 1904 and 1912 to shape the organization, in 1947 the East Pakistan had 

twenty-six thousand Co-operatives in Bengal were mostly organized by savings and credit 

societies. In 1948, Union Multipurpose Co-operative Societies (UMPCSs) were lormed with 
government patronage but were mostly dissolved due to malfLinctioning . The Co-operative 

Societies in the original three tier form arc linked with the Samabay Bank to provide Co­
operative functioning (Maloney and Ahmed, 1988). ! hey supplied long-term and medium-teim 

loans to tlieir meiTibers on the mortgage of land (or agriculture purpose. 1 hey also 

performed banking functions of deposit mobilization, supply of credit, and provision ot 

remittance facilities.
Since inception. Co-operatives inherited problems and many of these continue to prevail stili 

today. The Samabay bank has not been able to mobilize much rural saving through C- 

operative system. Consequently, it has to regularly receive capital for credit from Bangladesh 

bank on which it has defaulted (Maloney and Ahmed (19S8). In the three either system, the 
Banuladesh Samabay bank Limited (B SB L ) is at the ape.\ , the Central Cooperative banks at 

the middle and primary societies at the base. The B S B L  provides Imance to the central 

Co-operative Banks, which in turn, provide finance to the Primary Societies. 1 he Socielicb 

finance thief members mostly engaged in agriculture, frosty, fisheries and cottage industries. 

Land- mortgage banks and urban city Co-operative banks also come under tiie category ol 
primary Societies. The Co-operative Societies ordinance 1984 has been ravished in order to 
gear-up activities and bring discipline through the department of Cooperative but no 

improvement had taken place till date (Islam and Hussain, 2001),

3.3 Controlling Organ.s in Banks:
Banks arc organized along the same lines as other corporations with stockholders, directors. 

otTicers and employees and management in the hands of ofticcrs and directors. Banks aie
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permillcd 10 issue both common and Preferred slock but they made little use of iheir power to 

issue I’ referred slock. A banks stock may be owned only by natural persons but laler. stock 

may be acquired by Corporalions, A national bank is required by law to have a board of 

directors of not less than 5 or more than 25 members. Each directors is eiectcd for a term 

ofonc year and serves until his successor has legally qualified to serve in iiis position.'I'he 

President of a bank must be one of the banks directors and other members ol' ihe official 

staff may also be directors. The board of directors formulates major polities, selects the banks 

officers enacts by laws. And otherwise controls ihe banks operations . The Chief officers of a 

bank are known as President, Vice-President and Cashier or by Similar titles. Iheir duties maN’ 

be defined in the by laws formulated by the board ol directors and adopted by the 

shareholders. The President is selected by the board from among its own members to serve 

for one year but usually is reelected from year to year. The national and most state banking 

Codes require that each bank have at least one Vice-President. If  there arc two or more Vicc- 

Prcsident , one is designated as the Senior or First Vice-President in order to ll.\ 

responsibility for the Presidents duties . When the latter is not present.

'fhe Specific duties of Vice-Presidents depends primarily on their assignments and these in 

turn depend on the size and organization of the bank. Customarily, Vice-President is placed 

in charge of each major department and in charge ot large branch oilices. il the bank has 

branch officers. A medium sized Commercial Bank Management Organization- C hari has been 

presented in figure-7.
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Fii^itre 7: Hank Miuiageincnl - Orgiuiiziition Chart

Soiirct: i'rallicr C .L , Monijy .'ind IJ;inkin{;. 215.

This Chart prcsenlcd Lo show the channels ot' administrative responsibilities of the chicf 

oiricers. The number of departments will vary according to the volume of business ol the 

bank, foreign exchange, bond, real estate, savings, branch- managenicni. legal and other 

departments may be added as needed. In small banks all the activities ol the bank may be 

in the banking operations departn’ient. The Organizational Chart of the Nationalized Commercial 

Bank in Bangladesh has been presented in top to bottom as their responsibilities.
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Clii>rt-1: The Oi fianizational Chart of the Nationalized Commercial Bank in Uanj;huicsh:

Sourou: Uiink

'I'ho role and lunclions ofdilTerenl portfolios shown in the organ gram discusscd below;

Hoard of Directors is the supreme management having the functions oi pohcy lormiiUilion. 

direction and major decision making for smooth Management of Ihe bank. The post of Manaynig 

Director is the top Management having the multi-dimensional roles of Management like decision 

making of the general notes initialed by the subordinates in all affairs within his jurisdiction, look 

idler and supervise all subordinates through different strata’s ot nianagement and condLicting 

meetings of Board of Directors with the help of Board secretary. Additional Managing Directors is 

the post of Top Management to assist the Managing Directors and also a proxy posi in absencc ol' 

Managing Directors of the Bank empowered and delegated some powers to make decisions in
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general nianagemcnl affairs. Deputy Managing Directors is also a post to assist top nianagcnicm in 

general decision-making and for supervising the subordinate affairs. General Manager is the top 

post for overall management of the bank. There arc twelve numbers of General Managers of the 

bank allocating different functions by the Managing Directors, General Manager of administration 

performs the functions of Human Resource Division (HRD).Deputy general Manager is the post to 

assist General Manager in decision making of the initiated files and for over all supervisions of the 

bank. There arc numbers of Deputy General Managers posted in head office and regional offices oi' 
the Banks. Some Deputy General Managers are also deputed as Branch Manager of some important 

branches of the banks. Assistant General Manager is the mid-level managerial post to assist. The 

Deputy General Managers of the bank. Some Assist. General Managers are also deputed as Branch 

Managers of the important branches of the banks. Senior Principal officer is the post of lower-mid- 
levcl managcmenl. 'fhey are generally deputed as branch managers and also posted to the head 
office and regional olTices for helping in decision making of the general Management ol the bank. 
Senior officer is the post of first line management having the functions of initiating files and 

supervision of the branches, 'fhey also deputed in the branches for different functions as second 

officers. Management Trainee ofTicer and Probationary officer are the post of starting post of the 

officer. They are being trained and skilled to perform the functions of general banking .They have 

to serve at least two years s probationary or trainee officer.

3.4 DifTci eiit functions performed by Coninicrci:i! Bank in Biingladcsh:
"Banking means the accepting for the purpose of lending or investment of deposits ol mone> 
from the public repayable on demand order otherwise and withdraw able by chctiue. tirafl. 
order or otherwise".(Banking Regulation Act 1949). Sir John Paget also that "No person or 

body , corporate or otherwise can Lie a banker who does not (i) take deposit account (ii) 

take current accounts (iii) issue and pay cheques and (iv) collect cheques crossed and 

uncrossed for his customers". From the above, we find that the two main lunctions of a 
bank are l)borrowing moneys from the public and 2)lending money to the public.

A. Statutory Functions;
1. fJorrowin*;; Banks borrow money from the public by accepting demand and lime deposits 

in C/D. S/D . 17D, R/D , and C/C A/c's. these deposits from the working capital of the Bank ( 

Bhartacharjce. 1964). A commercial bank collects and manages dcposits.lt provides checking 

facilities and iiiierest for its customers, deposits which may be either demands or time

-49-

Dhaka University Institutional Repository



dcposils o1' various matLirily . Thus, a commcrcia! bank serves as safe custody for peoples 

money as well as a medium of investment” (Alimed, 1999),
2. Lending: Next Importanl liinction of' a bank in lending. For the deposits acccpted by it.
it is pay intei-cst to the depositors. Moreover, it is meet all necessary expense in running the 
establishment . These expense arc met by it by earning interest from its lending money to

tlie public loan, overdrai't, cash credit. Bills Discounted, Bills Purchased, Cheque purchased

A/C's ( Bliartacharjee). Commercial Banks provide a variety of other services to their 

customers e.g. remittance facilities, credit information about customers, (Inancial advicc and 

collection of debts and etc.( Ahmed, 1999).
3. Investment: Bank is to maintain a position of its liabilities in liquid assets. So, it invests 

some position of its liabilities in shares, debentures etc. Commercial bank extends credit to 

a groat variety of borrowers through loans as well as by purchasing securities. In fact, most 
business trade and industry today are either fully or partly financed by commercial bank.

11. Agency Functions :
1. C o l le c t io n  o f  fu n d s :  Banks collcct bills and cheques (both domestic and foreign ) for their

customers, other banks and otiicr parties. Though it is not a statutory function, but it is an 
important and profitable function of a bank , in this category, banks collect inland and

foreign inward cheque, inland and foreign outward cheque, local cheque and bills etc.

2. Remittance of Funds: it is another important and profitable function of a bank .On

behalf of its customer, it remits money from one place to another and earns exchange there 

from. It sells Demand Drafts, Mail Transfers and Telegraphic Transfers, Travelers chequcs 

etc.

C. U tility Functions:
Besides the above, it also performs some utility scrvices:-
l.Sufe Custody; Banks keep the valuables of their customers in their custody for safets. 

They get charges therefore.
2. Safe Deposit Lockers: Banks let out lockers to their customers for safe keeping of their 

valuable .
3. Standing Instructions: Banks comply with the standing instructions of tiieir customers in 

respect of payment of life-insurance premium , rent, electric bills, telephone bills, remittance 

of money etc.
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4. Issuing Letters of Credit: To help its customers in their trade, a bank issues letters of 

crcdii on behalf of its custonicrs in favor of the Suppliers of commodities to its customers,

5. Issuing Letters of Guarantee and Indemnity: Banks also issue Letters of Guarantee on 

behalf of their customers in favor of the Government or other parties for sundry purposes.

6. To act as Administrator , Executor, Receiver, Trustee cte. Banks often work as 

administrator, executors, receivers, assignees trustees etc. On behalf of their Customers.

D. O ther Functions:

Banks provide a number of trust service to their customers . these service may be either 

corporate trust service which arise in connection with the issue of banks, personal trust 

services under which they manage. Property on behalf of their clients or corporate pension 

funds under individual firms providing retirement benefits for their employees (Ahmed).

3.5. G row th of Banking Operations in BangUuIcsh:

The banking sector of Bangladesh comprises four categories of scheduled banks. As of June 2005, 

49 scheduled banks are operating in Bangladesh with a network of 6318 branches. NCBs. SBs. 

local PCBs and FCBs have 3388, 1334, 1557, and 39 branches respectively operating in diflerent 

places. In addition. One national co-operative bank, one Ansar-VDP bank, one Karniasangsthan 

Bank and one Grameen Bank and some non-scheduled banks are also in operation In order to 

enhancc he overall efficiency of NCBs, decisions have been taken to rationalize bank branches, and 

up to June 2005 , 91 new' branches were established and 9 existing branches were closed under the 

branch rationalization program’ Tablc-4 summarizes the structure of the system in Bangladesh 

according to their categories.

Tablc-4: Structure of the system in Bangladesh (up to M arcli 2005):

Type of 

Banks

No. No. of 

Branches

%  of total 

asset

%  of total deposit

N CBs 4 3388 40.14 39.78

SBs 5 1334 7.73 7.22

PCBs 30 1557 42.67 47.18

FCBs 10 39 9.46 5.82

Total 49 6318 100 100
Sourci;: Bangladesh 3;ink
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Deployment ol lJank IJranches
Although foreign banks and private show better performance according to different criteria such as 

capital adequacy, quality of assets and expenditure-income ratio, the common people throughout 

the country have far better access to N C Bs and because of their present locations. Foreign banks do 

not have a single branch in any rural area of Bangladesh. Bangladesh, Besides, though PCBs have 

brandies outside the urban area, it is area, it is only 25.82 percent of their total number of branches. 

On the contrary, 63.37 percent and 88.68 percent of the total branches of N CBs and SBs are located 

in different sub-urban and rural areas of Bangladesh respectively has been shown in Table-5.

A
TabIe-5: Branch located in Urban & Rural Area;

Type of 

Banks

NCBs

SBs

PCBs

FCBs

No. of Banks 

of its kind

30

10

No. of Branches

Urban

1241

151

155

39

Rural

2147

183

402

Total

3388

134

1557

39

As %  of the total branches

Urban

36.69

11.32

74.18

100.00

Rural

63.37

88.68

25.82

0.00

Sourct;; Bangliidcsh Bank.

Total

100

100

100

100

Non-Bank Financial Institutes:
In the Hnaneial sector of Bangladesh, some non-bank financial institution (N EF ls ) are also making 

significant contribution towards financing various sectors like industry, commerce, house-building, 

ICT and others. As of June2005, there are 28 licensed financial institutions operating, in 

Bangladesh, The paid-up capital and reserve of these N B F Is  as of June, 2005 totals up to Ik. 

billion. At the same time, the investment of these institutions in different sectors of the economy 

amounts to Tk. 60.91 billion. Since December 2000, lending and leases extended by these N BF Is  

like other scheduled banks are subject to the classification and provisioning regulations. The goal ol 

such initiative was to strengthen and revitalise these institutions though regular reviewing of the 

loan position as well as improving the recovery proccss. Up to June 2005, the ratio ot classified 

loan of financial institutions stood at 6.81 percent and classified loan stood at 1.43 percenl 

excluding net suspended interest and provisioning.
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Financing Agriculture, Industry and comnierct; by Banks and Other FIs.

Agriculture sector and its activities in areas play a very crucial role in the overall sociocconomic 

development of Bangladesh. The Government in a bid to enhance agricultural output continues its 

agricultural credit schemes though N C Bs and SBs. to ensure adequate credit How to agriculture and 

other rural economic activities, the Government had a target of disbursing Tk. 5537.91 crore in i'Y  

2004-05 though B K B , R A K U B , four NCBs, B R D B  and Bangladesh cooperative Bank Limited. 

Which is 26.46 perccnt higher than that of the previous year. Against this targeted amount. Tk. 

4956,78 crore was disbursed up to June 2005, which is 22.44 percent higher than the amount 

disbursed in the previous year.

Industrialization is one of the most important strategies for achieving the desired pace ol 

development in Bangladesh. The Government is encouraging small and medium enterprises 

(SM Es) along with large ones. Banks and other FIs arc supporting this effort of the Government by 

extending industrial industrial crcdit and other necessary assistance to this sector, In FY  2004-05, 

term loan disbursement in the industrial sector stood at fk. 8704.52 crore, which is 3 0 . percent 

higher than of the same period of the previous year,

3.5.1 Recent Reforms Policies adopted for efficient Operations of Banking System:

3.5.1.1 M onetary and Cred it Policy reforms; 

a. Legal Reforms;
in I'Y  2002-03, Bangladesh Bank Order (Amendment) 2003, Bank company (Amendment) Act 

2003 and Bangladesh Bank’s (Nationalization) Order (Amendment) Act, 2003 were introduced. By 

enacting Bangladesh Bank Order (Amendment) Act 2003, the bank has been empowered with 

increased autonomy. Amendment of the Bank Company Act, 1991 contributes towards belter 

protection of the interest of the bank-management and customers. Through the introduction ol ihc 

Bangladesh Bank’s (Nationalization) Order (Amendment) Act, 2003 capital reserve requirement for 

N CBs is now administered according to the Bank company Act. Besides, this amendnient requires 

the Government to consult the Bangladesh Bank in appointing or/ and dismissing Managing 

Director and Deputy Managing Directors of N C Bs These reforms are expected to bring interna! 

gook governance in the banking sector as well as enhance efficicncy and make the banking scctor 

stronger and more dynamic.

-53 -

Dhaka University Institutional Repository



b. Reform s in Banking Scctor:

i) l^ ĉforms in Bangladesh Bank:
Implementation of “  Strengthening Project”  is underway which is tasked to Ibrmulatc and 

implement a prudent policy, enhance the capability of Bangladesh Bank to supervise financial 

institutions, establish banking polices and regulations that conform to international standards and 

increase operational efficiency of Bangladesh Bank through computerization.

ii) Reforms In NCBs:
• Signing a Memorandum of Understanding (M O U ) by NCBs with Bangladesh Bank to 

monitor overall performance;

• Four internationally reputed auditing firms have audited the asset quality ol banks;

• As parts of the reform program, steps have been taken to hand over Rupali Bank to 

private management. To implement the initiatives a Financial Advisor has already been 

appointed:

• A management team along with a Chief executive has been appointed in the Agrani 

Bank;

• A  management support team has been appointed in Sonali Bank, and

• Appointment of a management support team in the Janata Bank is in process,

3.5.1.2 Banking Systems and its Development:
A good banking system is indispensable for economic growth and development generally. It 

is now becoming increasing evident that existence of a properly lunctioning banking system 

facilitates the development process in many important ways. Both economist and economic 

historians have shown increasing interest in the role of financial institutions in the process of 

industrialization.24 p-47 .Despite the aforesaid expansion and intiodiictiun of private 

commercial banks aimed at ushering in a spirit of competition, the health ot the banking sector 

in Bangladesh was showing signs of steady deterioration due partly to directed lending and 

misallocation of resources and partly to inefticiency and corruption. A ll the necessitated the 

setting up of a National commission on Money, Banking and Credit in 1984 which iuid 

submitted its report to the Govt, in 1986 after having reviewed the entire banking and credit 

system. On the basis of this report as also the recommendations of the World bank, the 

Government initiated the Financial Scctor Reform P r o g r a m  (F S R P ) ini 990. The main objectives 

of the FSR P  were; deregulation of interest rates, pursuance of monetary policy with indirect
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means of control, slrcngthcning the opcralional efficiency of banks, esiablishmenl ol

appropriale accounting standards and modes ot recapitalization, improvement in Bangladesh 

Bank’s prudential regulation capability, development of human resources in ihe banking sectoi 

and improvement in the process of loan recovery. A  brief review ot the developmenls under 

PSRP  is as folbws;-

A. Interest Rate Deregulation:
Liberalization of the interest rate determination policy w'as initialed early m the relorm 

program. Prior to 1989 deposit and lending rates were fixed by the Bangladesh liank . In

addition to fixing the normal rates of interest, the central bank had an elaboiate set ot

preferential rates of refinance to direct credit to what w’ere considered as priority scetois . As 

a prelude to establishing a market based method of determination of inlcrest rates, ilie

system of fixing of interest rates by administrative fait was done away with.

B. Classification anti Provisioning:
The FSRP  made the banks recognize the cost of bad debt that some o( the loans wsll noi 

be repaid and that an extra amount will have to kept aside to cover tliese debts. Prior to 1989. 

the standards for assessing the quality of loans made by the banks were very poor. In a 

regime of collateral-based lending. ,it was naively thought that,' since loans were adequately 

backed by securities, the need for provisioning was minimal. Profit were thus in Haled and 

dividends and bonus were also paid. In iaier 1989, Bangladesh Bank introduced appropriate 

rules for assessing loan quality and provisioning for bad debts. A ll loans were required to 

be reviewed and put into four categories, viz., unclassified, substandard, doubltu! and

bad/loss.

C. Capital Adequacy:
By the end of 19S9, it was found that, with the application of more rigorous rules lor

provisioning , the banks in general had lost much of their capital slock. It may be noted that

the capital adequacy requirements are prudential in nature. It seeks to protect ihe depositors

from any losses owing to the harmful actions of the bank managemeni. Mowever, the 

prudential reasons for holdings a minimum level of capital are less compelling lor the

Nationalize C o m m erc ia l Banks ( N C Bs) , because the Government implicitly stands guaramee 

for the depositors.
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D. Reform ofthe Lcgni Framework:
In order to improve the legal environment for recovery of banks loans, a good deal ol work 

has been done. In the tu'sl place, it s realize that measures to step up loan recovery was lo 

be a lop priority among the banks. The first major step in this respect was ihe establishment 

of Financial Loan Courts under which banks can obtain decrees in their favor against 

defaulters, A  Bankruptcy Act and law governing non-banking financial institulions ha\'e also 

been enacted and bankruptcy Courts have been set up in Dhaka and Chitiagong. In addition 

to the above the following initiatives have been taken under F S R P —

;i) PtM-formimcc Planning System (1*PS)> A  performance Planning System (PPS ) has been 

introduced in the NCBs under which participants are required to develop a number of 

clcarly-specified, measurable and dated goal statements to be accomplished over ihe following 

year. PPS allows for a “ top-down” cascading of goals and action plans from die Managing 

Director down to each layer of the organization as well as a “ bottom-up” leedback h'om die 

low'er levels.
b) New Loan Ledger (NLL):-  As the ledgers of the N CBs did not contain adequate daia to 

monitors their loan porlfolio effectively, a new system called New LO AN  Ledger has been 

introduced. To correct record keeping at the account by account level, FSRP  designed the 

New Loan Ledger (N L L ) system. Progress in the use of N L L  has been ver\' rapid.

c) New MIS:- FSR P  developed a new Managcnient Information System (iVlIS) for banks 

including an E.xcculivc Summary Report which contains critical management inlormaiion . ilie 

number of monthly M IS  reports thus in produced stood at S3 by October. 1̂ JS4.

d) Computerizution:- Computerization o f N C Bs has been going on at a steady pace as per 

the FSRP  program. This includes financing the purchase of PCs in N C Bs in addition lo their 

own purchase. Mid- range computer systems are in the process ol installation in .lanata bank 

and Rupali banks. Sonali and Agrani Banks already have their own mid-range systems.

o) Training: - FSR P  regularly conducted training through project consultants and counterparts, 

FSRP has so far trained around 28,000 N CBs participants in various training cour.scs. Besides, 

s e n io r/ mid-level N CBs officers have been sent abroad for training in banking and computer in 

batches.
f) Credit Improvement Actions:- Credit is broadly agreed to be the most imporiant area lor 

NCBs performance improvement. The large burden of classified debt from die past and the 

general lack of financial analysis and credit management skills made development of civdil 

culture" in all commercial banks a top priority. F SR P  etiorts in this respecl liave focused on 

Collection of stuck-up loaas. Monitoring of unclassified loans, Introduction ot risk analysis
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and credit discipline. Accordingly, the Govt, initiated the Commercial Biinking Restructuring 

Projccl (C B R P ) in 1997 to cnyure a continuity of the reforms as well as to attain the 

following objectives;

i\. strengthening bank management with increased accountability, improved auditing and loan 

management practices and procedures b. improving the legal environmeiil I'or debt recovery 

c. modernizing the technology in the banking sector d. restoring the capital adequacy ol 

banks on risk weighted assets c. improving income position of banks f. strengthening tlic 

supervisory and monitoring capacity of the central bank.

Finally, it can be said that the banking system in Bangladesh has witnessed substantial

impfovemcnt during the last few years with interest rates almost lully liberalized and made 

market-oriented . Here too the old proverb will hold equally good-" you can lake the horse to

the water but can'l make it drink unless it really w'ants t o . ’X - l a h a n  and Neill, p. 1 to9).

3.6 M iiniigcniciit Structure in Banks in Banghulesh;
Banks and fniancial Institution in Bangladesh have been following a traditional managemenl 

structure, in many operational areas, there were no procedures manual, financial areas were 

partly guided by circular and self initiative of the executives. Management structure had 

changed but the reflection had not been made in the documents. The changed Management 

Structure remained internal to the banks. Executives were unable to pro\ ide the existing 

management structure. Based on the through discussion with the executives and the 

documents provided, the management structure might grossly be considered as (l)h ead  

ofllce management and (2) fields management. At head office, the Board of Directors, 

chaired by a Chairman, was the highest body followed by Managing Director ( M H) i.e. Chief 

Executive Officer. Next to M D were Deputy Managing Director (D M D ) and Ciencral 

Manager (G M ). Deputy Managing Director and Genera! Manager were liead of divisions. 

Organization of banks and financial institutions at head office were divided into major 

functional divisions. There were several committees at head office to perftirm specific 

assignments. Although the management structure of bank in Bangladesh is more or less same 

but there are some differences in designation or portfolio of managerial le\e)s ot public 

banks and private banks in Bangladesh. The different levels of managemenl in public and 

private banks discussed sinuiltaneously below shown in [ablc-6.
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abk'-6; Miiniigomcnt Struclure in IJiinks:

Public Bun Us

Board of Directors

Private Banks

Board of DirL'clois

Managing Director Managing Dircclor

Additional Managing Director Deputy managing Diivcior

>

Deputy Managing Director

Gcneral^Manager

Genera! Manauor

Executive Vice-PresidL'nl

Deputy General Manager Senior Vice-i’rcsiden!

Assisi. General Manager Vice-Presidcni
▼

Senior Principal Officer Asst. Vicc-Presideni

Principal Officers 
▼

Senior Officers 
i

Senior Officers 
i

Management Trainee Otiiecrs

Mana^ement Trainee Officers Probationary OlViccr

Probationary Officer
SouTCc: IJanjiliiJcsli liiiiik

On'anizational chart: Administrative divisions were requested to supply Org;iiii/:aional C liari.• t* '
k was observed that charts were prepared four to ten years back but nol upilaied lo relied 

changed structure.
.lob Description: Most of the banks financial institutions w'cre unable lo piu\ ide dociinienis 

conlaining Job description. In ease of NCBs the gazette. Notification of contains the

job description of the top and middle executives in most eases there were no Job 

description for executives and Job specification tor work areas. Whai were going on miglu

- 58 -

Dhaka University Institutional Repository



he termed inlbnnal in many I'cspccl. Generally, head oT the dcpartmenls Lillucaie job :inu)ny 

the officers. .lobs were, in rare cases, documenled in a manual (Islam, p. 1 ).

The above Management Structure obey his duties in various managerial le\els i.e. lop. mid 

and lower level which shown in Table -7.

I'jihlt-V: Level wise M;in;i<rcment Structure

Public Hanks Private Banks

Top Level Management:

Board O f Directors 

Managing Directors 

Deputy Managing Directors

Board O f Directors 

Managing Directors 

Deputy Managing Directors

.Mid Level Management:

General Manager 

Deputy General Manager 

Assist. General Manager

General Manager 

IZxecutive Vice-PresideiH 

Senior Vice-President 

Vice-President

Lower Level iM:uaiigemcnt:

Senior Principal Olllcer Assist. Vice-President

Principal Officer Senior Officer

Orficcr Ol’ficer
!s1i

3.7 O p era tion a l P rocedu res Fo llow ed by N C B ’s in Bang ladesh :

3.7.1 Account operating iiroccduros:
In banking, deposits are given by customers and received by bankers througli ihe accouius. 

Similarly payments arc made by the banker and received by or to the order oi the >.•û lomers on ihe 

su-englh of their accounts. So the account is a well devised system agreed uptsn b'. ihe banker and 

the customer within t!ie limit of law. Legally speaking, an account is notliing bi.it a enntraet between 

two partiers. namely the banker and customer, i lence relationship between a bankei aiul a cusiomer 

is contractual involvement under certain rights and obligations on each of theni An\ person ol 

sound mind having crossed (18) Eighteen years of age is entitled to open an .iccount. Anyone 

capable of entering into a valid contract may open an account, A minor can al.Mi open an account

-  50 -

Dhaka University Institutional Repository



under giiiu'diansliip. CuiTcnl accounl can not be opened in the name of minor. Insolvent , Luiuitic 

.Liquidator and any other individual or organization restricted by law who can not open an account.

3.7.2 I’jucL’diire of opeiiinj; an account:
I’ollowing procedure should be maintained to open an account:
i) Proper A/C opening form to be filled up. ii) Required papers to be obtained as per type of’ 

account. Account operating form and specimen signature card to be signed by the opener. Proper 

introduction to be obtained and introducer's signature to be verified by tile authorized ot'llcer. iii) 

two copies of passport size photograph to be obtained which the introducer will attest, iv) Itiitial 

deposit to be obtained, v) Category wise serial number to be allotted which will be known as 
account number, vi) Opening an account must be approved by manager/authorized ofliccr. vii) 

Thanks letter be issued in favor of opener and introducer,

The Janata Bank oflers to its customers Current deposit. Savings deposit. Short term deposit and 
Fixed deposit ete. types of accounts . A current deposit account is common type of account where 
frequent transactions like deposits and w'itlidrawals arc allowed and fund in this account shall be 
payable on dejnand. Interest on the balance of current deposit account shall not be allowed. So bank 

prefers this type of account due to its cost free nature.

Current accounl can be opened both in die name of an individual, firm, and club society etc.

This account shall be opened with a minimum ofTK. 1000. Under this type of deposit accounl is 

opened by the individual for saving purpose. In this account, t'requcnt deposits allowed but [requent 

wilSidrawals are restricted. This type of account shall be opened with a minimum of TK 500. It is a 

interest bearing account where (04.50%) interest (chargeablc) allowed presently under some terms 
and conditions. No interest wlSl be paid for the month in which withdrawals have been made more 
than t v̂ice a week or over 25% of the total baUmcc, A shoil. ten-n deposit accoiuit is a less active 
accounl which can not be operated upon frequently like a current account. There are ceriain 

restrictions on the number and the amount of withdrawals from a short term deposit. I hese 

restrictions differ from bank to bank and this is an interest bearing account. Normally, interest 

(03%) is paid at a lower than of savings account. No cheque book is issued and the client should 
have a current account in this bank Fixed deposits are deposited with a bank for a fixed period o1 
time, which is spcciHed period time of making a deposit. Fixed deposits are payable on the expir> 

of the specified period, cliosen by the depositors to suit their purpose.

3.7.3 Procedure of Cheque Book Is,siie iiiul Loss:
Cheque book is the important instrument to withdrawal money from the account. Account holder 

will request in prescribed form to issue cheque book in writing. Authorized ofliccr will verily tile
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signature of account, holder. Cheque book issue register shall be maintained. The prefix number of 

the cheque must be recorded in the cheque book issue register. Stock register of cheque book shall 

be maintained. Cheque requisition slips to be kept in respective file. Cheque no. shall be posted in 

computer ( if  any) against respective account number. Adequate precaution to be taken to issue 

cheque book so that no fraud can be occurred.

Cheque book may be lost from the counter of the account holder, in that case account holder should 

inform the bank in written immediately and will instruct the bank to stop payment against lost 

Cheque. Bank will take precautionary measure to slop payment against said Cheque in computer or 

in Cheque book register. Stop payment register shall be maintained. Instrument lost register shall be 

maintained. Fresh Cheque book to be issued against proper indemnity bond signed by the account 

holder.

3.7.4 I’ roccdurc of Inhind Remittance:
To facilitate the need o f customers, commercial banks transfer funds from one place to another 

through Demand Draft, Pay Order, Telegraphic Transfer and so an so. These methods of reniiumg 

money from one place to another within the Country are called inland remittance. A Demand Drall 

(DD) an unconditional order of the bankers on branch to another to pay to some person or order the 

amount maintained therein on demand.

Procedure of issuance a DD;
i'illing of DD application form; Commission to calculate as per Bangladesh Bank rate: lotLil 

amount due must be paid by the customer at the cash receive counter, after receiving tile cashier 

u'ill issue a voucher for the DD issue officer; The draft is prepared and entered in tile draft issue 

register; The draft number is then written oil the application form and the amount is protect 

graphed on the face of the draft; The voucher then sent to the department in charge for checking lile 

signature; Then all tile documents are sent to the branch in charge for second signature; After all 

the signatures are completed, the draft is give n to tile customer and his or her signature must be 

taken; An IB C A  (for DD only) tnusl be prepared, stating the details of the issued drall and must be 

sent to "Drawee Branch" on same day,

Eiiciislimcnt of DD:
W'hcn a draft is presented tor payment, the following things be checked scrupulously; DD is issued 

by Janata Bank; DD is drawn on branches of Janata Bank Amount in world and figure agreeiDD 

issue date is not more than six months earlier; Verify the signatures of the dralt and the test 

number; Then the draft is sent to the department in charge for cancellation; After cancellation, 

payment is made lo the customer,
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Procedure of issuance :t Pay Order (PO):

Pay order is a written order, issued by a branch of bank, to pay a ccrtain sum ol'money lo a spocillc 

person of a bank, [t may be said as a banker's check as it is issued and payable by a bank, i-'illing oi’ 

PO application form; Commission lo be calculated as per Bangladesh Bank; Total amouni due must 

be paid by the customer in the cash receive counter, after receiving the cashier will issue a voucher 

foi the PO issue offer; The PO is prepared and entered in the PO register; The PO number is shen 

written on the application form and the amount is protect graphed on the face of the PO: The 

voucher then sent to the department in charge for checking the signature; Then all the documents 

arc sent to the branch in charge for second signature; After all the signatures are completed, the PO 

is given to the customer and his or her signature must be taken.

Encashment of pay order:
When a PO is presented for payment, the following things be checked scrupulously; PO is issued 

by branch of Janata Bank ;PO is drawn on branches of Janata Bank Amount in world and figure 

agree; PO issue dale is not more than six months earlier; Verify the signatures of the PO and ihe 

test number; Then the PO is sent lo the department in charge for cancellation; After cancellaiion, 

payment is made to tiie customer.

Procedure of Telegraphic Transfer (TT);
A Telegraphic Transfer is method o f remittance which Is effected by the banker through a coded 

telegram attested by secret check signal, on receipt if  which, the paying office pays the amouni lo 

the payee by crediting his account. Filling of TT  application form;

Commission to be calculated as per Bangladesh bank rate; Telex charge to be taken from customer: 

Total amount due must be paid by- the customer at the cash receive Customer; A cost memo misst 

be prepared by the TT  issuing department; Then the TT should be tested correctly by aulhori/.ed 

officer only; Then pass the message through telex or in case of emergency, through telephone; 

Prepare an advice note and should be sent through mail on the same day.

Procedure of clearing chcquc:
When the payee or endorsee (who ever deposits the cheque for collection) and the drawer of cheque 

maintain accounts with different banks, the collecting bank can receive the amounts of cheque from 

the paying banker in any of the rules. It can send its representative with tile cheque lo each of the 

following banks and collcct cash. The procedure is wasteful o f time, cumbersome and risky. The 

most efficient method of collecting and paying such cheque is that in which these cheque are 

exchanged by representatives of the various banks, who meet a fixed place at fixed hour and make 

their settlement through controlling banks. The banks meeting at a fixed place for settlement their 

indebtedness is called 'clearing house. When a particular branch receives instrument drawn on the
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oUlCi' bank within the clearing one and those instruments for collection through the clearing 

arrangement is considered as outward clearing for the particular branch. When a particular branch 

receives instrument drawn on them and sent by other member for collection are treated as inward 

clearing.

Procedure of Otic-Stop Scrviccs:

Janata Bank, first among the Nationalized Commercial Banks in Bangladesh, has introduced One 

Slop Service. A  customer can deposit and withdraw' money from a single counter. The system of 

Token and Scroll has been discontinued. Customers are getting prompt and personalized services 

from a single counter. Verification of signature is easy as the same is stored in the Computer.

Procedure of Rcmittancc Function of JU :
Janata Bank has a network of 847 domestic branches in Bangladesh covering whole of the country 

including the rural areas. Remittance services are available at all branches and foreign remittances 

may be sent to any branch by the remitters favoring their beneficiaries. Remittances are credited to 

the account of beneficiaries instantly or within shortest possible time. Janata Bank has 

correspondent banking relationship with all major banks located in almost ail the countries/cities. 

Expatriate Bangladeshis may send their hard earned foreign currcncies through those banks or may 

contact any renowned banks nearby (where they reside/work) to send their money to their dear one.s 

in Bangladesh.

Taka Remittance Arrangements;
To facilitate sending money in Bangladeshi Taka directly, Janata Bank has Taka Drawing 

Arrangement with many banks/exchange companies in different countries. The expatriate 

Bangladeshis may send their money in BD T  (Bangladeshi Taka) through the branches/subsidiaries 

of Janata Bank and foreign baiiks/exchange companies mentioned below;

Table: 8 Overseas Brandies & Subsidian of Janata Bank:

1 Janata Bank, Abu Dhabi Branch.

2 Janata Bank, Dubai Branch

3 Janata Bank, Al-Ain Branch

4 Janata Bank, Sliarjah Branch
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Facilities offered to the remitters:

For quick, payment of TTs issued by 4(Four) U A E  branches of Janata Bank (Abu Dhabi. Al-Ain. 

Dubai &  Sharjah branch) Foreign Exchange Corporate Branch, Dhaka (F EC B , Dhaka). Laldiyhi 

Hast Corporate Branch, Chittagong (LD E , Ctg), Foreign Exchange Corporate Branch. Sylhol 

(F EC B , Sylhct), Khulna Corporate Branch, Khulna, Barisal Corporate Branch. Barisal &  i .̂ajshalii 

Corporate Branch, Rajshahi are nominated.

Non Resident Foreign Currency Fixed Deposit Account (NFCD );

Expatriate Bangladeshi Nationals and persons of Bangladesh origin including those having dual 

nationality may open non-Rcsidcnt Foreign Currency Fixed Deposit Account with any authori/.cd 

dealer branches of Janata Bank in Bangladesh for a period of one month, three months, six months 

or twelve months on renewable basis depositing minimum U S Dollar 1000/- or Pound Sterling 

500/-. The eligible persons may open this account at any time of their return to Bangladesh.

Procedures for Opening NFCD  Account;

Application in plain paper to Manager of any Authorized Dealer branches of Janata bank. Signature 

of the applicant verified by an official of Bangladesh Embassy /i-iigh Commission abroad or Noiar_\ 

Public of the country where the applicant resides and photocopy of the pages of passport conlaining 

specimen signature of the applicant. Photocopy of passport attested by officials of Embassy / 1 ligh 

Commission Office of Bangladesh abroad. Two copies of passport size photograph. Leilcr ol 

autliority for handover of N FC D  Receipts
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C H A P T E R -  F O U R  

Profile of Jan a ta  Bank

4.1 History aiul Overview of Janata Bank;
Junata is a Bengali word and it stands for people. Janata Banl< is the second largest commercial 

Banl\ in Bangladesh, has an authorized capital of Tk. 8000 million, paid up capita! ofTk. 2504 

million and reserve oi'Tk. 1206 million. The Bank has a total asscl of USS 1881661.76 millioji. 
Immediately alter the emergcncc of Bangladesh in 1971, the erstwhile Unilcd Bank Limited and 
Union Bank Limited were nationalized and renamed as Janata Bank. Janata Bank is a iOO% govi, 

owned commercial Bank in Bangladesh. Janata Bank Vision is to be the Financial giant in 

Bangladesh, Janata Bank operates ihrough 847 branches (671 prodt branches and 176 losing 

branches ) including 4 overseas branches at Uniled Arab Emirates. Il is linked wiih 1221 foreign 

correspondents all over ihe world. The Bank employs more than sixteen thousand persons.

Janata Bank main mission is to be the largest. Strongest, Innovative and Service Engineering 

Commercial bank. The mission of the bank is to actively participate in the socio- economic 
development of the nation by operating a commercially sound banking organization, providing 

credit to viable borrowers, efficiently delivered and competitively priced, simultaneously protecting 

depositor's funds and providing a satisfactory return on equity to the owners. The Board ol 

Directors is composed of 7 (seven) members headed by a Chairman. The Directors are 

representatives from both public and private sectors. The Bank is headed by the Managing Director 
(Chief Executive), who is a reputed banker. The corporate head office is located at Dhaka with 32 

(thirty two) Divisions.
Recently The Bank has been recognized internationally and domestically for its good performance. 
The Banker a Magazine of the London based Financial Times group of Companies, has selected 

Janata Bank as the Bank of the Year 2004. The jury Board of the Banker has rccognized Janiua 

Bank with this award for improving its pertbrmanee Technology advancement, Ou^ditalive 

improvement of its service, prudent liability and assets management and others. Due to introducing 

a new prodLict line named as "Mohila Uddokta Unnoyan Financing scheme" Janata Bank has been 
awarded wiiii the 'Asiiiii Baiikin'f aivardcd 2004 runner Lip by the Asian Banking Association at 

Philippine Manila on 26.03.04.
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V

Earlier, Janala Bank has been awarded the reward as the Bank of the Year 2003 by the l-inaiieial 

Times group of Magazine, The Banker. During the recent time Janata Bank has been able lo 

acquire a prestigious and shining position with the improvement in operationai activities e.g. 

Automation of quite a large no. of Branches, Internet Banking, One Stop Banking service. VVebsik'. 

Ready Cash card etc.

The Banker, a magazine of the London based Financial Times Group of Companies, has voted 

Janata Bank as the bank of the year tor Bangladesh for 2001, While making this selection the panel 

has rccognized the efforts made by Janata Bank in recent times for improving its performances. Tlie 

bank has also been included in the listing of top 200 Asian Banks for the year 2001. This listing 

will be available to delegates attending the forthcoming IMF/Word Bank meeting in Washington. 

The September edition of the Banker will also highlight the recent achievements ol Janata Bank. 

Besides, a certificate of merit and a bank of the year logo will be given to Janata Bank lor oxciusi\ c 

isse on all publicity and advertising. It may be noted liere that Janata Bank has been working hard in 

improving the customer services in recent times by introducing a number ol 11-based returni 

measures.
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4.2 Organisntionnl Structure of Janata  Bank:

- 6 7 -

Dhaka University Institutional Repository



4.3 Post and M an power of Janata  Bank ( JB ) :

The approved designations and positions of the personnel of'Janata Bank is 4014 as on I 

wliereas tiie working manpower as on 31̂ ' December,2005 was 3224 and the vacant post was 794. 

It is observed that most of the managerial posts like officers, Principal officers and Senior officers 

have been recruited as per approved post in 1996.3 vacant posts of principal olTiccrs are rescr\ed 

for 3 Senior Officer who arc now working in U A E. 6] I posts arc reserved for direct recruiuiicnt 

among 677 vacant posts of Senior officers. 1 372 posts are reserved for director recruitmcnl among 

1387 vacant posts of officer. 85 posts are reserved for recruitment among 88 vacant posts (.)l'Hcer 

(Cash). The overall class wise manpower has been presented in Tablc-9.

Tublc-9: Summeiy of iVliinpowcr
Ocsiĵ iiidion Types Approved Post in 

the Year 1996

W orliing 

•Manpower as on 
31.12.2005

V.Tcanl 
Posts iis on 
31.12.2005

Adclitioitiii 

Posts as on 

31.12.201)5

1̂ ' Class 4018 3224 794

2''" Class 6522 4784 1738 -

3̂*̂  Class 3629 4507 - 978 1
4“' Class 2066 3231 - 1312 i

I
Total iV1;u1po^ver: 16235 15746 2532 2290 i

Sourcc: Janaia Bank, HcaJ OlTicc. Dhaka.

The total personnel have been classified into fur categories i.e. T' class, Class. 3"* Class and 4‘'' 

Class. The approved posts as in !996 were class4018, Class 6522, 3̂ '* Class 3629.and 4"' 

Class 2066. The total number of approved posts was 16235. The total recruited personnel in 

different categories was 15746as on 31®‘ December, 2005 and additional post on lhal dale was 2290.
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4.4 G rowth of Jan a ta  Bank:

T;iblc-10: Salienl feature of the Progress of the Banks IJusiness at a Glance

Tk. Ill Crore
S L

no.

5.
6.
7,

Particuhirs

Authorized Capital
Paid up capital
Reserve Fund
Deposits

Advance
Investment
Revenue

Initial
Position

1972

5.00
i.50

157.69

113.20
20.41
12.07

1st
Dccatlc

1972­
81

5.00
3.00
7.90

869.S4

2''^
Decade

1982-91

800
259,4
12.2

5458.1

889.78
145.01
128,37

3565.0
1253.5
479.8

3 ^
Deciul

e
1992­

01
800

259,4
54.8

12506.
6 !

Present
Position

20?T5~~

xoo
259.4
129,6

I68S9.7

9329.3
2045.5
970.3

12446.7
2916.8'
1314.3

8. Cost
9.

12.

Operating Profit
Foreign Exchange 
Business: ■
Export
Import

Total No. of 
Employee
No. of Branches:
Bangladesh

.01 122.30 479.1 969.2 984.2
1.06 6.07 0.68 1.1 330.1

70.00
198.80

3408

260

359.80
1307.7

0
11,517

825

1555.0

18151

893

3238.7
5466.6

5839.5
7291.2

16692

843

15321

843
Overseas
No, of Foreign 
Correspondent

780 1274 1 125

Source: Annual Report of.lan;iUi Uiink

The gradual development of bank business of Janata bank is narrated in brici as under:

The Authorized Capital inl972 was Tk.5,00 crore and the present position stands Tk.800 crorc. So 

the authorized capita! has been enhanced Tk.795 crore from inception to till dale. 1 he paid up 

capital as Tk,1.5 crore in the year of 1972 and it has been raised to Tk,259.4crore in 20U5 i.e. the 

total enhancement stands Tk.257.90 crore. There was no reserve Fund in the inception period but 

the present reserve position is Tk. 129.6 crore. The deposit position in tlie year 1972 was I k. 1 57.69 

crore whereas the present deposit position is Tk. 16889,70 crore. The trend deposit is apparenliy 

high. The total investment was Tk. 20.41 in the year 1972 whereas the present position ol 

investment is Tk.2916.80 crore. The operating profit was Tk.1.06 at the initial year which has been
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cnhanccd lo Tk. 330,1 crore in ihc year 2005. Since the trend of Import &  Export has been up

warded, ihc foreign currency niobilization has been up vvarded accordingly. Consequently the

foreign correspondents have been geared up. The gradual development in business of Janata Bank 

has been geared up decade afler decade, which made the bank a bank of high liquidity. So overall

performance olManata Bank from inception to present period is well enough.

4.5 Role of Jan a ta  Ban k  in total Banking System in Bangladesh:

Apart from carrying on with all traditional functions of a conimercial bank the Janata bank in

line with priorities laid down in the national economic plan, has undertaken the 

responsibilities of rendering agency services in the form of making payments lo different 

public sector corporations and in respect of food procurement scheme. In development ol 

resources in productive channels, the credit facilities which were traditionally limited to 

selected groups of people among traders and industries, exclusively in the urban areas. ha\e 

now been expanded lo all classes of people and professions. In order lo enlarge its 

participation in the field o f tlie country’s economic development, the bank has diversified its 

functions to meet the needs in fniancing of agriculture and other priority sectors. N4oreo\er. 

tiie bank has been providing term finances accompanied by specialized ad\'ico and ser\ ice'' 

to promote the growth of small scale industries. The bank has recently underlaken the 

functions of disbursements of government grants to the teachcrs of pri\ate educational 

institutions like school, college and madrasa.

Deposit of the bank: The Janata Bank has been making concerted and sustained efforts to

mobilize deposits from untapped resources both urban and rural areas by expanding baiiking 

facilities to outlying areas. The bank introduced a system of incenlives lor encouraging 

deposit mobilization.

Bank crcdit: Credit portfolio of the Janata Bank increased substantially between Ihc period 

1972 to till dale. Immedialely after liberation the bank followed a liberal lending polic> to 

priority sector and adopted credit norms in order lo cater to credit needs in tliese in 

sectors. For balancing, modernization and renovation of the major industries I’aeing aeuie 

shortage, the bank provided substantial credit to them. Small traders continued to receive 

liberal credits under the small loan schcme. The bank while extending credil facilities also paid 

due emphasis on sectoral balance and created to the needs of both public and private scctors.
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Rural crcdit: In consideration of ihe imporiancc of rural sector on overall cconomy of country 

. ihe Janata Bank has been involved in rural financing since 1974. with view to a) enlarge 

the flow of institutional crcdit for boost ion up agricultural production and b) to mot tiic 

genuine credit of the rural population , the Government took a of measures includiiiy: 

launching of 100 crore Special Agriculture Credit Program (SA C P). The program has been co­

ordinate under Lead Dank Scheme where the Janata Bank is the lead bank in few old 

districts namely, Rajshahi, Jessore, Pabna, and Rangpur. The Bank continued to provide credit 

under SA C P  and other projects for farm and off farm activities. The credit polic> and 

program cover all the segments of the rural population whether skilled or unskilled sucii as 

farmers, landless, laborers women, educated youths, artisans, weavers etc.

Under Rural Credit Program the bank has so far covered the I'ollowing boards areas of the 

rural activities such as financing of different seasonal crops, installation of irrigation 

equipments, development of fishers, livestock and other allied activities like horticulture, 

shrimp culture, development of cottagc industries, land development, duckcry. rearing of 

milky cow, beef and goat fattening, vegetable gardening, rural transport, electrification and 

paddy processing clc.

Spccial Agricultural Credit Program: A  Special Agricultural Credit Program is a mass 

oriented program which was mounted with a view to enlarging flow of institutional crcdit 

to the agriculture scctor in the year 1977. Te program was designed with simpliiled loaning 

procedure to provide credit support to the various intensive crop production. Under the 

simplified procedure the loans are provided to a farmer cultivating his land or other's land 

as tenant or share cropper and the disbursement is made in two ways, in cash and in kind. 

One of the objective of the program is to change the bank’s security oriented lending pttlicy 

to make it production-oriented. Another objective is to increase the coverage of small farmers,

Financin” of Irrigation Equipments and Allied Activities: The Janala Bank has been 

extending credit facilities to the farmers for purchasing different irrigation equipments under 

term financing program in collaboration with Bangladesh Agriculture Developmeni 

corporation.

Agricultural Crcdit I’ rojcct ( Minor Irrigation): In order to exploit the ground water 

potentials of Rajshahi division to increase agricultural production, rural income and
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employment opportunities , the Janata Bank has been participatiiig in Ayriculturai Cretiit 

Project (Minor Irrigation), The component of the project financing arc installation ol shallow 

tube well. , establishment of workshop complex, construction of grain storage, purchase ol 

tools and equipments for village mechanics and other diversified activities.

Rural Finiincing Experimental Projcct: Rural Finance Experimental Project was initiated 

in 1979 by the bank in collaboration with U SA ID  to extend credit to groups of small 

farmers and landless laborers to improve their economic condition through various larms and 

off-farm activities. The rural finance experimental project is an attempts to test different \va\s 

to deliver credit and mobilize saving for small farmer and rural dwellers not presently 

reached by institutional credit.

Swanin'ar Rin Karniasuchi: The Swanirvor Rin Karniasuchi was undertaken by Swanir\'or 

Bangladesh in order to provide employment to the disadvantaged rural people and lo larm 

and off-farm activities in the rural area. The Janata Bank has been actively participating in 

the program for granting loans without collateral security in 4j  Swanirvor Upazillas.

liural Housing Financing Schcmc; In order to solve the housing problems and raise the 

living standard of the poor villagers the Bangladesh bank has launched a scheme named as 

Rural housing Scheme since 1984.

Credit Sclicnic for Slam Dwellers of Metropolitan City, Dhaka: in order to extend credit 

facilities to the slum- dwellers of the metropolitan city, Dhaka, the Janata bank has launched 

a credit Scheme for the slum dwellers in collaboration with OXFAM-Bangladesh and a 

Local voluntary organization named Manabik Shahajya Sangstha (M A SS ).

Credit to Small Seale Industries: Not withstanding the primary function of a commercial bank 

as short term lending for trade and commerce and meeting working capital requirement for 

industries , the Janata bank had to step towards medium and long term financing in industrial 

projects in order to meet financing need in this sector. This change in policy was necessitated 

after nationalization o f commercial banks in view of their huge network ol branches in the 

country and larger demand for industrial financing.
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4.6 Operational Perform ance of Janata  Bank:
.lanala Bank is ihe second largest commercial Bank in Bangladesh. The aim of ihc Bank is to 

actively participate in the socio-economic development of the nation by operatiny a commercialK 

sound Banking system. It provides credit lo deserving borrowers and at the same time protcci.s 

depositor’s interest. Operating profit. Deposits &  Advances increased by 43%, 12% &  15% 

respectively over the last year, 2005. However the Total Statistics of Operational Performance is 

shown in the Table -11

Tablc-11: Finiincia! &  Operational Performance; 1995-2005

TiiUa in >.lilliun
------- i

Piirticiilnrs I9')5 1996 1997 1998 1999 2000 2001 2002 200J 2004 :no>

Aiilln)ri/,cd S()(K) 8000 KOOO 8000 8000 8000 BOOO KOOO KOOO 80011 8UIH1 1

I’nUl lip t:iipiUil 2594 2594 2594 2594 2594 2594 2594 2594 2594 2594 2'*M !1

lioscrvc I-iiiid m3 135.0 143.3 523,2 531.3 539,7 548.0 558.60 574.37 1293
--- —̂'— 1

12')6 '

Di'liosils 757U4.2 47031.7 884 88.9 93322,0 104678,0 i25066.4 138S92.6 1,18597 151II.V. U.8SV'

Ail'atK'c J1%0.S 48754.6 52946.1 57329.9 73409,9 80952.9 93293.9 99748.7 101461,9 I077S6 121167

IiiNCSlnu-iit 15215.9 15S57.1 18907.5 1S064.8 19416,8 20559.6 20455.8 29718.0 22821.8 28375 2VlhS i

Ui'M'ruif 4570.5 5359.5 6576.7 73U4.0 8112.5 9207,0 9703.3 10990,0 11518.4 10934.5 13143 :

Ciisl 4557.9 5348.4 6556.3 7276.5 8102.2 9195.8 9692,1 9750.2 93^7,5 8621.6 ‘J8I2

l)|H‘r;ilina
I'riini

(18O.6 941.1 1037.0 1275.5 242.8 831.2 402.6 1239.S 2120.9 2312.9 33(11

I’rdvisiiin Tor 
l.Diiiis/Asscts

h6!!.0 93U.0 1016.6 124S.0 232.5 820.0 391.3 1225.0 2100 2180.4 3123

Ni't rnifil 12.6 11.1 20.4 27.5 10.3 11.2 11.2 14,8 20.9 -

l-'\|nirl 2D569.S 22968.7 21349.7 21596.00 307ii0,0 32387.7 34454,0 42S65 54623.3 5K.W5 1 

-------- i
l-urcig;n l-linds 46000.00 37S60.UU 3694U.00 45400.00 43250.00 48004.8 54666.30 58889.10 60475 74920 72912 \

rmal Niinibcr 
(if Kiiiployces

17620 17351 . S7II3 17451 17138 56947 16692 16330 15993 15705 1532!

1------- +

Nil. iiT l-i)i ci"ii
( Ml

K20 !050 1 102 1160 1170 1209 1274 1062 1 100 1120 1 125

^ll. or
l!riiiiclK'!> 
(iiniiiiiiiie 4
OviTsi'iiht hr.)

897 897 897 897 898 898

r>. A____1 i>.

900

___ _ I

870 847 847 847

1
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Granllic view O f Manpower, Correspondents and Branches

20000 ­

15000­

10000

5000

0

-o 'sD

2001

^ s= E;

□  Manpowcr

E1 CoiTcspondenls

□  Brandies

2002 2003 2004 2005

FAiiiirv of the hank for 2005

a) Paid-up Cupiutl
b) SlaUilory Reserve
c) Others Reserve

Soiree: Annunl Rcporl of Jaiialii U;ink

Tk. 2593.9 million
Tk. 206.3 million
Tk. 1089.7 million
Tk. 3889.9 million

Profit;
'I'hc opcraling profit of the bank increased by 43% over the last year. 2005. I he I able-1 

Graph are indicate the opcraling profit, Growih of operating profit in the year of 2004 and

2005.

V

l  itka ill m illion

2005 200-(

■■0 O pcrn liny  ProHt j.lO l 2312.'^

Ij) ■Movemenl o f I’ ro n i:
1 ()(/;.()Translcrrt;i.t provision ol bad Ucbl 2450-0

Triinslcrrctl as 1% Gen. provision lor UC loan 173.0 Uli.4

Transferred to provision ib r other Assets 500.0 410.0

Triinsrcrrctl provision for Exgratia 1 20.0 lUO.I)

Trans, lo prov. for janiuna t.evy ( lo r Deposit to BB) - 2" 3

1 rails. I'o IJenevolent I'lind U5.0 I).''.2

Iriins, To Insurance I'uiul 03,0 112.0

Trails. To Provision for Ciratuily 50,0 "

■■ T O T A L 3301.0

Siiurcc: Annual kcport ol Janata fJank

- 74 -

Dhaka University Institutional Repository



Source; Aniuial Rcporuirjiiiuna B;iiik

Denosit Dcnosit Mix:
Deposit &  Deposit mix has been presented in Tabie-13 and Pcrcenlago wise Types of Deposit 

&  Deposit Mix like Saving, Terms, and CD &  Others also shown in Dcposil Mix Graph.

Tablc-13; Break-up of Deposit & Deposit Mix:

T Y P E

Tak:i in million

As on 31.12.05 As on 31.12,0-4

CurreiUs &  Olhei's accoiuit deposits 26194 22378

Bills Payable 1248 1 141

Savings Bank Deposit 53106 4 S3 54

Term deposit 8S349 79 1 63

Total 168897 151036
1
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16%
327o

5 2 %
Deposit Mix

□  Savings d  Terms D C D .a  Others

Invcstniciits:
\Portiblio wise investment is described in Table-14. And the below Graph Shown ihe Pcrcenume: 

Table-14; Portfolio wise investment

SI No.
IT E M S

Taka in million

2005 2004

a. Treasury B ill 1S350.0 16450.0

b. Other Bonds 9993.7 1 10.>7.2

c. Debentures 636.2 6fi2.3

d. Shares 188.1 185.5

I’otiil 29168.0 28375.0
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l.onns and Ativiinccs:

1-ollowing Ihc guidelines of Bangladesh Bank, credit facilillcs have been cxiendcd lo proLkicUxe 

and priorily seclors. 'I’he Outstanding advancc of the bank is Tk. 1244()7.:  ̂ luilhon on M 

December 2005. In extending credit facilities, the Bank has given due imporiance to seel or:il 

needs and reqLiirements of both public and private sectors. Seclor wise I’ublie and pnvaie 

Ad\ances has been presented in Table-) 5 and a l s o  Advance Graph.

l able-15: Sector wise A dvii i icc ;
1'als.iL ill niillioii

SI.. 1 Niimc or Sector Public l'riv:itc Tolnl

1. Julc Sector 4S72.0 3801.S 8673.8

2. TeMtle iiid. &  Trade 775.5 4181.0 4956.5

-1J. Steel &  Engineei-ing 654.5 397.5 i 052.0

4. Food &. Allied 83.0 i 164.2 1247.2

5. Export Credit - 11256.0 1 I256.t)

6. Import Credit . 16433.7 10870.9 27304.6

7. Industrial Credit - 14372.4 14372.4

S. Rural, M E Financins 65.0 9663.6 . 9728.0

<). Housing 15.0 7999.2 8014.:

10. Others 1577,4 36284.6 37862.0

Grand Total 24476.1 99991.2 124467J

Source; Annual koport ol .tanaui Hiiiik

” 7“

1:

” 30 “

TuF
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8 %  3 %

12%

1 5 %

13%
P ercen tag e  w ise  Loans & Advances- 2004

□ Juie Soclar
□ Fotxi a Allied
□ Indusinal Ci'edii 

OOlhors

□ Tej<lile Ind & Trade DSleel & Engme&fing
H Expon Ĉ edil □ impon Creau
□  Rural ME S  S P  Financing PH ousing
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Tiibli;-16: Yearly Budget 

Revenue:
1 :ii.:1 in M illi i it i

1

SI. 1005 :0U4 Znil.'
----------------- i

No. n  i: m s Budget Actual rstKigct Uih 1” i-i ^ A i- liijil

01. hui, liico iiic 8900,00 8967.67 7420.0(1 7398.60 S2(iii,oii 7*J2S.7ii

(12, Inlt, l!\pi;tKli1uro 6250,00 6179.0S 5305.00 5519.91) (>775,110 fvll.vSO

03. lu ll. Margin (1-2) Z650.00 2788.59 2115.00 1878,70 I-125.1KI 1512.90

()-!. liivcstnioiu liiconio 

including (,')ilicr inconic

41 16,00 4294.80 3473.00 367(100 3'J'J2-!ii ,'«>'J2,.>(i

1

UX Touil Oporininii Incomc 6766.00 7083.39 5588.00 5548,70 541~.H) 5205.40

i, 1

0(). S;ilaries &  Allowancc.s 3006.60 2S41.i4 2372.00 2320.50 24 l.'v.'i) ! 22.17.211 
i — —

07, Cost 472.10 464.76 447.50 474.SO 4K0,.'0
1

OS,
1

Viu iablc Cosl 475.70 476.13 461.50 440.40 ■ U) VlJii l.'.''..'0

(IV. ! <>tn! 0 | ie i‘iUiiiK Cosl . 

(6+7+8)

J954.40 3782.03 3281.00 3235.70 341 (...SO 30S4.61I
1
1

10. 0 |)c r ; it l i ig  I 'ro f l t  (5-‘J) 2811.60 3301.36 2307.00 2315.00 2(K)(l.3(i 2 i:n .80

C i ip i t 111;

S I 2005 2004 1103

[So. ITE M S B udge t A c tu a l Budoet A c tu a l IJudtH 'l , \c lu : i l

01. InKTcsi Income 779.90 751.28 2S86.30 3021.35 1 177.7(1 ■ 1177.7(1 
t ------

02. Im ercst E xpend iture 1113.00 1072,47 935.20 461.93 836.90  ̂ S6^?.t(l
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r;iblc-l7; Social Impact Report;

D E T A IL S

F ig u re  in

2005 2004

V ii lu c  lu U lit io n :

Incom c IVoin Sci'vices I3 N 3 .5 10934.6 1

Less Cosi o r  services 6918.2 6185.9

V ith ic  iu id e d 6225.3 4748.7

D is tr ib u t io n  o f  v iih ic  ad ded :

T o  H iiip lo y c e ’ s 2989,4 2406.0

T o  Kotain Assets {Loan  loss and 

p ro v is io n  and o tiic r  P rov is ion )

3123.0 2209.7

’I'o I ‘ x p ;in s io [i &  G ro w th

0 )  D eprec ia tion 1 12.9 133.0

( i i )  Reserve f-und —

T o ta l 6225.3 4748.7

11 1 
2oi:.o

i - 

I s 

4-133.1
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C H A P T E R - F IV E

Characteristics of Losing Branches of Jan a ta  Ban k  
and its comparison with Pro fit Ea rn ing  branches

5.1 Features of Losing Brandies:
Based  on the feaU irc o f  losing  branch. losing branch m ay be defined  as Ihc branch o l’ any 

C o m m erc ia l bunk is facing  loss du ring  last three co n secu tivc  years  due to various causes. T h e  basic 

features o l'lo s in g  branch arc described bc io w ;

T h e  losing  branch posses a huge am ount o f  loan underco ver due to m u ltifa rious causes i.e. loan 

sanctioned  and d isbursed in irra tional and uneth ical w ay s  w h ich  o rig inated  from  the bad practice  ol 

the branch m anagers. T h e  rcsearcher fm ds such ev iden ce  du ring  data co llec tio n  and ana lys is . A s  

such the one o f  the P rim e  features o f  losing  branch is o b v io u s ly  bad advance. T lie  strik ing  leature is 

traced that the posted m anagers are not up to the m arks in sk ill and m anageria l ab ilities . M anager 

should have the traits like  (arsightness, s in cerity  and bank interest o rien ted . B u t  the researchcr finds 

that branch m anagers arc lack in g  in posing such traits.

T he  rescarcher has traced the. com m on featiire that the losing branch m anagers are not so trained 

and c f llc ie n t  to ju s t ify  the loans proposals by exam in in g  the fe a s ib ility  o f  the projects. In laeis. 

most o f  the m anagers o f  los ing  branch are appointed from  d ive rs ified  academ ic  back  ground likc 

general A rts  graduate. M asters  from  Sc ie n ce  and A rts  facu lty  w h ich  is the great lack ing  in 

app ra is ing  the loan proposals. T he Linethical leature o f  losing  branch has been traced by ihe 

researcher that losing  branch sanctioned loan hav ing  no su lf ic ien t co lla te ra l secu rity , w h ich  results 

bad to im m ora! ch arac te ris tics  o f  the branch m anagers o f  losing branches. P o lit ic a l in lluence  for 

sanction ing  bad advan ce  is another com m on feature o f  losing  branch. Su rp rise  phoning  to the 

branch m anager as po lit ica l pressLire is the com m on feature o f  the los ing  branch. P o lit ic a l pressure 

is the one o f  the bad loan, w h ich  causes the branch m anager for tak ing  undue personal advantage 

against sanction ing  and d isbursem ent o f  loan.

Lo an  su perv is ion  for re co verin g  loan insta llm ent or ad justm ent is another feature o f  the losing 

branch. V e ry  o lten  the branch m anager o f  losing  branch found to m on itor the rcco vc ry  seriously, 

'fh e  branch m anager o f  losing  branches are hab iluated to be relaxed although the recent po lic\ o f 

N a tion a lized  B a n k s  m ake them  com pe lled  to supervise and c lo se ly .
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The losing branches bear some common features in response to their activities, deposit, 

advancc, perlbrmancc, business transactions etc. Tiie main features ol losing branches arc as 

follows;

1. Huge amount of classified advance on the part of N C Bs have restricted iheir lending to onl\' 

selective viable areas.

2. Concentration of the many branches indifferent banks,

3. Lacking of quality advance in Losing branches of NCBs.

4. N C Bs inefficient Advance allocation and low recovery performance in development

financing rendered the impression in the banking sector.

5. Commercial banks attach importance to the strategy for short run profit making raiher

than long- run development out look.

6. The deposit mobilization and turn-over i.e. transaction of the accounts are poor.

7. Cost of Operation for development financing is rendering high pushing up the lending 

rates which sonietimes turns the bank fmanced projects unviable,

8. N CBs advance allocation is not based on systematic analysis of potential economic

activities.
9. A d v e rs e  o f  C o m m e rc ia l p o te n t ia lity  o r e c o n o m ic  v ia b i l it y .

10. Collateral- free Advance to some portion of the target group was not handled 

properly and increased the risk of recovery for the banks in case of genuine.

11. Some lacking o f Business feasibility.

12. Lack of supci-vision whether the installments are paid or not.

13. A u th o r iz a t io n  o f  lo an  w it l io u t  p ro p e r s u p e rv is io n  o f  c lie n t  ch a ra c te r  . c a p a c ity .

capability and willing pressure. .
14. Govt.’s support and extension facilities in the form ot provision ol data base,

investment counseling, appropriate technology, infrastructure, marketing ol pioducls

etc. appear to be inadequate.

15. Sanction of the big amount advance beyond of banking rules and principle.
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5.2.1 Com parative Analysis of Profit &  Loss Account:

T;iblc-18: Summarized Profit tSc Loss Account of .iiiamgonj IJranch:

JA N A T A  BA N K
Comparative Income Statement

For the end of 31®' December, 2005, 2004, 2003

5.2 Analysis of Data of the Losing Branches of Janata Bank:

Particulars

Toial Revenue 
(A )

2005
Amount 
in Lac 
Tk,

877.91

%  of' 
2003

66.57

2004

Amount 
in Lac 

Tk.

1,055.08

%  of 
2003

80.00

2003 IncrL'iisc (Docrcase)
Amoutu 
in Lac 

Tk,

1,318.81

2004 vs. 2003
%

Amount

iOO (263.73) (20 .0 0 )

2005 vs. 2003

A m o u n i

440.90 33.43 1

Interest
F.xpenses

1,357.28 74.00 L600.09 87,24 1,834.02 100 (233.93) (12.76) (476.74)^ (26,00)

Operating
Expenses

155.09 116.58 142,70 107.27 133,03 100 9.67 7.27 22.06 16.5S
------ i

Total Expenses 
(B )

1,512.37 76.89 1,742,79 88.60 1,967.05 100 (224,26) (1 L40) (454,68) (23.11)^
J

Net Loss (A-B) 634.46 97.87 687.71 106,09 648.24 100 39.47 6.09 (13.78) L l2 ,L '.) J

The Imamgonj branch is one of the largest losing branches of Janaia Bank. The comparatise 

Income statement presented above shows that net loss increases from 648.24 !ae taka in 2003 to 

687.71 lac taka in 2004 and then decrease to 634,46 lac taka in 2005, The summarized Profit 

Loss accOLint also shows that net loss of 2005 was 97,87%, 2004 was 106.09%in compared to the 

base. The net loss increases 6,09% in 2004 and 2.13 %  decreases in 2005 in compared to 2003. 

Even through performance was better in 2005 among these 3 years; total re\’cnue sho\ss a. 

decreasing trend from 1,318.81 lac in 2003 to 877.9! lac in 2005.Consistent with total revenue, 

interest expenses show a decrease of 454.68 lac taka from 2003 to 2005. However, operating 

expense increases over time. Operating expenses, which was 133.03 lac in 2003. became 142.70 lac 

in 2004 and 155,09 lac in 2005.
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JA N A T A  BA N K
Comparative Incomc Statement

For the end of 3 1̂ ’ December, 2005,2004.2003

Tabic 19: Summarized Profit &  Loss Account of Nawabpur Branch:

Particulars
2005

Amount 
in Lac 

Tk.
%

2004
Amount 
in Lac 

Tk.
%

2003
Amount 
ill Lac 

Tk.
%

Incrciisc (Decrt'asf)
2004 vs. 2003

Amount %
2005 vs. 20113

Amoun
t

Total Revenue
(A )____________

117.90 139.33 73.86 87.28 84.62 100 (10.76) (12.72) 33.28

Interest
Expenses
Operating
expenses
Total Expenses 
(B) __________

55.57

78.89

134,46

98.65

I 19.89

10.10

45.99

73.43

I 19.42

81,64

1.60

97,78

56.j j

65,80

122.13

100

100

100

(10.34)

7.63

(2.71)

(18 .36)

1.60

(2 .22 )

(0 .76) ^  [ 1 . :o  )

13.09

12.33 10.10

Net Loss (A ­
B)

16.56 44.15 45.56 121.46 37.51 100 8.05 21.46

The Nawabpur branch is one of the oldest brandies of Jai-iata Bank. The comparative hicomc 

slalement presented above shows that net loss increases from 37.51 lac taka in 2003 to 4.''..'if) lac 

taka in 2004 and then decrease lo 16.56 lac taka in 2005. The summarized Profit &  Lo ss  accouni 

also shows that net loss of 2005 was 44.15%, 2004 was 121.46%in compared lo 2003. The ncl loss 

increases 21.46% in 2004 and 20.95 %  decreases in 2005 in compared to 2003. Even ihroLigh 

performance was better in 2005 among these 3 years. Total revenue was increased by 39.,u% in 

2005 and decreases 12.72% in 2004 compared to 2003. Total expenses were increased by 10.1 0%m 

2005 and decreased 2.22% in 2004 in compared to 2003. However, operating expense increases 

over lime. Operating expenses, which was 65.80 lac in 2003, became 73.4j lac in 2004 and 7S.S9  

lac in 2005. The branch is trying to improve year to year though the present lose is very high.
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V

Common size Analysis:
I I I  common size analysis, expenses the various components of Income staiemcnls as pcrccniaiiL- of 

the total I'cvenue of losing brancii i.e. Imamgonj branch, Nawabpur branch, .lanaia Bhaban IJrancli 

of Janata Bank. A ll Income statement items related to total revenues. The total intcrcsl expenses, 

operating expenses, total expenses, net loss/profit margin and the procedure can be extended to 

includc all the items of the income statement as percentage of total helps t!ie analyst spot irciid^ 

with respect to the related importance of these items over time.

To illustrate common size income statement were shown alongside regular statements in 1 ablo-2(). 

21, 24 for Imamgonj Branch, Nawabpur Branch, Janata Bhaban Branch of Janata Bank from 

to 2005.

5.2.2 Common Size Analysis of Profit & Loss Account:
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■JANATA B A N K
,2005,2004, 2003

Tabk‘-20: Common size IVoflt A  Loss Account of Imnmgonj Branch:

Particulnrs
2005 2004 2003 2005 200

4
200

3 P artic iil
200
5

200
4

200
3

200
5

200
4

200
3

Iti Tk . 00,00 0 % ars InTk. 00,000 %

Intcrcsi on 60.5! 59.0S 56,00 6.89 5,60 4.25 Inlcrost 785. 946. 1,17 89.5 S9.7 NS 8

(.Icposil Received 95 62 1.51 0 3

IiilL'rO-sl on 11.0 1.296. 1.541.0 1.778.0 147.71 146, 134, Coniniiss 13.9 15,4 19.3 1.50 l.4f) 1 4 7

A/C 77 1 2 06 82 ion 3 0 3

T ot:il Interest 1,357. 1,600.0 1,834.0 154.6 I5 L 139.
K\pcnses (A ) 28 9 2 66 07
Salaries 58,57 42.07 41.40 6.67 3.99 3.14 1
Leave sniary 0.07 0.02 0.63 7.97 1,90 .05 Exehang 37.9 64.3 81.5 4.30 (1. Ill 6.18 I

cntashiiiciit e 2 8 0 _ !
A lU iw iintx 23.5S 27.26 24.48 2,69 2,58 L86 Rent 0,0 i 0,08 O.IU 111) .007 .<(117 1

I'rovidcnl 0.35 0,32 0.17 ,04 .03 ,01 Other 40,1 28.6 46.3 4.50 n 7*1 3 :

l-iind(CIM-) Receipt 0 0 7
lio iu is 10.31 7.19 6.K7 1.17 .68 .52
I’ ciision & 19.13 16.03 15.34 2,18 1,52 1.16 Total 877. 105 131 lot) 10(1 lUO

CiraUiitytSAI') t^evetiuc 91 5.08 8.81
l)irL’t:tors I'ces 0.15 0,37 • .02 .04 - !

Kl'iH, Raics & 1.21 1.06 3.4-J .14 .10 ,26 Net Loss 634. 687, 648. 72,2 05.1 i 49.1

Taxes (E) 46 71 24 7 S 5 1

l.ig ln iii!: 1.58 1.S2 1.18 .18 .17 ,09
Law Charges 6.% 8.52 2.38 .79 ,81 .18
Poslage. Telegram, 5.42 6,41 6.02 ,62 ,61 .46
I'cleplioiK &
Stamp 1
IX’pfceiaiion:
Oil Assets 1.92 5.72 ■ 8.83 .22 ,54 .67 i

() ji Coinpulers 3,22 3.22 1.16 .37 ,31 ,09 [

Repaii- Kedovalion 3.96 3.11 3.25 ,45 .29 ,25
i t  Mainleiiaiice
Suuioiiary 1.67 2.03 2.25 ,19 .19 ,17
I’eity Suitioiiary 0.27 0.26 0.22 .03 .02 .02
Lnlertainnienl 1.64 1,60 i.37 .19 ,15 .10
Car I'Apenses 3.78 5.84 4.89 ,43 .55 ,37
Subscripiions 0.42 0.52 0.48 ,05 .05 .04
Traveling 0.0! 0.07 0.19 1.14 .006 .01
Caringe/l'rcighi 2.60 2.65 2.60 .30 .25 ,20
Miseellaiicoiis 1.25 1.66 1.82 .14 ,16 .14

r.xp.
llusiiiess 0.35 0.25 - .04 ,02 -
Developiiienl
Wcl l ure & 0.07 0.06 0.07 .007 ,003 .005
Keercalion
Medieal Charges 0.002 - - .000 - '
Training Expenses 0.14 0.31 0.23 .02 .03 .02
I-mployces Lunch 6.21 3.98 3,41 .71 ,38 .26
Subsidy
Cash earring 0.25 0.35 0.35 .03 .03 .03
Cliar);es
O pcra lirig 155.09 142.70 133.03 17.07 13.5 10.0
cxiienscs(B) 2 8__ --------—1 r
Total Expenses 1,512. 1,742.7 1,967.0 172.27 165. 149.
C=A+H 37 9 5 18 15
Less: Net Loss (E) 634.46 687.71 648.24 72.27 65.1 49.1 Total 1.51 1,74 1,96 172, 16.S. 149.

8 5 2.37 2.79 7,05 27 IS 15

Total Elcvenue 877.91 1055.08 1318.81 100 100 100 1
n=c-K i .  .
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Over the year, the hnamgonj Branch continues to incur tlie loss. The amount of loss increases from 

648.24 lac to 687.71 lac in 2004, In 2005, the amount decreases by 53.25'Iac taka and becomos 

634.46-lac taka. The percentage of net loss was 49.15, 65.18 and 72.27 from 2003 to 2005. Such 

high amount of losses over the year is due to the fact that the branch fails to cover its expense 

through generating sufficient revenue. During the period 2003-2005 total revenue show a declining 

trend moving from 1318.81 lac to 877.91 lac. Interest expense is the main component of total 

expenses also decline during the said pattern, but in absolute term, the revenue decreases at a highei' 

rate than the interest expenses. In contrast to the above, operating expenses continue to increases 

during this period which was 133.03 lac in 2003, 142.70 lac in 2004 and 155.09 lac in 2005.

The trend of total expenses of Imamganj corporate branch from 2003 to 2005 was dow'nw^ard i.e. 

Tk. 1967,05 lac in 2003, Tk. 1742,79 lac in 2004 and Tk. 1512.37 lac in 2005. 1'he total expenses 

were 149.15%, 165.18%, and 172.27% from 2003 to 2005. Interest Paid on deposit were increased 

from 2003 to 2005, which were 4.25%, 5.60%, 6.89%. Interest on H.O account was shown upward 

trend which 134.82%, 146.06%, 147.71% from 2003 to 2005. The branch paid salaries huge 

amount of money which were 41.40 lac to 58.57 lac in 2005 w'hich 3.14%, 3.99%. 6.67%. Other 

items do not change significantly over the year. The trend of the total revenue from 2003 to 2005 

was downward i.e. Tk. 1318.81 lac in 2003, Tk. 1055.08 lac in 2004, and Tk.S77.91 lac in 2005. 

Interest receive was 88.83%, 89.72%, 89,50%. Other income items do not change signiricanlly o\er 

the year. The overall performance of this branch was not satisfactory because of high expenses and 

paid the huge amount of interest to the Head office account.
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J A N A T A  B A N K
For the year ended 3 1 December, 2005, 2004, 2003

Tablc-21: Common size Profit anti Loss Account of Nawabpur Branch;

P arlicu liirs
2005 2004 2003

[|! Tk. 00,000

2005 200
4

200
3

%
Particu l
iirs

200 
5

200
4

200
J

inTk. 00.000

200 200
4

200

liuorc;.! on 
tlcposil
liUOfcsi mi 11.0
A.'C

55.57

Interest Expenses 
(AJ___________
Salaries

Leave salaiy
onciishmcnl
A llow inKc

[’ mvicIeiH
I-unt1{CPI-)
Uoiuis

I’ciijiion &  OrisUnty 
iS A i-) '
Rcnl. Rates <fe 
Ta\cs 
l.igh lijig  
La\v Charges 
I'osiagc. Telegram. 
Teleplione &.
Stnnip
Depreeiulioii;
On Assels
On Computers
Kepair Kenovation
&  Maimeniince
Suilionary
Pelly Stationars-
l’ iib lie iiy&
Atlverliscmcin
[jneruiinm eni
Cur t:.\penscs
Subscriptions
Traveling
Cariagc/1-reighi
Miscellaneous
I'.Np.
Iliisincss 
DevelopmciU 
Wei (lire &  
Recreation 
Training 1-Npenscs 
I'nipkiyecs Lunch 
Suhsith 
Operating 
txpenses (B) 
Total Expenses 
C=A+B

55.57

Less: Net Loss (E)

45.99

45.99

27.70

I L42

0.18

4.90

9.32

I 1.77

0.66
0.58
L09

0.78
0.65
1.61

2.09 
0.3 I

0.48
0.17
0.24
0.07
1.28
0.53

0.04

0,11
2.91

78.89

134.46

20.10

12.51

0,13

3.34

7.30

10.29

0.70
1.20
1.77

0,95
6.65
0.78

1.8S
0.21

0.50
0.14
0,22
0.03
1.35
0,64

0.04

1,98 

73.43 

119.42

56,33 47.13

56.33 47.13

20.19

0.04

1 1,53

0.12

3,25

7.34

10.63

0.59
0.61
1.43

0.89
1.55
1.35

1.45
0.22
0.09

0.42
0.17
0.13
0.13
1.09
0.75

0,05

1.78

65.80

122.13

Total Kevenuc

16.56

117.90

45.56

73.S6

37.51

84.62

62.2
7

62.2
7

23.49

9.69

.15

4.16

7,91

9.9S

.56
,49
.92

.66

.55
1,37

1.77
.26

.41

.14

.20

.06
1.09
.45

.03

.09
2.47

67.37

114.05

66,5
7

66.5
7

27.2

16.9
4

4.52

9.8S

13,9
3
,95
1.62
2.40

1.29
9.00
1.06

2,55
,2S

.76

.19

.30
,04
1,83
.87

.05

2.68

99.4
I
161.
68

14.05 61.6

23.8
6
.05

13,6
3
.14

3.84

S.67

12.5
6
.70
.72
1.69

1.05
5,38
1.60

1.71 
.26 
.1 I

.50

.20

.15

.15
1,29
.89

,06

2.10

77.7
6
144.
33

Inlerest
Received

Cominiss
ion
Kxchang
e
Ren I

O ilier 
Rcceipt 
Interest 
on H.O

Total
Keceipt

Net Loss 
( E )

58.6
9

2.27

0,13

0.16

27.4
1
29.2
4

117.
90

16.5
6

60.2
4

3.42

0.32

5.39

4.49

100 100

44.3
3

73.8
6

45.5
6

fi9.5
9

2,61 

0.31 

0.01 

4.44 

7.6(>

49.8
0

I.y4

,12

.1)4

23.3
0
24.H 
I)

84.0
1

37.5

100

14.0
5

T o t . i l
Expense

100

134.
46

119.
42

122.
13

81..'
6

4.(0

.45

7.31 

(i. HI

100

61.6
S

■s:.:
3

.Vii'J

.38

.(II

.■i.25

'J.D.'

100

44,3

114.
05

161.
68

144.
33
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The Table-21 shows a mixed trend in the net loss figure for Nawabpur branch. Net loss increases 

from 37.5! lac (44.33%) to 45.56 lac (61.68%) in 2004. However, the branch does well in reducing 

the net loss figure from 45.56 lac to 16.56 lac (14.05%) in 2005. The operating e.xpenses ol’ 

Nawabpur branch continue to increase every year and it is higher than interest expenses lhat are 

supposed to the main expenses head. The operating expenses increases 65.80 lac (77,76%) to 78.89 

lac (67.37%) in 2005.

The trend of total expenses of Nawabpur Corporate branch was upward from 2003 to 2005 i.e. 

Tk.122.13 lac (144.33%) in 2003, Tk.119,42 lac (161.68%) in 2004, Tk ,134.46 lac (I 14.05%) in 

2005. Salaries was also a factor to incur the loss which 23.86%, 27.21%, 23.49% from 2003 to 

2005. Interest paid on deposit was 66.57%, 62.27%, 47.13% from 2003 (o 2005. Other items do not 

change significantly over the year.

The trend of the total receipt of the branch was upward from 2003 to 2005 that was 84,62 lac. 73,86 

iac, and 117.90 lac. Interest received were (49.80%, 81,56% and 82.23% from 2003 to 2005. Other 

income items do not change significantly over the year. The branch expenses were vcr\' liigh bui 

receipt was not increased in the ratio of expenses. So, overall performance was not satisfactory.

5.3; Analysis of Financial and Operational Perform ance:

TahIe-22: Financial and Openitional Performance in 2005-2003 of Imamgonj IJrancIi:

S L.

No. P A U T IC U L A R S

2005 2004 2003

(In  00 ‘000 

Tk.)
%  of 

Changes

(In  00*000 

T k.)

% o f 

Changes

(In  OO'OOO 

T k.)

%  of 

Cliiinycs

1. Total Deposits 294S.1 21 1.09 2001.8 143.33 1396.6 100

2. Total Advance 19309,2 66.16 23557.9 80.72 29184.6 100

j . Interest Suspense 1553.6 28.85 2241,6 41.63 5384.7 100

4. Net Advance (2-3) 17755.6 74.60 21316.3 89-57 23799.8 100

5. Total Income 877.91 66.57 1055.08 80 1318.81 100

6. Total Expenditure 1512.37 76.89 1742.79 88.60 1967.05 100

7. Operating t.oss (5-6) - 634.46 97.87 -687.71 106.09 -64S.24 100

SoLircc Accounts Division o f Janota Bank. Mead ofllcc, Diiaka

Taking 2003 as the base year, the percentage of total deposit of Imamgonj Branch from 143.33 to 

211.09 in 2005 which amount was Tk. 1396,6 lac in 2003; Tk.2001.8 lac Tk, 2948.1 lac in 2004
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Lind Tk. 2948.1 lac in 2005. So, the total deposit increased by 111.09% (211,09%-100%) in 2005. 

The trend of total advance was reverse i.e. downward because of ihc conservative policy of ihc 

bank. The total advanced was decreased by -33.84% (66,06%-100%o) in 2005 and 19.28% (80.72­

100) in 2004. Consequently the total income had been declined accordingly. The total income was 

Tk.1318.81 lac (100%) in 2003; Tk, 1055.08 lac (80%) in 2004 and Tk.877.91 lac (66,57%) in 

2005. So, the total income was decreased by 33,43% (66,57%-l00%)in 2005 and 20% (80-100) in

2004. Total expenses was 88.60%> in 2004, 76,89% in 2005 So, expenses was decreased by 23.1 I %  

(76.89%-100%) in 2005 and 11.40% (88.60-100) in 2004. As a matter of fact, the branch faced loss 

Tk, 687.71 lac (106.09%) to Tk.634.16 lac (97.87%) in 2005. The operating loss by 2.13% 

(97.87%-1 00%), deposit increase 111.09%, advanced decreased 33.84%, income decrease 33.43"u. 

expenses decreased by 23.11% in 2005 and the operating loss by 6.09%, deposit increase 43.33%, 

advanced decreased 19.28%, income decrease 20%, expenses decreased by 11.40% in 2004.

T a b lc '2 3 :  F in : i i ic ia l  and  O p e r a t io n a l  P e r fo rm a n c e  in 2 0 0 5 -20 03  o f  N a w a b p u r  B ranch;

SL.
No P A R T IC U L A R S

2005 2004 ;oo3

(In 00 '000 
Tk.)

%  of 
Ctiimgcs

{In OO'OOO 
Tk.)

%  of 
Changes

(In 00 '000 
Tk.)

V« of

1. Total Deposits 1 163.7 93.46 1662.! 133.49 1245.1 100 !

2. Total Advancc 966.4 84.73 1075.8 94.33 1 140.5 100

3. Interest Suspense 107.5 64.72 1 19.3 71.82 166.1 100

4, Net Advance (2-3) S58.9 88,15 956.5 98.16 974.4 100

5. Total Income i 17.90 139.33 73.86 87.28 84.02 100

6. Tolal Expenditure 134.46 110.10 119.42 97.78 122.13 100

7. Operating Loss (5­
6)

 ̂ -16.56 44,15 -45.56 121.46 -37.51 100

Source: Accooins Division o fjana la  Rank, l icntl olllcc, Dlinl^a

Taking 2003 as the base year, the percentage of total deposit of Nawabpur Corporate Branch was 

133.49 to 94,33 in 2005 which amount was 1245.1 lac in 2003, 1075.8 lac in 2004, and 1163.7 lac 

in 2005. The trend of total advance was descending order, which was 1140.5 lac (100%) in 2003. 

1075.8 lac (94.33%) in 2004, 966.4 lac (84.73%) in 2005. The Income was Tk.73.86 (87.28%) in

2004 and Tk.l 17,90 (139.33%o) in 2005, The income was increased by 39.33% (139.33-100) in

2005 and 12.72% (87.28-100) in 2004. The expenses were 119.42 lac (97.78%) in 2004. 134.46 lac 

(110.10%) in 2005. The expenses were also increased by 10.10% (110.10-100} in 2005 and 2.28% 

(97.78-100) in 2004. The percentage of expenses was higher than the income percentage. .-Xs a 

matter a fact that, the branch faced loss Tk. 45,56 lac (45.56%) to Tk. 16.56 lac (44.15%) in 2005.

^90 -

Dhaka University Institutional Repository



The branch docs v e ry  w e ll and dccrcased  the operating loss from  year to year. T h e  decreases loss 

by 5 5 .8 5 %  (4 4 .1 5-100) in 2005 and increases by 2 1 .4 6 %  in 2004.

5.4: Analysis of the activities of Losing B rand ies  of Ja n a ta  Bank;

In th is suction , results o f  an a lys is  o f  data rearing age, m anpo w er and co m p le tive  characteris tic  as 

w e ll as business characte ris tics  o f  the sam pled losing branches have  been exam ined  w ith  a v ie w  lo 

id en tify  the v ia b le  o r n o n v iab lc  operations.

A ” c, M an p o w er , inul Com petit ive Cliariiclcristies:

A ge  o f  a branch is an im portant factor for incretions, and d ive rs ify in g  vo lum e o f  banking  

operations, a ch ie v in g  cost e lT ic ie iicy  and u ltim ate ly  v ia b ility  the T a b le  -4 show s that p rofit earn ing  

(T i^) an w e ll as Loss incu rring  ( L I )  branches are far d itTcrencc in the age rage or P E  branches 16 

years  .it is a m odel branch o f  Jan ata  B a n k  o t 'a l l  o ve r Bang ladesh . T h e  A g e ( o f  a branch ) its e lf  is 

the factor. W h e tlie r  in course o f  tim e the concerned ranch has been able to increase vo lum e o f  

business and thus increase in incom e and decrease is cost is the po int o f  com m isera tion . O ve r  the 

period since estab lishm ent, the P E  branched have been able to dot but L I  branches w a r established 

in the tim e o f  a fte r independent o f  Bang ladesh .

M an  po w er o f  em p lo yees w o rk in g  is the urban branches are also an im portant factor for m aking  

these v iab le . Y a ro n  (1994 ) argues that w e ll trained, m otivated  and p roductive  em p lo yee  structure is 

one o f  the im portant characte ris tics  o f  successfu l finan cia l institu tion the table show s thai L i 

branches is a not large num ber o f  em p lo yees but most o f  them are not w e ll trained and productive  

em p loyee . O n the other hand PI branch hav ing  a large num ber o f  em p lo yee  they are w e ll trained 

and enough kn o w led ge  about banking . Though  it is ve ry  d iff icu lt  lo  prescribe  a standard am ount o f  

business for a standard num ber o f  m anpo w er a branch is hav ing . T h is  see that for the w ho le  P L  

branches o f  N C O S  are h av in g  h igher vo lum e o f  business per em p lo yee  and higher m anpow er 

p roductiv ity  as com pared  to those o f  L I  branches. U rban  branches face m ost com petition  for other 

banks and v e ry  slate non-banks (S u ch  as G ram een  B a n k , B R A C  and o ther N G O 's  in their 

respective  operational areas, w h ich  m ay have  som e im pact o f  the ir v ia b ility . N a w a b p u r Corporate 

branches 5 co m p etit ive  non-banks, institution.

Deposit .Mohilization:

T he  rab lc-30 show s that on an average P E  branch have h igher deposit per branch than L I  branches 

not o n ly  absolute vo lu m e  o f  deposits, but also the average num ber o f  deposit accounts, deposit per
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account (average size of deposit) and deposit per employee are all higher in ease of PE branch than 

L I branches

■i

Deployment of Advancc:
For the matter of profitability, judicious deployment of credit is very significant factor. Tablo-31 

shows that in respect of Advance also P E  branch of NCB,s have higher Advance per branch and 

Advance per account that those of L I branches.

Number of Advance accounts per branch and Advance per employee another iwo indicators of 

Advance performances are higher for L I branches than PE  branches of NCBs. Even alter 

commanding large Advance per employee and per employee and per account, why the Hnancial 

performance of L I branches are poor, we discussed here. This can be explained by looking at die 

volume of classified advance o f PE  and L I branches as given Table*31. On an average. 26.16% ol 

outstanding advance of L I branches has been classified and again out of total classified ad\ ancc. 

29.377% is bad loan. On the other hand, one of the P E  branches has no classified Advancc at all 

and on an average, 14.55% classified bad loan.

Volume of Business (Deposit plus Advancc);
We have discussed so far the business characteristics of the sampled branches separately Irom the 

point of view of deposit as well as advance. The Tabie-32 contains information relating to volume 

of business of N C B  branches. The table shows that volume of business per branch, number of 

accounts per branch, amount per account &  amount per employee-all commanding higher values 

for PE  branch than L I branches.

Financin) Performance of the sampled Branches:
In the ultimate analysis, financial viability should be the main performance indicator of a financial 

institution. It is also true that determinants of financial performance of viability are the business and 

structural Characteristics of financial institution. Therefore while discussing ihe financial 

performance o f the sampled branches, their business and structure characteristics should also be 

kept in mind. Financial performance of bank or a branch is generally summarized by absolute profit 

volume, which again may increase or decrease as the volume of business increases or decreases. 

Bui from the were absolute profit figure, one cannot have any idea about financial perlormance 

strength of a banker a branch. Therefore, in order to know the actual strength or profit, the absolute 

profit figure and its constituents mainly income (both interest and non-interest income) and 

expenditure (both interest and non-interest expenditure) are to define by volume ol business (V O B )
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should be considered. In that case, we show get relative profit or neither profitability of a branch 

nor only profitability, productivity (both overall and manpower productivity) of the sampled 

branches have also been calculated and shown in this section,

5.5: A n a lys is  o f D ata  o f the P ro f it  E a rn in g  ( P E )  B ra n c h  o f Ja n a ta  B an k : 

Feathers of the Pro fit Earn ing  Branch:

1. Profit Earning branch are sufficient advance allocation and high recovery performance

in development financing rendered the impression in the banking sector.

2. Number of quality Advance in Profit earning branch of Nationalized Commercial Banks

3. The deposit mobilization and turnover i.e. transaction of the accounts arc very high. 

Advance allocation is based on systematic w'ay of potential economic activities.

4. Strong business feasibility, commercial potentiality or economic viability of profii 

earning branch.
5. Strong and effective Supervision of the sanction of big amount advance of the profit

making branch. ,

6. Volume of Business (V O B ) of Profit earning branch are very strong.

4 4 9 * ^ 6 -

T5T̂ -T
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Tablc-24: Common Size Analysis of Profit and Loss Account of Janata Bliaban Brandi:

JA N A TA  BANK
December, 2005, 2004, 2003

2U0S 2004 2003 2005 2004 2003 2005 2004 2003 200.5 2UU4 2(HU 1
Pdrlicul îrs It iT L  00,000 % rs in Tk. 00,000 %  1

IntLTCst paid on 1.343.5 1.594.49 2.650.50 !0.39 13.6 22.5 Interest 10,9 9,95 10.3 ,S4 3 S5 1 S7? 1
deposit 2 4 2 Rcceivcd 125

2
3-97 29(1 6 5 s

Imcrusi on 11 0 A/C 6,I(H 1 5,237.34 3.96S82 47 19 44 8 33.7
4 0 3

I'filiil liHcrL-sl 7,447.(1 6.831.S3 O.OI‘J.32 57.58 58.4 56.2
Kspciiso (A) (> 4 5
Discoum Paid 001 0.01 0.00 .000 0.00 . Commissi 181 134. 90 1 1 4 1 15 77

0 on 49 88 3
Siilnncs 118,35 9S.34 84.03 .91 .84 ,71 Exchange 1,57 1.33 991 12 1 11 3 H -i:

5.53 1.19 25 8 9
Allow.iiito 45.37 46.85 48 54 .35 .40 .41 Hen! 2 07 4.01 3 65 o: 03
Hrovidonl I'Lind 0,10 0.10 0.10 .000 0.00 0.00 Other 263- 266 352 2 04 2 ;!*
(Cfi-) 0 Reciiipt 73 1 1 57 ]

IJonus 21 19 1945 13 79 16 .17 12
l̂ cnsion &. 46,49 41.60 33.08 .36 ,36 .28 ;
Gratuily(SAi-)
Directors Fcl’s 0.20 0.20 - 001 001 ■
llcrn. H;iics & . I nxcs I ‘J.02 5.96 3.74 .15 ,05 .03
Law Cliargcs 4 72 2.62 1.41 .04 02 .01
Postage, Telegram. 37 77 25 96 31 S4 ,29 22 27
'rclcphonc & Stamp
Reprcci.ntion 1(
t)n Aiscis X 32 7.S6 7 53 .06 ,07 .06
On Compilers 3 42 ( i 16 8,94 .03 .05 .08 i
Repair Kciiovaiion Si 5.00 3,S6 2.83 .04 .03 .02
Niainlenaiicc
Stationar>- 12.24 9.14 6.40 09 .08 .05
I’ettv S(at>ona!> l,7(j 1.23 1.42 .01 .01 .01
I’ubiicity iS; 1,02 090 0 73 .007 .007 000
AdvenisL'iiionl
lintiTSanimeni 10,05 6 70 1 1 69 .OS 06 .10
Car l£\ponses 0.09 O.SI 3.20 ,0007 006 03
SubKeriptions • 0.00 - - • -
I'ravcling 0.67 0.81 0.65 .005 .006 0.00
Caruige/l'rciehi 7 37 667 4 72 .06 .06 .04
Miscotlaiitous Uxp 21 47 3.3! 3.19 .17 03 .03
liiisincss 1 74 3.57 1 82 .01 ,03 .02
DtfVL-lopmcnt
We 1 rare & 0,06 0,06 0.06 0004 .000 0.00
tUxreatson 5
Medical Charges 001 0 00 001 .000 - 0.00 1 1
'rraining Expenses - 0-05 - - 0.00 [
l-.mplo>ees Loncli 1 1.07 7 10 6.09 .09 .06 ,05
Subsidy
Pay &■ Allowance to 0.95 0.7S 0.78 ,007 .006 0.00 j
Police
C)prratin£ Kspcnscs 
(lt>

J78.46 300.05 276.64 2.92 2.56 2.35

Toliii K\priiUi[iirc 7SI6.1 7131.88 0895.96 60.50 61.0 58,6 1 1
C=A+ll 2 0 1) 1
Net I’rofil 5.109,3 4,S5«.28 4871,30 39.50 38.9 41.4 i
D= t;-r 2 0 0 1
t'uliil Itcvciiiic (K) 12,935. II.CUO.I 11,767.2 100 100 100 Totiil 12,9 11,6 1 1,7 1U<) luu too

J4 6 ft Kcvcnue 35.3 90.1 67.2
(B) 4 6 6 i
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Janata Bliaban branch is most profitable model corporate branch of Janata Bank of Bangladesh. The 

Profit and Loss Account of the branch of Janata Bank shows that net profit decrease from 4871.30 

lac to 4558.28 lac in 2004. In 2005, this figure increases by 550.94 lac and becomcs 5! 09.22 lac.

The common size income statement shown in Table -24 shows the net profit margin nucluating 

from year to year. The branch operating expenses were very few amounts only 2.92%, 2.56%, 
2.35% but net profits were 39,50%, 38.90% and 41,40% from 2003 to 2005. This branch was bettor 

combination between the e.\pcnses and income. The net profit of the branch was showing upward 

trend from 2003 to 2005, The net profit was 4871,30 lac (41.40%) in 2003, 4558.28 lac (38.90 % ) 

in 2004, 5109.22 lac (39.50%) in 2005. The net profit in 2005 was increased by .60% (39.50%- 

38.90%) than 2004; whereas, profit decreased in 2004 and 2005 by 2.50% (38.90%-41.40%) &. 

1.90% (39.50%-41.40%) than 2003 respectively. The trend of total expenses of Janata Bhaban 

Corporate branch was increased by year to year. The expenses were Tk.7826,12 lac (60.50%) in

2005, Tk,7131,88 lac (61.00%) and in 2004, Tk. 6895.96 lac (58.60%) in 2005. Interest paid on 
deposit was 22,52%, 13.64%), and 10.39%. Other items do not change significantly over the year. 
The total income trend of the branch was upward in 2005 than 2004 and shows downward trend

2004 than 2003. Interest received was 87.78%), 85.15%, and 84.36%. Interest received was 

decreased by 2.63% (85.15%-87.78%) in 2004 and by 3.42% (84,36%-87.78%) in 2005. Other 

income items do not change significantly over the year. As per P/L Account, Interest received, 

commission and exchange were the principal items that earned huge money.

Table-25: Summarized Profit & Loss Account of Janata Bhaban Branch:

JANATA BANK 
Comparative Income Statement

Pa rticu la rs
2005 2004 2003 [ncrcnsc (Decrease)

Am ount in 
Lac Tk. %

Am ount 
in L iic 

Tk,
%

Am ount 
in Lac Tk. %

2004 vs. 2003 2005 vs. 2003
Am ount % .Amount %

'I'olal Revenue 
(A )

12,935.34 109.9
3

11,690.1
6

99.34~^ 1 1,767.26 100 (77.10) (0,66) 1168.08 9.93

[merest
Expenses

7.447,66 112,5
I

6,831.83 103.2
!

6,619.32 100 212.51 3.21 828,34 12.51 1

Operating
[Expenses

378.46 136.8
I

300.05 I0S.5
0

276.64 100 23.41 8.50 ! 01.82 36.S 1
1

ToUil Hxpciises
(B )

7.826,12 113.4
9

7.131.88 103.4
2

6.895.96 100 235.92 3.42 930.1() 13.49 1

1
1

Net IVnnt 15,11)9.22 1 HW.SS | 4,55S,28 i 93..S7 14,871,30 1 1(»0 j (313.02) j (6.43)1 237.92 | 4.NS [
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Tlie JanaUi Bhaban Branch is the model profil branch of Janata Bank. Taking 2003 as ihc base year, 

the comparative income statement presented above shows that net profits increases by 237.90 lac 

and becomcs 5109,22-lac taka in 2005; decreases by 313.02 lac and bocomcs 4558.2S-lac taka in

2004, It was increases by 4,88% in 2005 but decreases by 6.43% in 2004. The summarized ProHl & 

Loss account also shows that the total expenses were increases by 235.92 lac (3.42%) in 2004 and 

930.16 lac (13.49%)in 2005 in compare to 2003. Interest Expenses were gradually increases from
2003 to 2005, which was 212.51 lac (3.21%) in 2004 and 828,34 lac (12.51%) in 2005. Operating 

expenses were increases from 2003 to 2005 i.e. (378.46 lac) 136.81% in 2005, 300.05 lac 

(108,50%) in 2004. However, operating expense increases over the time. Operating expenses were 

increases by 23.41 lac (8.50%) in 2004 and 101,82 lac (36,81) in 2005 in compare to 2003. Even 

through performance was better in 2005 among these 3 years. The branch does very well.

Tablc-26: Financial &  O perational Performance in 2005-2003 of Janata Bhaban Branch:

SL.
No P A R T IC U L A R S

2005 2004 2003
In OO'OOO 
TIv.

”/oo f the 
Changes

In 00*000 
T k .

% o f  the 
Changes

In OO'OOO 
TU.

% o fth c  I 
Chnngcs

1. Total Deposits 45681.9 97.10 46670.8 99.20 47047.2 100

2. Total Advancc 137464.6 116.46 128522.1 108.88 11 803 5.9 UK) ;

3. Interest Suspense 2175.2 216.29 1637.8 162.85 1005,7 100 !

4. Net Advancc (2-3) 135289.4 1)5.60 126884.3 108.42 1 17030.2 100 [

5. Total Incomc 12935.34 109.93 11690.16 99.34 1 1767.26 100

6. Total lixpcnd itu rc 7826.12 113.49 7131.88 103.42 6895.96 100

7. Operating ProHi (5­
6)

5109.22 104.88 + 4558.28 93.57 + 4871.30 100

Sourcc: Accounts Division of Jaî aui Bank. ItcaU olTicCs Dliaka

Taking 2003 as the base year, the percentage of total deposit of Janata Bhaban Corporate Branch 
was 99.20% in 2004 and 97.10% in 2005, The amount of total deposit was Tk.46670.8 lac In 2004 

and Tk.45681.9 lac in 2005. The advance was also upward from year to year which was 128522.1 

lac (108.88%)) in 2004, 137464,6 lac (116.46%) in 2005, Net advance was 126884.3 lac (108.42%) 

in 2004, 135289,4 lac (115.60%) in 2005, The total expenses were 7131,88 lac (103.42%) in 2004, 

7826.12 lac (I 13.49%) in 2005. Total expenses were increased in year to year. The expenses were 

increased by 13.49% in 2005 and 3.42% in 2004 in compare to 2003. Consequently, the proHt- 

earning trend had been geared up. The total income was Tk.l 1690.16 lac (99.34%>) in 2004, 

Tk.12935.34 lac (109,93%o) in 2005. it was decreases by 0.66%) in 2004 and increases by 9.93% in
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2005 in compare lo the base year. On the other hand, the operating profit was Tk 4558.28 lac 
(93.57%) in 2004 and Tk. 5109.22 lac (104.88%)in 2005. The operating profit was increased by 
4.88% (104.88-100) in 2005 and 6.43% (93.57-100) in 2004.

5.6: Com parative Analysis between Loss Incu rring  ( L I )  Branches and Profit 

Earn ing  ( P E )  B ranch :

5.6.1; Comparative ansilysis of L I  brandies &  P E  Brunch:
Tablc-27: Comparalivc Data of Imamgoiij Braiicli & Niiwabpur brand) with the Janiita 

Bliaban Brandi:
2005 2004 1

Particulars Vn of fliiincc-'i Vu of Clian^cN % tif Ch;inec\ ;
*1,1 " I ' i : l. l ri-: 1.1 ! I’ !' 1

"IM G *NW P MUB IMG iSWl’ ,)ii\i l.M(, NW I’ ' .11. : 
1)

Tctisl Revenue (A) 66.57 139.33 109.93 80.00 87.28 99.34 100 100 11)1) 1

Intcrost Expenses 74.00 98.65 112,51 87.24 81.64 103.21 100 100 100

Opcralinp c.xponscs 116.58 119.89 136.81 107.27 111.60 108.50 iOO 100 100

Tolal t.\pcnscs (B) 76.89 1 10,10 113.49 88.(iO 97.78 103.42 100 100 : KM) ,

l.oss/ rroTn (A-H) 1 (97.S7) 1 1 KM.HH 1 (i(i(>,oy> 1 {121.46) 1 1 (lllll) 1 (lllll) ' Mill

• ]mamgonj Uruiicli (iMG): Nawabpur Branch (NWP); Janalo 3liaban Brandi (JlJIil 
• Loss Incurring (LI); Prolll Earning (PI;)

Taking 2003 as a base year, the percentage of total revenue, interest expenses &  total expenses ol 

Imamgonj Branch (IM G) were decreases in 2005 and 2004. The percentage of operating expenses 

of LI branches and PE branch were increases in every year. As per the comparalivc statement, total 
expenses were up and down in year to year both LI and PE branch but Nawabpur branch trying to 
control the total expenses. In comparison with 2003, the percentage of net loss was decreased in

2005 and 2004. For Naw'abpur branch, net loss was decreases by 55,85% (100-44.15) in 2005 and 
increases 21.46% (121.46-100) in 2004. For Imamgonj branch, net loss w-as decreases by 2.13%% 
(97.87-100) in 2005 and increases 6.09% (106.09-100) in 2004. So. IMG and NW P branch is 

improving day by day and reduced the loss.

-97 -

Dhaka University Institutional Repository



5.6.2; F ind ings from  the C o m p ara tive  analysis:

■ Total revenues were decreasing where operating expenses were increasing from year 

10 year in Loss Incurring branches whereas in Profit Earning branch it is ihe 

opposite. As the operating expenses in a branch is supposed to be lixed in nature. Il 

is one of the main reasons to incur the loss.

■ Expense management was very poor.
■ For hnamgonj branch, the huge amount of interest paid to Head Office. The brancli 

funds were not available to recovery the.clients demand, in this reason the branch

borrowed fund from the Head office.
■ The huge amount expended for salaries. Therefore, the branch should deduct the

employees
■ . The branches revenue was not increased in comparison w'ith the expense trend.
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Imamtzonj Branch (IM G ):
In common size analysis, we express the components of income statements percentage of interest 

expenses, operating expenses, total expenses and net loss etc. compare among the LI branches and 

PE branch. The total interest expenses were increased by 97.02% (154.60-57.58) in 2005; 93.22% 

(151.66-58.44) in 2004; 82.82% (139,07-56.25) in 2003. So, the percentage of total interest 

expenses expended by 97.02%, 93.22%, 82.82% in 2005, 2004, 2003 respectively. The iniercsi 

expenses were gradually increased from year to year in compare with the PE (Janata Bhaban 
branch). The branch did not control in operating expenses. U was 14.75%) (17.67-2.92) in 2005; 

10.96% (13.52-2.56) in 2004; and .21 % ( 2.56-2,35) in 2003. Therefore, it was the gradually 

upward from year to year. The total expenses increased by 111.77%, (172.27-60,50) in 2005; 

104.08% (165.18-6!.10) in 2004; and 90,55% (149,15-58.60) in 2003 in compare with the PE 

Branch. Some expenses were expended huge amount of money i.e. interest on H.O A/c. salaries, 

traveling ctc. The branch funds w'ere not available to recovery the clients demand, in this reason the 

branch borrowed fund from the Head office. The huge amount expended for the purpose of salaries. 
Theretbre, the branch should deduct the employee. The branches revenue was not increased in 

comparison with the expense trend. Interest received of PE branch was more than the 1.1 branches, 

Other items do not change signitlcantiy over the year.

N'awnbpul- Bninch (N W P ):
In common, size income statement shown in Table-28 shows the various components of income 

statement of two LI branches comparison with the one PE branch. The percentage oi total interest 

expenses was decreased from PE branch. The total interest expenses were decreased by -10.45% 
(47.13-57.58) in 2005; increased by 3.83% (62.27-58.44) in 2004; increased by 10.32% (66.57­
56.25) in 2003 in comparisori with the PI branch (Janata Bhaban Corporate Branch). The Interest 
expenses were gradually decreased from year to year. The branch expended the huge amount lor 

the interest on deposit but did not borrow the fund in H.O. in these case, the branch did not pay the 

interest on H.O A/c but salaries, directors fees, repairs &  renovation, employee lunch etc. w'cre so 

high amount which were intended the expenses. The operating expenses were 64.45 % ( 67.37-2.92) 
in 2005; 96.85% (99.41-2.56) in 2004; 75.41% (77.76-2.35) in 2003. Operating e.xpenses of this 
branch were more than PE branch. The L! branch could not control the operating expenses. Most of 
the expenses items were rapidly increased from year to year. In these reason, the operating 

expenses were upward. Total expenses were also increased from year to year. Total expenses
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increased by 53.55% (1 14.05-60.50) in 2005; 100.58% (16!.68-61.10) in 2004; 85.73% (144.33­

58.60) in 2003 in comparison Ihc profit earning branch. The branch were controlled the e.\pcnses 

but revenue were not increased into all year. Some expenses i.e. interest received, commission, 

exchange were decreased from 2003. Though the branch was not revenue but loss was decreased 

from year to year.

5.6.4: Findings from the Common size analysis:

Total interest expenses as a percentage of total revenue is very high over the year, 

Expense management of Profit Earning (PE) branch is better than the Loss Incurring 

(L I) branch.

Operating expenses as percentage of total revenue is very high over the year.

For PE branch, operating expenses as percentage of total revenue is very higher but 

LI branch is significantly different.

The characteristics of income and expenditures of losing branch was llexibic and not 
maintained specific trend / rules.
The PI branch controlled his expenses and gradually increased income from year to 
year.

Strong relationship &  good combination of profit making branch between expenses 

and income, but losing branch was totally absent. '

Salaries of LI branch as a percentage of total revenue arc very high over the year. 
Therefore, the branch should deduct the employees or controlled the others 
expenses.

5.7: Analysis of the O ther Factors:

TabIc-29: Age, Manpower and Competitive Characteristics iis on 2005.
SL.

No.

Njimc or the branch Status Age

("S'cars)

Manjioivcr C oniptlilor!!

OfRter

s

Stair Total Hank Non I ’['nlal 1

1. Imaiiigonj Corpor.nli; [ii'jinch l.oss 34 39 22 61 50 nil 50 1

Nawubpiir Curporalc Branch Los.s 27 13 13 26 12 5 17

1 Jimaia Bhaban Corporate [Jranch Prolll 16 ilO 20 130 20 Nil ; 20
! 1

SourCL' Accounis Division ol'Jaiima Bank, Head OlTicc. Dhuko
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The important point to be emphasized that although the age of Imamgonj Branch is 18 years (34­

16); 11 years (27-16) of Nawabpur Corporate Brancii than the Janata Bhaban Corporate Brancii. 

Imamgonj branch and Nawabpur Corporate Branch faced loss in consecutive three years from 2003 

to 2005 whereas Janata Bhaban Corporate Branch made profit in those years. The huge number of 

personnel of JB B  in comparison to imamgonj Branch. The number of competitors of hnamgonj 

branch was 50; Nawabpur Corporate Branch 17 whereas the number of competitors of Janata 

Bhaban Corporate is 20, which might be a factor to collect the higher deposit. But in fad, the total 

deposit of the consccutive years of Imamgonj Branch was upward. The picture o!’ Nawabpur 
Corporate branch was same as Imamgonj Branch. So it was observed that branch age, man power, 

competitors were affected on the factor of loss or profit.

Table-30: Business Cliariicteristics of the Sampled Branches:
Deposit Mobilization as on 2005

S.L.

No.

iNidOC oCdic lii'iinclics Status Dcpnsil

(1.1

OO'OOHTk.)

Dcposil 

(growth 

(2005-2003) 

ill %

No. of 

Accounl.s

Deposit

pci-

.\ccuuiil

(OO'OOO)

I'm pioytc l)i'p<iNil ^

I'lT

f t

(00'00(1)

1 2 3 4 ■ 5 6 7=4/6 8 y=4/s 1

1, lin iin ig o t ij C o rpo ra te  

I3rnncli

Loss 29-) S. 1 111.0% 2859 1.0 61 4N.3

2. Naxv,Tb[)ur Cor]»or,Ttc 

Branch

Loss 1163.7 -6.54% 5518 0,2 26 44.7
1
!

.  — 1
3. B iinban 

C o rp o ra te  Branch

I’ j'Otll 45681.9 -2.9% 4688 9.7 i:.i) 351.4 ^

The profit-earning branch (Janata Bhaban Corporate Branch) was excellent performance in all side. 
Janata Bhaban Corporate Brandi was 2.90% (97.10-100) table-26; Imamgonj Corporate Brancli 
was 111.0% (211.09-100) table -22; Nawabpur Corporate Branch was 6.54 %  (93.46-100) table-23. 

Deposit per account of Immamgonj branch &  Nawabpur branch 1.0 and .2 lac whereas Janata 

Bhaban branch was 9.7 lac. Deposit per account &  deposit per employee was the Vass difference 

among the PE and LI branch.
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l ’ablc-31: Business Characteristics of the sampled Branches:

Details of Advances as on 2005
SI.
No.

>iirnr <if (lie
lit'ii Ill'll

StHOlS Tntnl 
Advunci's 
111 00,000 
Tk

Aclvnncc 
Growth in 
% (2003-05)

No. of 

nccuiin 
l.s

Advinicc 
I’l'r Arcoiinl 
(00,000 Tk)

Advil ncc 
I’cr
tn ip lo j 'C f  

(00,0001'k)

( lllhNincll AUvU IU 'l'

A^ % Of

'Idtiil

Oiitstanilini:

Had i.iiiHi 
Its % o f 

Chisel I1cd 
A Jv ii iu - f

i. Inianigoni Corpwaic Loss 19309.2 -33.8 446 43.3 31(1.5 3 1 31 S4

Na\v:ilipiif t'oriwraii; l.oss 966.^ •IS.3 548 1.8 i l l : d 47 2"! 7

1 .litnata [ffinban 
Corporate

1'rol‘it 137-464.6 16.5 692 198,6 1.0.“: 7.4 14 ” 1

.Soiircc; Accoiims Diviiion of Janata iiasik. IlcaJ Ofllci;. Dliyk.i-

Thc PH branch of advance per account, advancc per employee was higher than ihe l.I brandies, i'hc 

advance per account and advancc per employee of hiiamgonj branch was 43.33 lae was 316.5 lac, 

For Nawabpur branch was 1.8 lac, 20.47 lac whereas Janata Bhaban branch (!’ !) was 198.6 !ac, 

iO.92 lac respectively. So, PI branch w'as good performance than the L I branches.

TabIc-32: Volume of Business (V O B ) of the Sampled Branch:
Deposit and Advancc as on 31st December, 2005

SI.

No.

Marnq o f tlie  tJrnnchcs Sta­

tus

VO B

in 00.000 Tiv

No. o f 

Accounts

Am ount per

accounl

(in 00,000 Tk)

v o n  nniu iin t 

p c rc in p lo y tc  | 

( in 00,000 I k.)

1. IniaiTiganj Corporate branch Loss 22257.3 3305 6.73 364.S7

2. Nawabpur Corporate Krancli Loss 2130.1 6066 0.35 s i.y3

3. .kinLila lihahan Corporuic Branch ProHt 183146,5 5380 34.04 I40S.K2

Source: Accounts Division of Janata [Sank. HcadOiTicc. DIntka.

The volume of Business of L I branch was so small than the PI branch. V O B  per accounl of 

Imanigonj Branch and Nawabpur Branch was 6.73 lac &  .35 lac but Janata Bliaban branch was 

34,04 lac. whicli was gigantic difference among the L I branches. On the other hand, V O B  per 

employee of L I branches were 364.87 lac and 81.93 lac but PE  branch was 1408.82 lac, V O B  per 

employee of Nawabpur branch w’as increased by 1,043.95 lac (1408.82-364.87) than Imamgonj 

Branch; 1326.S9 lac (1408.82-81.93) than Nawabpur Branch.
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Tiiblc-33: Financial Performance as on December 2005
SI.
Nij.

Niinio of tlu' 
lininctifs

MilUis '1(11:11
IlK<JIIU'
(in 0»,000 
T k . )

\'OU 
in Tl* 
U0,l)00

Loss/

I’rone 
ill Tk
00,000

Loss/
Pi ollt MS 
% of 
VOIl

Incoiiic 

as % of 
\'01i

]''.\|U'll<lil 
lll'C i(N %  
Ilf \O li

l']\[)t-iuliluri‘ 
I'cr ^I'vminl 
(ill IJII.IIDd I kj

1 5 6=5/J 7 = 3/4

IntMHigHiij Oorpoi'iitc 

hrancli

Loss 877,‘J 22257.3 634.46 -:.«5 3.94

N aw ii I) p» r < in'pin ii I 
iti':incli

L05S 117.9 2130.1 16,56 •0.78 S.53

.liiiialH llliiibHii
Corponitc liriiiitli

I’m lit 12935.4 1S3I46.5 i.i09.22 2,79 7.06

Si)urcc: Accounts Division ol'Janaia B;ink, llcwd OITiCi:, Dhaka.

I

4 27

(I u2

1 45

The pcrcontage of V O B  of both LI branches was negative, but PE  branch was positive, hiconie %  

of V O B  of L I branches was 3.94% &  5.53% whereas P E  branch was 7.06%. I:\pendiuirc per 

account of PE  branch was higher than LI branches. Expenditure per account of PI branch was 

increased by 0.99 lac (1.45-.46) than ImamgonJ branch and 1.43 lac (1.45-.02) ihan Nawabpiir 

branch.
A comparative study of performance between the Loss Incurring ( L I) branches and a Profit 

Earning (P E ) branch has been done based on total deposit, total Advance, Net advance, total 

income , total expenses and operating profit/ loss. It is observed that the total deposit of losing 

branches like hnamganj Corporate Branch was Tk. 1396.6 lac in 2003, Tk. 2001.8 lac in 2004. 

Tk. 2948.1 lac in 2005, Whereas, the total deposit of profit earnings branch (.ianata Bhaban 

Corporate branch) was Tk. Tk. 47047.2 lac in 2003, Tk. 46670.8 lac in 2004, Tk. 45681.9 lac in

2005. The deposit growth of the losing branch (Imamganj Corporate Branch) was 111.0 %  

(2003-05) whereas the deposit grow'th of profit earning branch w as-2,9 (2003-05),

The total advance o f losing branches like Nawabpur Corporate Branch was Tk. 1140.5 lac in 

2003. Tk. 1075.8 lac in 2004, Tk. 966.4 lac in 2005, The total advance of prolit earning branch 

was Tk. 118035.9 lac in 2003, Tk. 128522.1 lac in 2004, Tk. 137464.6 lac in 2005. The nci 

advance of loss incurring branch like Imamganj Corp. branch was Tk. 23799,8 lac. Ik, 21.il6..i 

lac, Tk. 17755.6 lac in 2003,2004 and 2005 respectively. The trend of net advancc was 

declined due to want of real sponsor. Whereas the net advancc ol PI branch was
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'A

T k .117030.2 lac, Tk. 126884.3 lac, 135289.4 lac in 2003,2004, 2005 respectively. The trend 

of net advance was upward trend than loss incuri'ing branches.

The total income of loss incurring branches was poor than profit earning branch. !t is sh o w s  

that L i brandies i.e. Imamganj branch total income was Tk. 1318.81, Tk. 1055.08. Tk. 877.91 

lac in 2003, 2004 and 2005 respectively and Nawabpur Corporate branch was Tk. 84.62, 73.86. 

117.90 lac in 2003, 2004 and 2005 respectively. On the other hand, the total income of PL  

Branch was Tk. 11767.26, Tk. 11690.16, Tk. 12935.34 lac in 2003, 2004 and 2005 respectively. 

The expenses of L I branches i.e. Imaniganj branch was Tk. 1967.05, 1742.79, !5 12.37 lac in 

2003, 2004 and 2005 respectively and Nawabpur Corporate branch was Tk. 122.12, Tk. 

119.42, Tk. 134.46 lac in 2003, 2004 and 2005 respectively. On the other hand, the expenses 

of PE branch was Tk, 6895,96, Tk. 7131,88, Tk. 7826.12 lac in 2003, 2004 and 2005 

respectively. It is demonstrated that every L I branches expenses vvas very high than PI: 

branch.

The Operating Loss of both Imamgonj &  Nawabpur Corporate branches was Tk. 648.46 and 

37,52 lac in 2003; Tk. 687.71, Tk, 45.56 lac in 2004 and Tk. 634.46, Tk. 16.56 lac in 2005 

respectively. Whereas, the PI branch of Janata Bhaban Corporate Branch made (he prolli Tk. 

4871.30, Tk. 4558.28, and Tk.5109.22 lac in 2003, 2004 and 2005 respectively.

From the above numerical analysis it is observed that the L I branch to incur loss from year to year 

with a upward trend , while both the L I branches are senior (Imamgonj is 34 years and 

Nawabpur is 27 years). But PI branch like Janata Bhaban Corporate branch age is 16 years.
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' C H A P T E R -  S IX

F IN D IN G S  O F T H E  STU D Y ;
In the ciiri'cnt study, two losing branches of'Janata Bank, namely Imamgong branch and Nawalipur

branch have been studied. For this purpose, their proHt and loss accounts have been analyzed to

identity the (Inanciai reasons oi'their incurring losses. One of the prot'its making branch ol'Janaia 

bank has also been considered. 3 years data (2003 to 2005) have been used lor comparison purpose. 

The study results that inefnciency on part of'the management of the losing branches in sanctioning 
loans and/or controlling expenses result in losses over the years. However, the tbllowing reasons 

have been traced from the study of losing branches:

■ Total revenues were decreasing where operating expenses were increasing iVom year
to year in Loss Incurring branches whereas in Profit Earning branch it is the

opposite. As the operating expenses in a branch is supposed to be ll\ed in nature. It
is one of the main reasons to incur the loss.

■ 'I'hc huge amount of interest paid to Head OlTicc. 'I'he branch funds were not 

available to recovery the clients demand, in this reason the branch borrowed tund 

from the Head ofnee.

■ Expense management of Profit Earning (PE) branch is better than ilie Loss InciErring 
(L I) branch.

• Total interest expenses as a percentage of total revenue is very high over the year. 

The losing branch borrowing fund from the Head oftlce. Therefore, big interest was
y  created for losing branch,

■ Operating expenses as percentage of total revenue is very high over the year.

■ For PE branch, operating expenses as percentage of total revenue is very higher bLit 

LI branch is significantiy different.
■ The characteristics of income and expenditures of losing branch were llexihle and 

not maintained specillc trend / rules.

• The PI branch'controlled his expenses and gradually increased income irom year to 

year.

■ Strong relationship &. good combination of prollt making branch between expenses 

and income, but losing branch was totally absent.
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■ Salaries of LI branch as a percentage of total revenue arc very high over ihe year. 

Therefore, llie branch shouid deduct the employees or controlled ilie olliers 
expenses.

■ To huge number of employees against deposit and advance of losing the branch and 
the big amount of bad loss also the losing branch,

■ The income of the losing branch was decreased from year to year but e.vpenscs were 

increased rapidly.

• Volume of Business (VO B) of losing branch was not enough against the profit 

branch.
■ The rate of deposit &  advance growth of losing branch was lower than the profit 

making branch.

■ I ’he deposit per account & advance per account of profit making brancii were better 

than the losing branch.

It is said that "Bank creates bad credit rather than customer’ that is. the response behind the 

classified loan. The reasons forbad advance can be summarized as follows;

• Scheme of loan beyond the capacity and the ability of clients to repay

• Acceptance of insufllcient collateral securities against loan.

• Acceptance of fabricated over valued collateral securities.

• Sanction of loan by political pressure to break the banking rules and principles.

• Sanction of loan on the basis of fraud and fabricated information.

• Sanction of loan below requirement of the project due to wTong appraisal,

• Lack of accountability of branch manager in recovering loan and bad loan.

• Wrong appraisal of the project proposals

• Failure to analyze and evaltsate the security and amount of risk.

• Lack of close supervision and persuasion in recovering installments or over dues ol the

clients. ,
• The sampled losing branches lack the modern technological facilities and eiricieiu 

personnel.

• Govt, imposes some unpractical and impragmatic credit programs, which creates ullimaic 

bad loan.
• There is no relation between deposit and advancc. No specific rules are abided by to 

make balance between deposit and advance.
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• High cosl deposits like FDR, Pension Schcme deposit also have got adverse elTecl in 
proHt making.

• Sanction of loan without proper supervision of clients character, capacity, and capabiiity.
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C H A P T E R - S E V E N  

C o n c l u s i o n s  and Recommendations

C O N C L U S I O N S  O F  T H E  S T U D Y :

Janata Bank is one of'the viable nationalized banks in Bangladesii. Better management ofiunds and 

expenses is a major reason for its success. However not all llie branches of Janata bank are making 
proHts. Some branches arc incurring huge amount of losses every year. This study has focused on 

two of the losing branches of Janata bank to identify the causes of their failure in making prollls. 

This study focuses to find out basic causes to incur loss from the branch. The bad loan and high 

operating expenses arc the dominating causes for the losing branche's.

A pragmatic phenomenon cannot be ignored that oin- society as a whole has become affected b_\ 

corruption. The corruption has also a role in making a profitable branch to a losing branch. I’hc 

study shows that the deposit positions of the sampled branches are rich to a great extent. In spite of 
that branches faced loss due to the causes traced in findings of the study.

As the Janata Bank has the biudcn for provision of classified loan the bank has to make greater 

dilTerence between deposit interest and interest on credit. In this competitive banking world. Janata 
Bank should make herself a competitive one in all respect providing quality service like one stop 
service, ready cash facility and the facility of networking banking. The present scenario of Janala 

bank shows that the overall performance of the bank is satisfactory. So. if the top management 

become aware of the traced causes of the losing branch and take remedial actions in the matter the 

losing branches can over come the position of losing and can make themselves as profit making 

branches like other braches of the bank.

The study observes that inefficiency on the part of the management of the losing branches in 

sanctioning loans and or controlling expenses resulted in losses over the years. However, it is 
expected that the recent steps of Janata Bank like better expenses management, high Volume of 

Business (VOB). expected revenue, sufficient deposit and low advance etc will contribute grcatls 

to recover the losses.
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k e c o m m i : m ) a ' i  IO N S o r  t h e  s t u d y :

The rccomincnds of the study, are followings; -

1. The losing branciics of Janala Bank should adopt bcucr expenses management 

policy. I he top management of Janala bank has to ensure good governance and 
controlling specially for the losing branches.

2. Bangladesh Bank should monitor the losing branches ensuring the accountability of 

the Branch Managers in sanctioning loan and recovery of the same.

3. The losing branches should be upgraded by introducing on-line banking, computeri/.ed 
accounts, trained personnel etc.

4. The Management of Janata Bank must ensure transparent auditing of the branch 

accounts as a check and balance to eliminate Corruption of the branch managers.

5. The Management of Janata Bank must fl\ up a target of recovery for each and every 

branch of the bank which ensure the achievement for the bank.
6. 'fhe Management of Janata Bank should ensure the supply of reasonable man power to

each and every branch especially to the losing branches.

7. The- Management of Janata should arrange frequent training program for different

levels of officer and staff for substantial benefit of the personnel.

8. Govt, should be aware in fi.xing bank rate. Interest rate for protecting the interests of

the banks. '
9. The Management of Janala Bank may take some preventive steps like:-

o Proper cUtssillcaiion of loan.
o Establishing contract and relationship, 

o Discussion and advice, 

o P'requents inspection of the loan projects, 

o Strict in following banking rules, 

o Accountability of bank officers, 
o Advice for inventory control.

10. The Management of Janata Bank may take some pragmatic steps like;- 

o Reduction of bank interest, 

o No-rescheduling for the second time

o Proper selection of clients for sanctioning loan.
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I
oEnchanciiig of expertise ol’ the Branch Managers lor crcdit program by special

training.

1 1. The Brancli Managers sliould be aware of the followings before sanciioniii” loan; 

o Whether ihc feasibility study of the applicant is authenticated, 
o Whether the collateral securities are sufficient to recover the loan, 

o Whether the client is reputed business man, 

o Whether there is over-lapping in sanctioning loan by other banks, 

o Whether the previous dealings with the branch by the prospective client are fair and 
good,

o Whether the valuation of the assets to be mortgaged is authenticated and 
o Whether the project is profitable or not

12. The Management of Janala Bank should upgrade the infrastructure and externa! and 

internal decoration including modern technological facilities.
13. The previous loan accounts should be kept under blocked account and some loan 

accounts should be written off if those are totally bad debt.

14. The Management of Janata bank should have close supervision over the losing

branches. The management may arrange routine inspection and motivational program 

for the personnel. '
15. Special incentive may be introduced for the Branch Managers and officers ol'losing 

branches with a prc-condition to gear up from the worst position.

16. Special trained Managers &. officers should be posted to the losing branches.

17. The govt, should not pressurizes or interfere in the matter of sanctioning loan 

unduly. Any interference that should be done through banking division of Ministr\- of 

Finance only.
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Appcnclix-A 
TROFORM A “ A”

S U R V E Y  R E P O R T  F O R  O P E N IN G  
R A N K  B R A N C H  IN  U R B A N  A R E A  

Date o f  Survey:

1. Name ol' Uie Btink :

2. Name of the Proposed Branch :

3. Exact location and full address of the proposed
branch I.e. plot No. name. of'road/arca, Thana 
(S:dislrict :

4. Name of the Municipality

5. a) Name and location ot' the nearest Bank 
branch and its distance from the proposed place

b) Name , Location &distance of other I) 
bank branches already operating wiihin 2) 
a radius of one mile of the proposed branch 3)

6. Number and nature of Industrial/coninicrcial/
Trade/Organizations :

Located within one mile of the proposed branch :

7. Lstimate of Life

a) Deposits (Taka in Crore)

b) advances (Taka in Crore)

c) Profit/ Loss (during first three years of 
opening the proposed branch)

8,11' the existing banking flicilities of the place/aea 
are considcre inadequatc;State reasons for the same

9. Security problem, if any

10. Another important information

1999 2000 2001

Signature, Name, Designation 
of the officer surveying the placc 
Date;
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