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ABSTRACT 

Development Bank as an institutional device to accelerate the pace of 

economic development in underdeveloped countries is of a comparatively recent 

origin. Despite the fact that development banks are a post Second World War 

Institutional device, it cannot be regarded as an untried innovation because 

prototype of these banks had already been in existence even before the World 

War I. A development bank is an institutional mechanism which functions as an 

active agent for promoting a balanced and viable process of economic 

development. A development bank has been defined as an institution which 

undertakes to perform banking functions as well as development functions. 

When availability of finance in general or to special types of enterprises in 

particular from the normal channels is deficient, the special machinery of 

development banks has been created to fill this gap. The Bangladesh Shilpa 

Bank (BSB) has been the prime development Bank in Bangladesh. It is set-up to 

meet financial and developmental or promotional needs of industries. 

Over the years, the BSB has grown into good source of industrial finance. 

But the crisis in the functioning of the BSB has been mounting up as more and 
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more loans to industries fell into arrear in their debt servicing. The magnitude of 

the debt default crisis is now threatening the very survival of the BSB. 

Previously, no research work was conducted on this very important 

subject. Only a few research works covered little portion of it. In the present 

study intensive efforts have been taken to examine the performance of BSB. 

With this end in view, the following objectives are set for the study : reviewing 

the past activities of the BSB, evaluating its performance, assessment of 

operational efficiency of BSB, assessment of the allocational effi ciency of the 

same. Finally initiatives have been taken to specify that problem of BSB and the 

remedies to overcome those. Method is the way of approaching to solve the 

problem. Methodology stands for the correct arrangement of thoughts either for 

the discovery or for the exposition of truth. One method, that is documentary 

analysis has been applied in this study for collection of necessary information 

and data. Secondary information was collected, from the publication of the BSB, 

Ministry of Finance, Government of Bangladesh, Bureau of Statistics, Bangladesh 

Bank and other institutions. The primary information were collected from the 

BSB's officers engaged in the department of loan operation, central accounts, 

management information service and secretary to the board of directors. Many 

senior officials of BSB also provides the researcher with necessary data and 

information. Collected data were processed and analysed manually as well as 

with the help of a computer. 
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As a development Bank, the BSB has also both banking function and 

development function. The banking function of the BSB relates to its operational 

efficiency. The development function of the BSB relates to its allocational efficiency. 

BSB being the prime development Financing Institution, continued its 

efforts to make an effective contribution towards expansion of industrialisation 

process in the country. By mobilising local resources, the bank emphasized on 

long term lending to the viable comparatively advantageous, export oriented, 

forward and backward linked agro based, local technology dependent and raw 

material based projects. Top priority has been given to the realization of its 

loans towards augmenting and recycling of the investable funds and maintaining 

satisfactory loan portfolio for increasing profitability. Although BSB has gone a 

long way in helping industrial development of Bangladesh, but its performance 

has not been up to the mark. More than three decades have been passed away 

since the starting of the BSB, and now its activities should be examined from 

different angles. 

The present study covers the period from 1972 to 2003. This is a period 

of more than three decades. From the very birth of a new sovereign country till 

date, Bangladesh witnessed many changes with ups and downs in the economic 

scenario and in political arena. In the early years of independence, the political 

aim of Bangladesh was to pave the economy in a socialist path and later on, the 

subsequent regimes put it in a capitalist way. So, the BSB in the 1970's 

disbursed funds only to public enterprises and subsequently in the late 1970's 

and 1980's till date diverted its funds towards the growth of private industry. 
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The period is also very important in the circumstances of a new-born country 

like Bangladesh where the urge for development is very strong. So, the time 

taken might show interesting picture in the functioning of the BSB. 

The analysis in this study brings out that the BSB has emerged as an 

apex financial institution in the task of promoting industrialisation in Bangladesh. 

The BSB disburses loans to individual industrial project alter completing a 

thorough project appraisal report and following other general norms. But the 

colossal volume of overdues and a huge amount of provision of debt 

accumulated by the Bank raise some questions. Though the project appraisal 

procedure has been done by the specialised man power of the Bank, there is the 

possibility of outside interference from the political power structure which in turn 

endangers the whole process of financing by the BSB. 

The most important financial indicator to test economic efficiency of the 

BSB's lending and investment operations is its profitability record. Viewed from 

this perspective of financial management, the BSB's performance was not very 

satisfactory. It's gross and net profit margins have declining trends. Increase in 

the interest payment in the later phase of the study may be one of the reasons. 

The BSB's expense ratios had a consistent rising trend both in terms of 

operating and financial expenses. It is borne out by the fact that its returns 

failed to keep pace with the rise in the cost of debts and as such its margins are 

adversely affected. 

The rate of return of the BSB has been very low. The volume of overdues 

had been continuously increasing at a rapid rate. The BSB also re-scheduled/ 
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adjusted the overdues on an increasing scale in the second phase of the study. 

The delayed recoveries from the borrowers ultimately contribute to low returns 

to the BSB. 

The low profitability in respect of BSB's lending, raise a doubt as to the 

soundness of its own lending operations and accounts for low returns. There 

may also be certain other factors responsible for such a state of affairs. As a 

promotional financial institution, the BSB's loan operations are not expected to 

be guided exclusively by commercial feasibility of the project, but its promotional 

efforts are equally important and treated as a means to pursue socio-economic 

objectives. But a large part of these type of finances are prone to high risk 

leading with low returns from loan investment portfolio. Hence, its nature of 

financing is partly held responsible for the low returns to the BSB. 

The BSB had been operating with low working capital margins or low 

current ratios. Though the low current ratio for the BSB may well be accepted, 

the persistent downward trend in the ratio may pose a serious problem in terms 

of meeting its obligations. 

So far as the capital structure of the BSB is concerned, its existing debt-

equity ratio is not consistent with its operating policy and the World Bank Model. 

The BSB's debt-assets ratio had a decreasing trend and equity-assets ratio 

shows almost static trend. 

The debt-service-coverage ratio and interest-coverage ratio of the BSB 

marked a firm-declining trend. 
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The continuous shrinkage in the debt-equity and debt-assets ratio of the 

Bank has thwarted its profitability, and decreasing trend in the debt-service 

coverage ratio and interest-coverage ratio hampered its operational efficiency. 

To improve allocational efficiency, the BSB could not diversify and 

broaden development investment with the objective of attaining geographical 

dispersion of industries. Experience shows that the maximum flow of financial 

assistance by the Bank went to developed areas of Bangladesh, which was also 

concentrated to a very few industrial sub-sectors. 

For entrepreneurship development, the BSB took certain programmes 

under different names (e.g. PIW, PPT, special window service etc.). But these 

programmes were not continued for a long time and did not contribute anything 

worth mentioning. The BSB's financing in equity capital and underwriting of 

capital issues has not been encouraging and far below in comparison to total 

disbursen;ient of loan portfolio. Lack of sufficient capital has been one of the 

main hindrances to prospective entrepreneurs. By supplying investable funds, 

the BSB has definitely contributed to the development of entrepreneurship in 

Bangladesh, but much remains to be done. 

To give relief and rehabilitate the sick projects of the term loans of BSB, it 

rephased/rescheduled the repayment activities on an increasing scale. The 

increasing trend in the overdues and very low recovery of loans show little 

impact of rescheduling. However, still the bank plays an important role in the 

industrialisation process and in the economic development of Bangladesh. 
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Chapter 1 

INTRODUCTION 

1.1 Development Banking 

The origin of development banking can be traced, as far as to 1822, when 

the "Societe Generale Pour Favouriser l '  Industry Nationale" was founded in 

Belgium to finance commercial and industrial ventures. The 'Credit Mobilier' of 

France, established in 1852, soon caught the imagination of industrial financiers 

in different countries. It became a model for similar investment banks in 

Germany, Austria, Netherlands, Italy, Switzerland and Spain. 1 The concept of 

modern 'development banking' is not very much old, though the genesis of 

banking could be traced in the history of mankind from the times immemorial. 2 

The concept of modern "development banking" was developed in view of the 

needs felt by the Governments of various countries, particularly those affected 

by the wars, to provide the financial aid to industry, specially for its rejuvenation 

and regeneration. 

The movements for development banking and development planning 

came mutually to reinforce each other, leading and following as if by turns. 

Development banking took the lead: it gave a fillip to development planning as it 

placed stress on systematic and programmed assessment, mobilization and 

1 S.L.N. Simha, Development Banking in India (Madras : Institute for Financial 
Management and Research, 1976), p. 2. 

2 Industrial Finance corporation of India, "Growth and Development" A Compendium o f  
Chairman� Statements Made at the Annual General Meeting o f  IFCI-1988, p. 11. 
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utilization of an economy's resources for the tasks of economic development. 

During the fifties the movement for economic planning took over and, following 

independence, touched one less developed country after another. The 

authorities of many newly independent countries turned to development banking 

as an instrument for proper direction and better use of their resources. During 

this phase, which lasted roughly till the middle and later sixties, development 

planning was the pace-setter for development banking. 3 With development 

planning somewhat in disarray, the initiative has passed back to development 

banking. Development banking is an instrumentality and an important one of 

development planning or economic development in the country.4 The 

development banks in underdeveloped countries, established in earlier years, 

were often primarily agents for executing Government investment projects. 

Some were also given responsibility for 'planning' economic development, 

presumably in order to remove 'planning' from direct political influence, shield it 

from administrative instability and free it from bureaucratic red tape. 5

Economic Development has a direct relationship with industrialization. 6

Industrialisation is a dynamic concept, involving as it does, a radical 

transformation of economic, political, social and cultural framework of a society. 

To redesign the predominantly agricultural and underdeveloped economy like 

3 B.K. Madan, Management of Development Banks (Delhi : Management Development
Institute, 1975), p. 2. 

4 B.K. Madan, "The Directions of the Professional and Technical Development 
Programme of DFis in Asia", Journal of Development Finance Asia-Pacific, ADFIAP Secretariat, 
Metro Manila, p. 25. 

5 W. Dimond, Development Banks (London : The John Hopkins Press, 1969), p. 2. 
6 K. Malhotra, Development Banks and Industrially Backward Areas (New Delhi : Deep 

and Deep Publications, 1991), p. 1. 
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that of Bangladesh, to develop and diversity the economy by establishing large 

scale industries which has ultimately a significant role to play. It was hoped 

that industrialization would bring social transformation, social equality, higher 

levels of employment, more equitable distribution of income and well balanced 

regional development. 7 The process of industrial growth requires, among other 

factors a well developed capital market with financial intermediaries, namely 

oanks, insurance companies, underwriting agencies, investment trusts and 

finance corporations, that can channelise loanable funds into industrial 

investment. 8 Economic development is a multi-dimensional challenge, 

confronting many developing nations of the world today. Current economic 

development and historical pattern of economic growth indicate that 

industrialization is a pre-requisite for sustained economic growth. 9 

In the light of growing realization that without accelerated 

industrialization, no economic development could really take place, 'development 

banking' came to be recognized as an instrument of change, which could 

respond effectively to the emerging socio-economic compulsions. Development 

banks have a major role in contributing to the establishment of essential 

infrastructure that industrial development demands. 10 By providing resources for 

investment in infrastructure, agriculture and industry, development banks play a 

7 G.M. Meir, Leading Issues in Economic Development (New York : Oxford University
Press, 1976), p. 659. 

8 Indian Investment Centre, Specialised Financial Instttutions(New Delhi : June, 1972), p. 7. 
9 M.V. Lal, Development Banks (New Delhi : Criterion Publications, 1990), p. 12. 
10 O.G. D 'Eslaing, 'Principal Problems that Industrial Development Banks are Likely to

Confront' in United Nations : Development Banking in the 1980' s; selections from the 
proceedings of the UNIDO/World Bank, Symposium, Zurich, June 1979, (New York : United 
Nations Publications, 1980), p. 12. 
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major role in correcting the lopsided structure of an economy. 11 To acquire 

factors like capital, entrepreneurship quality, modern techniques of production, 

managerial and technical talent etc. special agencies were needed and the 

development bank, burgeoned as one of such agencies designed and geared to 

the task of financing the establishment and accelerated growth and development 

of industries. 12 Development banks are unique financial institutions in the 

developing countries, specializing in the provision of high-risk, long-term 

financing for the purpose of industrialization. 13 These banks were expected to 

provide not only long-term finance but also play a catalytic promotional role in 

setting in motion a viable widely diffused process of industrialization. The 

resulting combination of financial and production experience has given the 

development banks significant capacity for implementing industrial policy. 14

The establishment of International Bank for Reconstruction and 

Development (IBRD), in short The World Bank, in 1945 following deliberations of 

the United Nations Monetary and Finance Conference held at Bretton Woods, 

U.S.A. was perhaps the first successful global endeavour in the field of modern 

development banking. From the international level, this idea has also spread to 

continental and regional levels. The earliest to be established was the Inter-

11 K. Jacobi, "Welcome on Behalf of the Host Country", United Nations : Development 
Banking in the 1980's; selections from the proceedings of the UNIDO/World Bank, Symposium, 
7-urich, June 1979, (New York : United Nations Publications, 1980), p. 7. 

12 L.K. Bansal, Regional Development Banks and Industrialization (New Delhi : Deep and 
Deep Publications, 1988), p. 17. 

• • 13 V.V. Bhat, Development Perspectives, Problems, Strategy and Policies (London : 
Pergamon Press, Oxford, 1980), p. 182. 

11 J.S. Ray, "Institutional Relationship between Governments and Development Banks", 
United Nations, Development Banking 1i1 the 1980s, p. 19. 
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American Development Bank in Latin America followed by African Development 

Bank in Africa and Asian Development Bank in Asia. In Europe, the European 

Investment Bank was set up. 15 

The creation of the machinery of special financing institutions, more 

appropriately designated in economic literature as 'development banks', is an 

integral part of the deliberate and conscious attempt by the Government to 

orient the financial system to the requirements of planned economic 

development. 16 A development bank is like a living organism that reacts to its 

success which again, depends on reacting most aptly to that environment. 17

Development banks have been conceived as gap fillers, when availability of 

finance in general or to special types of enterprises in particular from the normal 

channels is deficient, the special machinery of development banks has been 

created to fill this gap. Development banks are like artificial limbs created to 

compensate for the relatively slow growth of the normal sources of finance. 18 

Generally, development banks have no direct link with the ultimate sources of 

savings. They are, in effect, merely distributive agencies. 

15 R. Manohar, "Performance Evaluation of Development Bank in India", An unpublished 
Ph.D. thesis, Dept. of Commerce, University of Madras, July 1991, p. 32. 

16 M.Y. Khan, "Development Banking in India Role and Problems", Artha Vijnana, Vol. 
XXII, No. I, March, 1980 (Poona : The Gokhale Institute of Politics & Economics), p. 89. 

17 A.G. Kheradjou, 'The Development Banking in fast Developing Economy in Saxena", 
G.S. (ed), Search Light on Development Banking : A Compendium o f  IFIC, Stiver Jubilee 
Memorial Lectures (New Delhi : Industrial Finance Corporation of India, 1984), p. 68. 

18 L.C. Gupta, n1e Changing Structure o f  Industtial Finance in India (Oxford : Clarendon 
Press, 1969), p. 165. 
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The combination of banking and developmental criteria in investment 

decisions is the distinguishing mark of a development bank. 19 The accent of the 

Development banks is on development20 so that their purpose is to make the 

provision of development finance which may be defined as real investment in 

fixed assets. Development banking will have to be modelled on a pattern and 

adopt operational strategy, which is in consonance with the economic, social 

political and cultural environment of the country in which it operates. 21 

The effectiveness of a development bank depends in part on the relationships 

it establishes, not only with Governments, but also with other institutions and 

organisations that make up the total development environment. The dynamism of a 

development bank is related to its responsiveness to society, to national objectives 

and to its capacity to lead rather than simply to follow in this regard. It should have 

an innovative spirit. The heart of a development bank is innovation. 22 

The structure and functioning of a development bank have to have a 

built-in capacity to respond to challenges. Without such innovative ability, men 

as well as institutions decay and stagnate. 23 

19 Boskey, S., Problems and Practices o f  Development Bank (Balltimore : The John 
Hopkins Press, 1964), p. 5. 

20 Om Prakash, "Industrial Development Corporations in India and Pakistan", Economic
Journal, Vol. LXVII, 1957, p. 40. M.Y. Khan, Indian Financial System (New Delhi : Vikas 
Publishing House Pvt. Ltd., 1985), p. 129. 

21 R.M. Saksena, Development Banking in India (Bombay : Vora & Co. Publishers, Private 
Ltd., 1970), p. 33. 

22 w. Diamond, "Inaugural Address Given at Bankers Training College", Bombay on
Regional Course on Development Banking, pp. 6-7. 

23 v.v. Bhatt, "A Decade of Performance of Industrial Development Bank of India", 
Commerce, Annual Number Vol. 129, No. 3321, 1974, p. 156. 
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Development banks may be best regarded as the channel through which 

not only capital but also all the other ingredients of economic development flow 

under direction so as to irrigate and fertilise the arid regions and transform them 

into economically developed fruitful areas. 24 Investment lies at the heart of 

economic development. A development bank is designed to supply one or more 

of the essential ingredients of effective investment. 25 The attainment of a higher 

level of investment may well be futile in terms of achieving economic 

development without accompanying qualitativP changes to which the 

development bank can make a significant contribution. 26 The gap between the 

rising aspirations for a fast rate of growth and the inadequacy of the available 

resources to translate these aspirations into reality was indeed formidable, and 

this was sought to be bridged through the agency of development banks which 

were supposed to supply the missing links, both financial and non-financial, in 

the growth process. 27 

The close nexus between financial growth and economic development is 

now recognized universally in financial literature. 28 Gurley and Shaw have 

24 S.K. Basu, Industrial Finance in India, 1961, p. 16; L.K. Bansal, Regional Development
Br1nks and Industrialisation, p. 23. 

]SJ. A. Kane, Development Banking (London : Loxington Books, 1974), p. 4. 
26 W. Diamond, "The Process of Investment", L.C. Gupta (ed), Readings in Industrial

Finance (India : The Macmillan Company of India Limited, 1976), pp. 11-12. 
27 V.S. Singh, Development Banking in India (New Delhi : Deep & Deep Publications, 

1985), p. 19. 
28 M.Y. Khan, Indian Financial System (New Delhi : Vikas Publishing House Pvt. Ltd., 

1985), p. 19. 
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argued this problem vehemently and emphasized that development involves 

finance as well as goods. 29 So, economic development is usually accompanied by 

financial development. Financial development can be defined as an increase in 

financial intermediation and is reflected in an increased separation between 

savers and investors. 30

Special Financial Institutions, designated as 'Development Banks' in economic 

literature are a "Chosen instrument for facilitating and stimulating economic 

growth". 31 These institutions emerged as a consequence of the special needs and 

circumstances of the time carrying variegated nomenclatures, which include non-

bank financial institutions, development corporations or development finance 

institutions; and such institutions had concentratP.d on formulating and executing 

techniques of development bank for financing industry in preference to the prevalent 

techniques of financing. Development banking comes to be significantly recognized 

as a means of economic development in a country. Financial Institutions need not be 

passive instruments for economic activity; but with dynamic management and 

adequate permissive environment of available opportunities and of favourable 

policies, they can be active engines of economic development. 32 

29 J. G. Gurley and E.S. Shaw, "The Impact of Economic, Development on Financial
Structures : A Cross Section Study", Stanford University, Stanford Photocopy undated; M.J. Fry, 
Resource Mobilisation and Anancial Development) Centre for Economic Development and 
Administration, Nepal : Kathmandu, 1974, p. 67. 

3° K. Jansen, "Monetary Policy and Financial Development", E.V.K. Fitzgerald & Rob Vos
(ed.), Anancial & Economic Development(London : Gower Publishing Company, 1989). p. 55. 

31 H.T. Parek, 'The Story of Development Bank ICICI, 1955-79", L.K. Bansal, Regional 
Development Banks and Industrialization, p. 17. 

32 W. Diamond, "The Interplay between Financial Institutions and Economic
Development", G.S. Saxena (ed.), Search Light on Development Banking (New Delhi : Industrial 
Finance Corporation of India, 1984), p. 55. 
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Development banks should be dynamic institutions, continuously adapting 

themselves to the needs of an economy. Development banking should be 

flexible in adopting its instruments and techniques to the diverse and changing 

needs of its beneficiaries. Development bankers must be on occasions harder 

than diamond and on some other occasions softer than the petal of a flower. 33 It 

is customary to say that a development bank's business in 'development' or that 

"accepting responsibility for furthering the nations development policies is the 

special factor which makes a bank a development bank or that a development 

bank's activities must contribute to the national interest". 34 The function of an 

industrial development bank is to assist its government's structural 

industrialization objective through the provision of technical assistance and long 

term capital. 35 

A development bank is an organic body that acts and reacts to the needs 

of its environment. It must strive to find an appropriate place for itself in the 

economy and also create a proper image for itself with the Government, industry 

and other sectors that it serves. 36 

33 S.L.N. Simha, Development Banking in India, p. 16. 
31 W. Diamond, "Notes on Purposes and Strategies", Seminar Paper on Development Bank 

Management held at Economic Development Institute, Washington D.C. February 5-16, 1979, p. 1. 
35 L. Helmers, "Industrial Development Banks and Social Benefit-Cost Analysis", paper

presented at seminar on Development Bank Management held from 5-16 February 1979 
(Washington : Economic Development Institute), p. 1. 

36 C.P. Sharma, Industrialisation and Development Banking (New Delhi : Deep and Deep 
Publications, 1989), p. 48. 
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Each Development bank is a response to the particular needs of the country 

which it serves; and to the political, economic and social environment in which it 

functions. There is considerable variety among them, particularly in the scope of 

activity. Adoption, relaxation and flexibility as to the conditions of the country and 

to the needs of the enterprises to be financed are but the first requisites of a 

development bank.37 Extension work is an essential part of a development bank's 

functioning, although efforts could take different forms depending upon the needs 

of the economy and the existing institutional structure.38

Development Banks in their financing operations are expected to take into 

consideration the aspects of public interest. The implication of the feature from 

the operational stand point is that the criterion for selecting projects for 

financing by Development banks would not be, as in the case of the ordinary 

investment institutions, the strict commercial profitability alone, but more 

importantly they would have to take into account the broad objectives of 

national development. 

Development banks are not mere financing agencies as they have not only 

to make finance available but also perform an allocation function. As developmental 

organizations, they are concerned with the total impact of their financing on the 

37 W. Diamond, Development Banks (Baltimore : The John Hopkins Press, 1967), p. 85. 
38 S.S. Nadkarni, "The All India DFI's", Journal of Development Anance, Association of 

Development Financing, Manila : Institutions in Asia and Pacific Secretariat, p. 27. 
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economy. In specific operational terms, the Development banks would address 

themselves to the solution of the following three types of problems. 

(a) Stimulation of the capital market;

(b) Directing efforts to specific development objectives such as (i) growth of

broad-based entrepreneurship and promotion of a diversified industrial

structure; (ii) encouraging new enterprises; (iii) assisting small firms,

(iv) meeting needs of 'lame-dog' concerns defined as those either
whose past profit record is chequered/unimpressive or companies, the
market values of the shares of which happen to be below their par
values; (v) financing the viable projects and the allied element of
bolstering the business skills of its borrowers, and (vi) regional aspects
of development and so on; and

(c) Corporate shareholding and related dimension of the control and

direction of private industry.

Translated into blueprint for action-criterion for the allocation of 

assistance, the development banks define priorities for assistance by them, 

which include, inter-alia, (i) the projects coming up in the backward region; (ii) 

the projects coming up in the small-scale sector; (iii) the projects promoted by 

new and technician entrepreneurs; (iv) the projects producing goods of mass 

consumption; and (v) the projects in the nature of export promotion and import 

substituting industrial units. In addition to these long term priorities, they have 

also to work with short term priorities by adopting their lending strategy to 

certain sectors where demand is slack or critical raw materials or utilities are not 

Rajshabi University L ibraq  
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easily available, or not to create situation of shortages or gluts of certain 

commodities at some future date. 39 

Because of the peculiar structural drawbacks from which an 

underdeveloped economy suffers, the responsibilities of a development bank 

increases many fold. It has to increase capital formation, induce the investors 

and the entrepreneurs, seal the leakages of material and human resources by 

careful allocation thereof, undertake developmental activities and try to ensure 

that no good project suffers for want of financial and / or technical resources. 40

1.2 The Economy of Bangladesh and need for Development Banks 

The economy of Bangladesh is uniquely characterized by poverty, aid-

dependence and disaster proneness. Macro economic policies, in this context are 

aimed at maintaining short-run stability as well as leading the economy towards 

egalitarian and self-reliant growth in the medium and long-run.41

Covering an area of 147570 Square kilometre, Bangladesh has the highest 

density of population in the world with approximately 916 persons per square 

kilometre. The population of the country stood at 135.20 million in 2004,42

unemployment and underemployment have reduced the country to a state of 

39 M.Y. Khan, op. cit. pp. 129-130.

 0 R.M. Saksena, Development Banking in India (Bombay : Vora & Co. Publishers Pvt. 
Ltd., 1970), p. 16. 

41 R. Sobhan, et. al, Report o f  the Task Forces on Bangladesh Development Strategies 
for the 1990s, Vol. I (Dhaka : Dhaka University Press Ltd., 1991), p. 1. 

42 GOB, Bangladesh Arthonailic Samikha 2004 (Dhaka : Economic Advisers wing, Finance 
Division, Ministry of Finance, June 2004), pp. XVII. 
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abject poverty and extremely poor living condition.43 A heavy and growing 

pressure of population on a limited and underdeveloped resource-base is the root 

cause of this abysmal poverty. Agriculture is the main occupation of its people and 

there is a crushing pressure of population on land. The annual growth rate of 

population in Bangladesh in 2004 is 1.5 percent.44 The galloping increase in the 

country's population has been accentuating the problem of poverty and 

unemployment. The number of new entrants to the labour force is estimated at 

1.8 million man-years. 45 There being no other outlet available to the rapidly 

growing labour force, agriculture is groaning under the pressure of fast increasing 

numbers. Unless employment opportunities out side agriculture increases, income 

of landless and marginal farm families are likely to continue deteriorating in real 

terms. Land being limited, the obvious limitation to expansion of employment is 

investment. So measures to accelerate appropriate industrial development are of 

crucial importance. 

In a resource scarce agrarian country like Bangladesh, where irrigated 

acreages cannot be expanded beyond a certain point, the acceleration of growth 

of Gross Domestic Product in the long run depends critically on the growth of 

the industrial sector. The development strategy of the country, therefore, needs 

to be geared towards rapid structural shift from agriculture to industry. 46

43 GOB, The third Hve Year Plan : 1985-90 (Dhaka : Planning Commission, Minister of 
Planning, 1985), p. 101. 

44 GOB, Bangladesh Arthanaitic Samikha, 2004, p. XVII. 
45 GOB, The Two Year Plan (Dhaka : Planning Commission, Ministry of Planning, 1978-

80), p. 33. 
46 GOB, The Fourth Five Year Plan .1990-95 (Dhaka : Planning Commission, Ministry of 

Planning, 1990), pp. Vl-1. 
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The industrial activities in Bangladesh are mainly concentrated in a few 

urban pockets. The contribution of large scale industry in the total industry 

sectoral GDP in 1969-70 was over 60 percent, while that of small scale industry 

was 40 percent.47

The role of industry sector is indispensable for accelerating economic 

growth. The manufacturing sector accounts for 16.25 percent of GDP in 2003-04. 

The rate of growth in this sector was projected at 7.4 percent in fiscal year 2004. 

The Table 1 shows growth rate of manufacturing sector during 1996-97 

through 2003-04. 

Table 1.1 
Contribution of Manufacturing sector to GDP and its Growth rates (at 

constant prices of 1995-96) 
(in crore Taka) 

Type 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 

Small & cottage 7609.1 8124.0 8184.9 8659.3 9267.4 9980.1 10780.0 11517.9 
industries 

(7.8) (6.8) (0.75) (5.8) (6.6) (7.7) (8.0) (7.7) 

Medium and 18270.4 19966.8 20803.3 21708.6 23130.2 24194.1 25780.8 27667.2 
large industries 

(3.9) (9.3) (4.2) (4.4) (7.0) (4.6) (6.6) (7.7) 

Total 25879.5 28090.8 28988.2 30367.9 32397.6 34174.2 36560.8 39185.1 

(5.0) (8.5) (3.2) (4.8) (6.7) (5.5) (6.8) (7.4) 

Note : Figures in the parentheses indicate rate of growth. 
Source : GOB, Bangladesh Atthanitic Samikha 2004. Economic Adviser's wing, Finance Division, Ministry of 

Finance, Dhaka. June 2004. 

47 M.R. Sharif, Industrial Enterprises Some Financing and Related Issues in the
Bangladesh Context(Dhaka : Dhaka University, 1976), p. 20. 
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The manufacturing sector, although accounting for only a small 

percentage of GDP, is an important element in the Bangladesh economy. It 

provides basic consumer goods, supplies agriculture with key inputs, produces a 

substantial part of the country's exports and is a major employer. While its basic 

structure has changed little since independence, the performance of the sector 

has a critical bearing on resource mobilization and the sector is potentially an 

important area of rapid economic growth. 

The manufacturing sector of Bangladesh accounted for about 7.78% of 

GDP in 1969-70.48 The sector's share rose to a peak level of 16.24% in 1997-98 

and then became almost stagnant 15.97% in 2002-2003 (Table 1.2). 

48 The World Bank : Staff appraisal report of a second IDA credit of Bangladesh Shilpa 
Bank' Bangladesh Report, No. 3186-BD. February 23, 1981 : Industrial Development and Finance 
Division South Asia Projects Department, p. 1. 



Table 1-2 
Structure of GDP of Bangladesh 

Sectors 1993-94 1994-95 1995-96 1996-97 1997-98 

Agriculture 20.59 21.17 20.32 22.22 19.80 

Manufacturing 15.29 15.33 15.43 15.61 16.24 

Construction 6.37 6.62 6.89 7.02 7.20 

Gov. Electricity & water supply 1.62 1.55 1.50 1.47 1.37 

Transport Storage And Communication 9.71 9.24 9.07 8.99 8.69 

Others 46.42 46.09 46.79 44.69 46.70 

Total 100 100 100 100 100 

Source: Bangladesh Bureau of Statistics, Statistical Year Book 2002 & Bangladesh Arthanitic Samikah, 2004. 

1998-99 1999-00 2000-01 

20.29 19.54 18.62 

15.47 15.23 15.61 

7.37 7.70 7.89 

1.34 1.34 1.37 

8.51 8.63 9.03 

47.02 47.56 47.48 

100 100 100 

2001-02 

18.06 

15.73 

8.01 

1.39 

9.21 

47.60 

100 

(in%) 

2002-03 

18.22 

15.97 

8.63 

1.54 

9.76 

45.88 

100 

,._. °' 

I 

I 
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The manufacturing sector contributes to 12% of GDP and employed 

28.97 million people in 1984-85, 30.19 million in 1985-86 and 39.25 million in 

1988-89. The number increased to 43.75 million in 1999-2000 (Table 1.3). 

Table 1.3 
Employment Trends in manufacturing Sector 

(in thousand) 

Year 1973-74 1985-86 1988-89 1990-91 1995-96 1999-00 

Number of people 1026 3019 3925 3976 4085 4375 

Source : Statistical Year Book o f  Bangladesh 2002. 

As applicable to most of the least developed countries, Bangladesh suffers 

from a number of basic structural weaknesses, such as paucity of natural, human, 

financial and technological resources and prevalence of wide spread and chronic 

poverty etc. which limit their ability to achieve sustained accelerated growth.49 

Smuggling has become more rewarding than trading, and trading more 

rewarding than manufacturing. So, the resources have shifted from manufacturing 

to trading and other activities, thus rendering the hope of a long term 

industrialisation an elusive one. 

Among other things, industrialisation is a function of new capital formation. 

The process of capital formation involves three stages: (1) the creation of savings; (ii) 

mobilization and canalisation of savings; and (iii) acquisition of capital goods out of 

such savings. 

49 R. Sobhan, Report o f  the Task Forces on Bangladesh Development Strategies for the 
1990s, Vol. 2 (Dhaka : University Press Limited, 1991), pp. 1-2. 
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Finance occupies a pivotal position in the development and continued 

existence of industrial enterprises. In fact, finance and its proper management is 

the life-blood of industry, without which the wheels of modern industrial system 

can not be greased. 50 But the problem of generating an adequate surplus for a 

reasonable rate of investment is perhaps the most uncertain of all aspects of the 

economic future of Bangladesh. There is no obvious source of a large surplus that 

can be mopped up with relative ease. 51 So, whatever fund is available, that should 

be best managed and utilised in the right way. If we look into the First Five Year 

Plan of Bangladesh, it is found that the growth in industrial sector was 9.24% and 

subsequently it decreases to 2.26%, 4.76% and 4.32 respectively in the Two Year 

Plan, 2nd Five Year Plan and in the Third Five Year Plan period. In the same 

period capital output ratio also had shown a lower trend. 52 

The function of industrialisation requires huge financial resources in their 

various manifestation like fixed and working capital for balancing, modernisation, 

replacement and expansion of existing industries as also for the establishment of 

new industries and diffusion of economic activities over a wide area. The process 

is also required to be supplemented by appropriate technological skill, 

managerial ability and administrative competence. Funds for large scale 

industrialisation can be channelised through development bank like Bangladesh 

Shilpa Bank (BSB). 

so M.S. Paonia, Development Bankin_q in India (Jaipur : Prateeksha Publications, 1987),
p. preface.

51 A.R. Khan, Tne EconomyofBangladesh(London: Toe M.:icmillan Press Ltd., 1972), p. 165. 
52 GOB, Economic Survey 1991-92 (Dhaka : Ministry of Finance, 1992), p. 25.
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Besides finance, some equally important desiderata of industrialisation are 

entrepreneurial ability, competent management, sound technical skills etc. These 

factors are all the more necessary where experiences in and exposures to 

industrial development has been inadequate specially in a developing country 

like Bangladesh. Development banks / development financial institutions (DFI) 

have been an outcome of such needs as these were not expected to be met 

through 'normal' channels. 53 

A sound financial system is a pre-requisite for planned economic 

development in a developing country like Bangladesh. Bangladesh has a fairly 

extensive and well established structure of financial institutions for serving her 

industrial sector. These include industrial term lending and investment 

institutions, a variety of special purpose institutions serving agriculture, 

construction and other priority sectors, domestic and foreign commercial banks 

and stock exchange. The industrial financing institutions are the Bangladesh 

Shilpa Bank (BSB), Bangladesh Shilpa Rin Sangstha (BSRS) and Investment 

Corporation of Bangladesh (ICB) which provide financing for small, medium and 

large-scale projects in the public and private sectors. 

1.3 Financial Structure of Bangladesh 

At the top of financial structure of Bangladesh, the central Bank or 

Bangladesh Bank exists. It is responsible to print money, to issue licenses to 

53 P.K. Jain, Industrial Finance Corporation o f  India : A Study in Anancial Management 
(New Delhi : Anmol Publications, 1988), p. 3. 



20 

different types of banks, to supervise and monitor the activities of the banking 

companies. The financial system of Bangladesh consists of 49 scheduled banks 

(as on April 2003-2004) of which four are nationalised commercial banks, five 

are specialised banks of which three are development banks, thirty are local 

private banks, and ten are foreign commercial banks. Out of thirty local private 

commercial banks, five are Islamic Bank and out of 10 foreign banks, one is 

Islami Bank. At the end of February 2004, the branches of the scheduled banks 

functioning in Bangladesh come to 6230. The number of branches of 

nationalised commercial banks are 3390, of private commercial banks are 1488, 

of foreign banks are 34 and the specialised banks have 1318 branches. Besides 

these scheduled banks, there are one national co-operative bank, One Ansar 

VDP bank, one Karmasansthan Bank and one Grameen Bank (Table 1.4). 54

Side by side, with the banking sector there are some non-bank financial 

institutions which are financing industry, trade, housing and modern information 

technology. 

There are seventeen 55 life insurance corporation and companies of which 

one is in public sector and one is operating as foreign private life insurance 

company, forty two general insurance companies, of which one is in public sector; 

54 GOB, Bank O. Arthic Prathisthan Somuher Karjabali 2003-2004, p. 1, See Table 1.4. 
55 See Table 1.5. 
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and post office savings scheme (as on June 2000). 56 All types of banking as well 

as industries financing companies operate through their branches in Bangladesh. 

It also embraces stock exchange and the informal market (Table 1.5). 57 

Historically speaking the idea of establishing special institutions for 

providing finance to industry was put forth in strong terms, as far back as 1931, 

by the central Banking Inquiry Committee. The committee recommended the 

creation of Provincial Industrial Credit Corporations and an All India institution 

for meeting the financial requirements of industries of regional and national 

importance respectively. Almost no action was taken on these recommendations 

till the beginning of 1945. 58 

Development banks in Bangladesh, specially the BSB has come into existence to 

propel the wheel of the industrial sector and foster and accelerate the pace of 

economic growth. 

56 Wasim Md. Mezbahul Haque, "Financial Development in Bangladesh", Unpublished
Ph.D. Dissertation, IBS, R.U. 

57 GOB, Report o f  the National Commission on Money, Banking & Credit (Dhaka : 
Bangladesh Bank, 1986), p. 10. 

58 N.C. Joshi, "Rejuvenating India's Development Banks", The Journal o f  the Indian 
Institute o f  Bankers, Vol. 54, No. 2, Bombay, April-June 1983, p. 82. 



Central Bank 

Nationalised 
Banks 

1. Sonaii 1. 
Bank 

2. Janata 2. 
Bank

3. Agrani 3. 
Bank

4. Rupali 4. 
Bank Ltd.

- 5.

- 6.

- 7.

- 8.

- 9.

- 10.

Table 1.4 
Banking Structure in Bangladesh as on April 2004 

Local Private Banks 

Pubali Bank Ltd. 

Uttara Bank Ltd. 

Arab Bangladesh Bank Ltd. 

National Bank Ltd. 

The City Bank Bangladesh 
Ltd. 

Islami Bank Bangladesh 
Ltd. 

International Finance & 
Investment And 
Commerce Bank Ltd. 

United Commercial Bank 
Ltd. 

The Oriental Bank Ltd. 

Eastern Bank Ltd. 

Bangladesh Bank 

Foreign Private Banks 

1. American Express Bank
Ltd.

2. Standard Charter Bank

3. Habib Bank Ltd.

4. State Bank of India

5. Commercial Bank of
Ceylon Ltd.

6. National Bank of
Pakistan

7. City Bank NA 

8. Ori Bank

9. The Hong Kong and
Shanghai Banking
corporation Ltd.

10. Shami! Bank of Bahrain
EC 

1. 

2. 

3. 

4. 

5. 

Specialised Banks 

. , 

Bangladesh Krishi 
Bank 

Rajshahi Krishi 
Unnayan Bank 

Bangladesh Shilpa 
Bank 

Bangladesh Shilpa 
Rin Sangstha 

BASIC Bank Ltd. 

-

-

-

-

-

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

Financial Institutions 

Ansar-VDP Development Bank 

Bangladesh Somobaya Bank 
Ltd. 

Grameen Bank 

Karma Sangsthan Bank 

Investment corporation of 
Bangladesh 

Bangladesh House Building 
Finance Corporation 

Saudi-Bangladesh Industrial and 
Agricultural Investment 
Company Limited 

Industrial Development Leasing 
Company of Bangladesh Ltd. 

GSP Finance Company 
(Bangladesh) Ltd. 

Vanik Bangladesh Ltd. 

N 
N 
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- 11. National Credit and -
Commerce Bank Ltd. 

12. Prime Bank Ltd. --

13. South East Bank Ltd. --

14. Dhaka Bank Ltd. --

- 15. AI-Arafa Islami Bank Ltd. -

16. Social Investment Bank --
Ltd.

17. Dutch Bangla Bank Ltd. --

18. Mercantile Bank Ltd. --

19. Standard Bank Ltd. --

20. One Bank Ltd. --

21. Export Import Bank of --
Bangladesh Ltd.

22. Bangladesh Commerce --

11. 

12. 

13. 

- 14. 

- 15. 

- 16. 

- 17. 

- 18. 

- 19. 

- 20. 
- 21. 
- 22. 

- 23.

- 24. 

- 25. 

The UAE Bangladesh 
Investment Company Ltd. 

Phoenix Leasing Company Ltd. 

Bay Leasing and Investment 
Ltd. 

Prime Finance & Investment 
Ltd. 

Delta Brae Housing Finance 
Corporation Ltd. 

International Leasing and 
Financial Services Ltd. 

Oman Bangladesh Leasing and 
Finance Ltd. 

Industrial Promotion & 
Development Company of 
Bangladesh Ltd. 

Uttora Finance & Investment 
Ltd. 

United Leasing Company Ltd. 

Union Capital Ltd. 

People's Leasing & Financial 
Services Ltd. 

Infrastructure Development 
Company Ltd. 

National Housing Finance & 
Investment Ltd. 

MIDAS Financing Ltd. 

Nw
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-
-

-

-

-

-

-

-
-

-

Bank Ltd. 

23. Mutual Trust Bank Ltd.

24. First Security Bank Ltd.

25. The Premier Bank Ltd.

26. Bank Asia Ltd.

27. The Trust Bank Ltd.

28. Shahjalal Bank Ltd.

29. Jamuna Bank Ltd.

30. Brae Bank Ltd.

- - 26. First Lease International Ltd. 
- - 27. Bangladesh Finance & 

Investment Company Ltd. 
- - 28. Industrial & Infrastructure

Development Finance Company
Ltd.

- - 29. Islamic Finance & Investment
Ltd.

- - 30. Fareast Finance & Investment
Ltd.

- - 31. Fidelity Assets & Securities 
Company Ltd. 

- - 32. Premier Leasing International 
Ltd. 

- - 33. Self Employment Finance Ltd. 

- - 134. Dhaka Stock Exchange Ltd. 

- - I 35. Chittagong Stock Exchange �td. 

Source: GOB. Bank O Arthick Prathisthan Somuher Karzabali 2003-2004, Dhaka : Ministry of Finance, Finance Division, p. i. 
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Table 1.5 
Insurance Companies in Bangladesh, As on 30 June 2000 -

I I Insurance Companies I I 
I Life I I General I 

I I 

I Private I I Public I I Private I f Public I 
l i t l i 'Ir 

Domestic I [ Foreign I [ Jiban Bima Corporation I [ Postal Life Insurance I [ Foreign I I Domestic I [ Shadharan Bima Corporation l 
i i I ALICO Ltd. I 1. Bangladesh General Insurance Co Ltd. 22. Mercantile Insurance Co. Ltd.

2. Peoples Insurance Co. Ltd. 23. Northern General Insurance co. Ltd.
3. United Insurance Co. Ltd. 24. Bangladesh National Insurance co. Ltd.

1. National Life Insurance Co. Ltd. - Bangladesh Co-operative Ins Co. Ltd. 25. Nitol Insurance co. Ltd.

2. Delta Life Insurance Co. Ltd. 5. Green Delta Insurance Co. Ltd. 26. Standard Insurance co. Ltd.
3. Shandhani Life Insurance Co. Ltd. 6. Green Delta Insurance Co. Ltd. 27. Paramount Insurance co. Ltd.

- Meghna Life Insurance Co. Ltd. 7. Eastern Insurance Co Ltd. 28. South Asia Insurance co. Ltd.

5. Homeland Life Insurance Co. Ltd. 8. Eastland Insurance Co. Ltd. 29. Islami Insurance Bangladesh Ltd.

6. Rupali Life Insurance Co. Ltd. 9. Karnaphuli Insurance Co. Ltd. 30. Islami Commercial Insurance co. Ltd.

7. Golden Life Insurance Co. Ltd. 10. Janata Insurance co. Ltd. 31. The Loyeds Insurance co. Ltd.

8. ?regressive Life Insurance Co. Ltd. 11. Phoenix Insurance co. Ltd. 32. Continental Insurance co. Ltd.
12. Federal Insurance co. Ltd. 33. Desh General Insurance co. Ltd.9. Progati Life Insurance Co. Ltd. 13. Central Insurance co. Ltd. 34. Agrani Insurance co. Ltd.10. Padma Life Insurance Co. Ltd.

11. Baira Life Insurance Co. Ltd. 14. Reliance Insurance co. Ltd. 35. Sonar Bangla Insurance co. Ltd.

12. Sun life Insurance Co. Ltd. 15. Rupali Insurance co. Ltd. 36. Global Insurance Co. Ltd.

13. Sunflower Life Insurance Co Ltd. 16. Purabi Gen Insurance co. Ltd. 37. Asia Pacific General Insurance co. Ltd.

14. Far East Islami Life Insurance Co. Ltd. 17. Prime Insurance co. Ltd. 38. Express Insurance co. Ltd.
18. Provati Insurance co. Ltd. 39. Asia Insurance co. Ltd.
19. Meghna Insurance co. Ltd. 40. Republic Insurance Co. Ltd.
20. City General Insurance co. Ltd. 41. Crystal Insurance co. Ltd.
21. Pioneer Insurance co. Ltd.

Source: Wasim Md. Mezbahul Haque, 'Financial Development in Bangladesh" (Unpublished Ph.D. Dissertation, 18S, R.U. 2004), p. 67. 
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1.4 Statement of the Problem 
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For Industrialisation and development of Bangladesh, the need of 

development banking is very urgent. From this view point, BSB should be 

assessed on the basis of performing (i) banking function and (ii) development 

function criteria. 

The Banking Function of the BSB relates to its operational efficiency. The 

operational efficiency of the BSB might mean how well it is running as a financial 

institution and how the technical competence it brings to bear on its various 

functions. The first ingredient of the efficiency of BSB as banking institution may 

be, the project appraisal for sanctioning and disbursement of loans. The total 

operational efficiency of the BSB depends upon the feasibility study of individual 

projects by the Bank. If the viability of the projects can be correctly assessed at 

the outset, the function of the Bank may become smoother, invigorating its 

banking performance. 

The BSB as a bank should have a profit to keep itself alive. Profitability 

examines its profit margin and expense ratio, cost of debts, its rate of return, 

etc. The dimension of the banking criteria of the BSB includes on the sources from 

which funds are to be raised, its financing, its management of liquidity, maintaining 

of its leverage ratio etc. 

The operational efficiency of the BSB also relates to the problems of 

defaults and overdues of the assisted industries. The importance of the prompt 
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recovery of funds from the clients can hardly be underscored. Without the 

recovery of its principal as well as interest, the BSB simply cannot sustain itself. 

The Banking Criteria for the assessment of the BSB in the present study 

in brief includes to following: (1) appraisal techniques applied in the assisted 

projects, (2) profitability, (3) solvency, liquidity, problems of overdues, etc. 

The development function of BSB relates to its allocational efficiency. To 

measure allocational efficiency, the almost universally accepted59 criterion is the 

maximisation of the net present worth but it cannot be a yardstick measure for 

the BSB. This is because unlike purely financial institutions for which earnings are 

the exclusive test of economic efficiency, a development bank like the BSB cannot 

reduce all the ingredients of financing decisions into a single measureable 

standard. The BSB, as a part of the financial system of Bangladesh, should be 

considered as allocationally efficient. 

As a developmental organisation, the BSB is concerned about the impact 

of a project on the community as a whole. The setting-up of the BSB constitutes 

an important part of the strategy for boosting up the growth rate of Bangladesh 

economy. As a tool of economic development, the BSB would help in overcoming 

the various obstacles to growth as well as in supplying the missing ingredients. 

In the assessment of the BSB's allocational efficiency, therefore the development 

59 P.K. Jain, Industrial Finance Corporation o f  India: A Study in Financial Management, 
p. 21. 



28 

criterion is taken to constitute the broad framework for meeting the purposes of 

the present study. 

The development criteria for the assessment of the BSB in the present 

stud·{ concisely includes : (i) development of backward regions through regional 

distribution of assisted enterprises; (ii) growth of broad based entrepreneurship; 

(iii) rehabilitation of sick industries etc.

As a bank the BSB is concerned with the financial results of its funds. From 

purely banking point of view, it is natural that the Bank will allow assistance to 

bankable projects only. But all bankable projects are not necessarily viable nor are 

they economically important. The BSB as a development bank will not achieve its 

development objectives if it devolves its limited capital to bankable projects 

irrespective of their purposes. At the same time, as a bank it cannot afford 

regularly to ignore the financial aspects, and thereby run the risk of failing to 

preserve its capital intact. The present study is based on the hypothesis that these 

concepts are applicable and are central to the fundamental ideas on which the 

study of the performance of the BSB should be based. 

BSB has been working since 1972, but its performance is not upto the 

satisfactory level. It is suffering from various problems. So, the study aims at 

examining and analysing the present crisis of the BSB, and finding out the 

possible solutions for its better prospects. 



1.5 Objectives of the Study 

The specific objectives of the study are as follows : 

(1) To review and examine the growth trends of different activities of
the BSB;

(2) To evaluate the performance of the BSB;

(3) To assess the operational efficiency of BSB;

(4) To assess allocational efficiency of BSB;

(5) To identify the problems of BSB; and

(6) To suggest remedial measures for better performance of the bank.

1.6 Review of Literature 

29 

As far as can be ascertained the studies on the BSB and institutional 

financing of medium and large scale industries in Bangladesh and topics related 

to it are not many. However, in this section we have tried to give a brief survey 

of the articles, papers and research work available. 

Giassudding Ahmed 60 in his study on Institutional finance in 

Bangladesh concluded that lack of financial resources constitutes an obstacle to 

rapid economic development. According to him, the general poverty level limits 

the rate of mobilisation of domestic savings in the country. The development of 

capital markets should be initiated to mobilise savings on a far more large scale 

for investment. Ahmed narrated that development banks and investment 

banking institutions played important roles in stimulating and broadening 

industrial growth. He briefly covered the Bangladesh Shilpa Bank (BSB), 

60 G. Ahmed, "Institutional Finance in Bangladesh", A.H.M. Habibur Rahman (ed), 
Industrial Finance in Bangladesh, Dhaka : University of Dhaka, 1976. 
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Bangladesh Shilpa Rin Sangstha (BSRS), Bangladesh Small and Cottage 

Industries Corporation (BSCIC), Bangladesh Krishi (Agriculture) Bank, 

Commercial banks, General and Life Insurance Corporations, Post Office Savings 

Banks, etc. as sources of finance to relative sectors. But Ahmed touched upon 

most of the financial institutions in Bangladesh without citing any specific 

importance individually. He therefore did not go deep into the BSB. 

Sulaiman Choudhury6 1 raised some of the issues and aspects of 

Government's investment policy, sources and methods of financing industries 

and the role of the BSB, BSRS as credit institutions. He stressed that 

entrepreneurs could not obtain fund because of the nature of constituents of the 

capital market in Bangladesh. He mentioned the importance of specialised 

financial institutions regarding the impact of their financial institutions regarding 

the impact of their financial assistance as well as allocational efficiency. 

Choudhury showed some problems of financing private sector industries form 

economic and non-economic point of view, but he made no in-depth analysis of 

BSB's financial performance as such. 

M. Habibullah 6 2 focussed on the growth of indigenous private capital in 

Bangladesh. As the availability of loanable found is not enough to promote 

capital formation, he stressed the importance of entrepreneurship growth which 

61 S. Choudhury, "Financing Private Sector Industries in Bangladesh, Methods, Problems
and Prospects", A.H.M. Habibur Rahman (ed), Industrial Finance in Bangladesh, Dhaka : 
University of Dhaka, 1976. 

62 M. Habibullah, "Developmental Role of Industrial Banks in Promoting Entrepreneurship",
A.H.M. Habibur Rahman (ed), Industrial Finance in Bangladesh, Dhaka : University of Dhaka, 
1976. 
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could be done through proper guidance, leadership development incentives and 

orientation training. He suggested that development-oriented institutions like the 

BSB should extend their scope of activity to potential industrial concerns at the 

embryonic stage. The lack of bankable project, according to him, was a serious 

problem of industrialisation. He argued that it was the duty of the industrial bank 

to train and educated the new and inexperienced entrepreneurs in the 

techniques and methods of preparing bankable projects. He asserted that it 

might be a vital step towards promoting entrepreneurship, if the BSB developed 

designs for feasible projects and then sought out prospective entrepreneurs to 

implement them. The supply of profitable projects can be a powerful 

promotional tool. So the BSB should be more active in developing bankable 

projects and hunting up and motivating potential entrepreneurs. Habibullah 

portrayed entrepreneurship development through DFis specially the BSB. 

M. Habibullah6 3 in another study also related BSB, BSRS and ICB

(Investment Corporation of Bangladesh) in industrial financing. He put some 

suggestions regarding their workability. 

Azizur Rahman Khan64 in an unpublished research report made an 

effort to explore the role of the BSB, BSRS and Investment Corporation of 

Bangladesh (ICB) in providing loan and equity capital in the installation of new 

industrial enterprises by private entrepreneurs. It elucidated the pattern of 

capital need, sources of capital, utilisation me�hod of loanable fund and 

63 M. Habibullah, "Industrial Financing and Institutional Arrangement for Setting up of 
Industries in the Private Sector", The Dhaka University Studies, Part C-1(2), 1980. 

64 A.R. Khan, Financing Private Sector Industries in Bangladesh (Dhaka : Bureau of 
Business Research, University of Dhaka, 1980). 
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problems of obtaining financial accommodation by private entrepreneurs. The 

study was based on taking samples of 82 · public limited companies selected 

purposively. The study dealt with the DFis in a nutshell without giving any 

special importance to the BSB. 

A.R. Khan 6 5 in a separate article evaluate policies, procedures and 

operations of DFis including the BSB in Bangladesh .. He examined the industrial 

policies of the Government of Bangladesh relating to financial incentives, 

operational procedures of involved DFis. He sought to assess the loaning 

operations of these institutions and their performances in loan recovery. Khan 

reviewed the DFI as a whole without concentrating much on the BSB and its 

performance evaluation. 

Rehman Sobhan and Akhter Mahmood 6 6 investigated the repayment 

performance the BSB and BSRS loans to private entrepreneurs. They found that 

the loan repayment performance was very poor. There was also considerable 

accumulation of overdues on account of non-payment of interest and 

instalments. This accumulation and build up of overdues was pervasive amongst 

all enterprises. They noticed that the poor repayment performance was not 

related to firm-size differences, their location or entrepreneurial classes. They 

specified that book keeping procedures within the BSB and BSRS made it 

65 A.R. Khan, An Evaluation of Politices, Procedures and Operations of DFis in
Bangladesh; in Nabi K.A. (ed.), Development Financing Institutions (DF!s) o f  Bangladesh: Policy 
Performance, Problems and Prospects (Dhaka : Goethe-Institute, 1992). 

66 R. Sobhan and S.A. Mahmood, "Repayment of Loans to Specialised Financial 
Institution in Bangladesh : Issue and Constraints", n,e Bangladesh Development Studies, Vol. 
IX, No. 1 winter, 1981, The Bangladesh Institute of Development Studies, Dhaka, 1981. 
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necessary to continue sanction and disbursement of loans to borrowers, despite 

defaults and overdues. This contradiction was partially resolved in the account 

by keeping back a part of the new disbursement and adjusting it against the 

outstanding debt. This accounted for inflated figures for the debt burdens of 

borrowers and actual disbursement of loanable funds. They observed that the 

loan repayment performance was better in the relatively developed areas than in 

the backward ones. The paper tried to exhibit and analyse the repayment 

problems of two DFis (BSB and BSRS) from various angles. However, their 

analysis was somewhat biased towards the public enterprises and socialist ideas. 

Kazi Ahmed Nabi67 in his doctoral thesis investigated the case of three 

DFis namely the BSB, the BSRS and the ICB. He made it manifest that industries 

particularly, large one needed huge capital which could be provided only by non-

bank financial institutions. He examined the financing procedures with a view to 

finding the shortcomings and inadequacies of these financial institutions in 

performing their mandatory roles. He emphasised on innovative outlook and 

continuous regeneration of ideas and co-operation between the financial 

institution, the Government and the entrepreneurs to cope with changing 

circumstances. Nabi dealt with three financial institutions without giving much 

preference to their performance evaluation. Moreover, he worked with data of 

1980 and before. 

67 K.A. Nabi, "Role of Non-bank Financial Institutions in the Development of Large Scale 
Industries in Bangladesh", An unpublished Ph.D. thesis submitted to the Punjab University, 
Chandigarh, 1981. 
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Nabi 68 in another study sought to identify the problem of project 

appraisal and implementation in the context of the BSB ad BSRS. He found that 

the borrowers had the basic responsibility for the execution of their projects but 

the development banks needed to remain in close touch with them in order to 

ensure that they executed the project as planned for attaining the various 

objectives laid down during their appraisal. Nabi suggested project appraisal 

techniques for the DFis of Bangladesh; but he designed them to overcome the 

implementation problems in the light of KFW's opinion, which would seem 

impracticable under the present socio-economic condition of Bangladesh. 

Rehman Sobhan and Ahmad Ahsan69 assessed the prospects of 

promoting private industry in Bangladesh through the patronage of development 

finance institutions like the BSB, the BSRS and the ICB. They opined if industrial 

enterprises could be set up without delay, their output would meet the needs of 

the people, generating new employment opportunities. The surpluses from their 

productive activities would provide revenues for the national exchequer and 

resources for reinvestment to further expand the productive base of the 

economy. But all these depend on how quickly an industrial project could be 

commissioned to yield output. But the process of investment, it took too much 

time between the sanction of loan and the execution of industrial projects in 

68 K.A. Nabi, "Problems of Projects Appraisal and implementation of the Development
Finance Institutions of Bangladesh", Research Center for International Agrarian Development, 
Hedielberg, 1988. 

69 R. Sobhan and Ahsan Ahmad, "Implementation of Projects in the Private Sector in 
Bangladesh : A Study of DFI Sponsored Projects", Bangladesh Journal of Political Economy, Vol. 
7 No. I, Bangladesh Economic Association, Dhaka, December, 1986. 
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'.'arious phases. They found that upto June 1982 only 49.4 percent of the 

projects sanctioned had been implemented. They took a sample of 84 industrial 

projects sanctioned by the BSB and BSRS. They pointed out many factors and 

agencies responsible for the delay in starting commercial production of an 

industrial project. 

So far they have framed reasons for a problematic development of private 

industries in Bangladesh without giving any analytical suggestions, to overcome 

the same. 

Rehman Sobhan and Ahmad Ahsan70 in another article investigated the 

effect of exchange rate fluctuations of the Taka (currency of Bangladesh) in 

contributing to the accumulations of debt overdues of private borrowers from the 

two DFis namely the BSB and the BSRS. The article surveyed the recovery 

problems of these two institutions, and related the discussion to the policy of EFAS 

only without going much into other aspects of problem of loan repayment of BSB. 

Rehman Sobhan and Ahmad Ahsan7 1 in a research report reviewed 

the changes in the structure of industries by DFI financing in Bangladesh, 

specially the BSB and BSRS. They revealed the massive default of loan 

instalments by most of the projects set up with the loans from them. The report 

indicated that the private industrial investment financed by the BSB and the 

70 R. Sobhan and Ahsan Ahmad, "The Effect of Exchange Rate Depreciation on the Loan 
Repayment Performance of Private Enterprise in "Bangladesh", Bangladesh Development Studies, 
Vol. IX, No. 4 December, 1987, Bangladesh Institute of Development Studies, Dhaka, p. 1. 

71 R. Sobhan and Ahsan Ahmad, "The Structure of DFI Sponsored Investment in 
Bangladesh\ Research Report, No. 76, Bangladesh Institute of Development Studies, Dhaka, 1988. 
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BSRs were less than successful. Again, some part of the term loans might have 

been invested abroad through over invoicing of equipment imports and as such 

the realized investment was likely to be less than the recorded investment. 

The research report unearthed many problems of stuck-up loans of the 

BSB and the BSRS; but it seems to trace them mainly to development of private 

enterprises and market economy. 

Rehman Sobhan and Ahmad Ahsan7 2 in still another research report 

visualized the problems of repayment from the perspective of borrowers. The 

report endeavored to study the repayment problems of private sector industries 

financed by the BSB and the BSRS. This was done in two : (i) to relate the 

repayment problem to operational performance of these two institutions and (ii) 

to indicate the perception of the entrepreneurs with regard to the problems of 

repayment and Government policy in general. The article dealt only with the 

repayment problems of the BSB and the BSRS without examining the 

performance evaluation of the BSB in details. 

Mohiuddin Khan Alamgir7 3 attempted a general study on development 

banks including the BSB in the perspective of Third Five Year Plan of 

Bangladesh. He observed that no financial instruments conducive to long-term 

72 R. Sobhan and Ahsan Ahmad, "Problems of Repayment to the DFis in Bangladesh : 
Results of a Field Survey of Selected Enterprises", Research Report, No. 112, Bangladesh 
Institute of Development Studies, Dhaka, March 1990. 

73 M.K. Alamgir, "Development Banks in Bangladesh : Problems and Policies for Third 
Five Year Plan", Bangladesh Journal of Political Economy, Vol. 7, No. lA, Bangladesh Economic 
Association, Dhaka, 1986. 
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deposits and advances was introduced by the development banks. He set forth 

that inadequate long term deposits and absence of non-depository financial 

instruments in the capital market coupled with limitations on growth of loanable 

funds made development banks dependent on the Government. He proposed 

that 'A Special Development Fund' should be established by the BSB in order to 

meet credit requirements on a sustained basis, increasing it in both foreign 

exchange and domestic currency as venture capital to support innovative 

entrepreneurs. He emphasized that the Fund should be kept outside the purview 

of income and corporate tax, so that it could grow over years to support venture 

investments and facilitate introduction and use of domestic capital goods. He 

also emphasized the need for development of capital markets. Though his work 

deals with many facets of development financing, it did not throw much light on 

the performance of the BSB. 

A.M.M. Shawkat Ali, et a/4 presented an overview of the working of 

the BSB and the BSRS. The paper sought to define development bank and its 

growth in Bangladesh. It gave a descriptive account of the relationship between 

development bank and other banks working on a limited scale in the same or 

related sectors. The article narrated them in a literary manner without making 

an in-depth analysis of BSB's role as development bank. 

74 A.M.M.S Ali, et al., "Aspects of Development Finance Institutions in Bangladesh", 
Bangladesh Journal o f  Political Economy, Vol. 8, No. 1, Bangladesh Economic Association, Dhaka, 
1988. 
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In an article written in Bengali, Rehman Sobhan and Binayak Sen75

highlighted loan repayment problems of the BSB and the BSRS sponsored private 

enterprises and the crisis of capitalist development. They exhibited the features of 

loan repayment, problems of rescheduling loans, legal problem involved in loan 

recovery, and transition of a mixed economy to capitalist form and related crisis in 

it. Though they have raised many important issues of recovery by the BSB and the 

BSRS, the analysis seems to be concerned mainly with the scenario of transforming 

Bangladesh economy into a capitalist system. 

Rehamn Sobhan and Binayak Sen 76 examined the repayment trends 

of the BSB and BSRS over the last decade ending on the 30 th June, 1987. The 

paper sought to assess the overall impact of various policy measures (including 

legal actions) undertaken by successive regimes in Bangladesh since 1975 to 

expedite the process of loan recovery. The study pointed to the all pervasive 

nature of defaults and to anatomize further their societal implications, failure of 

the legal system to ensure recovery of loans and the weakness of 

entrepreneurship. It suggested for reviewing the prevailing industrial policy, 

which had failed to transform defaulting borrowers into a development seeking 

entrepreneurial class and for other remedial measures. Although the article 

seemed to have a socialistic bias and to side tract main problems of the BSB and 

the BSRS with regard to development financing. 

75 R. Sobhan & B. Sen, "Unnayan Artha Logini Prothisthaner Rin Parishod Sankat : 
Bangladeshe Pujibadi Bikasher Sankat. The Bangladesh Development Studies, Annual number, 
5th Part, Dhaka, 1989. 

76 R. Sobhan & B. Sen, "Trends in the Repayment Performance in the DFis : Implications 
for the Development of Entrepreneurship in Bangladesh", lne Bangladesh Development Studies, 
Vol. XVII, Vo. 3, September 1989, Dhaka. 
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Rehman Sobhan 77 edited a research-oriented volume. It reported a 

massive infusion of public resources into the private sector during the second 

half of the 1970's and early 1980's with a view to promoting private 

entrepreneurship for industrialization in Bangladesh. The infusion, however, 

ended up in a large scale default of loans disbursed by the Development Finance 

Institution (DFis), specially the BSB and the BSRS and became an issue of major 

concern for the viability of the financial system of Bangladesh. The study 

stressed the need for reviewing prevailing industrial policy of the Government 

and the attendant financial system underwriting the industrialization process and 

recommended various remedial measures for immediate policy action to 

introduce discipline into the DFis including the BSB and the BSRS and to 

rromote efficiency oriented entrepreneurial culture in Bangladesh. The book is 

concerned with the general problem of the economy as a whole without giving 

much emphasis on the BSB. 

Jahirul Haque 78 pointed out different test of evaluating investment 

projects in terms of economic, financial and commercial aspects. The parper 

concentrated on the project appraisal techniques followed by the BSB and the 

BSRS. Haque indicated different functional stages in appraising projects by the 

BSB and the BSRS and specified some problems in practice. The paper discussed 

77 R. Sobhan (ed.), Debt Default to the Development Anance Institutions (Dhaka : 
University Press Limited, 1991). 

78 J.M. Haque, "Project Appraisal Practices of DFis of Bangladesh", K.A. Nabi (ed.), 
Development Financing Institutions (DFis) o f  Bangladesh : Policy Performance, Problems and 
Prospects. 
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the appraisal technique theoretically rather than suggesting measures for solving 

the existing problems faced by the BSB. 

K.M. Salahuddin 79 dealt with the various aspects of project appraisal 

undertaken by the multilateral agencies and DFis. He was concerned more with 

problems of appraisal and less with finding solutions for them. 

Serajul Haque80 sought to unveil different aspects of financing policy such 

as investment policy, financing criteria, financing strategy, lending and investment 

limits, types of financial assistance, repayment period, foreign exchange risk, 

procurement of machinery and disbursement of loan by the BSB and BSRS. He 

emphasized the changing polices and procedures of these institutions. The article 

assessed the performance of the BSB and the BSRS sectorwise without any yearly 

break up. Haque disclosed some internal and external causes of poor recovery of 

the BSB and BSRS without assigning specific reasons. 

Nurudding Chowdhury8 1 focused on the problems encountered by 

entrepreneurs in obtaining and using the industrial finance obtained form the BSB 

and the BSRS. He described the problems from the viewpoint of the banks as well 

as from those of entrepreneurs. He opined that the BSB and the BSRS should play a 

79 K.M. Salahudding, "Project Appraisal, Practices of DFis", K.A. Nabi (ed.), Development 
A'nancing Institutions (DFJs) o f  Bangladesh : Policy Performance, Problems and Prospects. 

80 S.M. Haque, "Financing Policy, Procedures and Operations of Development Financing 
Institutions (DFis) of Bangladesh", K.A. Nabi (ed.), Development Anancing Institutions (DFJs) o f  
Rangladesh : Policy Performance, Problems and Prospects. 

81 A.J.M.N. Chowdhury, "Problems of DFI-Financed Entrepreneurs in Bangladesh", K.A.
Nabi (ed.), Development Financing Institutions (DFis) o f  Bangladesh : Policy Performance, 
Problems and Prospects. 
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much more effective role to solve the problems of entrepreneurs for promoting 

industrial development in Bangladesh. Chowdhury, however, dealt mainly with the 

problems of a limited number of entrepreneurs. 

Besides the published materials surveyed above, some unpublished 

research reports were prepared by the Business Management Education and 

Training Project82 (BMET) under the sponsorship of World Bank, the University 

Grants Commission of Bangladesh and the Bureau of Business Research83

University of Dhaka, Bangladesh. These are studies aiming mainly at making 

some general views which did not discuss the specific problems of the BSB with 

regard to performance. 

Mohamaed Jahangir Hossain84 in his doctoral thesis evaluated the 

performance of public and private sector commercial Banks in Bangladesh. He 

was dealing with productivity and profitability of commercial banks without 

touching the case of development banks specially the BSB. 

SK. Md. Golam Saklayen8 5 in the doctoral thesis of his own examines, 

growth and role of credit and its impact on the economy of Bangladesh. He dealt 

82 A.C. Saha, Some Aspects o f  Financial Performance o f  Bangladesh Shi/pa Bank, 1986; 
M.Z. Hossain, Role o f  Bangladesh Shi/pa Bank in Entrepreneurship Development : A Study 
Around Rajshahi, 1986. 

83 B. Bhowmik, Loan Recovery Problems Faced by Development Financing Institutions in 
Bangladesh : A Case Study o f  Bangladesh S/11/pa Bank (Dhaka : Bureau of Business Research, 
1986). 

84 Mohammad Jahangir Hossain, "A Study on the Performance of Public and Private 
Sector Commercial Banks in "Bangladesh", An unpublished Ph.D. thesis submitted to the 
Institute of Bangladesh studies, University of Rajshahi, Rajshahi 2000. 

85 Md. Golam Saklayen, "Growth of Credit and Its Impact on Bangladesh Economy with 
Reference to Sonali Bank", An unpublished Ph. D thesis submitted to the Institute of Bangladesh 
studies, University of Rajshahi, Rajshahi, 2000. 
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with only the Sonali Bank and covers a period of twenty seven years from 1972 

to 1998. It examines the impact of bank credit on the GDP, money supply and 

investment of the country etc. But the researcher covers only some selected 

aspects of the bank credit. It could not take the impact of credit on consumers 

demand, trade and commerce etc. Again the study covers only one bank i.e. 

Sonali Bank. 

1.7 Justifications 

The review of literature shows that there exists knowledge gap in 

evaluating the role and performance of BSB in Bangladesh Economy. In purely 

quantitative terms, the BSB have grown into a good source of industrial finance 

and as the single most important supplier of capital in Bangladesh. The BSB has 

an over-whelming qualitative dimensions in its promotional functions in their 

operations. It is a response to the particular needs of the country. Its 

organizational set up and functions are structured according to social, economic 

and political considerations of Bangladesh. In view of the progressively widening 

role and scope of operations, BSB has emerged to occupy pre-eminent position 

in the financial system of Bangladesh. Its role is fairly pervasive and widespread, 

so far as the requirement of industrial capital is concerned. BSB not only 

provides direct assistance to those large complicated projects which do not find 

support from other financial institutions; but also works as an apex institution to 

co-ordinate, guide and supervise their activities. 
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Thus, in the prevailing socio-economic environment and in terms of the 

multifarious objectives of BSB, its performance should be judged not only on the 

basis of volume of financial assistance extended; but also on the developmental 

activities undertaken by the bank. 

The relevance of a development bank like BSB, in the context of 

economic development of Bangladesh, arises from a wider range of needs. 

Financial systems may be said to be made up of all those channels through 

which savings become available for industrial investment. Development banks. 

are not mere financing agencies, as they have not only to make finance 

available; but also to perform an allocational function. 86 As development 

organizations, they are concerned with the total impact of their financing on the 

economy. The development function of BSB is an attempt to reduce certain 

problems of or bottlenecks to development. 

Although BSB has gone a long way in helping the industrial development 

in Bangladesh, its success has not been at the desired level. With an ever-

increasing role of the BSB, it is necessary to briefly examine its activities and to 

what extent it has been fulfilling its objectives. 

There was hardly been much discussion in the past on BSB and its 

performance, though these issues were widely focused without adequate 

analysis of relevant data. Wider debates on these issues are however, inhibited 

by inadequacy of data, and methodological problems. Given these constraints, 

86 M.Y. Khan, Indian Financial System. 
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no systematic effort has so far been made to analyse and interpret the role of 

BSB. Accordingly an attempt is made here to evaluate the financial and 

development performance of BSB and as such, "Bangladesh Shilpa Bank : A 

Study of Development Banking" has been selected as the topic of present study. 

More than thirty three years have been elapsed since the inception of the 

BSB. It is now necessary to briefly examine its activities. In view of the dominant 

position of the BSB in the financial system of Bangladesh, the present study made 

an endeavour to critically evaluate how efficiently the BSB has managed its 

financial resources, on the one hand, and discharged its development function, on 

the other. The results may be useful to the Bank's Executives, employees, 

customers; policy makers and the general public. 

·j .8 Scope and Limitations

The Bangladesh Shilpa Bank has been the prime development bank in 

Bangladesh, which was set up to meet financial and developmental/promotional 

needs of the industries. It's basic goal is to ensure rapid industrialization in 

accordance with socio-economic development policies of the government. 

The study made an attempt to review and critically examine the activities 

of the BSB during the period from 1972 to 2003. Over the years, the BSB has 

grown into a good source of industrial finance. In view of iits progressively 

widening role and scope of operation, the BSB has emerged to occupy a pre-

eminent position in the financial system of Bangladesh. The BSB does not only 

provide financial assistance to small and medium scale industries but also work 
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as an apex institution to co-ordinate, guide and supervise their activities. All 

these functions of BSB are critically evaluated in this study. 

But the crisis in the functioning of the BSB has been mounting up, as 

more and more loans to industries fell into arrears in their debt servicing. 

The magnitude of the debt default crisis is now threatening the very survival 

of the BSB. This problem has also been analysed in the study. 

The role and effectiveness of the BSB depends not only on the quantum 

of its assistance to the industrial projects but also on the efficiency with which its 

financial resources are managed. But there has hardly been any academic 

discussions made in the past on the BSB and its performance, though some of 

the issues were discussed without focusing on the relevant data. Wider debates 

on these issues are, however, inhibited by inadequacy of data and 

methodological problems and as such no systematic effort has so far been made 

to analyse and interpret the role of the BSB. This study covers all these aspects 

and tries to fill up the knowledge gap existing in this field. 

Limitations 

BSB as a prime development bank plays a vital role in the development of 

industry and as such in the economic development of Bangladesh. So, the bank's 

role and activities should be looked into from different angles. But due to various 

constraints, such as time, money, resources etc, it is not possible to examine or 

analyse all the aspects of the bank, in a single research. Therefore this research 
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covers only some selected aspects of the BSB. Again we could not conduct a 

field survey to have the opinions of clients and the officials. 

1.9 Methodology 

1.9.1 Definition 

Research methods may be understood as all those methods/techniques that 

are used for conducting a research work. Research methods or techniques thus 

refer to the methods the researchers use in performing research operations.87

A method is the way of approaching the problem. In order to find out the 

truth involved in a problem, certain steps must be taken in certain order, and 

the ordered steps are called a method. 88 A method or methodology is a 

systematic and analytical study of the standard of conduct, which is followed in 

scientific investigations; it is "the system of principles, practices, and procedures 

applied to any specific, branch of knowledge." 

The word, 'method' means 'a way of doing'89 something. It came from the 

Greek words 'Meta' and 'hodos' meaning "a way".90 Thus the word, 

'methodology' stands for "a set of methods used in a particular area of 

87 C.R. Kothari, Research Methodology, Methods & Technique (New Delhi : Wiley Eastern 
Ltd., 1993), p. 10. 

88 B.N. Ghos h, Scientific method and Social Research (New Delhi : Sterling Publication
Ltd., 2000), p. 25. 

89 A.S. Hornby, Oxford Advanced Learner's Dictionary o f  current English, By Jonathan
Crowther (ed. ) (London : Oxford : Oxford University Press, 5th ed., 1995), p. 734. 

90 William Geddie (ed.), Chamber's Twentieth century Dictionary (London : W. and R 
Chambers Limited, 1965), p. 669. 
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activity'. 91 Broadly a method or methodology is "the underlying principles and 

rules of organisation of a philosophical system or inquiry procedure. 92 Thus, 

methodology is the systematic and logical study of the principles guiding 

scientific investigation. 93 It is the system of principles, practice, and procedures 

applied to any specific branch of knowledge. 94 Research methodology is a way of 

systematically solving the research problem. 

1.9.2 Selection of Methods 

There are various methods for conducting a social science research. 

Apprehending the objectives of the study, it is essential to set a suitable research 

method to conduct the study systematically. Sometimes a combination of two or 

more methods yields an excellent result. With a view to realising the objectives of 

the study, the researcher has used mainly documentary analysis method. 

1.9.3 Documentary analysis method 

The documentary analysis method is defined as an attempt to find out 

what has happened in course of time and to correlate the events within the 

limits of available materials on the one hand, and the researcher's intelligence 

and understanding on the other, into a meaningful sequence. 95 This analysis is 

91 A. S. Hornby, op.cit. 
92 Lawrence Urdong (ed.), The Random House Dictionary o f  English Language (New York 

: Random House, 1968), p. 841. 
93 Julius Gould and William L. Kolb (eds.), A Dictionary o f  the Social Science (London : 

Tavistack Publications, 1964), p. 425. 
94 Robert Ilson (ed.), Reader's Digest Great Illustrated Dicttonary(London : The Reader's 

Digest Association Ltd., 1985), p. 1071. 
95 Francis Rummel, An Jntroduct1on to Research Procedures in Education (New York : 

Harper & Row, Publishers, 2nd ed., 1964), p. 170. 
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primarily quantitative in nature and deals with characteristics which can be 

identified and counted; albeit, qualitative interpretations are also necessary and 

desirable. 96 In this research work we have mainly concentrated into the 

documentary analysis method. The study segregated and analysed mainly the 

data from the annual reports of BSB, different other publications of the bank and 

different data and information from other secondary sources for drawing 

inferences and conclusions. 

1.9.4 Field survey method 

Survey method is a technique of gathering information /data for making 

induction about characteristics of the population / universe by observing only a 

representative portion of them. 97 In this research field survey method has not 

been used. But many information has been collected from the bank officials. 

However, informally opinions were collected on different issues relating to BSB 

from some knowledgeable persons. 

1.9.5 Types of data collected and their sources 

The required data used in the study are of both primary and secondary 

nature. Primary data include unpublished official documents, interviews and 

discussions with BSB's executives and other experts on banking, specially 

development banking, industrialists etc. The secondary data include published 

official statistics, reports, documents, books, various financial newspapers' 

articles, journals, laws and ordinances. 

96 Ibid., p. 164. 
97 M. Zainul Abedin, A Hand Book of Research for the Fellows o f  M.Phtl. and Ph.D. 

Programmes(Dhaka: Book Syndicate, 1996), p. 53. 
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For the present study data have been collected from different sources for 

different periods. These include annual reports of BSB, Quarterly review of BSB, 

operational statistics of BSB, different publications of BSB and unpublished 

materials. Besides, information are also collected from the official files of BSB 

with the co-operation of concerned officers. The booklets, broachers issued by 

BSB to inform the prospective entrepreneurs are also consulted. 

The different 'Industrial Investment Schedules (IIS) and 'Investor's 

Guide', published by the Department of Industry (Ministry of Industries, 

Government of Bangladesh) (GOB) depicting the industrial policy guidelines of 

the Government of Bangladesh are also consulted. The plan documents of First 

Five Year, Two Year, Second Five Year and Third Five Year, Fourth Five Year 

plans published by the Planning Commission of Bangladesh also figured in the 

list of literature studied. Besides, some literature of World Bank, specially reports 

on DFis in Bangladesh with reference to BSB are also consulted. 

Some dissertations, manuscripts and theses, many books and articles 

written by distinguished scholars are used in the study as source materials. 

Extensive library work was done in Bangladesh and in India. 

1.9.6 Selection of Samples 

The present study covers the BSB and the period from 1972 to 2003. This 

is a period of three decades. From the very birth of a new sovereign country till 

date, Bangladesh witnessed many ups and downs in the economic scenario and 

in political arena. In the early part of independence, the political aim was to 
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throw the economy in a socialist path and later on, the subsequent regime, put 

it in a capitalist way. So, BSB in its early eighties disbursed funds only to public 

enterprises and later in the nineties it diverted its funds to the growth of private 

industry. The period is also important in the circumstances of a new-born 

country like Bangladesh where the urge for development is very strong. So, the 

time taken might show interesting picture in the functioning of BSB. The BSB is 

the only sample selected for this study, since it is the only bank of its kind in 

Bangladesh with its unique position and role. 

1.9.7 Technique of Data Analysis 

In our study banking efficiency is evaluated in terms of profitability, good 

recovery of loan and interest dues. Balance sheet and profit and loss account of 

various years from the annual reports of BSB have been analysed by using 

different tools of financial management to evaluate the performance of the 

Bank. Percentage, arithmetic average, index number, growth rate, tables and 

graphic presentations have been extensively used in our study. 

1.10 Plan of the Study 

The study has been divided into four parts. Part One of the study consists 

of two chapters. Chapter one portrays the introduction followed by the picture of 

the economy of Bangladesh and need for development Banks, financial structure 

of Bangladesh, statement of the problem, objectives of the study, review of 

related literature, Justification, scope, methodology and plan of the study. 

Chapter two briefly explains a brief profile of BSB, disbursement of term loans by 



51 

the BSB, financing procedures of the BSB, expansion of branches and 

manpower, growth trend of income, expenditure and profit of BSB followed by 

organizational chart of BSB. 

The core area of the study would be found in parts two and three. Part 

two of the study is devoted to anaylse financial or banking function of BSB. It 

enumerates the operational efficiency of the BSB. The content of part two is 

divided into three Chapters. Chapter three discloses the project appraisal 

techniques of the BSB. 

Chapter four examines the profitability of the operations of the BSB. 

Chapter Five scrutinises the resource management of the BSB. 

Part three of the study reflects the development functions of the BSB. It's 

allocational efficiency is reflected in this part. This part of the study comprises 

only one Chapter. Chapter six explains the role of the BSB in financing industrial 

projects. 

Finally, part four summarises the main conclusions of the study. It is 

composed of one Chapter. Chapter seven sums up the main findings of the 

study with indications of probable suggestive measures. 



Chapter 2 
A BRIEF PROFILE OF BSB 

2.1 Origin, Objectives and Functions of BSB 

In a resource scarce agrarian country like Bangladesh, the development 

strategy needs to be geared towards rapid structural shift from agriculture to 

industry. A sound financial system is a pre-requisite for planned economic 

development in Bangladesh. Reflecting on this imperative, a wide variety of 

financial institutions have been set up in the country, largely at the initiative of 

the Government as detailed in Table 1.4 in chapter I. The Bangladesh Shilpa 

Bank (BSB) is an important segment of the financial system of Bangladesh which 

deals primarily with industrial finance. 

The BSB had a legacy from the Pakistan period. As early as 1949, a special 

institution for medium and long term industrial financing known as Pakistan 

Industrial Finance Corporation was set up. 1 The Industrial Development Bank of 

Pakistan (IDBP) was established in August 1961, which included Pakistan 

Industrial Finance Corporation. While the IDBP had its head office in Karachi, it 

was operating in East Pakistan through its provincial head office in Dhaka. As a 

sequel to the emergence of independent Bangladesh the Bank's office in East 

Pakistan (Now Bangladesh) was upgraded into head office and was renamed as 

the Industrial development Bank of Bangladesh by a Presidential Order on the 

30 th December 1971. 

1 A. Mennai, Money and Banking in Pakistan (Karachi : The Allies Book Corporation, 
1966), pp. 65-66, 69. 
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BSB was established in December 1971 to take the assets and liabilities of 

the Industrial Development Bank of Pakistan (IDBP) in Bangladesh (including those 

of the Equity Participation Fund managed by IDBP). Between December 1971 and 

October 1972, BSB was known as the Industrial Development Bank of Bangladesh. 2

It was formally established on October 31, 1972 under statute, called the 

Bangladesh Shilpa Bank Order, 1972 (P.O. No. 129 of 1972). The BSB Order 

1972 was amended by the Parliament in December, 1986 to provide more 

operational autonomy to its management. 

51 % of the authorized capital of BSB has been subscribed and paid-up by 

the Government leaving 49% to be subscribed by Bangladeshi nationals or by 

financial institutions, local or foreign. Presently 100 percent ownership of the 

bank belongs to the Government. 

To accelerate industrial growth in the country by way of financing new 

industries, rehabilitating sick industries and balancing, modernization, 

replacement and expansion of on-going industries where necessary, the bank 

extends loan both in local and foreign currencies. It guarantees repayment of 

loans to foreign companies/ organizations, extends equity support by way of 

purchase of shares and underwriting the public issues of shares of companies 

with limited liabilities. It also extends cash credit facilities to its financed projects 

on a limited scale and other banking services to the general customers. 

2 The World Bank, Report No. 3168, p. 1. 
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The BSB is a development banking company. Its main objective is to 

provide credit facilities and equity support to stimulate industrial development in 

Bangladesh. BSB advances long and medium term loans in local and foreign 

currencies for setting up new industries as well as for balancing modernization 

replacement and expansion of existing units in both public and private sectors. It 

provides working capital loans in a limited scale to the bank financed industrial 

units. It also assists industrial units owned by public limited companies with 

equity support in the form of bridge loan. It issues guarantees on behalf of 

borrowers, mobilizes a deposits by conducting limited commercial banking 

functions. It purchases and sells shares / securities for BSB and on behalf of 

customers as member of Dhaka Stock Exchange (DSE) Ltd and Chittagong Stock 

Exchange (CSE) for capital market development. 

BSB conducts project promotional activities in conformity with 

Government's Industrial Policy formulated from time to time and with the 

approval from its board of directors. BSB provides long term loans as per broad 

guide-lines for investment indicted in the Industrial Policies and Industrial 

Investment Schedules formulated by the Government of Bangladesh from time to 

time. Other types of financial assistance are also provided by BSB in the form of 

Guarantees for credit/loans equity support and working capital loans to the BSB 

financed project on limited scales. 3

To arrest the down swing in the industrial sector performance, the 

Government of Bangladesh took some pragmatic steps as enshrined in the New 

3 BSB, Guide to Investors, p. 1. 
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Industrial Policy (NIP) which was announced in June, 1982 with a view to 

expanding the manufacturing sector of the country with increased participation of 

the private sector. More incentives and opportunities were given to the private 

entrepreneurs in the NIP. The Revised Industrial Investment Schedule (RIIS) 

with broad indicative guidelines was published to facilitate private investment. 

The schedule introduced a concurrent list of sub-sectors in which industries could 

be set up by both private and public sectors. A free list of sub-sectors was also 

announced by the Government in which industries could be established by the 

private sector entrepreneurs alone, out of their own resources by procuring the 

machinery locally and/or by importing machinery and equipments under the 

'Wage Earners Scheme' (WES) or suppliers' credit on approved terms of Pay-As-

You-Earn (PAYE) scheme or out of non-repatriable foreign exchange. 

The Government again announced Industrial Policy is 1986 Its main 

objectives are to: 

(i) Increase growth of industrial sector primarily through participation of
private enterprise with priorities on development of small, cottage and
handloom industries.

(ii) Develop intermediate and basic manufacture, agro-based and agro-
supportive, export-oriented and import-substituting industries.

(iii) Promote industries using indigenous raw materials and technology.

(iv) Encourage foreign investment particularly in high technology, export-
oriented and labour intensive industries, and

(v) Limit the role of public sector to establishment of strategic and heavy
industries only.
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The Industrial Policy incorporates within it the strategies for fiscal and 

monetary incentives and administrative support to realize the objectives. Fiscal 

incentives to the entrepreneurs included softer debt-equity ratio, concessionary 

interest rates and reduced import duties on import of capital machinery and 

equipment for industries to be located in less and least developed areas. Two 

Industrial Investment Schedules (IIS) : One for a large and medium industries 

and the other for small industries were adopted. These schedules were the 

guides to the investors. 

The Bank may carry on and transact the following kinds of business, namely: 

(1) Advancing and lending of money, and opening of cash credits for the

specific purpose of assisting an industrial concern upon the security of-

a. Debentures or other securities for money issued under the authority of 
any law for the time being in force or under the authority of the 
government; 

b. Stocks, funds and securities in which a trustee is authorized to invest trust
money by any law of the time being in force;

c. Goods and machinery which or the documents of title to which are

deposited with or assigned to the Bank as security for such advances,
loans or credits;

d. Debentures of companies with limited liability subject to such directions as

may be issued by the Board;

e. Shares of companies with limited liability with the prior approval of the
Board;
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f. Accepted bills of exchange and promissory notes endorsed by the payees

and joint and several promissory notes of two or more persons or firms

unconnected with each other in general partnership; etc.

(2) Granting loans to or subscribing to debentures of industrial concerns.

(3) Underwriting the issue of stocks, bonds or debentures by industrial concerns.

(4) Facilitating investment by selling new share float atones of companies

without underwriting obligations.

(5) Converting of any loan into equity at the option of the bank.

(6) Lending short-term loans for meeting working capital requirements of the

industrial projects. The amount of such loan usually does not exceed 25 

percent of the total loan sanctioned to a unit.

(7) Mobilizing deposits through its commercial banking service.

(8) i) All loans granted to an industrial concern in foreign currency shall be repaid
in accordance with such terms and conditions as may be determined by 
the Board. Either- (a) in the currency at the rate of exchange prevailing on 
the date of payment (b) or at such other rate as the government may, by 
order, determine from time to time in this behalf. 

ii) Any loss incurred by, or profit accrued to, the Bank in connection with

any foreign currency borrowed by it under clause (2) or Article4 26 due

4 Clause (2) of Article 26 Predict that in the Foreign Exchange Regulation Act, 1947 (VII 
of 1947), or in any other law for the time being in force the bank may, for the purpose of 
granting loans and advances to industrial concerns in foreign currency, borrow such currency 
from the Government or from any bank or other financial institution in Bangladesh or from any 
foreign Government or assign to such Government bank or financial institution all or any part of 
the security taken by the Bank for the loans granted in foreign currency. 
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to any fluctuation in any exchange rate shall be on the account of the 

recipient from the bank of the foreign currency borrowed by it. 

iii) The Bank may adopt an insurance policy to cover the risk of loss due to

fluctuation in the exchange rate of the foreign currency borrowed by it

under clause (2) of Article 26 and the recipient from the Bank. Such
foreign currency shall pay such premium for the insurance policy as the
Bank may determine.

Besides these, the bank provides guarantee for credits /Loans raised by 

the investors from other sources. It conducts pre-investment studies and post 

sanction inspection of BSB financed projects. It also carries out research on 

industrial and related problems and compiles statistics on various aspects of its 

operation. BSB also operates as a Scheduled commercial bank on a limited scale 

by accepting deposits on fixed savings and current accounts and extending short-

term working capital loans. 

BSB does not sanction loans if sponsors are defaulters in repayment to 

BSB or other financial institutions. In performing its past sanction and post-

investment obligations BSB, emphasizes on and co-operations for timely 

completion of pre-disbursement formalities by project sponsors. It monitors 

intensively the progress of implementation of the sanctioned projects. It gives 

additional loans and technical advice and restructures repayment schedules for 

the projects in genuine financial and technical difficulties and takes appropriate 

legal steps against delinquent borrowers. 
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2.2 Disbursement of Term Loans and Other Investments 

BSB tried to meet its fund requirement from various sources for lending 

and investment. The bank emphasized more on deposit mobilization. BSB played 

the pioneering role in the industrialization of the country. It extended financial 

assistance for establishing projects in almost all the industrial sub-sectors of the 

economy. BSB has a prime role for development of industries in the sub-sectors 

viz. large-scale jute, textile processing, ready-made garments and garment 

accessories, deep sea fishing trawlers, fish processing, shrimp culture, cold 

storages for preservation of vegetable and potatoes, leather processing and 

footwear manufacturing, cinema halls, clinics, water transport (both passenger 

and cargo), oil tanker, computer software, steel re-rolling, international standard 

hotels, cement, chemicals and pharmaceuticals etc. 

The Bank has so far (as of June 2001) financed a total of 1769 projects5

(including 787 projects financed during pre-liberation period), .of which 1237 

projects have already liquidated their loan liabilities and are making substantial 

contribution to the national economy. Of the total projects, 159 are export 

oriented; 338 are import substituting; and 1272 are either non-trading 

manufacturing and/or service industries. 

The main sources of fund of the BSB are (i) paid-up capital, (ii) 

Government of Bangladesh, (iii) Bangladesh Bank, (iv) Different Loan giving 

agencies and (v) Customer's Deposits. A portion of the loan and advances 

recovered from its own financed projects is alS'O recycled through investment to 

5 Bangladesh Shilpa Bank, Industrialisation of  Bangladesh Role o f  BSB, Dhaka : 2002, p. 3. 
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the newly sanctioned projects. The present paid up capital of the bank is Tk. 

1320 million against the authorized capital of Tk. 2000 million. Fund received 

from 1972-73 to 2000-2001, loan repaid so far and the amount outstanding in 

different projects are shown in the Table 2.1. 

The growth of finance by the BSB can be visualized in terms of changes in 

the volume of disbursement of loans as depicted in Table 2.2. From the year 

1972-73 to 1974-75 the bank disbursed Tk. 51 million and from 1980-81 to 1984-

85 it roses to Tk. 2448 million. Subsequently, from the year 1985-86 to 1989-90, 

it declined to Tk. 1809 million and afterwards there has been an upward trend in 

the disbursement of term loans to the tune of Tk. 4707 million during 1995-96 -

2000-01. The total term loan disbursed upto 2001 stands at Tk. 12682 million. 

So, this trend in the magnitude of finance disbursed by the BSB eloquently bears 

out the remarkable growth in its financial operations. 

Table 2.1 : Receipt and Repayment of funds of BSB up to 30.6.2001 
Million Taka 

Source 
Amount received Amount repaid 

Govt. of Bangladesh 2255 4714 

Bangladesh Bank 6879 4633 

Loan giving agencies 1083 1119 

Total 10217 10466 

Note : Amount out standing are inclusive of interest payable 
Source : BSB, Industrialization o f  Bangladesh, Role o f  BSB, p. 6. 

Amount Out standing 

1814 

6592 

159 

8565 

From Table 2.2 we see a good recovery trend. From 1972-73 to 1974-75 a 

recovery Tk. 131 million rose to Tk. 6340 million during the year 1995-96 to 2000-

01. The total recovery of bank loan stands at Tk. 14921 upto 2001 since inception.



Table 2.2 Disbursement and Recovery of Term Loan 

Year Disbursement 

1972-73 to 1974-75 51 

1975-76 to 1979-80 882 

1980-81 to 1984-85 2448 

1985-86 to 1989-90 1809 

1990-91 to 1994-95 2785 

1995-96 to 2000-01 4707 

Total 12682 

Source : BSB, Industrialization o f  Bangladesh, Role o f  858, p. 7. 
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Million Taka 

Recovery 

131 

752 

1652 

2930 

3116 

6340 

14921 

The total amount of outstanding term loan comes to Tk. 18600 million. 

The total amount loan disbursed depicted in Table 2.3 to different accounts of 

1511 including working capital loan, equity capital bridge loan, debenture & 

others to Tk. 14608 million. The total outstanding reaches a alarming amount of 

Tk. 20954 million. 

As against the funds of Tk. 10217 million received from different sources 

and also from paid up capital and loans recovered, BSB has so far invested Tk. 

14608 million. Detailed category wise disbursement of loan by the BSB since its 

inception is shown in Table 2.3. 

During fiscal year 2002-2003 the bank invested Tk. 6.44 million6 to purchase 

shares from the primary and secondary markets. The bank earned an amount of Tk. 

5.82 million as capital gain, dividend and commission for share trading. 

6 BSB, Annual Report 2002-2003, p. 15. 
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Table 2.3 Category wise disbursement of Loans by the Bank 
Types of financing Million Taka 

Total number Total amount Number of projects Amount 
of loan Disbursed in the Bank's loan outstanding 

accounts portfolio 
a) Term loan 982 12682 532 18600 
b) Commercial 259 1033 166 1090 

(Trading) Working
capital loan

c) Equity capital 55 158 34 121 
d) Bridge loan 192 129 113 284 

Debenture 23 72 17 106 
f) Others - 534 - 753 

Total 1511 14608 862 20954 

Source : 858, Industrialisation o f  Bangladesh, Role o f  BSB, p. 7. 

2.3 Financing Procedures and Policies of B5B 

A prospective entrepreneur has to submit four copies of the BSB's 

prescribed application form duly filled in, together with other necessary papers to 

the BSB's head office or to any of its three divisional offices or to any of its 15 

branches. It is the first important stage since the application filed, is the basis for 

determining the eligibility of the project for sanctioning and disbursement of loan. 

BSB has laid down a few standard terms and conditions applicable to all 

kinds of financial assistance. The other terms and conditions vary from case to 

case depending on the nature of assistance and financial status and experience 

of the borrowers. Loans are usually secured by mortgage and hypothecation of 

ttle existing and future assets of the project, viz, land building, machinery etc. 

created or to be created with sponsors equity and BSB's loans. Share certificate 

issued by the borrowing companies during implementation of the projects remain 

deposited with the bank generally until the start of commercial operation as 



63 

collaterals. As additional cushion as well as to ensure undivided attention of the 

borrowers to the affairs of the project, personal guarantees of the directors are 

also obtained in each case. Further collateral securities may also be asked for in, 

appropriate cases. 

Both private sector and public sector projects are eligible for financial 

assistance from BSB. BSB finances only those projects which are found, through 

its own appraisal technically feasible, financially rewarding and economically and 

commercially viable, provided further that the managerial capability and 

creditworthiness of the sponsors of such projects are considered satisfactory by 

the BSB. The maximum amount of loan that can be given by BSB to a viable 

project depends largely on the size of the project and its cash generating power. 

Subject to Government's overall industrial policy, BSB gives preference to 

those projects which have any one or more of the following features: 

a. export oriented;

b. import-substituting;

c. based on local raw materials;

d. balancing, modernisation, replacement and expansion of the existing
industrial concerns;

e. whose foreign currency cost is met by non-reportable capital of

Bangladeshi who is living/working abroad;

f. joint-ventures with equity-participation form investors;

g. labour intensive;

h. located in less-developed areas;
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i. based on locally manufactured machinery / resources with available skill

and know-how, and

j. which contribute to production of intermediate goods / basic

manufactures.

While submitting the projects the applications of all projects involving total

loans exceeding Tk. 5.00 million shall have to submit the full dress feasibility 

reports (with techno-economic options) to be prepared at their own costs with 

the prescribed application form for financial assistance. 

To ensure the sponsor's adequate financial stake in the projects to be 

financed by the BSB, the sponsors would have to deposit 10 percent of the total 

project cost in three stages to a interest bearing account in the following way: 

(1) 2% with the loan proposal (maximum limit up to Taka fifty lakhs).

(2) 3% at the time of acceptance of terms and condition of pre-loan sanction

letter.

(3) 5% within two months of getting the loan sanction later.

In 'escrow account' of the local currency loans is introduced by BSB which 

is to be maintained and jointly operated by an official of branch office and a 

representative of the borrowing company. 

In accordance with the Industrial policy-1986, a special Assistance Fund 

(SAF) has been created by BSB to provide concessional loans to the projects (1) 

based on local innovation and invention of the products and the processes; (ii) 
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utilizing locally manufactured capital goods; and (iii) for production of capital 

machinery and other non-traditional items. 

2.4 Expansion of Branches and manpower of BSB 

Table 2.4 shows that in 1984-85 there were 13 branches of the bank, and 

in 2003-04 the number rose to 15. BSB has a small number of branches. As on 

June 30, 2003 total staff position of the bank stood at 794, of whom 430 were 

officers and 364 were supporting staff. 7 The number of staff decreased to 775 on 

March 2004. 8 In the year 2004, the bank has 603 vacant post for different 

categories of staff. On 24.06.2004, the BSB applied to the ministry seeking 

permission for the employment of 105 officers and employees. The application is 

still remained pending at the ministry. 

For upgrading the professional competence and skills of its employees, the 

bank is continually arranging training programs both at home and abroad. During 

fiscal year 2002-2003, 229 officers were provided in house and local training. 

Besides, 6 officers were sent abroad for this purpose. 

Table 2.4 BSB's Offices Operating in Bangladesh 

Year 1985 1991 1992 1993 1994 1995 1996 1997 1998 1999 

Number 13 19 19 17 17 19 19 19 19 15 
of 

branches 

2000 2001 2002 2003 

15 15 15 JS 

Source : GOB, 2001 statistical year Book o f  Bangladesh, pp. 403 and BSB, Annual Report, 
Various Issues. 

To improve the working efficiency and to provide better customer services, 

computerization of the bank's activities is going on. In this regard, the bank has 

7 BSB, Annual Report 2002-03, p. 21. 
8 GOB, Bank O Arthick Prathistan Somuher, Karjabali : 2003-2004, p. 203. 

2004 

15 
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taken a far-flung action plan. The implementation of the first phase of network-

based computerization is completed and the 2nd phase of work is going on. 

Besides, from fiscal year 2002-2003 the bank has introduced computer based 

one-stop service in its commercial banking operations. 

2.5 Growth Trend of Income, Expenditure and Profit of BSB 

From Table 2.5 the growth trend of profit of BSB is visualized. From 1972-

73 to 1984-85, the annual average gross profit was Tk. 61.08 million. There was 

no profit in the year 1985-86. From 1986-87 to 1993-94, the annual average 

gross profit rose to Tk. 83.5 million. Again, there was no profit up to 1997-98. In 

the years 1998-99 and 1999-2000, BSB incurred losses. The annual average loss 

tuned to Tk. 1642.5 million. Afterwards, till 2002-2003, there has been an 

increment of annual average income as well as decrease in expenditure. During 

these years annual average profit rose to Tk. 793.66 million. 

Table 2.5 Income, Expenditure and Profits of BSB 

Year Total Annual Total Annual average 
income Average Expenditure expenditure 

income 

1972-73 to 3030 233.08 2236 172 
1984-85 

1986-87 to 4628 578.5 3960 495 
1993-94 

1998-99 to 1418 709 4703 2351 
1999-00 

2000-01 to 3349 1116.33 968 322.67 
2002-03 

Source : Compiled from the data of Appendix C. 1 

(in million Taka) 
Total Annual average 
gross gross profit 
orofit 

794 61.08 

668 83.5 

(3285) (1642.5) 

2381 793.66 
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2.6 Organisational Chart of 8 5 8

The successful functioning of a development bank depends to a great 

extent on its organizational set-up. The degree of delegation of authority that 

exists and the extent of independence it enjoys in its day-to-day functioning is 

very important for the operations of BSB or any other bank. 

Management by a board of directors is the general rule of development 

bank. The composition of the board of directors is very important. The emphasis 

must be given on professional management, with some executive directors, 

where the board consists of non-executive directors, it is important that it 

includes men with wide knowledge of industry, business and finance and also 

representative of the different regions and sub regions. The board should include 

men with technical and financial expertise and care should also be taken to avoid 

filling the board by Government officials only and non-officials with requisite 

background should be invited to join the board. 

In any event the effective management of a development bank should rest 

with the salaried executives, who should be chosen for their ability and integrity, 

dynamism and missionary zeal and also practical wisdom. Development bank also 

cannot run by 'pure' bankers only rather functioning of a development banking 

depends on teamwork. 

The general direction of business and administration of BSB vests in a Board 

of Directors appointed by the Government. The BSB order allows the board with 

full autonomy to organise, operate and manage the bank's operations. The Board 
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of Directors of the bank consists of 9 members including the chairman and the 

managing director. Non-Government shareholders subscribing to the capital of the 

bank shall eventually elect 4 directors from amongst themselves. The managing 

director is the chief executive of the bank. The General Managers assist the 

managing director in conducting the overall banking business (Chart 2.1). 

The head office of the bank with 5 divisions and 21 departments is in 

Dhaka (capital of the country). In addition, the bank has 3 zonal offices at 

Chittagong, Khulna and Rajshahi and 15 branch offices located at commercially 

important district headquarters of Bangladesh9, in Dhaka, Bogra, Barisal, 

Chittagong, Camilla, Dinajpur, Jhenaidah, Khulna, Mymensingh, Noakhali, Pabna, 

Rajshahi, Rangpur, Sylhet and Faridpur. The BSB is a development banking 

company. Its main objectives are to provide credit facilities and equity support to 

stimulate industrial development in Bangladesh. The next chapter deals with the 

project appraisal procedure of BSB. 

9 BSB, Annual Report, 2002-03, p. 3. 
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Chapter 3 
PROJECT APPRAISAL PROCEDURE OF BSB 

3.1 Introduction 

The major chunk of the BSB's activities consists of disbursement of loans 

to industrial projects preceded by project appraisal. The purpose of the present 

chapter is to narrate precisely the project appraisal methodology followed by the 

BSB, and its problems with the help of a case study. Project appraisal is a very 

important and significant stage in the process of approval of a loan project. It is 

a team work where the banker, engineer, economist and financial analyst put 

their joint efforts for evaluating the application of a loan project. 

We have segregated this chapter into five sections. Section one outlines 

the meaning of project appraisal. Section two provides the appraisal procedures 

adopted by the BSB. Section three examines the problems of project appraisal; 

and a case study of a project, recently appraised by the BSB for sanctioning of 

loan, is outlined in section four. The concluding observations have been 

recapitulated in section five. 

3.2 SECTION 1 

3.2.1 Meaning of Project Appraisal 

Project appraisal may mean examination of a project before the industrial 

project is undertaken. The word 'project' can be used in many senses. For the 

purpose of the BSB, a project 1 means a scheme for capital investment to 

develop facilities to provide goods and services. Project appraisal is an "ex-ante" 

1 BSB, Manual of Project Appraisal for Bangladesh Shi/pa Bank (Dhaka : 1984 ), p. 1. 
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analysis. The main purpose of project appraisal is to ensure the most effective 

use of capital. Project appraisal refers to the evaluation of projects which is 

essentially the study of and selection between alternatives. It takes into account 

the future cash flow requirements of the project. 2

There is no fixed or standardized approach to project appraisal. 

Numerous and diverse elements enter into the process of appraisal. It is difficult 

to have a cut and dried formula with the help of which a proposal for financial 

assistance can be adjudged straightway as acceptable or unacceptable. While 

broadly the same set of factors are taken into consideration in the scrutiny of 

individual applications, the weightage given to the factors varies from project to 

project. In practice, project appraisal involves investigation of six different 

aspects of an industrial project, namely technical, commercial, financial, 

economic, managerial and organizational. 3 These analyses are completed before 

financial assistance is sanctioned. So, project appraisal requires the combined 

efforts of a team of engineer, economist and financial analyst, whose work 

should be complementary. 

The fundamental attraction of project appraisal is that it reduces a 

complex problem to something less complex and more manageable. It assesses 

the benefits from the cost of a project and reduces them to a common 

2 SPS Deol, Project Follow-up, Concept Technique and Problems (New Delhi :
Development Banking Centre, Management Development Institute, 1982), p. 61. 

3 BSB., Manual o f  Project Appraisal for Bangladesh Shi/pa Bank, 1984, p. 2; SPS Deol, 
op.cit., p. 36. 



72 

denominator. If benefits exceeds costs, both expressed in terms of this common 

denominator, the project is acceptable, if not, the project should be rejected.4

Project appraisal is not an end in itself, but only a means to arrive at an 

investment decision. In other words, it is intended to provide broad guidance to 

the BSB in forming its judgment regarding the future prospects of a particular 

project and to work out the terms and conditions for financial assistance. 

3.3 SECTION II 

3.3.1 Appraisal Procedure by the BSB 

Procedurally, the starting point of project appraisal is the receipt of application 

from the sponsors in the Bank's standard questionnaire forms. Both private sector 

and public sector projects are eligible for financial assistance from the BSB. 

The prospective entrepreneurs have to submit four copies of the BSB's 

prescribed application form duly filled in, together with other necessary papers 

to the BSB's Head Office or to any of its three Zonal offices or to any of its 14 

branches. Loans are usually secured by mortgage and hypothecation of the 

existing and future assets of the project, viz. Land, building, machinery, etc. 

created or to be created with sponsors equity and the BSB's loans. 

While submitting the projects the applicants of all projects involving total 

loans exceeding Tk.5.00 million shall have to submit the full dress feasibility 

4 Lyn Squire and Herman G. Van der Tak, Economic Analysis o f  Projects (The John 
Hopkins, Baltimore : A World Bank Research Publication, 1975), p. 1, K.A. Nabi, Problems o f  
Project Appraisal and Implementation o f  the Development A'nance Institutions o f  Bangladesh 
(Research Centre for International Agrarian Development, Heidelberg, Heidelberg : 1988), p. 9. 
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reports (with techno-economic options) to be prepared at their own costs in the 

prescribed application form, for financial assistance. 

To ensure the sponsor's adequate financial stake in the projects to be 

financed by the BSB, the sponsors would have to deposit 10 percent of the total 

project cost in three stages to an interest bearing account in the following way : 

(1) 2% with the loan proposal (maximum limit upto Taka fifty lakhs)

(2) 3% at the time of acceptance of terms and condition of pre-loan
sanction letter.

(3) 5% within two months of getting the loan sanction letter.

The filled in form submitted by the sponsors are scrutinized by the 

concerned section of the BSB called receiving cell. If the filled in form together 

with the required papers and documents are found in order, the loan proposal is 

considered as fully documented and accepted for further processing. 

On receipt of the fully documented loan proposal, it is forwarded to the 

appraisal section for processing, in keeping with the guidelines/suggestions of 

the international loan giving agencies, policy directives of the Government, the 

Project Appraisal Manual of the BSB and other directives of the Board of 

Directors of the Bank etc., received from time to time. The BSB finances only 

those projects which are found through its own appraisal feasible provided that 

the managerial capability and credit worthiness of the sponsors of such projects 

are considered satisfactory by the bank. 
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The appraisal of the loan proposal by the BSB covers the following aspects: 

(a) Technical Appraisal

The engineering and technical aspects of an industrial project are

appraised with regard to product specification, process, size, internal balance, 

suitability, and availability of physical facilities, designs and layouts of 

equipments and buildings. 5 The BSB has to ensure that the projects are 

designed on sound basis and appropriately engineered. 

Technical appraisal is concerned with questions of physical scale, layout 

and location of facilities, the technology to be used, including types of 

equipment or processes, the appropriateness to local conditions of technical 

standards adopted, the approach to be followed for the provision of services, the 

realism of the implementation schedule and the likelihood of achieving the 

expected levels of output. 

A critical part of the technical appraisal by the BSB is a review of the cost 

estimates and the engineering and other data on which they are based. The 

purpose is to determine whether they are accurate within an acceptable margin 

of error. The technical appraisal is also concerned with estimating the costs of 

operating project facilities and services and with the availability of necessary raw 

5 G. Irvin, Modern Cost-Benefit Methods : An Introduction to Financial, Economic and 
Social Appraisal o f  Development Projects (London : The Macmillan, 1978), p. 5, K.A. Nabi, 
op.cit., p. 9. 
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materials and other inputs. The potential of the project on the human and 

physical environment is also examined by the BSB to make sure that any 

adverse effects can be controlled or minimized. 

(b) Market Appraisal

Detailed market appraisal report is prepared by the project economist of

the BSB to determine the size of the market and ascertain the supply gap, on 

the one hand, and to analyse the marketability of products and services, on the 

other. The demand for the products and the services changes over time as a 

function of price, income and other variables. Generally, the actual consumption, 

or in other words, the effective demand for an output in physical quantities is 

determined taking into consideration, production, imports, exports and changes 

in stock position. In absence of adequate information, apparent consumption 

method6 is used by the BSB as an approximation to true consumption. 

The future demand for goods and services of an industrial project is 

determined by the BSB on the basis of trend extrapolation. In a large number of 

cases, reliable data relating to past levels of consumption, income and prices are 

not available for a period. In such cases, the trend method is used for projecting 

future demand. 

6 K.M. Salahuddin, "Project Appraisal Practices of DFI'', K.A. Nabi (ed.), Development 
Financing Institutions (DFis) o f  Bangladesh : Policy, Performance Problems and Prospects 
(Dhaka : German Cultural Centre, 1992), p. 174. 
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This is done by way of establishing a median line7 between the quantities 

consumed over a number of years and estimating the future demand in 

accordance with the trend of this line. 

The demand for capital goods is estimated on the basis of the rate and 

volume of investment in the using industry, durability of capital goods, 

technological innovations etc. In the demand projection of import substituting 

goods, the level of imports is taken as the indicator. 

( c) Financial Appraisal

A detailed financial appraisal is prepared by a financial analyst of the BSB

for determining the financial viability of the industrial project. The industrial 

project is looked at from a micro level or private point of view. The findings of 

7 In order to decide the trend type, the observed data is plotted on the graph paper. If it is 
found that the trend is linear, the following equation may be used to find out the trend line and 
extrapolate the same: 

y =G +bt 
Where Y is dependent variable representing quantity demanded. 

a and b are constants measuring the intercept and the slope of the curve respectively t 
is an independent variable representing time-period. The value of a and b can be found as 
follows: 

a L Y L t2 - �:: tL tY 

nL1 2 -{L t)2 

b n i t Y - p z : Y  

nz:t2 -{z: t]2 

The values of a and b can also be computed in the following way: 
A = 1/M (a 1, Y1 + a2Y2 ...... + an Yn) 
B = 1/M (b 1, Y1 + b2Y2 ...... + bn Yn) 
Where a1, b1 ... etc. are the co-efficient and M is constant. 
Y 1, Y 2 etc. are observed demand in various years. 
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information collected on technical, commercial, economic, managerial and 

organizational aspects are reduced to concrete monetary terms on the basis of 

market prices. The purpose of financial appraisal is to assess the viability of the 

industrial project in terms of its operation in the future years and its financial 

soundness. It is concerned with assessing the feasibility of an industrial project 

from the point of view of its financial results. The industrial project's direct costs 

and benefits are calculated in monetary terms at the prevailing market prices. In 

respect of a loan proposal, the BSB has to satisfy itself not only about the 

current solvency of the sponsors but also about their continued solvency during 

the currency of loan to ensure timely repayment of the principal, regular 

payment of interest and adequacy of physical assets representing security for 

ti 1e loan of the BSB. 

The two main aspects examined in the financial appraisal by the BSB are: 

(1) Financial requirements to bring the industrial project into existence

and probable sources from which the required funds can be obtained.

(2) Prospects of adequate revenue generation by the industrial project

through a production-cost-profit relationship at a different volume of

production. It is shown that the actual cash generation is sufficient to

pay obligatory payments i.e. a principal amount of loan and interest

thereon and other cash outflows such as taxation, dividends etc.

The first aspect deals with the estimation of total cost of the project 

(fixed cost and net working capital) and a suitable financing arrangement (debt-
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equity relation). The second aspect relates to the analysis of production, cost, 

income etc. at different volumes of production at different levels of activity. The 

BSB's focus of attention is on the earnings of the industrial projects. Earnings 

should be sufficient so as to enable the project to service its debt (installment 

and interest). 

As regards uncertainty, sensitivity analysis is carried out about key 

variables like the price of raw materials and capital cost of the project and 

provision is made for an escalation in cost,8 while forecasting earnings. 

Various approaches to financial appraisal used by the BSB are as follows : 

(1) Ratio analysis, that includes; (a) liquidity ratio (b) leverage ratio (c)
profitability ratio etc.

(2) Break even analysis (3) Earnings forecast, (4) Fund flow statement (5)
Internal rate of return (IRR) (6) Pay back period method (7) Net

present value method etc.

( d) Economic Appraisal

In economic appraisal any industrial project is looked at from the national

or social point of view. The economic cash flow is constructed considering true 

or real prices known as accounting or shadow prices by valuing the inputs and 

outputs on the basis of conversion factors9, supplied by the Planning 

Commission of Bangladesh. 

8 The provision according to recent appraisal reports of the BSB is seen to be 10% in 
case of price of raw materials and capital cost of project and 5% for wages and salaries. It is 
assumed that increase in prices of raw materials will be offset by the corresponding increase in 
the selling prices of finished goods. See K.A. Nabi, op.cit., p. 11. 

9 K.A. Nabi, op.cit., p. 12. 
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In economic appraisal, estimation is done by the BSB on how many jobs 

will be created by the proposed industrial project; how much money will be 

contributed as value added to the Gross Domestic Product (GDP); whether the 

industrial project will mitigate regional maldistribution of industrial expansion; 

what probable impact will have the project on gearing up economic activities in 

the area; where it will be located; and what amount of foreign exchange the 

proposed industrial project will earn or save in order to keep a positive impact 

on the balance of payment situation of the country, etc. The impact of the 

project on other economic activities is seen qualitatively. 

Economic analysis eliminates the divergence between social and private 

costs by valuing all goods and services in terms of the real costs and benefits. 

The economic analysis of an industrial project by the BSB begins with the 

appropriate valuation of all inputs and outputs. The foreign exchange is 

converted into local currency at the official exchange rates for valuation of all 

items in a common standard. 

Treatment of inflation is always a peculiar problem in the field of project 

appraisal. This problem is handled by way of considering a contingency margin 

depending on the current rate of inflation. As regards the inflation of exchange 

rates, the BSB has introduced a self-financed insurance scheme known as 'The 

Exchange Rate Fluctuation Absorption Scheme (EFAS)'. 

Once all costs and benefits are valued and the life of the project is 

determined, the cost and benefits occurring at different points of time are 
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compared with the future costs and benefits. This is done by way of application 

of the Discounted Cash Flow (DCF) technique for calculating Internal Rate of 

Return (IRR) and Economic Rate of Return (ERR). 10 

(e) Management Appraisal

Before sanctioning loans, the BSB also looks into the management of the

borrowers. The successful implementation and running of the industrial project 

rests primarily on the resourcefulness, its competence and integrity of its 

management. 

Two queries of organizational aspects are taken care of by the BSB i.e. 

whether outside help will be needed in the construction phase and if so, to 

which extent, wherefrom, at what cost; and whether responsibility and authority 

will be centralized or decentralized in the operating phases. The analysis of 

organization also includes availability of necessary manpower, adequacy of 

training and internal controls. 

The credit investigation, which includes proper identification of applicants 

and determination of their ability to abide by agreement, is also undertaken 

systematically. The credit worthiness of the sponsors are assessed among others by 

way of obtaining credit reports from the various banks and financial institutions. 

Banks and DFis are requested to provide credit reports on the sponsors. 

After preparation of the draft project report containing the above 

information, it is placed before the BSB's Loan Committee for its consideration. 

1° K.M. Salahuddin, op.cit, p. 177.
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After having clearance from the Loan Committee, a memorandum on the project 

for sanctioning loan is prepared and placed for approval by the respective 

authority. After the loan is sanctioned, a pre-sanction letter is issued to the 

sponsor for acceptance of the terms and conditions of the loan. Formal sanction 

letter is issued on receipt of the acceptance of pre-sanction terms and conditions 

by the sponsors and the required project deposit. 

3.4 SECTION III 

3.4.1 Problems of Project Appraisal 

The project appraisal of the BSB is beset with many problems which are 

varied in nature. The majority of industrial projects financed by the BSB have 

failed to fulfill the expectations placed on these. This in turn, places some doubt 

on the quality of the appraisal. 

There is lack of adequate and updated data in Bangladesh. Because of a 

weak database, market reports do not always reflect the actual scenario. The 

lack of appropriate market studies has resulted in a poor operational and 

financial performance of the projects through creation of capacities much 

beyond the BSB's estimation. 

Many of the BSB's clients are first generation entrepreneurs. Again, the 

BSB appraise, a particular industrial project based, among others, on the 

feasibility report submitted by the sponsors. It has been observed that the 

feasibility reports do not contain adequate and reliable information. As a result, 

industrial projects are ill conceived at the very outset. 
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In some cases political consideration has been given much more 

emphasis than the economic justification of the industrial project. So, due to 

inadequate financial and economic appraisal of the industrial project, the 

estimated NPV and IRR of the project eventually turn out to be unjustified both 

from the financial and economic points of view. 

Since project appraisal depends to a large extent on estimates and 

forecasts, it is likely to give rise to large margins of error. Moreover, the 

circumstances conditioning loan applications to the BSB are seldom uniform. So, 

an appraisal report should be based on adequate information and critical 

analysis so as to help the BSB in taking decision on providing financial assistance 

to industrial projects. 

3.5 SECTION IV 

3.5.1 Project Appraisal Report : A Case Study of M/s Dhaka 
Knitwear Ltd. 

This section presents a brief appraisal report on a project financed by the 

BSB. For reasons of secrecy, the original name has been changed. 

Project Brief 

This proposed project is a 100% export-oriented readymade knitted-wear 

(Sweater) manufacturing unit. It would be set up at Sheorapara, Mirpur, Dhaka, 

a Government specified developed area in Bangladesh. The annual production 

capacity of the unit on the basis of 12 hours per day and 300 working days a 

year would be 41,250 dozens of sweaters. 
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Industrial Classification 

The project is covered under the sub-sector hosiery and other 

knitted products as per bank's classification. 

Table 3.1 The BSB's Loan Portfolio/Sectoral Performance 

Textile All Sectors Sectors Item 

(TK) (TK) 

a) Loan portfolio including undisbursed 14748.00 5793.60 
commitment as on 31.3.1992 (100.00) (39.28) 

b) Total recoverable amount (for financial year 4757.80 1343.54 
1991-92) (100.00) (28.24) 

c) Amount recovered upto 31.3.92 (during financial year 1991-92)

i. Cash 161.18 63.46 
(100.00) (39.37) 

ii. Rephasement/ adjustment/ others 73.03 30.12 
(100.00) (41.24) 

iii. Overdues as on 31.3.92 4523.59 1249.96 
( 100.00) (24.63) 

Figures in the parenthesis indicate percentages. 

Hosiery & other 
knitted goods 
sub-Sector 

(TK) 

157.73 
(1.07) 

92.53 
(1.94) 

0.16 

nil 

92.37 
(2.04) 

Table 3.1 indicates that the loan amount of hosiery and other knitted 

goods was Tk. 157.73 million which is only 1.07% of the total loan portfolio of 

the BSB. This loan amount seems to be small in comparison with the loans of 

textile sector. 
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Plant and Machinery 

The plant and machinery for the project consists of yarn-winding section, 

knitting section, linking section, sewing section, labeling and inspection section, 

washing, drying and ironing section and inspection, finishing and packing 

section. The machinery has been proposed to be imported from South 

Korea/Taiwan. 

Raw Materials 

The project is based on imported and local raw materials like wool/acrylic, 

sticker/label, zipper, polybag, cartoon box, etc. the cost of which has been 

estimated at Taka 59.66 million at rated capacity. 

Implementation Schedule 

The project is expected to go into normal operation within 10 (ten) 

months from the date of opening letter of credit for machinery and equipments 

to be imported. 

Market Aspects 

Export Potential of Sweater 

The export of woolen garments specially sweater from Bangladesh has a 

very prospective and rising trend. 

Table 3.2 Export of Sweater from Bangladesh 

Year Quantity (000 pcs) 

1989-90 2055 

1990-91 2640 
1991-92 3305 

increase 

60.83 

Source : Information collected from Bangladesh Garment Manufacturer and Exporters' 
Association. 
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Table 3.2 shows that the export of sweater from Bangladesh was 2055 

thousand pieces in 1989-90 which increased to 3305 thousand pieces in 1991-92 

marking an increasing trend of 60.83% over the years. The major importers of 

Bangladeshi sweaters are U.K., Germany, France, Norway, Sweden, Holland, 

Belgium, Italy and USA. The major exporter of sweaters are Italy, Hong Kong, 

Korea and India. 

There are only 12 export oriented sweater knitting industry functioning in 

Bangladesh. 

Selling Arrangements 

Export of sweater may be made through the buying houses as had been 

the cases of garment products. About 135 buying houses representing foreign 

principals are now operating in Bangladesh. The sponsors could sell the product 

through appointment of agents or by arranging direct orders from foreign buyers. 

Economic Aspects 

The Economic Rate of Return (ERR) of the project is calculated to be 

above 50% on the basis of assumption made in the financial evaluation. 

Foreign Exchange Earning 

The net foreign exchange to be earned during the whole economic life of 

the project is expected to be Tk. 251.26 million equivalent to US$ 6.42 million. 

The modified Bruno ratio works out to Tk. 20.57 to earn US$ 1 (one), 

taking exchange rate of Tk. 39.13 equal to$ 1 in the year 1992-93. 



86 

Employment Opportunity 

The project is going to employ a total number of 226 persons of various 

categories. Cost per employment to be generated works out to approximately 

Tk. 80,442.48. 

Financial Aspects 

Cost of the Project 

The total cost of the project has been estimated at TK. 18.18 million 

including a net working capital of Tk. 1.60 million and a foreign exchange 

component of Tk. 6.42 million. 

Means of Finance 

The aforesaid costs of the project proposed to be financed as under 

(Taka in Million) 

Long-term loans F/C (Tk.) L/C (Tk.) Total (Tk.) 

BSB Foreign Currency (F/C) Loan 6.42 - 6.42 

BSB Local Currency (L/C) Loan - 3.70 3.70 

Deferred Payment of Interest Due - .74 .74 

Total Term Loans 6.42 4.44 10.86 

Equity 

Sponsor's Investment - 7.32 7.32 

Total Equity - 7.32 7.32 

Total Loan & Equity l l l . 6

Dept-equity ratio = 60:40 
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Capital Structure 

The authorized capital of the company is Tk. 30.00 million to be divided 

into 0.03 million ordinary shares of Tk. 1000.00 each. The paid up capital is Tk. 

7.32 million that is equal to 7.32 thousand ordinary shares. 

Financial Evaluation 

The main assumptions of earning forecast are as follows 

(i) The factory will work on the basis of 12 hours per day and 300 working

days a year.

(ii) The cost of raw materials has been calculated on the basis of imported

prices and prevailing market prices while the sales prices of the proposed

products have been considered at (freight on board) price.

(iii) The cost of raw materials as well as the sales proceeds of the finished

goods have been estimated at constant prices throughout the projected

years on the assumption that any increase in the price of raw materials will

be off set by the consequential increase in the price.

(iv) The raw materials for the products will be imported under back to back

letter of credit for 120 days sight credit. As such the estimate of working

capital requirements for importing raw materials has been assumed to be

nil. Local raw materials' stock has been considered for 30 days.

(v) An increment of wages and salaries at the rate of 5% per annum and the

amount of bonus equal to two months pay have been taken into account.
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(vi) Depreciation has been charged on the straight-line method at the rate of

5% on building, 10% on machinery and 20% on other assets.

(vii) Capacity utilization has been assumed to be 60%, 65%, 70% and 70% for

the first four years of operation of the project.

(viii) The project will enjoy tax-holiday benefit for 5 years provided the company

purchases Government bond to the extent of 15% of its net profit each year.

(ix) Dividend has been estimated at the rate of 20% on l 5t, 2nd, 3rd and 4th

years respectively.

(x) Economic life of the project has been assumed to be 12 years without any

major replacement.

Based on the above assumptions, the profitability forecasting is 

summarized as follows 



Profitability Forecast 

Years of Operation 

Capacity utilization 

Sales revenue 

Gross profit 

Operating profit 

Net profit after return on bond purchase 

Ratios(%) 

Gross profit to sales 

Operating profit (before tax and interest) to sales 

Return on average equity 

Return on average capital 

Debt-Service Coverage Ratio (DSCR) 

The DSCR Worked Out as Follows 

Income 

Net profit after return on bond purchase 

Depreciation & write-off 

Interest on loans 

Total= 

Liabilities 

Installment to BSB on loans 

Installment on deferred payment 

Interest on loans 

Total= 

DSCR (times) = 

1st yr. 

60% 

50.27 

9.98 

6.68 

4.39 

20 

13 

48 

32 

1st yr. 
{TK) 

4.39 

1.24 

1.51 

7.14 

-

.15 

1.51 

1.66 

4.30 
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(Taka in Million) 

2nd yr. 3rd yr. 4th yr. 

65% 70% 70% 

57.31 61.88 62.13 

11.50 12.59 12.31 

7.87 8.69 8.27 

5.47 6.31 6.18 

20 20 20 

14 14 13 

40 33 25 

31 28 23 

(Taka in Million) 

2nd yr. 3rd yr. 4th yr. 
{TK) {TK) {TK) 

5.47 6.31 6.18 

1.24 1.24 1.24 

1.53 1.46 1.31 

8.24 9.01 8.73 

- 1.12 1.12 

.15 .15 .15 

1.53 1.46 1.31 

1.68 2.73 2.58 

4.90 3.30 3.38 
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Break-even Analysis 

The project is expected to break-even at 46.52% of the assumed capacity 

utilization and 32.56% of the rated capacity at a sales of Tk. 28.90 million as 

detailed below 

Break-even Point (BEP) 
Break-even sales in amount can be measured by the following formula: 

S=£andC= P- V
C p 

Where S = break-even sales in amount. 

1. 

2. 

F = Fixed costs per period. 
C = Contribution margin ratio. 
P = Sales revenue per period. 
V = Variable cost per period. 

Sales revenue of the project at 70% capacity 
utilization ( 4th year) 

Total operating cost, administrative and 
financial expenses ( 4th year) of the project at 
70% assumed capacity 

(1) BEP (Sales)
c Tk.62.13-Tk.49.43 

Tk.62.13 
=0.20 

Substituting the value of C, we have 

S Tk. 5.78 Tk.28.90 million 0.20 

(Taka in million) 

TK. 62.13 

Fixed Total 
Variable Cost Cost Cost 

TK. 49.43 + TK. 5.78 = TK. 55.21 

i.e. 46.52% of the assume capacity and 32.56% of the rated capacity.

(2) BEP(Cash)

Break-even (cash) can be computed by following formula :



Wheres= Break-even (cash) 
F = Fixed Cost per period 
C = Contribution margin ratio 
D = Depreciation & write-off per period 
s- Tk. 5.78-Tk. 1.24 

0.20 
= Tk. 22. 70 million 
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i.e. 36.54% of the assumed capacity and 25.57% of the rated capacity. 

Cash Flow Statement 

Cash flow statement based on profitability estimate has been worked out. 

It shows that the project is expected to have comfortable cash position which 

will enable the unit to repay the BSB dues in time. 

Financial Rate of Return 

The Financial Rate of Return (FRR) computed, following discounted cash 

flow technique works out to around 50% which seems to be satisfactory. 

Sensitivity 

The variables to which the financial viability of the project is sensitive has 

been identified to be the cost of goods sold and sales revenue. Necessary 

sensitivity test has been done and the project withstands the test as follows 

Debt-service Coverage Ratio (times) 1st 2nd 3rd 4th 
yr. yr. yr. yr. 

With 10% increase in cost of goods sold 2.24 2.56 1.72 1.67 

With 10% decrease in sales revenue 1.73 1.97 1.32 1.24 

With 5% decrease in sales revenue and 5% increase 1.98 2.26 1.52 1.45 
in cost of goods sold 
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Rate of Interest, Exchange Risk Burden and Other Charges 

a) Foreign Currency Loan

(1) Interest on the foreign currency loan will be charged at such rate as may

be stipulated by he Bank/re-lending terms of the credit line under which

it will be accommodated. For the purpose of project appraisal, the

interest @ 12% per annum has been considered as per circular No. 

25/92 dt. 15.11.92 of the Bank. Interest shall be payable on compound

basis (six monthly) on the principal amount of loan disbursed/availed of

by the borrowers from the Bank and also on the outstanding dues from

time to time.

(2) Since the borrowers have not opted in favour of EFAS, they will have to

bear the burden of exchange rate fluctuation and shall pay exchange risk

commission, if applicable, as such rate as may be applicable to cover the

risk beyond the loan period.

b) Local Currency Loan

Interest on local currency loan shall be charged at the rate stipulated by 

the Bank. For the purpose of project appraisal, interest rate of 12% per annum 

has been considered as per circular No. 25/92 dated 15.11.92 of the Bank. 

c) Exemption of Interest

In no case, will the interest on the BSB loans be exempted and/or 

reduced. 



3.5.2 Security of Loan 

The BSB loans will be secured by : 
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a) Mortgage/hypothecation by way of first charge on the tangible fixed
assets of the company both existing and future.

b) The personal guarantee of all the directors and shareholders of the

company in their individual capacity.

c) The company shall deposit 100% share certificates of the sponsoring
directors of the company with the BSB as collateral security along with

blank shares transfer deeds duly verified, signed and sealed by them and
the same shall be retained by the Bank till the time its loans are
liquidated. The BSB will be at liberty to use these against the borrowers
or towards liquidation of loans in case of default.

Credit Worthiness of the Sponsors 

The credit worthiness of the directors of the company has been compiled 

on the basis of information submitted by them. The total net worth has been 

estimated at Tk. 11.34 million as against their equity requirement of Tk. 7.32 

million. Out of the six directors of the company, three are income tax payee. 

Management of the Company 

The over-all management will be vested with the Chairman and Managing 

Director of the company and they will be assisted by other directors. The Board 

of Directors will decide and formulate policies and provide guidelines for smooth 

operation of day-to-day business. The sponsors formed private limited company 

in June 1992, which was incorporated under the Registrar of Joint Stock 

Companies in Bangladesh. 
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For disbursement of loan the following conditions must be fulfilled by the 

sponsors 

i. One chief accountant-cum-secretary for the project to be appointed and

terms of service shall be determined with the due approval of the BSB. He 

will be one of the joint operators of the company's bank account.

ii. The company shall have to grant the BSB the right to nominate one or

more persons as director of the company and to replace such person(s)

from time to time.

Recommendations 

In view of the above analysis, the project may be considered suitable for 

BSB financing. It may be recommended for a foreign currency loan of US$ 

164,057.00 equivalent to Tk. 6.42 million (inclusive of pre-shipment inspection 

charge) and a local currency loan of Tk. 3.70 million. 

Disbursement Schedule 

The foreign currency and local currency loans will be disbursed by the 

Bank in the following way : 

Foreign Currency Loan 

Out of the total foreign currency loan of US$ 164057.00, an amount of 

US$ 163241.00 will be disbursed by way of opening confirmed irrevocable letter 

of credit for machinery and equipments be imported through the BSB, under any 

suitable line of credit available with the Bank at the time of opening of the letter 
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of credit, and the balance amount of US$ 816.00 will be disbursed towards 

payment of pre-shipment inspection charges. 

Local Currency Loan 

Out of the local currency loan of Tk. 3. 700 million, an amount of Tk. 

0.645 million will be disbursed for payment of import duty direct to the customs 

authority on arrival of machinery. 

The balance of the local currency loan of Tk. 3.055 million will be 

disbursed in three instalments in the following manner : 

i. The first instalments of Tk. 0.867 million will be disbursed for civil works.

ii. The second instalments of Tk. 0.593 million will be disbursed for

purchasing office equipments, including fire fighting equipment and office
furniture, provided the previous loan instalment has been properly utilized
fulfilling all the terms and conditions laid down by the BSB.

iii. The third instalments of Tk. 1.595 million will be disbursed for re-

imbursement of working capital for the company.

Repayment Schedule 

The repayment of the loan will be made in the following manner : 

(a) The loan will be repaid in eighteen, half-yearly instalments over a period

of 9 years. Repayment will start after forty two months of opening of

letter of credit or twenty four months after the unit goes into commercial

operation, whichever is earlier.

(b) The interest to accrue on the BSB loans during the period of construction

of the project will be realised from the borrowers in five equal instalments














































































































































































































































































