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FAYGLLZSH EASNG & FNANCE COMPAVESASOCLAON

M. Aminul Islam, Chairman, BLFCA
1 is an occasion of great significance that the Bangladesh
Leasing and Finance Companies Association { BLFCA } is
holding its Inaugural Ceremony. BLFCA is file
' reprasentafive body of olf leasing ond finance companies
in Bangladesh. The main-objective of the Association is fo
promote the interest of the Non-Bonking Financial
inctintions | NBFls) in carrying out their business and
make inferochions with regulafory bodies on vorious issues
related fo leasing and investment activihes,
Leasing in Banglodesh is comporatively o new concept.
The first leasing compony wos set up in 1985. With the
passage of time at present there ore 23 leasing
componies. The growth of this sector is most phenomenal
and indicates the acceptability of this new concept in the
financial market. Almast every seclor hos ifs own trade
body. To reap the benefit of operating from a common
platform the leasing and finonce componies felt the urgent
need 1o form an association and thus BLFCA wos formed.
On this occosion, | would like to exdend my heorffelt
thanks and grafitude o my colleogues in the Execufive
Commifiee, esteemed members of BLFCA, sponsors and
ol those who have mode the event a grand success.

Y. C. Chen, President. Asian Leasing Association

It is my pleasure as well as the pleasure of Asian
leasing Associafion to know about official
inauguration of Bangladesh leasing & Finance
Companies Association on April 04, 2001.
Banglodesh has been an active member in the Asian
leasing community. The official inouguration of fhe
Association reflected the success of its members in
Bongladesh as well os the recognition of their
contribution fo the national economy.

ft is not just my personal balief but also the belief of oll
other members of Asion leasing Associafion that
Bangladesh Leasing & Finonce Companies Associafion
(BLFCA) will be one of the leading and mest inflvential
trade associofion in the country.

Best regards fo oll members of the BLFCA and fo the
people of Banglodesh.

Profile

Banglodesh Leusing & Finance Companies Associotion (BLFCA), a
representative body of Non-Banking Finoncial Insfitutions (NBFls) of the
country was accorded license from the Government and has been
registered with the Registrar of Joint Stock Companies ond Firms on
Janvary 05, 1999.

The prime objective of BLFCA is to aid help, encourage, advise, promote
and develop in Banglodesh or else where the business of financing
enferprises and Yo provide advisory consultancy services to other enfifies
or finonce wing of other entfies. It also protects the interest of the
companies engaged in financing and leasing.

BLFCA envisages lo serve as a forum for inferaction among the Non-
Banking Financiol Instituhions (NBFls) on matters which directly or
indirectly offect the indusiry and fo act as the official voice of the sector.

Members

Bahrom Banglodesh Finance & Investment Co. Lid.
Bangladesh Finance And Investment Company Limitad
Banglodesh Indusirial Finance Co. Lid.
~ Bay Leasing & Investment Limited
Delta Brac Housing Finonce Corporation Limited
GSP Finance Company (Banglodesh) Limited
Industrial Development Leasing Company of Bangladesh Limited
Industrial Promotion and Development Company of Bongladesh Limited
Infernational Leasing And Financial Services Limited
National Housing Finonce And Investments Limited
Phoenix Leasing Compony Ud
Prime Finonce & Investmen! Limited
United Leasing Company Limited
Utiora Finance and Investments Limited
Vonik Bangladesh Limited
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LEASING IN BANGLADESH - Problems & Prospect

leasing, os a financial infermediary, is a relotively new phenomenon in
Bangladesh with Industriol Development Leasing Company Ud. (IDLC) kick-
starfing this business in 1985 followad by United Lsasing Company in 1989
and Phoenix Leasing Company Lid. in 1995. Thus in a spon of obout 10
years three leasing companies were licensed to operate. So long the financiol
market was dominated exclusively by the Nationalized Commercial Banks
(NCBs), Development Financicl Inshitutions (DFls) and Specialized Finoncial
Institutions like HBFC, ICB ond BKB in term lending operations. The
emergence of Non-Banking Financiol Instiutions (NBFls) opened new
avenues for an allemotive source of financing. Therealier, more companies
have been licensed and of present there cre 24 finoncial institutions,
previously known as NBFls, licensed by Bongladesh Bank as ogoinst 49
Banks including NCBs, DFls and private and foreign bonks

Mushrooming of NBFi's be rationalized

The question thot hovers over is; hos the hnancial morket expanded to
absorb such large number of bonks end financiol institufions? Is the scale of
fhe economy is so widely dispensed and diversified as o allow mushrooming
of such a large number? Needless to mention thot banks, financial institutions
and industriol conglomerates in fhe countries around the region and ocross

the world are in the throes of mergers ond acquisitions. There is a syndrome

of aconomic slow down in the developed and the emerging economies. The
murcky political scenario in the Asian economies in porticulor with even
Jopan in serious economic stognation for obout o decode followed by
Thailond, Koreo, the Philippines, Indonesio and Malaysia, except China,
after the melt down of 1997 does not give good ougury for healthy inflow of
foreign investment that could Irigger growth in the region including
Bongladesh. Even shody douds seem looming large over the polifical
horizon of India. Under such circumstances it is high ime for us to ponder
and put a broke on expansion and focus more on consolidation and
speeding up reforms o make the finoncial sector more efficient and
compelifive fo integrote with the regional economy in parficular and global
aconomy in general.

Impact of the withdrawal of tax exemption and initial
depreciation

The leasing companies, it may be mentioned, in consideration of the very
ncture and peculiorities of their business, were allowed; initially, tax
exemption for o period of 5 years and inificl depreciation up fo 25%. But
their honeymoon period seems fo be over following withdrowal of tax
exemption and dispensation of the benefit of inifial depreciation by the
Finance Ad of 1998. Very few people seem to bother about their deeper
implicafions on this nascent industry. Since leasing is o new concept in
Banglodesh this sector should have been allowed sufficient timefrome fo
stand on its own feet but unfortunately many people in the top nolch seem
least bothered about the far-reaching consequences of such regulotions and
iry Yo draw parallel between leasing and banking causing serious damage
fo this otherwise potential sector

Banks by doing leasing are creating distortion in
the market

Besides the above, the intermadiation by the banking sector to do leasing
business under the same roof of banking with their cheaper fund and
perhaps not the level of expertise as the leasing companies have, ore also
aousing more damoge and distortion o the market segment of this sector. It
may nol be out of place to mention that banking sector should focus their
alfention more on marketing their own bonking products and services rother
than encroaching on o new and unfomiliar product like leasing which is
relatively new in Bongladesh compared fo banking which is as old as 100
years. The areas of activities of the leasing sector is much smaller and more
restriced compared fo banking which has multifaceted octivities ond
numerous sources of income streiching over almost ol segments of the
economy such as trading, import -export, industrial finance, rural eredits,
remittance-inlond & forsign, inter-bank lending and host of other fee
(commission) related business. Thus it will be more in order for the banks to

engoge themselves in their own areas of business and pave the woy for aven
and healthy growth of both the sectors.

Purported misinterpretation of the word EZARA by
the Banks

The commercial banks are understood to have taken on advantage of the
Bonglo word ‘EZARA' under section 7 DA (4) of the Bank Companies Act
1991 os financial leasing. But the very thesis and spirit of the word 'EZARA'
allowing financiol leasing by the banks, do not seem fo hold good dfter the
NBFls Act 1993 have been passed allowing emergence of Non-Banking
Financiol Instifutions as separate enfities to do leasing and such other jobs.
However, we fesl thot the banks, willing to do leasing, may do so by having

" separate legol entity as required under the obove oct which stipulales

‘ablaining of specific license for doing leasing or non-banking hinoncial
aetivities. But the bonking companies soem 1o be doing leasing business
without obtaining any license from proper outhority. Under the
circumstances, it may be argued with some measure of justification that if the
banks are allowed to do leasing the NBFls should also be permitied to do
banking and enjoy the facilifies of banking system ot least in a limited scale,

Scenario of NPAs of banks and the leasing
~ companlies

The averoge percentoge of non-performing loons of the banking sector is
about 35% of their tolal portfolio as against 5% of the leasing companies.
We are afraid, the defoult culture of the bonking sector may also infect the
lsasing sector if banks are also allowed 1o do leasing. Moreover, the
recovery process of the bonking companies are fotally different from that of
leasing. While loon instollments “are recovered by the banks on
quortery/half yeorly basis the leasing companies recover their rent
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installments monthly and also calculate depraciation on their leased assets on
monthly bosis. Therafore, the bonking system does not look geared 1o the
intensive monthly recovery process needed o leasing business.

Impact of fund cost and paucity of fund of the leasing sedlor vis- -vis banks

It is pertinent in this connection o mention olso the main sources of hunding
for the leasing sector which are:

1. Loan from the commercial bonks
2. Term Deposit from the public
3. Fund from the capital market by woy of issuing shares, debentures bonds

efc
4 Loan from foreign agencies

The deposit from the public is not encouraging for various reosons. In
absence of o fully functional capital markst in the country raising of fund
from debt market has become a distant possibility. Similardy in the absence
of any exchange fluctuation absorption scheme it is highly risky o foke any
long-term foreign currency loon. Therefore, the only effeciive source of
funding for the NBFls is the credit lines from the commercial banks of o very
high rote of interest ranging up to 15%. With such @ high fund cost it is well
nigh impossible for them to compete with the banks ond the lsose ries of the
leasing sectors are gradually becoming unafiroctive Io the enfreprensurs, On
the other hand, the sources of funds for the bonks are vaned and cheap
enabling them to offer relatively lower rote of interest over the leasing
companies putting them in a very disodvaniogeous situafion resulfing in the
creation of an uneven playing field and meking the hulure of this secior quite
bleak.

Structure of fund cost of the banking sector vis-a-
vis leasing
Over and above this situation the banking sector is better ploced thon the
leasing seclor in terms of cost of fund and availability of fund ond their scope
and areas of activities. About 15% of the deposit of fhe banking sector is
reported fo be demand deposits which are inferest free while 35% conshiute
low cost saving deposits averaging at 4%-5% interest rate and the remaining
is fixed deposits averoged at 9% thus bringing the weighted average fund
cost for the banks to hardly at 7%:-8% which is less than holf of leasing
companies. Thus the fund cost and paucity.of lunds are two mojor drogs on
the growth of this sector. In spite of such adversities the NBFls hove executed
lease contracis (Lease Finance) to the tune of Tk. 486 crore from 1t January
to 3]st December 2000 which con almost be doubled if their fund cost
problem con be reduced to market level. The CBSF projed of the World
Bank, supposedly working for assisfing fhe NBFls in easing their fund
problem seems to be moving of a very snail's pace. During the last two ysars
a series of meetings were held but nothing has been done 1o ease the fund
prob-lem.Thceuﬂialhi;pl‘obbrnisresol’fedﬂlebﬁui!vd”bebrﬂ\e

leasing sector as a whole

Remedial measures to ease the funding constraints
of the NBFlis

In order, however, fo ease the chronic and buming problem confronted by
the secior | would like to take the privilege of suagesting the following os
remediol measures. That, Banglodesh Bank may-

i) Create a separate RE-FINANCING windaw for the leasing sector on roll-
over basis under cerfain dleorly spelled aut policy guide lines basing on
the capital structure, EPS position, fiow of disbursement, recovery
performance, manogement skill elc. or

ii) Allow VENTURE CAPITAL for the leasing sector to be repoid over o period
of time from their rent receivables in consideration of their good recovery
performance or

i) Allocate o BASKET OF FUND for NBHs for purchasing treasury bills
against which they may draw equal omount for meefing their working
capitol requirement to be repaid over a period of fime. This will help
securities the loan on the one hand, expand the bill market on the other
and reduce the fund cost of the NBFls.

Any of the above measures, if worked out, will go o long way in mifigating
the working fund problem of the NBFls and help them reach larger segments
of the clientele they have been desperately longing for

NBFis a new trend setter in recovery

Since the leasing companies have their reputation alreody well esiablished
with their other lenders as excellent performer with the overall recovery af
around 95%, Banglodesh Bank, we hope, should not have ony reservation
in extending their helping hand to this potential sector especially when they
are also keeping CRR, SLR and other statuiory reserves in compliance fo their

instructions almost in line with the commereial bonks. In the bock drop of

such a situation if the banks can enjoy refinancing focilihes from the centrol
bank the NBFls it may be recsonably orgued, deserve some amount of
considerations to ease their finoncial constraints inview of their having
performed so well Tha seclor hos equipped itself with well educated,
forward looking, market driven and consumer friendly brond of executives
who are showing their skills and prolfessional acumenship in all spheres of
their activities.
Potential areas of investment by the Leasing
Sectors

leasing Sector in Banglodesh has identified the following as the potential
areos for financing

1. Copital Machinery
2. Heavy Construction Equipment

3. Transport of all kinds both road and marine including commercial vehicles.
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like bus, truck, minibus, pickup, cor ek
4 Information Technology (IT)
5. Enargy ond power
6, Air conditioning plonts & equipment
7. Medicol & diognostic equipment
8. Trodkors, troilers, power fillers
9 Consumer durcbles

Finance lease is full - pay-out lease : its
implications

The leasing sedior even provides for 100% funding of the leased osset. The
documentohon procedure in leasing is simple ond less cumbersome than in
banks. Leasing os prociced in Banglodesh s finance lease which is * full
pay-out leases” in which the legal ownership of the assets are retained by the
lessor (leasing compony) while the lesses remains as the user with obligation
fo keep the leased assefs under proper mainkenance. After payout of the
volue of the assel the lessee is left with oy of the following three options:
i) renew the lease on o year-lo-yser basis of @ pre-determined rental or

i) refurn the equipment ko the lessor or

iii] purchase the equipment af o residual volue

Under the finonce lease the lessor recognizes its asset os o financial
investment and occounts for the interest according 1o on actuonial method.
Thus industrial plant, mochinery and construchon and office equipment are
finonced predominonfly by lease hinances. For many small ond medium
sized enterprises with limited occess 1o Iroditionol bank focilities, leasing ond
asset financing remain the only avaikable source of funding.

Off balance Sheet financing and tax incentive of

The lease rentals mode by the lessee are entirely deductible for tax purposes
as renkals which constitule both principal and interest and ore treated as
revenve expenditure providing thereby grecler fox incenfive pockoges
compared fo borrowing from banks where only the inferest component is fox
deductible. The leased osset, it moy further be menhoned, con be ocquired

~without recording the leass obligations as kability in the bolance sheet since

the leasing company owns the osset. The lease tronsechons are sirudured in
o cerfain way that * the lessor retains the financial risks and rewords® ond
thus the transochion and equipment are not on the hinancial sialements of the
lessee.

Leasing companies should now diversify their
products

Leasing companies in Bangladesh have il their niche in equipment leasing.
Time has come for them to diversify their products. Experience has shown
that growth in @ single niche slows over time especially where more morket
players try 1o have a piece of the same bread. Therefore, the exisfing leasing
componies should poy more aftention for produdt diversificofion ond
expansion of their base and business segments. Since the market segment is
opprooching more specializotion they should keep themselves more focussed
on thot. There wos o fime in mid eighties when Jeasing was a new product
ond the customers were frogmented and not well informed. It was then
possible for o leasing company fo edge out higher margin with more
fovorable terms and condifions. But with the passage of time competifion is
gefting tougher with more ond more companies coming in. Higher
professional skill and better fechnological support have become the holl mark
o chase opportunities. The only way i survive is fo speciclize. It is reporfed
that the *G.E capital of the United States have over 20 separate businesses”.
But the fod remains that leasing industry connot survive without octive
support and patronage from the Governmert with ity four pilars of financiol
edifice. These are -"the legal, the diredt tax, the financial cccounting and the
regulatory pillars. Nuances within eoch of these four pillors porticularly
legal, direct tax and regulatory can either positively or adversely impoct the
indusiry with respect to volume, growth and morket penelrahon, * asserts Me
Sudhir P. Amembal, the international guru of leasing.

The importance of the BLFCA
In this oge of regional, infer-regional or intra-regional convergence no
sociely or group nor any couniry can live in isolation. There is, therefors, o
surge even among nations fo unife and voice their ogendo. The formation
of different regional groups or blocks ore instances that driving the nations
fo forge unity among themselves. In the business area, the formation of
different chamber bodies are clso aimed ot bringing them necrer ko each
other ond resolving their problems. The formation of the Banglodesh Leasing
and Finonce Companies Associofion (BLFCA) is on aftempt lowords that
direction to unite the NBFls under o common platfiorm and voice ond
ventilate their grievances ks relevont outhorifies on the one hand, and forge
better understanding and unity among the fellow members on the ather. An
industry or a group needs an organization o help the individuol members o
do what they cannot do alone. That is the basis of social or business
orgonizations incuding thase of the Governments. Thus the importance of an
apex organizahion for the NBFls in Banglodesh such as the BLFCA con hardly
be over emphasized. It is expected thot the BUFCA will play o constructive
and unifying role in fostering better understonding os much with the different
requlatory bodies os with their fellow members within the couniry and
oulside.
The author Mr A. Quadir Chouditiry s the Managing Director of Phoenn

Leasing Company Lid & Vice Qhairman. Bangladesh Leasing &
Financy Companirs Axsociation
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