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DEFAULT IN LEASING INDUSTRY AND ITS MANAGEMENT BY THE COMPANIES

On Seplember 19t in o Seminar of Asian Leasing Associofion held in Taiper,
Toiwan, the writer of this article posed a query to Dr. Pachib Chen, Chairmon of
Council for Economic Planning dnd Development how s that there is no default
provision in Tawanese money lending system as also in their monekary policy. In
reply the Speaker of the forum informed the house “The Taiwonese strongly feel
that once they have borrowed money they have to pay it back be it on individual
or on instilvhion®.

Similor wos the reply of an Indian representafive of Sundarom Finance Limited
who visited Dhoko some fime in 1999 and submitted a paper fo Bangladesh Bank
on the Urbon Transportation Scheme based on their expeniences of financing
vehicles in Indio. Mr. G. C. Rangan was also of the strong opinion that default
percentoge is | ible. Of all the foctors exishing in India the maost importont
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the people at large is such that they are by ond lorge shy of borrowing. Even if
they need to borrow they remain on their foes as to how soon they may get out of
the shackles of loan elc.

The sociol dimate of this port of India, now an independent sovereign shate of
Banglodesh, wos also having the same flavor and fervor as existed in other areas
An old man at his mid 50s was osked as to why he was not borrowing from
Agricullurol Bank to mitigate his sufferings his fomily wos then ocutely facing. In
reply he soid, "loon is o poisonous snoke which goes on biting for three
generahons”. _

From the above instances we may assume thot a strong psychic foctor plays a vitol
role in lending business. If one once becomes devord of this sirong feeling of
remaining pure and perfect moving respectfully in the society raising one s heod
high, then it is possible on ones part fo get owoy comfortably with huge loan
money on his shoulder prefending that in no fime he would pay off the bonk dues
They not only talk 1oll, they also keep on mainkaining liaison with the top brass in
such o manner that they never be ashamed of not being able to pay off the dues.
This is how the social value that one has to pay back the loan money right on time
once nourished so corefully has been ruptured resulting in loss of morols ond
truthfulness. Once the social volues have been lost the sociol wultures begin to
pounce upon the wealth of others.

The first casually was the morol conscience of the nation, resulting in the obsence
of good governance followed by morol degradation in all sectors in general and
financial institutions in partcular.

Al the bockdrop of above socio-polifico economic scenario leasing emerged as o
PANACEA in mid 80 s. Compared o its oge and period of growth leasing industry
in Bangladesh is in its nascent stoge. But there is enormous scope for this industry
fo grow as an allernative source of finance. Leasing can play a very imporfont role
in the economic life of Bangladesh as in Japan where it is serving as o cotalyst of
But the Indusiry neads oll logistic support from the competent authorities. They
could do and can still do better if they are nurtured with due core. g

Control mechanism in leasing
At o fime when defoult is very much rompant in Banking Sector, there is some built
in control mechanism in leasing operahion for which defoult is committed less in
number in this sector
Defoult in leasing operation has been interpreled ond explained in the lease
agreement as any of the following events that shall occur and/or shall not have
been remedied to the safisfoction of the Lessor, the Lessee shall be in defoult.
a) The Lessee defoults in the performance of observation of any clouse of the lease
ogreement including the rider clouse.
b) The cheque [s) issued by the Lessee has been dishonoured.
¢} The Lessee has suspended or dlosad its business or resolved 1o dissolve itself.
d) Procedures for any levy, compulsory execution, preservative action or
compulsory execution based on tax obligation or to other cbligafions as
commenced ogainst the Lessee.

a) An opplicabon has been filed for provisional attachment, provisional execution,
aftochment for public sale, bonkrupicy, commencement of composition or
reorganizotion, liquidation of the Lassee, or if the Lessor determines in its sole
discretion thot the Lessee is in a situation where it will be difficult to confinue its
business activifies.

Remedies of the Lessor in case of default

If any above defoult occurs the following remedies are available for the Lessor:

a) Criminal case for breoch of frust against the drawer of the cheque for its being
dishonoured may be filed as per relevant law inflicing due punishment ond or
penalties as embodied in the case

b) Simultaneously case may be filed with the Court of Law 1o repossess the Lease
Equipment and sell it on terms as ogreed with the buyer(s). The sole proceeds
w0 received sholl be approprioted towards repayment of the total payoble, In
case of shortfoll, the Lessee must pay the balance amount from his other sources
and Lessee shall olso be liable for all expenses incurred in-connection with
repossession of the Lease Equipment

¢) Declare all unpaid rentals under the Lease Agreement to be due for immediate

payment all at a time,
d) Terminate the Lease Agreement

@) Prohibit the Lessee from using the Lease Equipment without terminating the

Lease Agreement and may depute guard to ensure the suspension of operation
to which effect all expenses incurred are to be borne by the Lessee.

f) Repossess the Lease Equipment and for this purpose enter into any premises of
the Lessee and remove the Lease Equipment and the Lessee shall be lioble for
oll expenses incurred for removal of the Lease Equipment.

In another clouse of the ogreement Lessee confirms that, *In the event that this
Agreement is terminated, the Lessee shall forthwith return the Equipment (Lease
Asset) to the lessor in occordance with the terms of the agreement ond
simultaneously sholl pay to the Lossor the following:

a) If the Agreement is terminated offer the execution date, the Lessee shall pay to
the Lessor domages in accordance with the provisions of the agreement where
in it is stoted that damoges shall be mode up of the oggregate omount of the
stipulated loss vaolue, oll sums of the Lessee s debls fo the Lessor relating fo this
Agreement, unpaid rentols and delinquent charges.

b)If the Agreement is terminated before the axecution dote, the Lessee sholl pay
fo the Lessor that initial stipuloted loss value of the first year of the lease
calculated on the basis of acquisition cost of the equipment which is oggregate
cost of the equipment olready paid or payable by the Lessor and all financial
expenses as determined by the Lessor for sums odvonced by the Lessor."”

Penalty for delayed payment

As per different provisions of the agreement executed by the Lessee it is stoted that
in the event the Lessee fails to make payment when due to the Lessor, of all or any
portion of any Rental or any other payment including any expenses poid by Lessor
on behalf of Lessee, the Lessee shall pay delinquent charges as a penalty on such
unpaid from such due date untl fully poid ot the rate set forth in the schedule(s).

From the above, it is crystal cleor that a Lessee is fully aware of the obligations he
hos to undergo by executing the Lease Agreement along-with some other
documents, He is also oware that any violation / deviation from the terms of the
Agreement will fetch him lot of miseries.

As for example o instances may be cited one relating to retum of any rentol
cheque unpaid and the other relating fo repossession of the leasehold asset, As for
the former the law is very precise and siningen!. Accordingly, upon the event of
cheque dishonoured the Lessor may lake recourse fo legal action in the Magistrate
court who on hearing the prosecution may issue either of the wo-Court Summon
on the defaulter-lessee to appear in person before the court and explain his
posifion or worrant of arrest with an instruction fo the police to produce the
signatory of the cheque before the court.

In any case the defauller Lasses has to admit before the Mogistrate that he has
committed default in paying the monthly rentols and, therefore, he has 1o promise
before the honourable court os to how soon he would repay the same, Once the
Lessee has thus been hooked up in the legol tongle he can not get out of it without
paying the dues along-with the cost and delinquent charges as cloimed by the
Lessen.

In cose of later, i.e., the repossession of the equipment, the process is two-fold
depending on the nature of equipment. If it is o vehicle, which is registered 100%
in the nome of the Lessor Company with the BRTA the court on hearing the case
normolly gives order for arresting the vehicle and handing over the some 1o its
Registered Owner. By the time police action is inifiated or octivated the vehicle may
also be arrested and repossessed by the Lessor Compony by its own efforts 1o
which legal protection is provided if need be.

In case of machineries efc. the process of repossession is slightly different. In thot
cose also court order is necessary. In such cose the court on being satisfied gives
order for attachment before judgment. On setflement of the case the machineries
are token over by the Lessor Company. But instonces ore there that before such
situation arrives the defoulier lessee mokes some repayment arrongement with the
lessor Gompany. All these exercises would have been more effective and recovery
drive strengthened in case the Leasing Companies could proceed independently
under Leasing Company s Act of their own without court s infervention

Rules and regulations are there for every organization os to how it will operote.
But the basic point is that how efficiently the organization will run depends on how
efficiently things are governed and rules ore opplied.

In case of Leasing Indusiry os ogainst banking operafion opplication of law is
more stringent and unfettered. While recovering the dues o Leasing Company is
equipped with built in advontoges over o banking company o go lo any length
from personol harassment by woy of obtaining a body warrant from the court
against the defaulter lessee down to repossession of the leasehold equipment and
getting the lease dues recovered from the proceeds therecf.

Inslonces are there that Commercially Important Person(s), Dignified Officials and
the Social Pillors could not get oway from the rigor of the legal as well os

professional pressure and eventuolly oll of them paid off their dues along-with the
delinquent charges.

All these point to the foct of good governance. For the harmonious growth of the
leasing as an industry the imporfance of good management can hardly be over
emphasized. If is nol the gun but the man behind the gun, which matters most in
winning the bottle. The success or failure of the leasing company similorly depends
on how best the managers can manoge the affairs of the company and lead the
heod and heart cohesively fowords its destinations.

In doing so, leasing personnel are 1o see the unseen and expect the unexpected.
They ore in foct Jurors in matters of judging the overall management of financial
offoirs. They must, therefore, guard themselves ogainst infrusion of ominous
proximity while they are to be mobile and social so that it may not mar the sense
of judgment ond proportion. leasing managers are to be dynamic but not
demoralized, occurate not acrimonious, skillful, not skeptical and discreet but not
daunted. Above all they are not only financiers of their dientele, they are their
counselors and credit supervisors as well. They must oct within their domain free
from any prejudice ond external barriers.

Success story of a leasing company os against a commerciol bank lies in the foct
that a defaulter client is not as scared of o bank os he is about o leasing company
In other words, the psychic factor, which is af the root of the "defoult culture”, is

nipped in the bud ot the very rigorous approach of the leasing process.

The author Mr. Sayyed Husain Jamalis the Managing Director of Uniara Finance
and lavesuments Limited and Member Executive Comminee, Bangladesh Leasing
& Finance Companies Assoclation
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PRIVATE SECTOR HOUSING FINANCE : Rules & Challenges

Next 1o food and dothing, housing is o basic need of the people. A house is o
symbol of o fomily s idenfity, the most important possession a person could ever
hove and one of the most effective guorantees of social stability. The ocute
demand for such basic necessity for an affordable and quality housing has greatly
charoclenzed the real estote secior of Banglodesh.

The role of the housing sector in the social ond economic development of the
couniry can never be overemphasised. For millions of people in the country
striving o odd volue fo their lives, owning o house has come fo symbolise the
reclization of the dream. Through building decent houses or dwelling units, we
can foke the opportunity %o build o better life for our people. With the ropid
proliferation of urbonisation the need for construcling more dwelling units for
different cross-section of people in the city areas should increasingly become one
of the key priorifies in the Govierment's ogenda.

A robust housing secior boosts the economy of the country. The housing sector con
work as the saviour of the economy by increasing savings and capital formation,

.creafing huge employment and other economic mulfiplier benefits, through its

backword and forword linkoges.

For example, housing secior contributes posifively towords the growth of the
cement industry, brick manufociuring, iron and rod market, wood and other
materiols used in the bockword linkoge. The forward linkage growth includes
paints, interior fitfings and fixdures, consumer durable, utilities and social welfore
secors where housing secior has o direct and posifive impod!.

Al the some fime, this sector works as one of the single largest providers for the
employment o the urban poor, thereby cafering for the economic emancipotion of
0 huge secfion of people engoged in struggle for subsistence through physicol
labour in the populous urban oreas.

The primary objectives of the private sacior housing finance companies ore fo
channel resources into providing finance for peoples basic need for shelter;
enhance housing stock of the country, promote affordable home ownership and
pioneer the concept of o vicble private sector housing finance system in

Banglodesh.

Objective of DBH
As the premier and leading housing finance organisation in the private secior of
Banglodesh, Delia Broc Housing Finance Corporation Ud. is fully commitied
DBH s an Inlernctional Institutional and Jeint Venture Orgoanisation, which is
promoted and sponsored by five instifutions: Bangladesh Rural Advoncement
Committee (BRAC), Delta Life Insurance Co Uid. (DUC), Green Delta Insurance Co
M[Gm,iumﬁudFimCmp«dim[K:ﬂnmmdﬁlmd
*nwoﬂdﬁmklcﬂfbusingﬂwdoprwﬂﬁm%mﬁmhd. (HDFC: the
lorgest housing finance institution in Indio)
DBH is incorporated under The Componies Adt  1994' and licensed by
Banglodesh Bank Jo work a3 o Nen Bank Financial Instfufion. s operationol
matters are governed by The Finonciol Insfitvtions Act  1993', under the
supervision of Banglodesh Bank.
is outhorised copitol is Tk. 500 millions and inifial paid up copital is Tk. 200
millions.
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than TK. 1900 milions to more than 2600 discerning dients. Together with their
own equity, this has enabled the clients of DBH in creafing ossets worth more thon
TK. 300 crores in the reol estate sector. DBH is working with the commitment of
. increcsing the home ownership among differsnt cross-section of people in the
urbon oreas, and of the some fime, increasing the tolol number of housing stock
theough long term housing loons 1o the consumers. There are olso o few other
insfiufions engoged in housing finance in the private seclor, namely, "Nationol
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bonks,

The total numbes of urban dwellings is now estimated 1o be around 4.0 million
units, compared 1o the ever increasing urbon population esfimated of 25 million,
which is roughly 20 per cent of the okl o in the country. The economic
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urban centers for obtaining employment and o betier living
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increcse fo olmost 45 per cent of the okl population in the rext wenty ysors
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nowol requirement of urbon dwalling unit is estimated in the

range of 350,000 550,000 units per anaum aver the next twenty years.
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meet the increasing need for urban housing in the country. The situation has
exacerbated due fo the high land cost and the lock of accessible housing finance

arrangements in the urban areas.

On the one hand, acute shorfoge of land compared o the population growth has
resulted in high land prices, making it increasingly difficult for many families 1o
make the dreom of o house a reality. On the other hand, due to the lock of an
enabling environment and avoilability of cheoper funds, the formol housing
finonce sector in the country is yet to become affordable and accessible to the
middle and lower middle-income segments of the urban population. ‘

The private sector is playing a vital role in mitigating the severe shortoge of urban
dwelling units. Firstly, the developers cre continuing their efforts fo supply more
and more of flats / apartments to their customers over the last several years. Their
land and apartment projects have resulted in larger number of people becoming
the owners of flats by occupying relatively less land area than the previous single
unit construchons.

Besides, the private sector housing finance institutions have also contributed to the
purchasing power of people in owning their dwelling units particulady in the city
areas. After more than four decades of existence by the state-owned House
Building Finance Corporation (HBFC), the era of private seclor morigoge lenders
began only three fo four years bock.

At present, the housing sector needs to fake into consideration the following three
foctors:

a) Government initiatives lo create an enabling environment in the real estate
secior,

b) The inifiatives by the developers to build smoller sized apartments targeting the
middle and lower middle income groups of people, and

c) The availability of long-term affordable housing loans from the financiol

instifutions.
Our experience suggests that the government needs Jo do much more o mobilise
adequate investment in the reol estote sector. One key deterrent foctor for growth
in this sector is the availobility of serviced land in the urban oreas for the builders

o build more multi-family housing units, which would ease the shortoge of
housing stock in the urban areas.

Presantly, the developers are compelled to build on high-priced lond offen under
the joint venture with the landowners, resulting in high costs of the opartments. In
this connection, the government should come forward to allocate serviced land 1o
the developers for building multi-family. houses, where the housing finance
inshitutions con olso come forward and lend |

Besides, the government should also create a legal environment, which would
helps the builders and the financial institutions to target bigger segments of
people. In this regord, two issues should be urgently oddressed. Firsl, the related
formalifies of obtaining necessary permissions and approvals from the concerned
government ogencies af present ars very fime consuming and bureaucrotic. These
should be rafionalised so as to dllow the dlients and builders 1o complete these
formalities more promptly and comlortably. Also, the transaction costs reloted to
registration ond transfers are very high, which appear as stumbling blocks for
investment in this sector. Al the end of the day, such constraints significantly odd
fo the cost of tha development,

Secondly, the housing finance insfitutions should be ollowed 1o torget greater
number of people at lower risk. The laws relating 1o property reclisation are very
feeble, ard there is no adequate 'Foreclosure Low' ogains! the defaulters of the
housing loans extended by the housing finance companies. If the govenment takes
the inifiative to provide o 'Foraclosure Low', the housing finance companies will
gel more conhidence in forgeting those who would have otherwise remained out
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‘would be able to avail housing loans

“The developers hve so far been building apartments mainly for the upper-income

‘groups, The recent rend shows that there is saturation for large-sized high-price
opartmants, which remained way beyond the reach of the middle income groups
of pecple. As o matter of fact, the focus shauid now be shifted towards making
lower cost, smaller; cffordable housing unifs. If the price-levels of the apartment
projects come down within the reach of the middle-income people, the
 developers would ultimately be benefited from altaining the economies
of scale in their projects through higher volumes and spreading the
franchise 1o larger customer sagments.

The role of long-term private sector housing finance would be o

as DBH is concerned, we are looking at long-term funds at low
‘cost to moke our housing looms mora occessible and
affordable 1o the middle ond lower middle-income
groups.

. economic growth of the country. Exponding home

DBH Lending Programme

Currently DBH is lending for maximum period of 15 years @ 15.75 per cent pla.,
whereas our cost of funds is approaching more than 13.5 per cent. Under the
present circumstances, we operate in a very fight situation with such a thin margin
On top of that, we are currently receiving funds from the commercial banks for o
maximum of five years only, whereas we lend for long 15 years. Cleorly, there is
a big mismatch between our borrowings and lending. This porficulor aspect
increases the inherent risk of any housing finance institution fo go for long-term
lending.

Under the circumstances, the private sector housing finance institutions need
government support in terms of availing long-term funds ot a reduced interest rate
from both internotional ogencies ond the government. All concerned will
appreciate the very foct that one of the key determinants of housing affordability
is the cost ond avoilability of long-term housing finance.

Another way the Government can help is by providing tax relief on inferest paid
on ‘housing loans thereby reducing the effective cost of borrowing. Certainly,
reduction of inferest rates on housing loans would bring salutory changes fo the
investment planning of o large sector of our dlients, who are not yet exposed to
the formal housing finance due to affordability.

The future growth possibilities in the real estate sector, we believe, also lies in the
public-private partnerships, where the government can initiate large-scale
projects, particularly for the middle and lower middle-income secfions of society,
involving the private developers ond the housing finance institutions. In this
connection, we would like fo recoll the inihative taken by DBH with the concerned
gowt. authorities and controlling bodies on the possibility of implementing such
public-private parterships. DBH would be proud fo actively contribute in any such
endeavour faken for the benefits of the larger sections of people in the society

Under such an orrangement, the government would provide serviced land to
eligible developers possibly through competitive bidding for building apartments
for the middle and lower middle-income groups of people, and the housing
finance institutions can finance both the construction and individual loans o the
projects, either through single financing window or through syndicated approach.
As the leading housing finance institution in the private

sector, DBH would always be willing to porticipate in it all

through the inifiatives.

We would like to recall the prominent role of the recl
estate seclor as fo the point that housing is o
commitment fo the communily, a commitment to the

ownership will strengthen our communities, and in
turn would work as the cornerstone to revilalise the
economy of Banglodesh.

We strongly believe that through fruithul
intaroctions, oll of the concemed parties
reloted with the real estote seclor can stond
on a eommon platform, where we can work
together to make the dream of home
ownership a reality for millions of hard-
working families, particularly in the
bockdrop of todays sprawling
growth in urbanisation.

The avthor Mre (). M. Shariful Alaws the

Managing Director of Delta Brac
Houring Finance Corporarion Lid
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Warm Wishes for a Successful Future.
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