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1.1 Background of the Study
The people of this country are deeply committed to Islamic way of life. Naturally, it remains a deep cry in their hearts to fashion and design their economic lives in accordance with the precepts of Islam. The establishment of Islami Bank Bangladesh Limited it is committed to conduct all banking and investment activities on the basis of interest-free profit-loss sharing system. People working abroad are remitting money into Bangladesh.But the general public along with others most likely to get involved in Foreign Exchange & Inward Transaction does not have a clear understanding there of Exposing foreign exchange & Inward Transaction practice is the pursuit of this report.
1.2 Rationale of the Study

In our economy, there are mainly three types of schedule commercial banks are in operation. They are nationalized commercial banks, local private commercial banks and foreign private commercial banks. Islami Bank has discovered a new horizon in the field of banking area, which offers different General Banking, Investments and Foreign Exchange banking system. So, I have decided to study on the title “Analysis of Different Modes of Investment of Islami Bank Bangladesh Limited (IBBL)”.Because the internship program of the university is an integral part of the BBA program. This also provides an opportunity to the students to minimize the gap between theoretical and practical knowledge.       

 1.3 Objectives of the report 

The first objective of the report is to fulfill the partial requirement of the BBA program. Secondly, to give an overview of Islami Bank Bangladesh Limited (IBBL) in general based on our work experience. The objectives of the report are:

· To understand Islamic view in banking sector and to find out the superiority of Islamic banking over conventional banking. 

· To analyze Islami banking practice of Islami Bank Bangladesh Limited.

· To understand the various functions of Islami Bank Bangladesh Limited like general banking, Investment and Foreign exchange. 

· To find out the problem and how to improve the performance of the IBBL. 

· To make recommendation to eliminate the problems faced by Islami Bank Bangladesh Limited on it’s over all activities.

1.4 Scope of the report

The scope of this report is confined to foreign exchange & Inward Transaction practice in Islami Bank Bangladesh Limited (IBBL). It should only cove how the bank manages import-export process as well as foreign exchange & foreign remittance.
1.5 Limitations of the study 
· Shortage of time period

· Busy working environment

· Insufficient Data

· Secrecy of Management. 
 1.6 Methodology
The study requires a systematic procedure from selection of the topic to prepare the report. To prepare the report data sources are to be identified and collected, data to be classified, analyzed, interpreted and presented in a systematic way and it is must to find out the key points. This overall process of methodology is given in the below which has been follow to prepare the report. 

I. Topic selection: After an intensive fifteen (15) days training from IBTRA. With the discussion with our course coordinator we decide to make our report on “A study on Over all activities & performance of IBBL” 

II. Identifying data Sources: The report is prepared by using both primary and secondary data. But secondary data is mostly use to prepare this report. 
Primary sources: Some required & important information came from primary sources. These sources are:  

I. Interviews and conversations with officers and executives of the bank from different divisions and departments. 

II. official records of Islami Bank Bangladesh Limited (IBBL)

III. Observations of the work done by the different department. 

Secondary sources: Most of the parts of the report and conceptual part have been collected from different secondary sources. Some of these secondary sources are:

I. Annual Report of IBBL 

II. Different circulars issued by the IBBL

III. Class notes of IBTRA.

IV. Different journals and articles.
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2.1 An overview of the organization

Establishment of Islamic Development Bank (IDB) by the OIC member states in the year 1975 has been proved to be a breakthrough in the expansion of Islamic Shariah based finance and specially banking throughout the world. As a founder member of IDB, the Government of Bangladesh also had the commitment to establish Islamic banks which was reflected in different steps taken by the governments of the country. The OIC members consented to the proposals to introduce Islamic economy and banking in their respective countries held in the foreign ministers’ conferences in 1978 and 1980 in Dakar and Islamabad respectively. In the year 1981, OIC in its 3rd summit held in Makkah approved the proposition submitted by Bangladesh to introduce separate banking system following Islamic ideology. As per decision, the GOB sent representatives to the Middle Eastern countries to learn the existing banking systems in those countries.
2.2 Mission, vision, strategy statement

 Mission of IBBL

· To Establish Islamic Banking through the introduction of welfare oriented banking system and also ensure equity and justice in the field of all economic activities, achieve balanced growth and equitable development through diversified investment operations particularly in the priority sectors and less developed areas of the country. 

· To encourage socio-economic uplift and financial services to the low-income community particularly in the rural areas. 

 Vision of IBBL
The Vision of IBBL is to always strive to achieve superior financial performance, be considered a leading Islamic Bank by reputation and performance. 

· IBBL goal is to establish and maintain the modern banking techniques, to ensure the soundness and development of the financial system based on Islamic principles and to become the strong and efficient organization with highly motivated professionals, working for the benefit of people, based upon accountability, transparency and integrity in order to ensure stability of financial systems. 

· IBBL will try to encourage savings in the form of direct investment. 

· Also try to encourage investment particularly in projects which are more likely to lead to higher employment.

Strategy Statement 

2011 Year of welfare & green banking.

  2.3 Corporate Information

                                                (As On 31 December, 2010)

	Date of Incorporation
	13th March, 1983

	Inauguration of 1st Branch
(Local office, Dhaka)
	30th March, 1983

	Formal Inauguration
	12th August, 1983

	Share of Capital
	

	Local Shareholders
	41.77%

	Foreign Shareholders
	58.23%

	Authorized Capital
	Tk.20,000 Million

	Paid-up Capital
	Tk. 7,413.12 Million

	Deposits
	Tk. 291,347.00 million



	Investment
(including Investment in Shares)
	Tk. 292084.00 million

	Foreign Exchange Business
	

	Import
	Tk. 246,281.00 million

	Export
	Tk.148,421.00 million

	Remittance
	Tk. 214,629.00 million

	Branches
	

	Total number of Branches
	251

	Number of AD Branches
	43

	Number of Shareholders
	52164

	Manpower
	10068


2.4 Composition of the board

The board of direction consists of 15 non-executive members .The number of board members is within the maximum limit set by the central bank .The board is composed of experienced members with diverse professional experiences .The board members are independent who express their views & opinions free from any  influence. The directors are also independent from management, business/other relationship of the bank that could  materials interfere the activities of the bank. The decision making process and practices are based on free exchange of views to make effective directors for the management which is one of the key responsibilities of the board.

2.5 Capital and reserves 
The Authorized Capital of the Bank is Taka 10,000.00 million and Paid-up capital is Taka 7,413.00 million in October, 2010. The Paid-up Capital was Taka 67.50 million in 1983. 
The Reserve Fund of the Bank has been increasing steadily. on 31st December 1983, it was Taka 0.36 million and stood at Taka 13,927.96 million as on 31st December 2009 .

 2.6 Milestones in the development of the organization

The principles and working procedures of Islamic Banks are completely new and different from the conventional banks. There is an inevitable need for training of the employees of the banks to orient and attune them to the new system of Islami banking. To cater to this need, Islami Bank training and Research Academy (IBTRA) was established in 1984, soon after the inception of the Bank. 
The activity of IBTRA covers both training and research on various aspects of Islamic banking. The Academy developed a rich library of its own with a treasure of valuable books on different subjects including Islamic economics, banking, comparative philosophies and journals of home and abroad and research articles and documents. Employees of the Bank, learners and researchers have been taking full advantage of the library. 

The Academy edited books on "Readings in Islamic Banking" and "Investment Operations". It also edited and published a brochure on "Investment and Trade Opportunities in Bangladesh."  

Keeping in view the existing and future training requirement of the Bank and also to generally cater such needs of different Islamic banking & financial institutions of the region, the management of Islami Bank Training and Research Academy has been placed at the disposal of an Academic Council consisting of 3 Directors of the Board, Management Executives of the Bank, Shariah scholar, renowned academicians and representatives of reputed institutions engaged in the training of bank officials of the country. 
The Academy conducts training courses, and workshops. The courses include Islamic Banking, Banking Law and Practice, Investment Operations and Management, Foreign Trade and Foreign Exchange, Shariah Based Audit and Inspection.
Besides, orientation, induction, foundation and motivation courses on different subjects are also conducted round the year. In addition to conducting regular training courses, it arranges seminar on Islamic economics and banking and such other related topics of current interest.
Apart from this, an "Executive Development Programme" has been introduced at the Head Office of the Bank in Dhaka since 1988 for enriching knowledge and thought 

process and developing professional skill of the Executives. This programme has proved to be effective and now being extended outside Dhaka. The Academy conducts internship courses for the students of different Departments of various Universities of the country. The Bank introduced annual award for the best three students of the Department of Banking and Finance of Dhaka University who secure 1st class 1st, 2nd and 3rd with 'Islami Banking' as special subject from the year1994. 
The Bank is also providing financial assistance for publication of a textbook on 'Islamic economics and banking' for the university students.  

Besides, a motivational programme has been introduced since 1987 for the clients of the Bank. Client-orientation programme are arranged at different branches for disseminating the concept of Islamic economics and banking and to acquaint the clients with the operations of Islamic banking system. 
The Bank, in 1993, co-sponsored a 3-day International Seminar on 'Islamic Common Market' in which scholars, economists, bankers, industrialists and representatives of trade bodies of 15 countries participated. The Bank, with the collaboration of International Association of Islamic Banks (IAIB), organised an International Seminar on Islamic Banking in1985 and another International Seminar on Islamic Banking and Insurance in 1989.

 2.7 Management structure
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                                  Figure 1: Hierarchy of IBBL
2.8 Risk management
The management of Islami Bank limited acknowledges that risk is an integral part of business and attaches the importance to various risk involved in the banking business .The board of the bank has also endorsed the view of the management and instructed to implement the same in line with the directives of Bangladesh Bank .The bank has also taken initiatives to structure the banking activities in line with Bangladesh Bank’s risk management at guidelines.

The bank management of the bank cover a wide spectrum of  risk  issues and the 6(six) core risk areas of banking, investment risk, asset liability management risk, 

internal control & compliance risk, money laundering risk & information technology risk, foreign exchange risk gave already been implemented by IBBL. 

Now skilled and senior professionals man the risk areas. Accordingly, the Board of directors of  IBBL has approved 6(six) risk management polices  guidelines on the above . The management shall pay special attention to reduce the risk to an acceptable level apart from prudent controls over the banks assets.
 2.9 HRD
	Human Resources Division
In-charge:  Abdus Sadeque Bhuiyan, Executive Vice President


	Division / Department
	In-charge
	Designation

	Administration and Personnel Planning Department
Discipline and Appeal Deptt.
Staff Welfare and Training Department
	O N M Abdul Hannan 

Abdus Sabur Khan
1. Nazimuddin Ahmed Khan (Staff Welfare) 

2. Mohammad Jalaluddin (Training)
	Vice President
Asstt. Vice President
Asstt. Vice President
Vice President

	 Board Secretariat Division
	 Md. Shouquat Ali
	 Executive Vice President

	 Research, Planning & Development Division  
	 Md. Shah Jahan
	 Executive Vice President

	 Rural Development Division
	 Md. Obaidul Haque
	 Senior Vice President

	 

Share Department
	 Md.  Abdur Rahman Banerjee
	 Senior Vice President


2.10 District-wise Branch distribution
1. Dhaka Division

2. Chittagong Division

3. Khulna  Division

4. Rajshahi Division

5. Barisal Division







6. Sylhet Division  

	Category
	2005
	2006
	2007
	2008
	2009 
	2010

	Total Branch
	169
	176
	186
	196
	224
	251
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Profit & Loss Account

For the Quarter ended 31 March, 2010 (Un-Audited)

Particulars

Investment Income
Profit Paid on Deposits
Net Investment Income

Income from Investments in Shares & Securities

Commission, Exchange & Brokerage Income
Other Operating Income

Total Operating Income

Operating Expenses

Salary & Allowances

Rent, Taxes, Insurances, Electricity etc.

Legal Expenses

Postage, Stamps and Telecommunication etc.
Stationery, Printing and Advertisement etc.
Chief Executive's Salary & Fees

Directors' Fees & Expenses

Shariah Council's Fees & Expenses

Auditors' Fees

Charges on Investment Losses

Depreciation and Repair to Bank's Assets
Zakat Expenses.

Other Expenses

Total Operating Expenses

Profit/ (Loss) before Provision

Provision for Investments & Off- Balance Sheet ltems -
Provision for diminution in value of Investments in Shares =

Other Provisions
Total Provision

Total Profit/(Loss) before Taxes
Provision for income Taxes:

Current Tax

Deferred Tax

Net Profit/ (Loss) after Tax

Retained Earnings from previous year/period
Add: Net Profit after Tax

Profit avallable for Appropriation

Less: Appropriation

Retained Earnings
Earnings Per Share (EPS)

(Md. Habibur Rahman Bhuiyan, FCA)
Executive Vice President (FAD)

Amount in Taka

January to January to
Note _March 31,2010 _March 31,2009

11.0 5,602,084,260 5,124,570,000
420 _ (3377291445) _ (37280820000

2,224,793,115 1,843,650,000
32,250,000 *

13.0 900,513,174 732,000,000

14.0 84,378,385 107,240,000

3,241,934,674 2,682,890,000

596,516,541 563,035,000
15.0 49,130,088 38,030,000
2,729,139 2,380,000
16.0 19919312 24,500,000
17.0 5,743,808 6,380,000
945,000 945,000
1,282,505 1,520,000
98,620,594 81,400,000
43,107,500 33,107,500
18.0 115,732,996 113,292,500
933,727, 854,590,000
2,308,207,214 1,828,300,000
372,500,000
- 372,500,000
2,308,207,214 1,455,800,000
980,988,066 822,740,000

9,000,000

1,318,219,148 633,060,000

1,318,219,148 633,060,000
1,318,219,148 633,060,000

19.0 21.34 10.25

(M. Fariduddin Ahmed)
Managing Director
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Balance Sheet
As of 31 March, 2010 (Un-Audited)

Amount in Taka
— as of
December 31,
Note Merch 31,2010 2009
PROPERTY AND ASSETS
Cash in Hand 1.0 33,663,630471 37, 668
Cash in hand (including foreign currency) 2,677,914,320 2,480,772,445
Balance with Bangladesh Bank & its Agent Bank(s) 30,985,616,151 35,004,896,001
(including foreign currency)
Balance with other Banks & Financial Institutions 9,194,185,898 7,678,373,370
In Bangladesh 6,262,142,574 5,858,578,561
Outside Bangladesh 2,932,043,324 1,819.794,819
Placement with Banks & other Financial Institutions - -
Investments in Shares & Securities 14,863,710,399 _ 11,136,610,399
Government 14,839,100,000 (| 11,112,000,000
Others 24,610,399 | 24,610,399
Investments 20 220,930,272,116  214,615,801,272
General Investments etc. 207,199,235,285 || 202,885,879,274
Bills Purchased & Discounted 13,731,036,831 11,729,921,998
Fixed Assets including Premises 6,538,286,914 6,512,363,381
Other Assets. 3.0 3,528,656,470 874,022,838
Non - Banking Assets - =
Total Assets -288,718,642,268 302,839,706

(Md. Habibur Rahman Bhuiyan, FCA) (M. Fariduddin Ahmed)
Executive Vice President (FAD) Managing Director
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Islami Bank Bangladesh Limited
Cash Flow Statement

(Main Operation)
For the year ended 31 December 2010

Cash Flows from Operating Activities Nows Taka Taka

Investment Income [ 24,752.454,960 21.370.531,603
Frofit Paid on Deposits (13.825.848.462)||  (12719.016.280)
income/ Dividend receipt from Investments in Shares & Securites | 234876330 270,136,905
Fees & Commission receipt in Cash 3,982,778.565 || 3,437,201,409
Recovery from written off investments | 250855697 | 200,605,086
payments to Employees | (4,290,741,029)] (3,153,348,585),
Cash Payments to Suppliers (188,070,040) | (148,950578)
income Tax Paid | (3.218,920,701) (3,57,024,602)
Receipts from other Operating Activities 661,278,500 || 280,355,938
Payments for other Operating Activities { 1,287,595,449) (987,852,859)
(i) Operating Profit before changes in Operating Assets 7,076,168,371 4,952,638,037
Changes in Operating Assets and Liabilities
Increase/Decrease of Statutory Deposits ] B
Increase/Decrease of net Trading Securities | = il -
Increase/Decrease of Placement to other Barks = -
Increase/Decrease of Investments to Customers | (46.609,329,754) (34,561,865,540)
Increase/Decrease of Other Assets (1,499,325.807)| 202,322,221
Increase/Decrease of Deposits from other Banks i 55,383,508 72,185,749
Increase/Decrease of Deposits received from Customers 47,587,074,429 ‘ | 41,096.535,210
Increase/Decrease of Other Liabiliies account of Customers | - -
crease/Decrease of Trading Liabilities = =
Increase/Decrease of Other Liabilities | (1,280,236,192) (927,808,342)
(i) Cash Flows from Operating Assets and Liabilities (3,746,433,816) 581,369,298

Net Cash flows from Operating Activities ()=
Cash flows from Investing Activities

3,329,734,555 11,534,007,335

Proceeds from Sale of Securities | - -
Payment for Purchase of Securities/BGIIB a DOODOODOO)‘ | (3,000,000,000)
Payment for Purchase of Membership (589,200,221) -
Purchase/Sale of Property, Plants & Equipments | (553,519,999) || (323,467,115)
Purchase/Sale of Subsidiaries =l =
Net Cash flows from Investing Activities (8) (2,142,720,220) (3,323,467,115)

Cash flows from Financing Activities

Receipts from issue of Debt Instruments T 5 g
Payment for redemption of Debt Instruments g
Receipts from issuing Ordinary Share/ Rights Share |

Dividend Paid in Cash _(617.760.000)| L

Net Cash flows from Financing Activities(C) (617,760,000) 0

Net Increase/(Decrease) in Cash (A+B+C) 569,254,335 8,210,540,220

Add/(Less): Effects of Exchange Rate Changes on Cash & Cash Equivalent - -

Add: Cash & Cash Equivalents at beginning of the year 45,164,041,816 36,953,501,596

Cash & Cash Equivalents at the End of the Year 420 45,733,296,151 45,164,041,816

The annexed note form an integral part of the Cash Flow Statement.

Wid. Shahidul Islam Md. Abdus Salam FCA, FCS. Prof. NRM Borhan Uddin Ph.D Mohammad Abdul Mannan
Director Director Director Managing Director

This s the Cash Flow Statement referred to in our separate report of even date.

Dhaka A. Qasem & Co. ACNABIN

24 March 2011 Chartered Accountants Chartered Accountants
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 3.1 General banking
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3.1.1 Account opening section
Account Opening is the gateway for clients to enter into business with bank. It is the foundation of banker customer relationship. This is one of the most important sections of a branch, because by opening accounts bank mobilizes funds for investment. Various rules and regulations are maintained and various documents are taken while opening an account. 

Who can open an account?
· Person over 18 (Eighteen) years.

· Account of club

· Account of associations 

· Account of agent 

· Govt. & Semi govt. organization 

· Liquidators 

· minors 

· Married Women 

·  Illiterate

· Firms 

· Co-operative

· Non-resident and so on. 

3.1.2 Documents for opening some special account    
One who want to open an account, He/She has to fill up an account opening form. This form is a legal contract between the bank and prospective customers. The rules and regulations for opening of an account vary from customer to customer, if he wants to open different types of accounts. to open different types of account of the people who can introduces of the following requirements which are mentioned below: 

· Bank provides account opening form to the prospective customer or applicant.

· Applicant fills up the form.

· An applicant submits the form dully signed by an introducer. 

· The authorized officer scrutinizes the application form. 

· If they are satisfied, they will open the account. 

· They issue deposit slip and deposit must be made it. 

· After deposition one cheque book is issued. 

· Bank preserves the specimen signature card to verify the signature of the client. 

· Account is opened. 

3.1.3 Limited company  
i. Copies of Memorandum and Articles of Association duly certified by the Register of JSC with up to date amendment & list of director.

ii. Duly attested copy of Certificate of Incorporation issued by the RJSC.

iii. Certificate of Commencement of Business (in case of public Ltd. Co.) .   

iv. Resolution of Board of directors authorize the person / persons / to open & operate the A/C.

v. Common seal of the company mentioning status of operator(s) should be affixed where necessary. 

 3.1.4 Club society
i. Constitution/Buy-Laws etc. under which such Clubs & Societies have been established.  

ii. Resolution of the Board/Management Committee for opening & operation of the account under official seal & signature to be obtained.

iii. List of Executive  Committee/Managing Committee.

iv. Seal of the organization mentioning official status of the officer bearer authorized to operate the account should be affixed. 








3.1.5 Savings account individual or joint 

Individual Accounts:

· Genuine and acceptable introduction 

· Attested photographs of the applicant 

· Certificates from the chairman / commissioners or any responsible person

· Photocopy of National ID card

· Certificate of incorporation. 

· Certified copy of resolution of the board of directors regarding opening of account.

· List of directors under the signature of the chairman 

· Copied of latest financial statement / transaction profile. 

Joint Accounts:

Accounts are allowed to be opened in two or more (individual). Documents required are similar to those applicable to Individual Accounts. In case of Joint Accounts special instruction for opening the accounts must be mentioned in the A/C opening form, like either or survivor, any one can operate Jointly etc.   

 3.1.6 Other products and services
I. Mudaraba Savings Account (MSA) 

II. Mudaraba Short Notice Deposit Account (MSND)

III. Mudaraba Monthly Profit Deposit Scheme (MMPDS)

IV. Mudaraba Savings Bond scheme (MSBS)

V. Mudaraba Muhor Savings deposit Scheme (MMSDS)

VI. Mudaraba Special Savings (pension) Scheme (MSS) 

VII. Mudaraba Hajj Savings  

VIII. Mudaraba Waqf Cash Deposit Account 

IX. Mudaraba Foreign Currency Deposit Scheme 

3.2 Remittance in Bangladesh
Transmission/transfer of money from one place to another is called remittance. Local remittance represents remittance that takes place within the territory of a country.
In spite of global financial crisis and return of our expatriates to a good number, the foreign remittance position was outstanding in 2010. IBBL with its sophisticated software, motivated and efficient employees has consolidated its position as the market leader in foreign remittance with 10% growth in 2010 as against 39% growth in 2009. IBBL handled 27.66% of foreign remittance of the country in 2010 as against 11.61% handled by the next competitor Sonali Bank Ltd. 

The total remittance business of the bank during the year stood at Tk.214, 629 million which was Tk.19, 913 million higher than the total remittance of Tk.194, 716 million received in 2009.
.                                  
                                                Table – 1: Remittance in IBBL

	Particulars
	2006
	2007
	2008
	2009
	2010



	Remittance

(Million In Taka)
	53,819
	84,143
	140,404
	194,716
	214,629
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                          [Figure: 2 Foreign Remittance of IBBL 2006-2010]

IBBL has got 919 correspondent banking networks in 117 countries for smooth handling of its foreign trade and remittance business. 

Remittance mainly two types:

1. Inward Remittance

2. Outward Remittance 
3.3 Local Remittance
  
Banks has a wide network of branches all over the country and offers various types of remittance facilities to the public. They serve as best media for remittance of funds from one place to another. This service is available to both customers as well as non-customers of the bank. The followings are some of the important modes of transferring funds from one to another through banks. 

Remittances have been growing rapidly in the past few years and now represent the largest source of foreign income for our country. 

 The official data on the inflow of remittances into Bangladesh refers to the transfer of funds made by migrant workers through the banking channel is called inward remittance. Inward remittance mainly transfers in IBBL through some modes. Such as-

· Telegraphic Transfer 

· Demand Draft 

· Spot cash 

· Foreign Demand Draft 

· Foreign Currency Account etc.

3.3.1 Pay order issue
Pay order is and instrument that is used to remit money within a city through banking channel the instruments are generally safe as most of them are crossed.

Charges for Issuing pay order:

	Tk. 1 to 10,000
	Tk. 18/-

	Tk. 10,001 to 1, 00,000
	Tk. 23/-

	Tk. 1, 00,001 to 5, 00,000
	Tk. 35/-

	Tk. 5, 00,001 to 10, 00,000
	Tk. 46/-

	Tk. 10,00,001 and Above
	Tk. 58/-


Vat: 15% of principle amount 

3.3.2 Demand draft issue 

Demand Draft is very much popular instrument for remitting money from one corners of a country another. The instrument is basically used for transfer and payment. Difference between pay order and demand draft is in terms of place only payment order is used for remitting money within the city whereas demand draft is used for within the country demand draft too constitutes current liability on the part of a bank. At IBBL demand draft is not sold to people other than its customer.  

Charges for issuing Demand Draft

	Tk. 1 to 10,000
	Tk. 23/-

	Tk. 10,001 to Above
	Tk. 1 for every 1,000


Vat: 15% of principle amount.  

3.3.3 Telegraphic transfer

Telegraphic Transfer (T.T)

Telegraphic transfer is one of the fastest means of transferring money from one branch to another or from one to another. The T.T issuing bank instructs its counterpart by tested telex message regarding remittance of money. No instrument is given for T.T unless both parties have account, as money is transferred. 

                                                      Charges for issuing T.T
	Tk. 1 to 10,000
	Tk. 20/-

	Tk. 10,001 to Above
	Tk. 1 for every 1,000

	Telephone Charge
	Tk. 30/-


Cash Section

Cash section demonstrates liquidity strength of a bank. It also sensitive as it deals with liquid money. Maximum concentration is given while wording on this section. As far as safety is concerned special precaution is also taken. Tense situation prevails if there is any imbalance in the case account. Operation cash sections are: 

· Cash receipt 

· Cash Payment 

· Issuance of Cheque book 

· Passing Cancellation & Payment of Cheque.

3.3.4 Mail transfer 

IBBL has operating its service with 215 branches .Online service is now available for all customers both cash deposit & withdrawals cheque deposits & transfer.



  

3.4 Clearing section
Clearing Section
The main function of clearing section is to operate with safety and security of financial transaction of financial instrument like Demand Draft, Pay order, Cheque etc. on behalf of the customer through Bangladesh bank clearing House, outside bank clearing, inter branch clearing. This section examines in the following ways: 

· Whether the paying bank within the Dhaka city

· Whether the payment is in their own branch. This cheque can be cleared by Local Bill of Collection (LBC).

· Whether the paying bank outside the Dhaka city then that cheque can be cleared by OBC (outward bills for collection). 

· Clearing

Clearing is a system by which a bank can collect customers fund from one bank to another through clearing house. 

· Clearing house 

Clearing house is a place where the representatives of different banks get together to receive and deliver cheque with another banks. 

Normally, Bangladesh Bank performs the clearing house in Dhaka, Chittagong and Khulna & Bogura .Where there is no branch of Bangladesh Bank, Sonali Bank arranges this function. 

Member of clearing house
Islami Bank Bangladesh Ltd. is a scheduled bank. According to the article 37(2) of Bangladesh bank order, 1972, the banks, which are the member of the clearing house, are called as scheduled banks. The scheduled banks clear the cheque drawn upon one another through the clearing house.  

Inward Clearing

When the cheques of its customers are received for collection from other banks, the following should be checked very carefully:  
· The cheque must be crossed. 

· The collecting bank must check whether endorsement is done properly or not. 

· The cheque should not carry a date older than the receiving date for more than 6 months. 

· The amount both in words and figures in deposit slip should be same and also it should be conformity with the amount mentioned in words and figures in the cheques. 

· Entry in the IBG register & also IBC number is given. 

Outward Clearing

When the financial instruments like Payment Order ,Demand Draft, Cheques collected by specific branch within the Dhaka city and not of their own branch then the outward clearing will be functioned. The procedures of outward clearing are followed:    

· The instruments with schedules to the Local branch of Islami Bank Bangladesh Ltd. with issuing an IBDA (Inter Branch Debit Advice). 

· Clearing stamps are affixed on the instruments. 

· Checked for any apparent discrepancy. 

· The authorized signature endorses instruments. 

· Endorsement gives payees account will be credited on realization. 

· Particulars of the instruments and vouchers are recorded in the outward clearing register and OBC number is also given on the forwarding letter. 

Responsibility of the concerned officer for the clearing cheque 

1) Crossing of the cheque 

2) Computer posting of the cheque

3) Clearing seal & proper endorsement of the cheque 

4) Separation of the cheque from deposit slip 

5) Sorting of cheque 1st bank wise and then on branch wise. 

6) Computer print 1st branch wise & then bank wise. 

7) Preparation of 1st clearing house computer validation sheet. 

8) Examine computer validation sheet with the deposit slip to justify the computer posting. 

9) Copy of computer posting in to the store. 

3.5 Cash section

Cash section demonstrates liquidity strength of a bank. It also sensitive as it deals with liquid money. Maximum concentration is given while wording on this section. As far as safety is concerned special precaution is also taken. Tense situation prevails if there is any imbalance in the case account. Operation cash sections are: 

· Cash receipt 

· Cash Payment 

· Issuance of Cheque book 

· Passing Cancellation & Payment of Cheque .

Cash Receipt
· Cash receipt functions are directly handled by receiving cash. 

· Clients have to fill up the pay slip clearly. Any discrepancies like cutting, erasing, overwriting should not be acceptable. 

· It might be acceptable only it the depositor entrust his / her error by giving a signature beside that error which was done unwillingly. 

· After revising all the information needed for receiving cash ( Amount in figure, wording of that amount, date, signature, full name, A/C no etc) carefully, the authorized officer receive the cash.    

· Carefully count down the amount received and match that amount with the amount mentioned in the payment slip. 

· Officer has to maintain a register book for the documentation of cash receipt. 

· The registrar book contain the following heads i.e. serial no, account no, amount received, signature of the depositor (verification of A/C holder’s signature is not too much mandatory) and officer’s signature. 

· Then the officer writes down serial number and paste the seal on both the side of that slip.

· The officer then sign on the posted seal and upon the head “Officer”.

· Last of all cut down the right of that slip and preserve it for posting or crediting client’s A/C after the transaction period (10.00 am to 4.00 pm).

Cash Payment

Cash payment function may be very much complicated because there is scope for making fraudulent activities. Both the client and the bank’s officers should always active about payment slip or cheque slip. Clients are always advised to keep cheque book in safe guard and it should always be filled just before withdrawal of cash. If cheque book is lost or stolen, clients should immediately order bank to stop payment against that account. Without any prior notice to stop payment, bank will not be liable for any kind of discrepancies. Payment of cash is done through three sequences. They are as in below: 

Cutting Token

· A register book is maintained for cutting token.

· Respective date should be marked first.

· Serial number should be posted previously to lessen the time because it’s a very busy segment of banking. 

· Validity of the cheque should be carefully verified (validity of date- within 6 months, amount in figure and word, banks and branch name etc.)

· Whether “yourself” is written on the face of the cheque leaf or not. 

· Account holders have to sign on required place as well as back side of the leaf (mandatory if bearer receives cash). 

· If the account holder sends the bearer to receive cash, the leaf must be signed by the account holder and bearer name should be clearly written on the leaf at the required place. Both the bearer and account holder should sign on the leaf. Bearer will sign back to the leaf. 

· Whether the leaf is “open” or “crossed”. If it is crossed, the bearer cannot withdraw cash. 

· Now if the above things are ok, token can be cut down. 

Checking payee’s Account through computer 

· Clients have to resubmit their leaf (other than token) in the computer counter. 

· Authorized officer enter the account number into eIBS (specialized software for IBBL). 

· If the account balance agree with the withdrawal of the amount of money (remaining the minimum balance), authorized officer debits the party’s account and credits the same to IBG account. 

· If the operation is done by successfully, computer automatically gives an transaction ID. 

· It should be written on the leaf with authorized signature. 

· Then the authorized officer will pass it to another officer to verify the signature (scanned copy of card carry the picture & signature of the clients). 

· After verification is done, it is then sent to the respective officer (with the seal “signature verified” and authorized signature) to pay the cash amount. 

 Payment of cash 

· Cash payment functions are directly handled by the paying cash counter. 

· Respective officer call upon clients according to the token number. He maintains a register book also. It contains serial number, account number, account holder signature and authorized signature. 

· After justifying the amount of withdrawal, payment will be made and cash payment seal will be posted with authorized signature & serial number.  
3.6 Dishonor of cheques
IBBL bankers can dishonor a cheque in the following situations: 

· Insufficient Fund 

· Amount in figure and word differs

· Cheque out of date / post dated. 

· Drawer’s signature differs

· Payment stopped by Account holder  

· Crossed cheque to be presented through a bank 

· Payee’s endorsement required / Irregular / Illegible. 

· Effects not cleared. May be presented again. 

· Alternations in date / figure / words required drawer’s full signature. 

· Clearing stamp required / requires cancellation / endorsement of the bank. 

· Cheque crossed “Account payee only”. 

· Collecting bank’s discharge irregular / require. 

· Not drawn on us. 

3.7 Deposit section 

Principles of Deposit Collection 

Deposit is the life blood of a bank. From the history and origin of the banking system we know that deposit collection is the main function of a bank.  IBBL collect deposit based on the following principles

· Al-Wadia Principles 

As per Shariah “Amanat” means to keep something to any reliable person / institution for safe and secured preservation of the same keeping its ownership unchanged and which will be returned to the owner of the fund on demand as its primary shape. In case of Amanat bank or any other person / institution can not use investment and amalgamate the fund of Amanat with the banks with any prior permission of the owner of the Amanat. But Al-Wadia principle indicates to some extend addition of the concept of Amanat, in which there is, a provision to obtain prior permission from the owner of the fund to use, invest, and amalgamate the said fund with their other funds and return the same within banking hour on demand. Bank is here muaddah and depositor is muaddi.        

· Mudaraba Principles 

Mudaraba is a form of partnership where one of the contracting parties called the ‘Shahib-Al-Mal”, who provides a specified amount of capital and acts like a sleeping or dormant partner while the other party, called ‘Mudarib’ (Entrepreneur) who provides the entrepreneurship and management for carrying on any venture, trade, industry or service with the objective of earning profit. Under this arrangement profit is distribute under ratio and loss (if any) will be borne by “Sahib-Al-Mal’. 

Principles of Distribution of profit to Mudaraba Depositors

The principles of calculation and distribution of profit to Mudaraba depositors generally followed by Islami Bank Bangladesh Limited are as under:

· Mudaraba depositors share income derived from investment activities i.e. from the use of fund. 

· Mudaraba depositors do not share any income derived from miscellaneous banking services where the use of fund is not involved, such as communication, exchange, service charge and other fees realized by the bank in connection with sale and purchase of Demand Drafts, Telegraphic Transfers and Mail Transfer etc. 

· Mudaraba deposits get priority in the matters of investment over bank’s equity and other cost free funds. 

· Mudaraba depositors do not share any income derived from investing bank’s equity and other cost free funds. 

· The amount of statutory cash reserve and liquidity reserve which are required to be maintained with Bangladesh Bank is deducted from the aggregate balance of Mudaraba deposits to arrive at the net balance of profit sharing deposit. 

· The gross income derived from investment during the accounting year is. at first allocated to Mudaraba deposits and cost free funds according to their proportion in the total investment. 

· Minimum 65% is distributed to Mudaraba depositors applying the rates of weight- age shone below. Mudaraba depositor’s share of 65% of gross investment income might further be raised by the bank’s management at its discretion to rationalize the rates of profit to Mudaraba depositors but it would not be reduced during any accounting year without giving prior declaration. 

              Successfully mobilized Tk.291, 283 million deposits from 49,39,502 depositors. 
                                      Table – 2: Deposit of IBBL

	Particulars
	2006
	2007
	2008
	2009
	2010



	Deposit

(Million In Taka)
	132,814
	166,812
	200,725
	244,292
	291,283
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                [Figure: 3 Deposit Mobilization of IBBL 2006-2010]

The rest of gross investment income is retained by the bank as management fee for managing the investment and for making reserve for bad and doubtful investment 
3.8 Closing accounts
	                                          During 2011

	Closing :
	Tk. 800.50
	Closing :
	Tk. 804.00

	Highest :


	Tk. 879.00
	Highest :


	Tk. 900.00

	Lowest :
	Tk. 430.00
	Lowest :
	Tk. 380.00


 3. 9 Accounts section
Types of Accounts with Terms & Conditions

(a) Al-Wadiah Current Account :

AWCA accounts are unproductive in nature as far as banks loan able investment fund is concerned sufficient fund has to be kept in liquid form, as current deposit are demand liabilities. Thus huge portion of fund becomes no performing. For this reason banks do not pay any of AWCA account holder. Businessmen and companies are the main customer of this product. 

Terms & condition:

· The depositors can deposit any amount in this account. 

· Minimum opening deposits of Tk.1000/- is required 

· Depositors can withdraw any amount by cheque. 

· No profit is allowed in this account as it is on performing 

· The depositors will also not bear any loss

· Cheque, bills etc are collected in this account against commission 

Incidental charge Tk.50/- half yearly basis is deducted from the account where minimum balance is not maintained. Closing charge Tk.300/- will be realized while closing the account.

 Objectives: 

· To lessen the risk of holding big amount of cash 

· To make easier business transaction 

(b) Mudaraba Savings Account 

As per Bangladesh Bank instruction 90% of savings deposits are treated as time liability and 10% of it as demand liability. In IBBL there is a restriction about drawing money from MSA account. But any time account holder may draw any amount of money with prior notice. General house holder and individuals are the clients of this account. 

Terms & Condition 

· Money can be deposited in transaction period of any working day 

· Withdrawal is not possible more than 4 times in a month. 

· 1/4th of total balance or Tk. 100000 whichever is less is withdraw able

· More than the above mentioned money is to be withdrawn by a written notice. 

Objectives: 

· To lessen the risk of holding idle cash

· To mobilize saving attitude of people.  

(c) Mudaraba Short Notice Deposit Account 

MSNA account can be treated as semi term deposit. Deposit should be kept in these accounts for at least seven days to get profit. Profit of MSNA accounts is less than MSA accounts. Cheque book is issued them but frequent use of cheque book is discouraged. Governmental organization, big corporate house and banks are generally the clients of this account. The volume of this account is generally large and notice has to be given to draw money. 

                   Terms & Conditions:

· Withdrawal at any time is possible with prior notice. 

· Minimum balance should be kept Tk.25000/- other wise it will not carry any profit. It may be closed at any time. 

(d) Mudaraba Term Deposit (MTDR) 

 Fixed deposits are of two kinds:

I. Midterm deposit (MTD) – 3 months, 6 months 

II. Term deposit (TD)– 12 months, 24 months and 36 months 

Instrument whose maturity period is within one year are known as MTD and those above one year considered as term deposit. Calculation of profit on TD and provisioning regarding this is quite complicated issue. Profit ratio is frequently changed and local office informs to all branches of IBBL. Profit is calculated at each maturity date on the basis of this profit ratio and provision is made on that. Also at the month and provision of profit is made. 

 Terms & Conditions:
· Lower limit is Tk.50, 000/- upper limit is not declared but any abnormality should be enquired bay authorized officer.

Objectives:

· Encouraging all classes of people for depositing their gross idle money for a certain period and earns a profit. 

(e) Special Savings Schemes:

This is a deposit schemes based on Islamic Shariah principles where the depositor gets monthly profit out of his/her deposit / investment. The scheme is designed to attract: 

· The retirement benefits of service holders 

· The investment of wage earners who want to pay a fixed amount monthly to their families / dependants in Bangladesh from the profit of their investment. 

· The deposit of those persons who intend to meet the monthly budget of their families from the income out of their deposit. 

· Investment of fund of trusts and foundations that award monthly scholarship / stipends to students. 

· Parents who want to defray the educational expenses of their children from the monthly profit of their deposit with the bank. 

                      Terms & Conditions: 

· The depositors will be for a period of 5 years. The amount is refundable on maturity as per Mudaraba principles. 
· Under this scheme deposits will be received on Mudaraba principles in the amounts of Tk.100, 000/- and multiples of thereof. 
· Payment of profit:  The depositors will receive estimated monthly profit out of the share of investment income calculated on the basis of the weight age determined for such depositors and to be adjusted on completion of each accounting year and declaration of final rate of profit. 
· Depositors under Mudaraba monthly profit deposit scheme will be accepted strictly on Mudaraba principles of Islamic Shariah and accordingly the deposits so received shall also be invested as per Shariah principles. 
· The depositors must preserve the receipts properly and carefully. In case of loss or damage of the receipts, the depositors must inform the bank immediately for raking necessary precautions. 
· Profit of any accounting year will be declared after certifying the accounts of the bank by the auditors appointed by the shareholders in the Annual general Meeting (AGM). 
 Nomination: 

The depositor may nominate one or more persons as his/her nominee of the account. In case of more than one nominee, he should fix their respective share in the nomination 

· Minors may also be named as nominee. In such a case he may also give written instruction as to who so to receive the amount in the event of his death before the attaining of maturity of the nominee(s). 

· The depositor may at any time nominate a nominee canceling the previous nominee in writing.

 Pre-Mature Encashment:

Normally, the deposit will not be encased before 5 (five) years. But if any depositor intends to withdraw his deposit before maturity due to certain unavoidable reasons, he would be allowed to do so, on the basis of written application.  

(f) Mudaraba Savings Bond Scheme (MSBS)
· To offer investment opportunity to the people and institutions who do not like to keep their savings and funds in interest bearing deposit accounts or invest in interest bearing schemes. 

· To facilitate deposit and investment of funds of the wage earners and retirement benefits of the service holders. 

· To encourage savings by offering a safe and profitable investment outlet through sharing of a portion of the profit out of investment of their deposited money as per Islamic Shariah. 

· To extend the bank’s schemes for mobilizing of savings, generation of income, creation of employment and enhancement of wealth of the individual and the nation through profitable investment of these savings as per Islamic Shariah. 

· To encourage participation of the people in Islamic banking system and development of the economy in line with the principle of Islamic Shariah. 

Eligibility

· Person(s) aged 18 years and above shall be eligible to purchase Mudaraba Savings Bond(s) in single name or joint names. 

· Educational institutions, clubs, associations and other non-trading and non-profit socio-economic institutions shall also be eligible to purchase bond(s) in the name of the institutions. 

· Guardian(s) shall be allowed to purchase bond(s) jointly with a minor mentioning the age of the minor. Payment against such bond(s) shall be made on the basis of joint signature after the minor attains majority. 

· Father / mother / Legal guardian shall be eligible to purchase these bonds on behalf of one or two minors mentioning the name and age of the minor(s) and also instructions regarding payment encashment.  

      Terms & Conditions

· Mudaraba savings bond shall be available in Tk.1,000/-, Tk.5,000/-, Tk.10,000/-, Tk.25,000/-, Tk.50,000/-, Tk.1,00,000/-, Tk.5,00,000/- and Tk.10,00,000/- denominations. 

· Purchase ceiling of Mudaraba savings bond is minimum Tk.1, 000/-. Any amount of bonds can be purchased subject to availability. 

(g) Mudaraba Muhor Savings Deposit Scheme (MMSDS) 

Muhor is wealth, which a husband has to pay his wife, upon marriage. As per Islamic Shariah, it is compulsory for husband to pay this to his wife. But there are a good number of married men from all walks of life in our society who did not pay total Muhor to their wives. This scheme has been designed for all classed of people married particularly the professionals & service holders creating an opportunity for them to save in monthly installments according to their capability. 

Eligibility

· Any married citizen of the country with sound mind may open account in his wife’s name under MMSS by application in bank’s printed application form to be designed for this purpose. 

Objectives
· To make people aware about Muhor. 

· To help the women protecting their basic rights determined by Allah. 

Terms & Conditions 
· The scheme may be of two different terms: 5 and 10 years. 

· Accounts under this scheme may be opened for monthly deposits of Tk.500, 1000, 2000, 3000- 5000- only. 

· The account holder may nominate one or more persons as her nominee of the account. 

· Minors also may be named as nominee. In such a case she may also give written instruction as to who is to receive the amount in the event of her death. 

· The account shall be treated automatically closed if monthly installments are not deposited within the 25th day of each month. 

· If monthly installment falls in arrear within one year of the opening of the account and the deposits the same within the 25th of the following month with a written application showing valid reasons for such default, the account may be revalidated for operation.  

· If after on year of opening of the account 3 consecutive installments are not deposited, the account may be revalidated subject to deposit of all arrear installments within 25th day of the 4th month with a written application showing valid reasons for such default. 

· The client shall get 5 chances for 5 years accounts, 10 chances for 10 years account to revalidate the account. 

· In case of automatically closed accounts, the depositors shall get profit applicable as per terms. 

(h)Mudaraba Special Savings (Pension) Scheme (MSS)

Islami Bank Bangladesh Limited, in keeping with its welfare- oriented ideals based on Shariah principles, has developed a deposit pension scheme named MSS, in order to mobilize and encourage the middle and lower middle class professional and service holders to save as per their capacity for their old age when they will normally retire from their active service life who otherwise do not like to keep and investment their savings and funds in interest bearing deposit pension scheme. Due to lack of or limited scope for savings and investment in non-interest bearing schemes, most of these individuals either consume their savings / funds or spend the same in unproductive expenditures. thus a substantial amount of savings / funds remain out of the production cycle. 

Terms & Conditions     

· Accounts under this scheme may be opened for monthly deposits of Tk.100/- (only for RDS member) and Tk.200/- to Tk.20, 000 only. 

· For 5 years and 10 years. 

(i) Mudaraba Hajj Savings 

Islami Bank Bangladesh limited has introduced “Hajj Savings Scheme” so that persons eager to perform holy hajj may build-up savings through “Mudaraba Hajj Savings” account. 

Salient Features 
· Mudaraba Hajj Savings account can be opened in the name of the individual only. 

· Deposits in this account are received on the basis of Mudaraba principles of Islami Shariah. 

· No photography is required to open this account. 

·  The bank issues pass-book against this account. After deposit of each installment, the depositors must ensure that such deposit is recorded in the pass-book.

· The account holder must immediately communicate to the bank of any change if the address.  

(j) Mudaraba Waqf cash Deposit account

Mudaraba waqf cash deposit account is a special scheme through which savings made from earnings for the purpose of waqf by the well-off and the rich people of the society can be mobilize and the income to be generated there from may be spent for different benevolent purpose. Through the scheme the bank will be able to contribute to popularize the role of waqf in the country including cash waqf which will be instrumental in transferring savings of the rich to the members of the public, in financing various religious, educational and social service in Bangladesh. Under this scheme one can create cash waqf at a time or may start with minimum deposit of Tk.10, 000/- and the subsequent deposit shall be made by installment in thousand Taka or in multiple of thousand of Taka. Higher profit is given against this account. Profit from this account is utilized for social and human welfare as per instruction of the account holder. 

(k)Mudaraba foreign Currency Deposit account 

Mudaraba foreign currency deposit scheme has been introduced under Mudaraba principle and endeavoring to invest the foreign currency funds in profitable way through its foreign correspondent banks under Shariah principles as  to enable the bank to pay profit to its FC / PFC depositors, who will intend to open / maintain Mudaraba foreign currency deposit account in minimum $1,000 dollar. 

3.10 Credit & Risk Management (CRM)

Investment (Credit) risk is one of the major risk faced by the bank .This can be described as potential loss arising from the failure of counter party to perform as contractual agreement with the bank. The failure may result from unwillingness of the counter party or decline in his/her financial condition. Therefore, Bank’s Investment (Credit) risk management activities have been designed to address all these issues.

 3.10 .1 Loans and Investment

Qard Hasan (benevolent loan):Since interest on all kinds of loan is prohibited in Islam, a loan, which is to be given in accordance with the Islamic principle, has to be, by definition, a benevolent loan (Qard Hasan), i.e. a loan without interest. It has to be granted on the grounds of compassion; to remove the financial distresses caused by the absence of sufficient money in the face of dire need. Since banks are profit-oriented organizations, it would seem that there is not much scope for the application of this technique. However Islamic banks also play a socially useful role. Hence, they make provisions to provide Qard Hasan besides engaging in income generating activities. However practices differ in this respect. “Some banks provide the privilege of interest free loans to the holders of investment accounts at the bank. Some other banks have the provision to provide interest free loans to needy students and other economically weaker sections of the society. Yet, some other banks provide interest free loans to small producers, farmers, entrepreneurs who are not qualified to get financing from other sources .The purpose of these interest-free loans is to assist them in becoming financially independent or to assist in raising their incomes and standard of living” (Ausaf Ahmed 1992, p.86).
Objectives of loan classifications

1. Find out net work/adjusted capital of a bank.

2. Held for assessing financial soundness of a bank.

3. Calculate the required provision & the amount of profit suspense.

4. Put the bank on sound footing in order to develop sound banking practice in Bangladesh.

Importance of classification of investment:

1. To regularize follow-up & monitory activity.

2. To improve investment recovery position.

3. To raise a fund (reserved fun provision gradually this may help the bank to lessen the burden of investment loss in a single year.) 

4. To formulate and activating planning for future courser of action.  

3.10.2 Foreign exchange 

Foreign Exchange means foreign currency and it includes any instrument drawn, accepted made or issue under clause (13) Article 16 of Bangladesh Bank Order 1972.All deposits credits and balances payable in any foreign currency and draft travelers cheque, letter of credit and bill of exchange expressed  or drawn in Bangladeshi currency but payable in any foreign currencies.
According to the Article 2nd Foreign Exchange Act 1947:
Foreign Exchange means Foreign Currency i.e. Currencies other then Local Currency. It includes any instrument drawn, accepted, made or issued all deposit, credit and balances payable in any foreign currency.
A.
Foreign exchange deals with trading of foreign currency.

B.
Foreign trade deals with trading of goods and financing in import and export import and export. 
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  Dealing in foreign currency or foreign exchange is done by way of:
1. Cash over the counter: Cash currencies in the form of notes/coins/Travelers’ cheques are sold/purchased over the counter on spot basis Bank earns exchange income and commission.

2. Corporate dealing arising out of foreign trade import/export/foreign remittance
3. Independent trading to gain from the market.
3.10.3 Foreign exchange market and Bangladesh

The foreign exchange market is a market where conversions take place. Inter bank foreign currency /Exchange Market operate through electronic media using dealing room of Bank/ financial institution for buying and selling of foreign currency among banks and other financial institutions at floating rate based on market demand and supply. Only authorized dealers deal directly with each other in foreign exchange markets that are licensed to operate in the foreign market by the Bangladesh Bank. Authorized dealers who are generally commercial bank on behalf of their customer handle all the foreign transaction.    

There are three types of foreign exchange market existed in our country.

Spot market:

Where exchange of our currency with another takes place on the spot.

                           


Forward market:

Where actual delivery of the currency will happen at a future dates as per agreement of present date.

Option market:

Where in a contract is made specifying the night to buy or sell a standard amount of foreign currency within a specific date at a certain price. 

3.10.4 Foreign exchange products in Bangladesh 
a) Bai: Buy & Sale 

· Bai is defined to mean simultaneously ‘purchase & sale’ i.e. the exchange of a thing of value by another thing of value. 

· The general rules for sale. 

· The subjects of sale must be sale at the existing time of sale. 

· The subject of sale must be in the ownership of the seller at the time of sale. 

· The subject of sale must be in the physical or constructive possession of the seller exceptions only in case of Bai Salam and Istisna. 

· Product: Murabaha Import. 

b) Shirkat: Partnership 

· Shirkat means partnership for undertaking any lawful business

· There are two broad categories of partnership include:  Mudaraba (capital trusts / silent or indirect partnership) & Musharaka (Equity Participation). 

· product: Musharaka Import

c) Ijarah: Leasing

· It is an arrangement to lease equipments, buildings or other facilities to a client against an agreed rental. 

· There are two broad categories of Ijarah: (1) Ijarah Muntahia Bil Tamelk (Hire purchase) (2) Ijarah WA Iqtina (Leasing). 

· Product: Hire Purchase Under Shirkatul Melk (HPSM)  

   3.10.5 Different foreign exchange rate in Bangladesh
i) APPROPRIATE EXCHANGE RATE: 
~ The central bank may be in a better position to gather all the relevant information than the other participants in the market. Hence it can appropriately predict the future course of policies and their implications on the exchange rate. So, it can plan its intervention in the market according to the situation and influence the exchange rate. In absence of intervention, the market may indulge in speculation due to lack of accurate information.
ii) CONTROL OVER DISTORTIONS IN ECONOMIC ACTURTIES: 
~ Exchange rate which deviate from the real exchange rate (in relation to the purchasing power parity) may lead to distortion in resource allocation between external and domestic sectors.

~ Undervaluation leads to inflationary pressure whereas overvaluation leads to higher rates of unemployment.

~ Either undervaluation or overvaluation brings in uncertainty and affects investment decisions. This can be controlled by intervention of the monetary authorities by making necessary adjustments in the exchange rates.

   iii) SMOOTHENS ECONOMIC ADJUSTMENT PROCESS: 
~ A persistent surplus or deficit in the balance of payments leads to changes in the exchange rate to correct the disequilibrium.

~ These changes may result in disturbances in the domestic economic activities.

~ Intervention can reduce such disturbances and their effects.

         iv) OTHERS ARGUMENTS: 

~ Managed flexibility facilitates economic growth due to proper flow of foreign trade.
~ Higher economic growth increases employment and improves the standard of living of the people.

~ Managed flexibility also facilitates higher investment due to growth potential which further boosts the economic growth of a nation.

*RBI AND EXCHANGE RATE: 
~ In India, the exchange rate policy at present is guided by principles of monitoring and management based on the underlying demand and supply conditions.

~The following are the objectives of RBI’s intervention:

Determining the exchange rate movements in an orderly manner.

Reducing excess volatility.

Preventing the occurrence of destabilizing speculation.

~ In order to carry out these objectives, the RBI tries to maintain adequate foreign exchange reserves so that it can conduct the intervention operation.

” CHANGE IN THE EXCHANGE RATE: 

RUPEE-DOLLAR EXCHANGE RATE

Rs 45.99 per US dollar

Rupee depreciated by 12.5%

RS 50.062 per US dollar

Rs 46.629 per US dollar

Rupee appreciated by 9.2%

3.10.6History of exchange rate system in Bangladesh
Being a member of the IMF, India followed the exchange rate system as per IMF policy from 1947-1971.
~ Under this policy, the exchange rate was fixed at 4.15 grains of fine gold. It maintained par value at +/- 1% using pound sterling as intervention currency.

~ In 1971, the Bretton Woods system collapsed and Indian rupee was pegged to US$ at Rs 7.50 and sterling at Rs 18.9677 with a 2.25% margin on either side.

~ From 1975 to 1992 Indian rupee was pegged to basket of currencies of India’s major trading partners.

~ In 1992, the RBI introduced the Liberalised Exchange Rate Management System (LERMS) with 40-60 dual rates for converting export proceeds.

~ The Budget 1993-94 made Indian Rupee fully convertible on trade account and LERMS was withdrawn. Subsequently, in April 1994, Rupee was made fully convertible on current account as well. Thus, all transactions of goods and services were converted at market rate without any restrictions.

*EXCHANGE MARKET INTERVENTION: 

~ ‘Exchange Market Intervention’ is defined as the sale or purchase of monetary authorities with the aim of changing the exchange rate of their own currency vis-a- vis on or more currencies.

~ If there is too much demand for foreign currency, that currency will appreciate too much and depreciate the domestic currency. At this point, the central bank intervenes by releasing the foreign currency (from its reserves) in the market to stabilize the exchange rate.

~ Similarly, if there is too less demand for foreign currency, that currency will depreciate and the domestic currency appreciates too much. At this point, the central bank intervenes by purchasing foreign currency from the market to stabilize exchange rate.

3.10.7 Inter bank transaction in foreign exchange 

Usually three terms used in the inter bank transaction in FX. 
Arbitrage:
Spot purchase of FC where the price is law and to sell where the price is high i.e. Buy low & sell high.Currency Arbitrage due to price difference in two financial centers. SWAP:
Purchasing FC on the spot for sell forward or selling spot for purchasing forward .Due to difference in interest rate of the conserved currencies.

Hedging:

To avoid exchange risk, agreement is made to day to buy or sell FC to be delivered at some future date at a rate agreed upon to day.
3.10.8 Movement of monthly averages of USD/BDT exchange rate
NET SALE (-)

PURCHASE (+)

(US$ MILLION)

Pound Sterling

Average 2008-09

April 2009

August 2009

(+) 181

To invest and accumulate silver coins, there is no cause for concern. The method is simple to understand. How do you assess its value and depreciated, and when is the best time on the market, however, requires the simple facts. In this highly competitive world of business is elementary, to a buyer and a seller that are sensitive to them, to prevent corrupt companies or individuals. 

~ Thus, RBI’s intervention meagerly depends on the size of foreign exchange reserves. The adoption of full convertibility requires a large amount of foreign exchange reserves for intervention operation.

~ Under globalizations, exchange rate is likely to become highly liberal, thus increasing the responsibility of the central banks.

3.10.9 Category wise position of inter bank FX transaction 
Foreign exchange business consists of three categorizes of business that are important export & remittance .So in foreign exchange department of IBBL there are three separate section to handle foreign exchange business .This part focuses on overall operational activity procedures , accounting system of these three sections in three separate section.
· Section – A describes import business procedure .How an important L/C opened, what the procedure followed & document maintained by bank , how bank make payment settlement, how shipping documents are handed over – all necessary activities including accounting procedure are presented in the section.

· Section – B focus on export business procedure covering overall procedures of especially for RMG products & export financing offered by IBBL ,their accounting procedure of all transactions related export business.

· Section – C describes remittance business, FC account of IBBL. In this section type of remittance fund transferring procedure & channel, payment system for inward remittance & also issuing procedure for outward remittance are clearly defying.

 3.10.10 Foreign exchange department


BBL does many functions in foreign exchange department. It does export, import and foreign remittance related tasks. To boost national economy is the main purpose of this department. To implement this Purpose bank does lots of work, the works and functions are given below:

                                      

                                   
                                 Foreign exchange department


[image: image10]Import Formalities
Procedure opening Letter of Credit (L/C)

For opening L/C the following documents are to be obtained by the bank from the clients. Such as: 

· Valid IRC (Import Registration Certificate) 

· TIN certificate (Tax Payer’s Identification Certificate) 

· Membership Certificate from chamber of commerce or any recognized Business Association 

· Trade License from the respective municipal corporation or competent authority  

· Importer’s Photograph (Preferably) 

· VAT registration Certificate (Value Added Tax) 

Upon receipt of the above documents from the client, the Bank will supply the following forms/ papers to them for their due filling, signing and resubmission to the bank. 

1. L/C application i.e. Agreement on bank’s printed form (stamped) (F27).
2. Application for facility against Import. 

3. L/C authorization form (LCAF) (F-112)

4. Agreement for Murabaha Import. 

5. Other charge documents like D.P note, D.P note delivery letter, balance confirmation, Letter of Disbursement, Letter Installment. Trust Receipt, Purchase schedule etc.  

6. IMP Form.

L/C contained mainly the following Information
· Issuing bank’s Name & address in full. 

· L/C number with Test Number (Incase Telex L/C) 

· Date & place of Issue. 

· Advising Bank’s name and address 

· Beneficiary name & address 

· L/C amount in words and in figure. 

· Tenor and availability of credit 

· Last date of shipment 

· Last date for negotiation / Expiry date. 

· Short description of goods with country of origin 

· port of shipment & port of delivery 

· Other terms & conditions 

· Instruction for negotiating bank/ paying bank 

· Reference of UCPDC

· Signature of the authorized officer of issuing bank with the signature number. 

· Mudaraba 

· LTR (Letter of Trust Receipt) 

· Bai-Salam 

· Ijtishna

Papers / Documents Supply by IBBL incase of Import 
IBBL will supply the following papers / documents before import the goods. Such as- 

· LCAF

· IMP form 

· TM Form 

· Mudaraba agreement form 

· Charges Documents 

· Guarantee form

The above papers must be completed duly filled and signed by the party and to be verified the signature.

Checking of Document Incase of Import  

Before lodgment, documents must be checked with the file. IBBL checking the following documents incase of import. 

· Invoice 

· bill of Lading 

· Bank forwarding date 

· Packing list 

· Inspection certificate 

· Radiation free certificate (incase food items 

· Draft

· Insurance cover note 

· Bonded warehouse License etc. 
EXPORT FINANCE
Export means flow of goods and services produced within Bangladesh but purchased by economic agent (individuals, firms & government) of other countries. In other words in case of exports products sold outside the country.  So getting payment against such sale usually require different time span depending on the terms of sale contract or relative payment terms of export L/C.

In view of above exporter require immediate fund and other financial facilities to execute their export order. It is the bank who extends such facilities as needed by the exporter. And facilitating export by financing exporter at different stages is now important part of bank’s activities. 

Exporter requires financial assistance at two stages namely 

1.
Pre-shipment stage & 

2.
Post–shipment stage

So, export finance is classified into two categories

1.
Pre-Shipment finance

2.
Post-Shipment finance

Different Islamic modes are there for financing export at two different stages as mentioned above. 

Pre-Shipment Finance under Islamic Modes
Pre-shipment finance as the name suggest, given to finance the activities of an exporter prior to the actual shipment of goods for export. The purpose of such finance is to meet Working Capital needs starting from the point of purchasing raw materials to transportation of goods for export to foreign country. Pre-shipment finance is given for the following purposes.

1. Finance for local procurement of goods.

2. Procuring and processing of goods

3. Packing & transportation of goods

4. Payment of Insurance premium

5. Payment of utility bill

6. Payment of wages and salary 

7. Freight charge. 

Pre-shipment finance can be made under Islamic mode as follows.

BACK-TO-BACK L/C 

To purchase/procure goods for export processing bank may provide facility in the way of Back-to-Back L/C opened under Bai-Muajjal mode. If the back-to-back L/Cs are opened deferred payment basis no finance by the bank is required except if they fail to make shipment in time. 

IMPORTS UNDER BAI-MUAJJAL
 Meaning of Bai-Muajjal 

It is a Contract between a Buyer and a Seller under which the seller sells certain specific goods (permissible under Shariah and law of the land) to the buyer at an agreed fixed price payable at a certain fixed future date in lump sum or within a fixed period by installment.

BAI-MURABAHA TR 

For purchase of goods for export shipment bank can finance under Bai-Murabaha TR mode. That means the exportable goods or raw materials are purchased under Bai-Murabaha mode and delivered to the exporter client for export or export processing against Trust Receipt duly signed by the client.

BAI-SALAM 
· The mechanism of Bai-Salam is- goods purchase in advance against payment now but delivery of goods will be made after a specified time. 

· For meeting the expenses other than procurement of goods bank make finance under Bai-Salam mode to the exporter. Through Bai-Salam bank purchase a portion of exportable goods in advance and make payment. After production exporter makes shipment of the goods, this is already sold to the bank. 

 Calculation of Purchase Price and Realization of Bank's finance

Purchase price can be calculated by deducting the expected profit from the export price of that portion of goods which are purchased by the bank along with his portion. After getting export payment bank realize the sale proceeds of their portion of goods at the original sale price of export. 

MUSHARAKA
Pre-shipment can be made through Musharaka mode if pre-arrangement is made. 

POST SHIPMENT FINANCE 

Post shipment finance is made by the bank after shipment of the good by the exporter. Exporter made/arranged all document as per the requirement of the L/C terms or as per contract terms, then submit to their bank (IBBL in case of our exporter client). Upon submission of the documents bank provide finance under the following modes:
BAI-AS-SARF (FDB)
Bank purchase the foreign currency value of the documents under Bai-As-Sarf: Foreign Documentary Bill (FDB).

Bai-As-Sarf is a trading mechanism where the bank buys foreign currency from the client at an agreed rate. In case of Bai-As-Sarf: FDB bank purchase the value of the export documents expressed in Foreign Currency and paid equivalent taka in favor of the client. The client will get net amount after adjustment of their respective liabilities, if any.

After realization of documents value from the issuing bank/importers bank abroad the FDB liability will be adjusted and bank will earn exchange income from it.

The Bai-As-Sarf (FDB) is introduced in IBBL vide Instruction Circular No. IBW/32/2007/3608, Dated 23.05.07                                                                                                                                                                                                                                                                                                       

Musharaka Documentary Bills (MDB) Inland
In order to avoid the risk associated with the Foreign Currency Positions against purchase of Inland Export Bills and at the same time to meet the finance need of the valued clients, Islami Bank Bangladesh Ltd. introduced Musharaka mode of finance in place of Inland Bills Purchased (IBP) as Post shipment finance. The new investment mode will be titled “Musharaka Documentary Bills (MDB) inland”. 
Under this “Musharaka Documentary Bills (MDB) Inland” investment mode, after shipment of the goods, the client will submit their proposal for Musharaka Finance in the prescribed format declaring his/their equity portion and profit of the deal and the ratio at which profit to be shared with the Bank accompanying the required documents as per LC/Contract. Branch will complete appraisal of the proposal (as per prescribed format) to see the profitability of the proposal. If the proposal is found profitable & satisfactory (keeping in view the anticipated minimum profit/R.R. of the bank) Branch will first enter into a Musharaka Agreement with the client and then will send the documents to the L/C Issuing Bank for Acceptance.  Upon receipt of the Acceptance, Branch will issue Sanction Advice in favor of the client & after completing proper documentation, Branch may/will disburse the Musharaka investment taking into consideration the equity of the client and anticipated profit of the deal.

Mentionable that, if the client availed any pre shipment finance i.e Bai-Salam investment against the related export LC/Contract or any other investment in the form of MPI, Bai-Murabaha or HPSM under Project/Working Capital investment, Branch will adjust the said liability  from the disbursed amount of Musharaka finance proportionately. 

Disbursement Procedure

It is observed from the past trends that proceeds of most of the local export bills are not realized in time, sometimes, it requires at least 25 to 30 days more. Keeping that in view, in order to optimize Banks return, period of realization may be treated 30 (thirty days) more than the actual nuisance period. Thus for an export bill of 90 days Usance Period, profit will be determined treating the tenor at 120 days. In case of early realization, rebate will be allowed as per Banks norms.  

Musharaka Documentary Bills (MDB) Inland is introduced in IBBL vide Instruction Circular No. IBW/67/07/9370, Dated 20/09/07.

Export Formalities
Checking & Advising of export L/C
On receipt of export L/C it is to be recorded in the banks inward register and than the signature on the L/C is to be verified by an authorized officer of the bank and finally it is to be forwarded to the beneficiary under forwarding schedule. 

Processing & Opening of BB L/C 

An exporter desired to have an import L/C limit under Back to Back arrangement. In that case the following papers & documents are required: 

· Full particulars of bank account 

· Balance sheet 

· Statement of assets & liabilities 

· Trade License

· Valid bonded warehouse License 

· Membership certificate 

· Income tax declaration 

· Memorandum of articles

· Partnership deed 

· Resolution 

· Photographs (all Directors) 

On receipt of above documents and papers the BB L/C opening section will prepare a credit report. Branch must obtain sanction from head office for opening of BB L/C.  Exporters prepare the documents and submit the same to the bank for negotiation. 

Preparation of export documents 

The following documents must be prepared incase of export of goods. The documents are in below: 

·  Bill of exchange or Draft 

· Commercial Invoice 

· Bill of Landing 

· Inspection certificate 

· Packing List 

· Export License 

· Shipment advice 

· Certificate of origin 

· Weight certificate 

· Photo sanitary certificate 

· Certificate of analysis 

· Quality certificate 

· EXP form 

· Courier receipt. 

Export Documents Checking  

General Verification: 

a. L/c transferable or not  

b. Exporter us to submit documents before expiry date of the credit 

c. Shortage of documents etc. 

Particular Examination: 

a. Each and every document should be verified with the L/C.

Cross Examination:

a. Verified one document to another.

Amendments 

· On receipt of amendment, must be authenticated the test or verify the signature. if the rest number is incorrect or signature differs, cable confirmation must be obtained from the L/C opening bank 

· Make entry of the amendment particular in the L/C advising register under amendment column corresponding to the other particulars of the relative L/C 

· Make photocopy of the amendment. Use the forwarding letter, enclose the original amendment and acknowledgement with forwarding letter and retain it with the office copy for record. 

· Dispatch under register mail or by special messenger. 

FLOW CHART OF EXPORT IMPORT PROCEDURE

[image: image11]
Inward Remittance:  

When migrants send home part of their earnings in the form of either cash or

Goods to support their families, these transfers are known as workers’ or migrant

Remittance or Inward remittance.  Remittances have been growing rapidly in the past few years and now represent the largest source of foreign income for our country. 

The official data on the inflow of remittances into Bangladesh refers to the transfer of funds made by migrant workers through the banking channel is called inward remittance. Inward remittance mainly transfers in IBBL through some modes. Such as- 

· Telegraphic Transfer 

· Demand Draft 

· Spot cash 

· Foreign Demand Draft 

· Foreign Currency Account etc .

 Outward Remittance 

When Bangladeshi resident send money outside the Bangladesh or country then it is called the outward remittance. But outward remittance of Bangladesh is very small against the inward remittance.  People send remittance for some purpose. Such as- 

· Education 

· Medical 

· Travel 

· Importer Inspection Fees 

· Lab Test 

· Credit card bills payment etc .

3.10.11 Import

Buying goods and service from foreign countries for sale (or consumption) is considered as import. According to Skinner & Ivancevich “Purchasing goods made in another country is import” Import of goods into Bangladesh is regulated by the Ministry of Commerce in terms of the Import and Export (control) Act 1950 with Import Policy Order and Public notice issued from time to time by the Office of the Chief Controller of Import & Export (CCI&E). Authorized Dealer Banks are allowed to import goods into the country following instructions of the ministry. 

During the year 2009 import business was Tk1, 11,854 million against Tk. 168329 million in 2008 33.55% growth. IBBL is the 1st in import business in banking sector in 2009.

During the year 2010 bank opened 46,736 import Letters of credit for Tk. 246,281 million as against 38,717 letters of credit for Tk.161, 230 million in 2009 showing 53.00% growth in amount. 

                                      Table – 3 : Import of IBBL

	Particulars
	2006
	2007
	2008
	2009
	2010

	Import Business

(Million in Tk.)


	96,870
	137,086
	168,329
	161,230
	246,281
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                      [Figure: 4 Import Business Performance of IBBL 2006-2010]

 3.10.12 Export 
Export means lawfully carrying goods or anything from one country to another country for sale. According to Skinner & Ivancevich “Selling domestic made goods in another country is export”.

 Foreign Exchange Regulation Act, 1947 states that nobody can export by post and otherwise than by post any goods either directly or indirectly to any place outside Bangladesh, unless a declaration is furnished by the exporter to the collector of customs or to such other person as the Bangladesh Bank may specify in this behalf that foreign exchange representing the full export value of the goods gas been lawful procedure must be followed in case of export of goods and services.

During the year 2009 export business was Tk. 78479 milliom against Tk 93962 million  in 2008 showing -16.48 % growth. IBBL is the 1st in export business in banking sector in 2009.

During the year 2010 bank handled 46,699 export bills for Tk.148, 421 million as against 44,291 export bills for Tk.106, 424 million in 2009 showing 39.00% growth in amount. 
Table – 4 Export of IBBL

	Particulars
	2006
	2007
	2008
	2009
	2010



	Export Business

(Million in Tk.)
	51,133
	66,690
	93,962
	106,424
	148,421
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                [Figure: 5 Export Business Performance of IBBL 2006-2010]
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4.1 Investments of IBBL 

The special feature of the investment policy of Islami Banks is to invest on the basis of profit-loss sharing system in accordance with the tents and principles of Islamic Shari’ah. Earning profit is not the only motive and objective of the investment policy rather emphasis should be given in attaining social good and in creating employment opportunities. 

In Islamic banks different types of investment modes are used, they are mainly under the following mechanism of investment. 

· Bai Mechanism 

a. Bai-Murabaha 

b. Bai-Muajjal 

c. Bai-Salam

d. Ishtishna

· Share Mechanism

a. Mudaraba 

b. Musharaka 

· Ijarah Mechanism 

a. HPSM

· Quard 

                               a. Quard-al-Hasana
4.1.1 Bai Mechanism 
a.  Bai-Murabaha 

Bai-Murabaha may be defined as a contract between a buyer and a seller under which the seller sells certain specific goods (permissible under Islamic Shariah and the Law of the land), to the buyer at a cost plus agreed profit payable in cash or on any fixed future date in lump-sum or by installments. The profit marked-up may be fixed in lump-sum or in percentage of the cost price of the goods. 

There are two types of Murabaha. First one is Ordinary Bai-Murabaha and the second one is Bai-Murabaha on demand and promise. 

b. Bai-Muajjal 

Bai-Muajjal may be defined as a contract between a buyer and a seller under which the seller sells certain specific goods (permissible under Islamic Shariah and the Law of the country), to the buyer at an agreed fixed price payable at a certain fixed future date in lump-sum or within a fixed period by fixed installments. The seller may also sell the goods purchased by him as per order and specification of the buyer 

                         c. Bai-Salam 

Under this mode bank will execute purchase contract with the client and make payment against purchase of product, which us under process of production. Bai-salam contract will be executed after making any investment showing price, quality, quantity, time, place and mode of delivery. The profit is to be negotiated. In this mode the payment as the price of the goods is made at the time of agreement and the delivery of the goods is deferred. 

                       d. Istisna 

Istisna is a sale contract by which “al-sani” (Seller) on the basis of the order placed by “al-mustasni” (Buyer) after having manufactured or otherwise acquired “al-masnoo” (goods) as per specification sells the same to “al-mustasni” for an agreed upon price and method of settlement whether that be in advance, by installments or deferred to a specific time. It is a condition of Istisna contract that the seller should provide either the raw material or the labor.   

4.1.2 Share Mechanism 

a. Mudaraba 

 It is a form of partnership where one party provides the funds while the other provides 

the expertise and management. The first party is called the Sahib-Al-Maal and the latter is referred to as the Mudarib. Any profits accrued are shared between the two parties on a pre-agreed basis, while capital loss is exclusively borne by the partner providing the capital.
b. Musharaka 

An Islamic financial technique that adopts "equity sharing" as a means of financing projects. Thus, it embraces different types of profit and loss sharing partnership. The partners (entrepreneurs, bankers, etc.) share both capital and management of a project so that profits will be distributed among them as per ratios, where loss is shared according to ratios of their equity participation . 
4.1.3 HPSM (Hire Purchase Under Shirkatul Melk) 
Hire purchase under shirkatul melk is a special type of contract which has been developed through practice; actually it is a synthesis of three contracts; 
I. Shirkat 

II. Ijarah and 

III. Sale 
Shirkat

Shirkat means partnership, shirkatul Melk means share in ownership. When two or more persons supply equity an asset, own the same jointly and share the benefit as per agreement and bear the loss in proportion to their respective equity, the contract is called shirkatul melk contract. 

Ijarah 

The term Ijarah has been derived from the Arabic words Ajr and Ujrat which means considerations, return, wages or rent. This is really the exchange value or consideration, return, wages, rent of service of an asset. Ijarah has been defined as a contract between two parties, the hiree and hirer where the hirer enjoys or reaps a specific service or benefit against a specified consideration or rent from the asset owned by the Hiree. It is a hire agreement under which a certain asset is hired out by the Hiree to a Hire against fixed rent or rentals for a specified period.   
Sale 
This is a sale contract between a buyer and a seller under which the ownership of certain goods or asset is transferred by seller to the buyer against agreed upon price paid/to be paid by the buyer.  
4.1.4 Important features of Bai-Murabaha & Bai-Muajjal Investment 
·  It is permissible for the Client to offer an order to purchase by the Bank particular goods deciding its specification and committing himself to buy the same from the Bank on Bai-Muajjal i.e. deferred payment sale at fixed price. 

· It is permissible to make the promise binding upon the Client to purchase from the Bank, that is, he is to either satisfy the promise or to indemnify the damages caused by breaking the promise without excuse. 

· It is permissible to take cash / collateral security to Guarantee the implementation of the promise or to indemnify the damages. 

· It is also permissible to document the debt resulting from Bai-Muajjal by a Guarantor, or a mortgage. or both like any other debt. Mortgage / Guarantee / Cash security may be obtained prior to the signing of the Agreement or at the time of signing the Agreement. 

· Stock and availability of goods is a basic condition for signing  a  Bai-Muajjal Agreement, Therefore, the Bank must purchase the goods as per specification of the Client to acquire ownership of the same before signing the Bai-Muajjal Agreement with the Client. 

· After purchase of goods  the Bank must bear the risk of goods until those are actually delivered to the Client. 

· The Bank must deliver the specified Goods to the Client on specified date and at specified place of delivery as per Contract. 

· The Bank may sell the goods at a higher price than the purchase price to earn profit. 

· The price once fixed as per agreement and deferred can not be further increased
The Bank may sell the goods at one agreed price which will include cost & profit. 
4.1.5 Important Features of Mudaraba 
· It is permissible for the Client to offer an order to purchase by the Bank particular goods deciding its specification and committing himself to buy the same from the Bank on Murabaha, i.e. cost plus agreed upon profit.  

· It is permissible to make the promise binding upon the Client to purchase from the Bank, that is, he is to either satisfy the promise or to indemnify the damages caused by breaking the promise without excuse. 

· It is permissible to take cash/collateral security to guarantee the implementation of the promise or to indemnify the damages. 

· It is also permissible to document the debt resulting from Bai-Murabaha by a Guarantor, or a mortgage, or both like any other debt.  Mortgage/ Guarantee/ Cash Security may be obtained prior to the signing of the Agreement or at the time of signing the Agreement. 

· Stock and availability of goods is a basic condition for signing a Bai-Murabaha Agreement. Therefore, the Bank must purchase the goods as 

· Per specification of the Client to acquire ownership of the same before signing the Bai-Murabaha agreement with the Client.  

· After purchase of goods the Bank must bear the risk of goods until those are actually sold and delivered to the Client, i.e., after purchase of the goods by the Bank and before selling of those on Bai-Murabaha to the

 Client buyer, the Bank shall bear the consequences of any damages or defects, unless there is an agreement with the Client releasing the Bank of the defects, that means, if the goods are damaged, Bank is liable, if the goods are defective, (a defect that is not included in the release) the Bank bears the responsibility. 

· The Bank must deliver the specified Goods to the Client on specified date and at specified place of delivery as per Contract.

 4.1.6 Papers/Documents to be obtained from the client 
A. Client’s application on letter head pad. 

B. Completed feasibility study 

C. Machinery pro-forma invoices / Indent / Quotation 

D. Machinery Catalogues 

E. Civil work drawings and estimate of the costing. 

F. Machinery layout plan. 

G. Balance sheets (Where applicable). 

H. Inspection report of the project / Business establishment. 

I. Copy of board resolution for taken investment from IBBL

J. CIB inquiry from with forwarding letter 

K. Declaration of liabilities with others bank. 

L. CIB report 

M. Complete application form with photograph. 

N. Memorandum & articles of the association 

O. Certificate of Incorporation. 

P. Particulars / Bio-data of directors. 

Q. Assets & Liabilities Statements 

R. TIN certificate 

S. Valid Trade License 

T. Clearance certificate of authorized bodies. 

U. Appraisal report 

V. Project implementation schedule.

4.1.7 Performance of Investment
Successfully mobilized Tk.291, 283 million deposits from 49, 39,502 depositors and deployed Tk.292, 084 million as investment to 5, 25,984 accounts up to 31st December 2010. Growth rate of investment in 2010 is 22%. 

                                   Table – 5 : Investment Deployed of IBBL

	Particulars
	2006
	2007
	2008
	2009
	2010



	Investment

(Million In Taka)
	123,959
	174,365
	198,763
	255,272
	292,084
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                 [Figure: 6 Investment Deployed of IBBL 2006-2010]
                                                 Table – 6 Statement of Affairs
Statement of Affairs as On 21-MAR-2011
	Code
	Liabilities
	Taka

	1000
	DEPOSITS:
	259,150,830.80

	1001

	Al-wadeeah Current Deposits

	53,494,349.33


	1002

	Mudaraba Savings Deposits

	86,519,581.49


	1003

	Mudaraba Special Notice Deposits

	4,145,889.10


	1004

	Mudaraba Term Deposits

	53,314,950.32


	1005

	Profit-payable A/C

	1,804,255.89


	1006

	SUNDRY DEPOSITS

	33,215,664.39


	1009

	Mudaraba Hajj Savings A/c

	324,105.25


	1011

	Mudaraba Special Savings Scheme

	22,805,640.83


	1012

	Mudaraba Monthly Prft Dep Schemes(MMPDS)

	3,500,000.00


	1013

	MUDARABA MUHOR SAVINGS A/C

	26,394.20


	2000
	BILLS PAYABLE;
	111,463,899.25

	2001

	D.D. Payable

	107,081,768.25


	2002

	T.T. Payable

	305,090.00


	2003

	P.O. Payable

	4,077,041.00


	3000
	F.C DEPOSIT ACCOUNTS:
	0.00

	4000
	OTHER LIABILITIES :
	52,431,401.09

	4003

	Profit Receivable A/c

	36,269,345.33


	4005

	Clearing Adjustment A/C

	13,904,295.54


	4006

	Profit/Rent Suspense Account

	17,300.00


	4008

	Transfer Delivery Adjustment A/C

	1,460,456.00


	4009

	Un-earned Income A/C

	780,004.22


	5000
	BRANCHES ACCOUNTS:
	346,729,164.77

	5001

	IB-General A/C

	346,729,164.77


	6000
	LIABILITIES AS PER CONTRA:
	9,917,967.03

	6016

	Letter of Guarantee (Inland)

	9,917,967.03


	7100
	INCOME A/C:
	7,535,984.12

	8000
	Capital & Resquees (Equity)
	0.00


	
	Code
Asset
Taka
0100
CASH & BANK BALANCES:
12,734,305.78
0101

Cash In Hand

12,734,305.78

0200
BALANCE WITH OTHER BANKS:
0.00
0300
INVESTMENT:
714,701,819.85
0301

Bai-Murabaha (General)

220,772,852.00

0302

Bai-Murabaha (Post-import)

160,938,451.85

0303

Bai-Muazzal

6,179,411.00

0304

HPSM

303,725,488.00

0307

Quard Against TDR

12,472,120.00

0308

Quard Against P.F.(Staff)

694,975.00

0309

Quard-e-Hasana B.F.(Staff)

69,500.00

0321

Bai-Muazzal (Staff)

344,786.00

0322

HPSM (Staff)

8,504,236.00

0324

BAI SALAM

1,000,000.00

0400
Inland Bills Purchase
20,948,562.00
0401

Musharaka Doc Bill

20,948,562.00

0500
FBN & FBP:
0.00
0600
FURNITURE, FIXTURE & LIBRARY 
7,916,048.10
0601

FURNITURE, FIXTURE & LIBRARY

7,916,048.10

0700
OTHERS ASSETS
18,075,028.69
0701

SUSPENSE ACCOUNT:

3,470,000.00

0704

Stock Of Stationary In Hand

23,080.69

0706

Security Deposit Paid

4,000.00

0709

Advance Rent

14,536,800.00

0721

Stock of Stationary(MICR Cheque)

41,148.00

0800
BRANCHES ACCOUNTS:
0.00
0900
ASSETS AS PER CONTRA
9,917,967.03
0916

Letter of Guarantee (Inland)

9,917,967.03

1100
EXPENDITURE A/C:
2,935,515.61
1700
Dhaka North Zone
0.00
1800
Dhaka South Zone
0.00


	Grand Total
787,229,247.06

	Grand Total
787,229,247.06



		No of A/cs

	Amount(Thds)


	Total Investment A/C

	259

	735650


	Total Overdue A/C

	1

	1028



	
	
	No of A/cs

Amount(Thds)

Current A/c

347

53,494

Mudaraba deposit A/c

2588

170,637

Other A/c

0

146,484

Total
2935
370,615



4.1.8 Investment Schemes of IBBL
1. Household Durables Scheme (HDS)

2. Investment Scheme for Doctors (ISD)

3. Small Business Investment Scheme (SBIS)

4. Agricultural Implements Investment Scheme (AIIS)

5. Housing Investment Scheme (HIS)

6. Real Estate Investment Program (REIP)

7. Rural Development Scheme (RDS)

8. Transport Investment Scheme (TIS)

9. Car Investment Scheme (CIS)

10. Mirpur Silk Weavers Investment Scheme (MSWIS) 

11. Micro Industrial Investment Scheme (MIIS)

12. Household Durables Scheme (HDS)

13. Women Entrepreneur Investment Scheme (WEIS)

14. Palli Griha Nirman Beniyog Prakalpa (PGNBP)  

4.1.9Investment decision Model
	Islamic banking, for its profit-loss sharing character, is conceived as more production-oriented and growth promoting than its conventional counterpart. This is because the bank’s earnings are directly linked to the earnings generated from the venture financed by it. Further, replacement of interest with the principle of profit-loss sharing increases the horizon of investment opportunity in an economy. It also promotes efficient allocation of financial resources, ensures equitable distribution of income and promotes stability in the economy. Thus, Islamic banking is efficient from most of the macroeconomic measures of efficiency. The efficiency of the Islamic banking system can best be illustrated when the investment decision-making procedures between the two systems are analyzed. This necessitates an analysis of the investment decision model.

	
	Key Assumptions
i. The investment decision model is based on the following assumptions:

ii. This is an economy where both the conventional and Islamic banks operate side by side.

iii. Customers are well aware of the functioning of the two systems of banking.

iv. Religious considerations do not affect rational behavior of the borrowers and bankers.

v. Investment decisions in the money market are not affected by the operation of capital market.

vi. There is no change in price level.

vii. There is only one market rate of interest prevailing in the economy.

viii. There is no shortage in supply of credit in the money market.

ix. Question of moral hazard is absent.


	
	4.1.10 Investment decision Model: General

	
	The Conventional Investment Demand curve explains how investment decisions are made by firms or entrepreneurs in an economy. Rate of interest being one of the key factors in the investment decision model, Conventional banking appears to be an integral part in the investment decision-making process. Akkas keeps the structure of the investment decision model intact and extends it to meet the requirement of being a general one incorporating into it the investment decision process of Islamic banking. This is illustrated in the following figures. Fig-la represents the investment decision model under conventional banking system and Fig-1b represents the same under Islamic banking. The generalized banking decision-making process is modeled in Fig-2, which is derived by superimposing Fig-1b on Fig-la.
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The horizontal axis of Fig-2 depicts the level of investment, I, at different rates of interest (ri) for a conventional bank and financier's rate of return (rf) for Islamic bank, which are both shown vertically. The horizontal shape of the ri curve indicates that although the rate of interest seems to affect the level of investment inversely, it is neither related nor influenced by the rates of return of the projects financed by the bank. The downward sloping rf (rate of profit for an Islamic bank) curve, on the other hand, is directly variable to changes in rate of return, r. This is because both r and rf, maintaining almost a propor​tional change, are downward sloping and they meet at the zero rate of return, which is depicted at point N'.


A relation between r and rf can be established if the ratio, l (the percentage share of r going to the borrowing entrepre​neur), is known. Thus, the rf can be measured in the following way:

rf = (I - l) r.



	


4.1.11 Performance of IBBL

                                          Table – 7 Performance of IBBL
                                                                                                ( Amount In Million Taka ) 
	Particulars
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	Authorized Capital
	3,000.00
	3,000.00
	5,000.00
	5,000.00
	5,000.00
	10,000.00
	10,000.00

	Paid-up Capital
	1,920.00
	2,304.00
	2,764.80
	3,456.00
	3,801.60
	4,752.00
	6,177.60

	Reserves Fund
	3,280.37
	4,329.92
	5,450.94
	6,551.23
	7,418.04
	9,308.00
	13,927.94

	Total Equity
	5,266.47
	6,691.12
	8,331.14
	10,435.96
	14,957.74
	18,572.00
	23,619.81

	Total Deposits
(Including bills payable) Gross
	70,552.65
	88,452.18
	108,261
	132,814.00
	166,812.78
	200,725.00
	244,292.14

	Total Investments (Including Inv in Share) Gross
	62,755.90
	83,893.63
	102,145
	123,959.00
	174,365.55
	198,763.00
	255,272.41

	Import Business
	46,237.00
	59,804.00
	74,525.00
	96,870.00
	137,086.00
	168,329.00
	161,230.00

	Export Business
	21,738.00
	29,151.00
	36,169.00
	51,133.00
	66,690.00
	93,962.00
	106,424.00

	Remittance
	16,668.00
	23,669.00
	36,948.00
	53,819.00
	84,143.00
	140,404.00
	194,716.00

	Total Foreign Exchange Business
	84,643.00
	112,624.00 
	147,642.00 
	201,822.00
	287,919.00
	402,695.00
	462,370.00

	Total Income
	6,710.44
	8,262.73
	10,586.78
	14,038.30
	17,699.51
	23,454.00
	25,403.86

	Total Expenditure
	5,908.42
	6,419.74
	8,424.36
	11,129.63
	13,918.70
	15,151.00
	18,886.20

	Net Profit before Tax
	802.02
	1,842.99
	2,162.42
	2,908.67
	3,780.82
	6.348.00
	6,517.66

	Payment to Government (Income Tax)
	426.61
	829.35
	973.09
	1,490.12
	2,322.46
	3,647.00
	3,253.23

	Dividend
	20% (Stock)
	20% (Stock)
	25% (Stock)
	 15% (Cash) 10% (Stock)
	25%  (Stock)
	30%  (Stock)
	10%(Cash)
20%(Stock)

	Total Assets (including Contra)
	98,046.85
	125,776.94
	150,959.66
	188,115.27
	250,012.79
	288,017.19
	340,638.49

	Total Assets (Excluding Contra)
	81,704.75
	102,149.28
	122,880.35
	150,252.82
	191,362.35
	230,879.14
	278,302.84

	Fixed Assets
	2,036.66
	2,552.70
	3,067.99
	3,724.69
	3,987.23
	4,407.00
	6,512.36

	No. of deposit account holder
	1,994,266
	2,291,269
	2,705,180
	3,207,131
	3,802,709
	4,361,896
	42,72,123

	No. of investment account holder
	223,954
	264,863
	297,943
	421,751
	508,758
	498,362
	1,62,736

	Cumulative amount of disbursement from RDS
	2,923.60
	4,216.77
	6,033.36
	9,303.12
	13,969.01
	18,768
	24,239.00

	Outstanding Investment of RDS
	570.90
	789.97
	1,106.00
	2,242.00
	2,885.00
	3,012
	3,752.00

	RDS no. of A / C holder
	130,465
	163,465
	164,116
	295,012
	350,278
	321,484
	492,475.00

	RDS no. of village
	3,700
	4,230
	4,560
	8,057
	10,023
	10,763
	10,751.00

	Number of Foreign Correspondents
	840
	850
	860
	870
	884
	906
	919

	Number of Shareholders
	14,196
	15,892
	17,201
	20,960
	26,488
	33,686
	52,164.00

	Number of Employees
	4,673
	5,306
	6,202
	7,459
	8,426
	9,397
	9,588

	Number of Branches
	141
	151
	169
	176
	186
	196
	231

	Book value per Share ( Taka)
	2,743
	2,904
	3,013
	3,020
	4,147
	238
	325

	Earning per Share 
(Taka)
	195.52
	518.59
	487.57
	368.42
	375.46 
	56.29
	55.10

	Market Value per Share (Taka) (Highest) 
	4,548.00
	5,110.00
	5,580.00
	4,749.00
	6,986.00
	830
	890.00

	Capital Adequacy Ratio
	9.43%
	9.21%
	9.44%
	9.43%
	10.61%
	10.72%
	11.65%


4.1.12 Ratio Analysis

Figure: 01: Net Profit Ratio
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 From Figure: 01: We see Net profit ratio was highest in 2005 and lowest in 2006 then again increased in 2007. And from the figure we see net profit ratio had a fluctuating trend.

2. Profit per Taka of expenditure: Banks earned profit by incurring expenditure for their operations. Effective usage of financial resources led to a commendable profit situation. ‘How much profit earned by spending one taka’ is the measure of efficiency of an organization.
Formula= Net Profit after Tax/ Total Expenses.
Figure: 02: Profit Per Taka of Expenditure Ratio
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From Figure: 02: We see Profit per taka was highest in 2004 and lowest in 2006 and from the figure we see Profit per Taka of Expenditure ratio had a declining trend.

3. Profit per employee: Effective utilization of human resources produces higher return. Earned more profit by few numbers of employees indicates commendable performance of the banks and human efficiency. Since the nature of the industry is service oriented, human efficiency depends on intellectual abilities of the employees.
Formula= Net Profit after Tax/ Total No. 
Figure: 03: Profit Per Employee
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From Figure: 03: We see Profit per employee was highest in 2004 and lowest in 2005 and again increased in 2006 so from the figure we see net profit per employee ratio had a fluctuating trend.
4. Profit per Branch: All categories of banks have numbers of branches covering wide range of the population of the country. To provide service to the wide range of people, banks have to establish multiple branches. Contribution to the total profit of different branches was varied depending on the amount of deposits and advances.
Formula= Net Profit after Tax/ Total No. of Branch
Figure: 04: Profit Per Branch
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From Figure: 04: We see Profit per branch was highest in 2006 and lowest in 2005 and from the figure we see profit per branch ratio had a fluctuating trend.
5. Return on Equity: One of the most important profitability metrices is return on equity (ROE). Return on Equity is the bottom line measure for the shareholders, measuring the profits earned for each dollar invested in the firm’s stock. ROE of a bank measures the ability of the management of the bank to generate adequate returns for the capital invested by the owners of a company. 

Formula= Net Profit After Tax/ Shareholder’s Equity
Figure: 05: Return on Equity
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From Figure: 05: We see Return on Equity was highest in 2004 and lowest in 2005 and again increased in 2006.from the figure we see return on equity ratio had a fluctuating trend.   
4.1.13 SWOT Analysis 
Strengths, Weaknesses, Opportunities &Threats (SWOT) Analysis of IBBL:
SWOT analysis is the detailed study of an organization’s exposure and potential in perspective of its strength, weakness, opportunity and threat. This facilitates the organization to make their existing line of performance and also foresee the future to improve their performance in comparison to their competitors. As though this tool, an organization can also study its current position, it can also be considered as an important tool for making changes in the strategic management of the organization.

 Strengths  
· IBBL is a financial sound company.

· Different type of Islamic products.

· Branch network all over the country.

· The technology of IBBL is Up-to-date and experienced management team.

· Clients have faith & inclination towards Islamic Banking.

· Huge amount of deposited money.

· SWIFT facility exists with major Banks.

· Dedicated and experienced human resources.

 Weaknesses

· Improper maintenance of automation system.

· Insufficient Islamic Investment Risk Analysis and measurement methodology by the employees

· Lack of human resource to cover the work load.

· Non-offering special deposit & investment schemes for the emigrant.

· Insufficient number of ATM booth and inadequate logistic support.

· Concentration of remittance operation though a single location. 

Opportunities

· IBBL can introduce more innovative and modern customer services.

· Many branches can be open in remote location.

· On-line banking facilities are stronger in near future.

· Floating and attractive Exchange Rate.

· IBBL can recruit experienced, efficient and knowledgeable work force as it offers good working environment.

 Threats

· Local competitors can captured huge market shares by offering similar products.

· Lots of new banks are coming in the scenario with new service.

· Frequently money devaluation and foreign exchange rate fluctuation is a causing problem.
	[image: image22.jpg]General Investment Growth
Growth of General Investment in 2008 was 24.2% over 2007 and in 2009 the growth over 2008

was 19.2%. A comparative position of growth (in amount and percentage) of Bank’s investment
from 2003to 2009 is shown below:

: Trend of Growth in Investment

Trend of Growth in Investment

40000
30000
Million Taka
| 20000
|
B H
0 \
2003 [ 2004 [ 2006 [ 2008 | 2007 [ 2008 [ 2008 |
SAmount | 13570 | 17639 | 18260 | 21791 ‘ 33698 | 37230 | 36632 |
% Growth | 27.60% | 28.10% | 22.70% | 22.10% | 27.90% | 24.20% | 19.20%

Picture of Size wise Investment of IBL and Other Banks

: Size wise Investment/Advancement of IBL & Other Banks

State Owned
IBBL All Bank PCBs
Economic Banks
purpose % % % %

31.12.08 | 30.06.09 | 31.12.09 | 31.12.08 | 30.06.09 | 31.12.09 | 30.12.08 | 31.12.08 | 30.06.09

Agriculture 3.41% 3.31% 3.84% 6.87% | 6.58% 0.97% 0.79% 9.19% 7.76%
ndustry 52.35% | 55.30% | 51.07% | 37.94% | 38.08% | 37.69% | 38.33% | 42.16% 43.31%

HPSM 28.83% | 24.17% | 23.08% | 21.30% | 21.59% 2120% | 20.93% | 24.22% | 26.52%
Norking T

Capital 23.52% | 31.13% | 27.99% | 16.65% | 17.06% | 16.49% | 17.40% | 17.93% | 16.79%
Trade 31.58% | 28.85% | 33.33% | 35.26% | 4027% | 40.63% | 32.89% | 33.59%
Real

Cstate 4.59% 4.22% 4.02% 6.50% | 6.88% 7.22% 7.71% 7.63% 7.89%

Transport 1.70% 1.72% 1.63% 1.68% \ 171% 1.94% 1.93% 0.58% 0.65%

RDS 1.58% 1.60% 1.84% |

Others 4.79% 5.00% | 4.47% | 11.74% | 11.33% | 11.91% | 10.61% 7.54% 6.80%

Total 100% 100% 100% 100% | 100% 100% 100% 100% 100%
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: Economic Purpose wise Investment of IBBL

Economic Purpose wise Investment of IBBL

SI 2007 2008 2009
NO EsencuigiRumoss Amount % Amount % Amount %
1 | AGRICULTURE & AGROBASED 6840 3.85% 6526 3.41% 8682 3.8%
a. Agriculture 1424 0.92% 2317 1.21% 3944 1.75%
b. Agro-based Industry 4516 2.93% 4209 2.20% 4738 2.09%
2 | INDUSTRY 7422 | 48.52% | 10010 | 52.35% | 11565 | 51.07%
a. HPSM(Project) 38918 | 25.27% | 55127 | 28.83% | 52266 | 23.08%
b.Working Capital 35803 | 23.25% | 44973 | 23.52% | 63386 | 27.99%
3 | Trade 48151 | 31.27% | 60395 | 31.58% | 75477 | 33.33%
4 | Real Estate 8348 5.42% 8776 4.59% 9101 4.02%
5 | Transport 3225 2.09% 3258 1.70% 3696 1.63%
6 | RDS 2885 1.87% 3012 1.68% 3703 1.64%
7 | Other Special Schemes 2112 1.37% 2121 1.11% | 2429 1.07%
8 | Others 8616 5.59% 7041 3.68% 7686 3.40%
Total 153990 | 100.0% | 191220 | 100% | 212327 | 100%

: Economic Purpose Investment
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8 AGRICULTURE &
AGROBASED

[ = INDUSTRY
| [1.07%
i ‘ | _3.40% O Trade
Vopetel
%o 7
33.33% 0O Real Estate
o Transport
51.07%
=8 RDS

B Other Special
Schemes

O Others





[image: image24.jpg]Mode-Wise Investment

: Mode Wise Investment of IBBL

Year Bai Mode Share Mode HPSM Others

= Amount | % | Amount | % | Amount % | Amount | %
1995 8152 | 59% 446 | 3% 1678 12% 3514 | 26%
2000 16482 | 56% 429 1% 8497 25% 4155 | 14%
2001 21866 | 58% 346 1% 10664 28% 4773 | 13%
2002 28489 | 58% 37 0.08% 14131 29% 6495 13%
2003 26651 | 58% 12 0.02% 18065 25% 7994 | 13%
2004 47467 | 59% 27 0.03% 23344 29% 9523 | 12%
2005 57739 | 59% 20 0.02% 30047 30% | 10803 | 11%
2006 66386 | 55% 13 0.01% 39399 33% | 14603 | 12%
2007 83769 | 54% 17 0.01% 50255 33% | 19959 | 13%
2008 112766 59% 40 0.02% 67107 35% | 11317 | 6%
2009 123146 | 58% 38 0.02% 75737 36% | 13407 | 6%

: Mode wise Investment of IBBL

Mode wise Investment as on 31.12.09

Others, 6%

HPSM, 36%
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4.1.17 Islamic banking and the project efficacy 
The Islamic banking system, by its very nature, is a partner in the projects that it finances. The bank's income under Islamic banking has a direct functional relationship with the profit generated from the project. In other words, bank's profit increases or decreases with the rise or fall in returns from the projects that it finances.  Thus the Islamic banking system is very much concerned about the performance of the project for which it provides financing. The concern is exemplified in the following activities: (a) the bank carefully considers every loan request and assesses the profitability of the each proposed projects; (b) the bank keeps a careful eye on the installation phase of the projects; and (c) the bank continues to oversee the project as long as it is a partner to the project. These activities ensure effective implementation of the projects and ultimately a better chance for success. Thus, since in the Islamic banking system, the profitability of the bank directly depends on the successful performance of the project, the bank has a greater interest in seeing that the project is a success.  Therefore, Islamic banks tend to have a higher degree of project efficiency than that of their counterparts in the conventional banking system. 

 4.1.18 Test of elasticity in financing 

Investment financing can surely be described as a service industry. The service is provided to the entrepreneurs and ultimately to society as a whole.  Entrepreneurs' borrowing needs can vary from short to long term.  In addition, there may be a need for temporary credit including consumption and working capital requirements. Thus for a financing system, to be productive, it should have the capability to respond to and fulfill all of the financing needs of the entrepreneur. The elasticity of investment financing may be defined as a ratio of change in short term financing to change in total investment. Thus,

                                      dSf 

 Ef  =  --             ....................................(3)     

        dI

Where, Ef means elasticity of financing, d<Sf means change in short-term financing, and dI means change in total investment.

Thus, that banking system with the highest value of elasticity measure, Ef, is                considered to be more productive.

Demand for short-term credit arises out of the need for working capital, business transactions and consumer goods.  These financing needs are short term in nature and require quick response. Given the nature of these financing needs, they are not placed into separate projects categories. As a result, the profitability of these financing needs is difficult to estimate in advance. Even where it is possible, it may not be economical to do so in view of their cost. 

It is from the above perspective that the efficiency of both the conventional banking and Islamic banking in short-term financing may be studied. Conventional banking, in this case, enjoys advantages over Islamic banking in that the conventional banking system allows for the calculation of interest for periods of any length.

For Islamic banking, short-term loan financing is still a problem. It lacks specific financing arrangements necessary to   meet the working capital needs of entrepreneurs. In order to handle this situation, Islamic banks simply add the working capital needs to the request for Musharaka and Mudaraba, which do not really meet the needs of the entrepreneur. Thus, working capital financing under Islamic banking is relatively inflexible. Uzair does not share this view. Rather, he is optimistic about the possibility of applying profit-loss-sharing concepts to shorter-term financial needs. He feels that this can be done through the introduction of proper accounting methods that may help calculate profits generated from the use of working capital on a quarterly, monthly, or on weekly basis, which could be derived from past annual or quarterly averages (Uzair 1982). That means according to him, if properly executed, Mudaraba and Musharaka may also conveniently be used for financing even the short-term working capital needs of the entrepreneurs. However, several studies reveal that the use of these financing arrangements to provide for the spontaneous short-term financing needs of entrepreneurs is actually a very small percentage of total financing made under Islamic banking at present. Of course, it is argued that most of the PLS-banks are operating in a legal environment that does not adequately support the expansion and smooth operation of these types of financing arrangements.  

As far as the business transaction (particularly trade financing) is concerned, the Murabaha contract is applied as an alternative to its conventional counterpart using the bills purchased and discounted method of financing.  However, proponents of Islamic banking prefer limiting the extensive use of Murabaha for these short-term financing needs as they do not conform to the profit-loss sharing characteristics of the Islamic banking system. 


Islamic banking has not yet been able to devise any alternative to consumption loan financing of its conventional counterpart. The latest development of literature on the issue suggests that banks under Islamic banking may separate a portion of its invertible funds for providing interest-free loans to consumers.  In these circumstances, the bank would charge the borrower a service fee.

4.2 Findings
The mission of the IBBL is to establish Islamic banking through the introduction of a welfare oriented banking system. In which bank participate in the growth and expansion of the national economy. The following are the findings of the report: 

· Lack of knowledge of the client about the Islami Shari’ah. 

· Account opening procedure is very complex sometimes customers get confused about transaction profile. 

· Lack of a large space especially for the Local office so it should be moved in a spacious place. 

· People still get confuse about the different types of products of IBBL.

· The decoration of the bank is not very competitive than the other private commercial or Islami bank

·  The customer service is not a satisfactory level because a huge number of clients always move to the branch. 

· People want to know what will be the actual benefit at the maturity date specially for the deposit product Example- MSS 

· The account opening procedure handled by one employee which is very difficult to handle. That’s why it hampers the process and clients get annoyed. 

· The delivery of the MICR cheque is taken long time than the other private commercial bank (in Local Office it takes 15 days). 

· Identify the different section is not easy for clients because the service desk for the clients is on the same row. 

·   The online banking service is not a satisfactory level at this time. 

· There is no guideline to maintain MICR cheque that’s why it takes time to provide the clients.   

· The investment ceiling is 2700 core for the local office which is not sufficient against the demand of the customer want. 

· The space for the Remittance section is poor it should be moved in a suitable space. 

· People get confused about the investment mechanism of the IBBL that’s why it hamper’s to do the work for the employee. 

· The customer care desk is very poor in numbers it must be increased in a very short time to provide the customer service properly. 

· Investment demand is so high but the mobilization of deposit is not competing with the investment demand. 

· The profit earnings of the IBBL against its capital are not in a very good shape. 

Chapter: 5 (Concluding Chapter)
5.1 Recommendations

5.2 Conclusion




5.1 Recommendations 

After observing the all activities and performance of Islami Bank Bangladesh Limited, the following recommendations are given for the IBBL:

· IBBL should take proper steps to attract deposit from the customers. If necessary IBBL should introduce new deposit product for the new as well as the existing customer. 

· IBBL must be provide good online banking service to the existing client and IBBL must upgrade it server and other IT facilities to provide quick service to the clients. 

· To increase the mobilization of the deposit IBBL should open separate inquiry desk about the deposit product of the bank. Where customers can easily know about all the existing products and its features from one desk. 

· IBBL must increase ATM facilities to capture the market share and also increase the ATM Both as soon as possible. 

· IBBL should develop Information technology to ensure better service for the customer and also set up high bandwidth internet connection to run banking activities properly. 

· Numbers of employees should be increased to support and provide the better service to the clients. 

· Any kind of bank, Shariah based or interest based has to operate under regulatory environment prepared and approved by the government. There are conflicts between Islami Shariah and general Government rules and banking law. That’s why Islami bank does not get the opportunity and help from the running law of government. 

· Insurance company pools large amount of money, which is mainly invested by bank. Islami bank does not get benefit from insurance companies directly. Because insurance companies are not guided by Islami Shariah. So Islami Bank is not interested to get insurance from that companies that’s why it is necessary to establish Islami insurance policy.

· Islami bank cannot accept securities & bonds from Bangladesh Bank because these securities & bonds are not well instructed by Islami Shariah. Besides the conventional banks get these benefits from Bangladesh Bank that helps them to increase their wealth.

· Islami bank lacks efficient manpower. In our country Islami Bank is spreading very rapidly but still skilled manpower is not sufficient. Islamic banking and Islamic economy must be included in the syllabus of schools and universities so that Islami educated people can have opportunity to get employed in Islami bank and the service of Islami bank can be better with the help of these skilled personnel.

5.2 Conclusion
Islami Bank Bangladesh Limited was incorporated on 13th March 1983 as a public company with limited liability under the companies’ act 1913. The bank started functioning with effect from 30 March, 1983. IBBL is the first interest free bank in south Asia. The establishment of this bank conducted new age in Bangladesh, the 3rd largest Muslim country in the world. 
The bank is committed to run all its activities as per Islami Shariah. At present, IBBL is one of the leading private commercial bank in Bangladesh. IBBL play a vital role in the country economy and IBBL show the important of its all activities in every sector. Like in Import such as machinery, garments, fabrics and accessories and other items. On the other hand in exports are Jute goods, readymade garments, leather, frozen food, pharmaceuticals etc. There are many Islamic banking and financial institutions established all over the world. The banking system of some country is totally based on the Islami Shariah. 

IBBL will be more effective in Bangladesh economy through its activities and also by creating the employment opportunities all over the country. IBBL also participate to increase the foreign exchange reserve by its activities.

IBBL also invest in agriculture and rural sector of the country to create opportunity for employment and raising income of the rural people with a view to alleviation poverty. This is very effective for the country economy. 

IBBL already establish a superior and welfare oriented banking system as well as IBBL participate in socio-economic uplift and developing the community through its activities, which is very important and create a positive image for the country economy.     
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