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Research for providing lease facilities to an innovative entrepreneur


1. Introduction 
1.1 Origin of the report   

The internship program has been assigned by the School of Business as requirement of the intern program for MBA degree at Independent University Bangladesh. The program started from 1st October and continued until 31st December. This report on “Prospective of Leasing in Bangladesh” is being prepared for “Mr. Mahmud Hassan” Assistant Vice President of “Phoenix Leasing Company Limited”. Who orally authorized me to conduct the study on 1st October 2003. This report will be submitted to “Professor Dr. Rowshon Kamal” supervisor of my internship program.
1.2 Objective of the Report

1.2.1 General Objective of the Report

The general objective of the report is to fulfill the eight-credit internship course with a reputed organization. This three months internship is required to complete the MBA course from Independent University, Bangladesh. It gives the student to gather practical knowledge of business by working under any business organization. 
1.2.2 Broad Objective of the Report
To give an overview on Prospective of Leasing in Bangladesh with giving special emphasis to phoenix Leasing Company Limited and also finding out the possibility to providing the lease-finance to an innovative entrepreneur. 
1.2.3 Specific objective of the Report

· To identify the market of Prospective of leasing.

· To identify the suppliers of the sectors.

· To describe the offerings of different suppliers of commercial vehicle leasing, industrial machinery leasing and house building loan and make a comparative study.  

· To find out conditions of already disbursed commercial lease finances.

· To identify problems and prospects of the sectors.   

1.3 Methodology of the study

1.3.1 Research Type

The depend on the characteristics of the report and others relevant activities refer this report as “Exploratory Research”  

1.3.2 Sources of the data collection

Both primary data and secondary data have been collected to make this report.

a. Primary Data:

For collecting the primary data firstly, I personally discussed with different officers of different financial institutes on the basis of the questionnaire.  

Secondly, to achieve the objectives of this survey some qualitative analysis has been done from observing the respondents’ behavior, especially in the financial institutes. 

Thirdly, Data were collected from phoenix Leasing Company’s executives, managers etc.

Fourthly, data were collected from Mr. Mahmud Hasan, Asst. Vice President, Phoenix Leasing Company through participatory discussions. 

Finally, data were collected from the interview of different organization that works on leasing from different financial institutions.

b. Secondary Data:

Internal secondary data have been gathered from the Phoenix Leasing Company like; previous reports on commercial Leasing.  External secondary data have been gathered from different libraries, magazines and web sites to come up with relatively accurate information and solutions.

1.3.3 Measurement Technique

The primary measurement technique for the research became the survey questionnaire and Personal interview, which is regarded as the depth interview.

1.3.4 The Study Approach

To collect the qualitative data the following three approaches were used: 

· Discussion 

· Personal interview 

· The observation method

While collecting the primary data the instant response were found and it was possible to observe the real situation. 

i. Study Instrument: The study used questionnaires to collect the primary data for financial Institutions, and existing lessees.

ii. Sampling Plan: In order to collect the necessary information as precisely as possible from the survey, the following sampling plan was pursued: 

a.
Population: All the respective lessees of the Non Banking Financial Institutions (Leasing Company) of the Dhaka City.

b.
Sampling Frame: All level of customers, whom hold lease from the Non Banking Financial Institution (Leasing Company). 

c.
Sample Unit: The sample population comprised of respondents from the selected financial institutions. The sample population of lessees and individuals were selected also.  

d.
Sample size: The sample size of my report became leading organizations involved in commercial leasing and lessees in this sector.

e. Sampling procedure: For the sake of simplicity and ease of operation, a convenience sampling procedure was pursued for the survey. 

f.
Contact method: The information was collected by the way of face-to-face interviews and discussions with each individual. 

1.4 Scope of the Report

To achieve my report objectives, some financial institutes and Non Banking Financial Institution (Leasing Company) and lessees were visited. The sample of the study is mainly concentrated In Dhaka City. Now a day its market is expanding in other district City areas especially in the Chittagong City, Due to time limitation and area concentration the scope of the study has been limited in Dhaka City only.

1.5 Limitations of the Report

In doing this report we have faced some unwanted limitations:

The research has some sampling errors as the time, budget and experience in choosing the sample are deemed to be inadequate.

Time: Time is an important issue in report writing. As a specific deadline has been given for submission so could not perform all the researches. And we hardly found time to sit and do more libraries works and to explore more new things, as I had to do a regular office job beside this project. 
Lack of experience: A comprehensive result of practice of marketing study could not be found, as had some pivotal limitations like inexperience. Sometimes it is necessary to evaluate the primary data through investigations, which, if I could have done, certainly made our report a better one.

Small sample size: The survey was conducted to the ten commercials leasing related organization and ten respective lessees only within Dhaka region. So the results found from this could possibly not reflect all the aspects of leasing perfectly.

Data Analysis Error: Unable to use few data analysis techniques like CHI-SQUARE, ANNOVA Table, and SPSS etc.

Many of the respondents could not provide all answers to the questionnaire due to their required secrecy and time constrain.
To maintain the company (Phoenix Leasing Company Ltd.) secrecy, some information is not mentioned in this report. 

1.6 Background of the study  

The report is a part of the internship program of Master of Business Administration, Independent University Bangladesh. The project has been chosen as a relevant and necessary one for a leasing company, Phoenix Leasing Company where the internship program is being carried on. Both the Faculty supervisor and organization supervisor has agreed on the report proposal.  

1.7 preview of the presentation 

To presentation of the report is proper order of arrangement. This paper is divided in to five parts. In the first part introduction of the paper has been placed. Literature review and strategy management has been described in the section one. In the second part, describes the organizational structure and operation of Phoenix Leasing. In the third part, Comparison with the Prospective Commercial Leasing Company in Bangladesh with the special reference to Phoenix Leasing Company Limited. The industry situation of leasing business has been described in this section and comparative status of some prominent origination is portrayed. And finally, a research works “Research for providing lease facilities to an innovative entrepreneur” is described. Findings of the study are also described in the fifth section. At last, based on the findings conclusion and recommendation were drown.        

2. Literature Review

2.1 
Leasing Concept

Leasing in general in viewed as a method of financing the acquisition of capital equipment. Leasing involves a contractual relationship in which the owner (Lessor) of an asset or property grants to a firm or a person (Lessee) the use of the assets service for a specified period, usually for an agreed sum of rent. Leasing therefore enables a firm to avail the service of a plant or equipment without making the investment of incurring debt obligation. The firms can use the asset by paying a serious of periodic amounts called “Lease payments” or “Lease rentals” to the owner of the asset at the predetermined rates and generally in advance. The payment may be made monthly, quarterly or annually. Often there is no initial deposit or fee. Lease contract has two parties involved, Lessor and Lessee. A Lessor may be a leasing company, a manufacturer, a subsidiary or an associate of a large business organization. A lessee may be a company, a cooperative society, a partnership firm, an individual, government or its agencies.      

2.2 
History of Lease Financing

500 years ago, in Middle East, Land owners, gods of different degrees, Kings, Agents granted other people the right to use their land for a proportion of the harvest. This type of leasing started at the southern part of Arabia, Baghdad (Iraq). The concept of sharing developed further. Bank leasing started at Athens 370 BC. Greece was also a pioneer in the development of mine lease.

After the Second World War, every body felt the need for financial services to coup up with the continuous inflation, rehabilitation & development process. In that period, Banks and Insurance companies entered in the consumer credit market and accelerate the growth of lease market. 

In 1960’s, true lease came into mode, which had stimulant because of favorable tax laws in 1963. Consequently by slow and gradual paces, leasing has became one of the important means of financing the project of the industrial enterprises, procuring consumer durable for family dwellers for better life standards, etc.

In may 1952, the United States leasing Corporation set up followed by Canadian subsidiary – Canada domain leasing corporation in June 1959. In 1960, Mercantile Credit Company established Mercantile-leasing Company in London. Thus the leasing activity spread in western European nations like France, Italy, Germany, etc. in 1963, one of the largest leasing companies in the world known as Orient Leasing Company was established in Japan. It spread over to other parts of the world. In 1970 leasing started in developing countries of Asia, South America & Africa.

1980 have been the year of internationalization of leasing concept. During that time AirCraft leasing became very much popular. Bangladesh Biman was also one of the early entrants in this sector. It is also accepted as compatible with “Sariah” in Islamic view.

2.3 
Types of Lease:

Essentially, there are two types of leases:

a) Financial lease

b) Operating lease

While a strict separation could be difficult, the legal rights of the respective parties i.e. the lessor and the lessee, as also the tax benefits and the accounting treatment, are influenced by the types of lease.

2.3.1 
Financial lease:

The International Accounting Standard (IAS17) classifies a financial lease as one where the lessor transfers to the lessee the entire risks and rewards incidental to ownership of the asset substantially, whether or not the title is eventually transferred. The rental payable during the non-cancelable lease period is calculated in such a manner so as to enable the lessor to recover the capital cost of the equipment and earns a return on investment. In the UK, the best-known definition of financial lease is the one adopted by the Equipment Leasing Association (ELA)  " A financial lease is a contract involving payment over an obligatory period, of specified sums, sufficient in total to amortize the capital outlay of the lessor and give some profit."

A financial lease is an agreement whereby the lessor agrees to finance the use of the equipment by the lessee over a time that usually parallels their economic life of the leased asset. Such leases are called " Full layout lease ", "Capital lease", "Long term lease", or " Net lease".

2.3.2 
Operating Lease:

An operating lease has been defined by the International Accounting Standard (IAS 17) as a lease, which is not a financial lease, Therefore in a operating lease all the risks and rewards incidental to ownership are not transferred substantially to the lessee by the lessor, the asset is not fully amortized during the period of the primary lease (which generally is cancelable) and the lessor does not depend on a single lease for the recoupment of the investment.

" When benefits and risks are associated with the ownership of the leased assets, are not transferred to the lessee, it is treated as operating lease."

2.3.3  
Leveraged and Non-leveraged leases:

A leveraged lease means a self-leveraged transaction where the lessor borrows for the purpose of a particular lease, and on the strength of the lease payments, and for the purpose of repaying the loans, grants, an equity interest to the lender in the lease, and usually makes an up-front gain by fully assigning the lease rentals, the assignment is mostly on non-resources basis.

2.3.4   
Sale and lease back leases:

A sale and lease back extends the concept of leasing, which is essentially a mode of asset-based funding, to non-fund based finance. Here the lessee already owns an asset that he wants to leverage, that is, he wants to raise funds against it. Accordingly, he sells it to the lessor. The lessor pays immediately for the asset, but then leases the asset back to the seller. The lessor pays immediately for the asset, but then leases the asset back to the seller. The erstwhile owner has now become the lessee. The asset has continued to remain under his custody and with him through out, but only a change in title has taken place. This paper exchange of title has had the effect of providing immediate non-find based finance to the selling company, the lessee. 

2.3.5  
Full- payout  and non-payout leases:

A full payout lease is one in which the lessor recovers the full value of the leased asset over the period of the first lease by way of its rentals and a reasonably assured residual value. It is assumed that after first lease period expires; the asset would have exhausted much of its value. That, in fact, is the basic feature of a financial lease. The lessor therefore expects that the lease fully pays out or pays off his investment while also yielding him desired return on investments. In other words, the residual risk of the risk is negligible.

A non-payment or partial- payout lease is just the opposite, where the lessor intends to lease the same asset repeatedly, so that no single lease has to be a fully paying –out one. Several leases in succession will be full payout.

Characteristically, financial leases are full-payout, and operating leases are non-payout. Accounting and tax considerations distinguish between financial and operating Leases primarily based on their payout features.

 2.3.6 
Characteristics of Major Types of Lease:

Types of Lease
Parties Involved
Duration
Provider of Maintenance

Operating
Lessee & Lessor
Short
Lessor

Finance
Lessee & Lessor
Long
Lessee

Sale & Lease Back
Lessee(seller) and lessor(buyer)
Long
Lessee

Leveraged
Lessee, Lessor(equity participant, and lender
Long
Lessee

Table # 2.1

2.3.7 
DIAGRAMATIC PRESENTATION OF LEASE CLASIFICATION:
Based on the above discussions, the following chart is drawn to show the overall lease classification in a diagrammatic form:
Chart – 2.1
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2.4.1 
Key Success Factors in Leasing:
Some key qualities enable leasing company to be successful in the industry. Basically there are six factors that are described in the following sections:
Management: A high standard of cash flow based credit analysis and supervision of clients, complemented by follow-up and equipment insurance procedures are critical.

Competent partners: It is important to have an active, competent and committed foreign technical partner. The technical partner which, should have enough equity to ensure active participation, should establish and monitor standards and procedures; train local staffs; advice on lease pricing, marketing and administration; and perhaps second the first general manager. 

Fund arrangement: The single biggest obstacle to the growth of the leasing companies is access to the local currency fund. Access to term deposit from insurance companies and or pension funds or to a local bond market helps to overcome the problem.  

Asset–liability matching (ALM): Leasing companies match the fixed rates leases with the fixed rate funding, or if only floating rates are available (locally or internationally), it needs a regulatory framework that allows periodic adjustment of lease rates.

Attractiveness to lenders: Having a debt-equity ratio, leasing companies must remain attractive to the lenders. Security sharing agreements that establish equal rights to the pool of collateral for senior lenders are often used in IFC agreement. In addition, IFC gives guarantees or direct loans, particularly to new companies that have not yet established credit histories that allow them to borrow locally.

Regulatory frame work: To perform better, leasing companies need a regulatory, legal and fiscal frame environment, that at least provides equal treatment compared with.

2.4.2 Advantages to the Government:

In the case of a developing country, lease form is beneficial for importing equipment like ships, aircraft's, etc. instead of borrowing. This will protect a better image of a nation than a borrower with no pressing service charges for unpaid loans.

Government should make favorable laws so as encourage availability of lease finance for importing plant, machinery, and equipment by the private sector companies to accelerate the pace of industrialization and self-reliance in production of capital goods. 

2.5 
Lease Finance in Bangladesh

The idea of setting up an equipment leasing company in Bangladesh was first discussed in a meting of shareholders of Industrial Promotion and Development Company of Bangladesh Limited (IPDC). Held in Washington D.C in November 1983. The international finance corporation (IFC) as one of the shareholder in IPDC, and a pioneer in the promotion in the leasing operation in the developing countries came forward to assist IPDC in setting up the leasing company in Bangladesh. 

The Korean Development Corporation (KDLC) of which IFC was a shareholder, was identified as a technical partner for the proposed venture. Joint appraisal mission quickly followed and with active support of government of Bangladesh, and participation by foreign and local institutional shareholders, the first equipment leasing company now known as IDLC was setup in 1984. It started its operation in 1986.

The emergence of the leasing companies, since inception, successfully created public awareness about lease financing, and indefinitely made significant progress with the objective of assisting the development of productive enterprises. Today lease financing has grown to be an industry of Taka 5 (approximately) billion per annum.

In 1998 – 1999 growth of the leasing industry slowed down significantly reflecting the sluggish economy. With the commencement of operation of more leasing companies, the market is becoming more competitive and the concentration of market share in share in previous years is being diluted. 

At present there are 28 leasing companies are operating in Bangladesh. Bangladesh Bank financial institutions Act –1993 license them.

2.6 Interest Calculation

Acquisition Cost x (Interest x no. of years) = Tk. 100,000 x (11% x 3) = 33,000

2.6.1 Monthly Rental

Total Lease Amount = Tk. 100,000 + Tk. 33,000 = Tk. 133,000.00
Total Lease Amount / Lease period = 133,000.00 / 36 = 3,694.00

2.6.2 Calculation of Rental

Suppose any client takes 100,000 from a leasing company. He agreed to repay at 18% per annum in 36 monthly installments. To determine the monthly payments, we need to take help of present value of annuity formula.

 Which is:
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We can get that from present value of annuity due table. Given in most of the financial books. From the formula, we get the ratio 27.66. Now the rental will be: 100,000 / 27.66 = 3,615 each year (36 rentals)

2.7 
Product life cycle

The courses of product’s sales and profits over its lifetime. It involves five distinct stages: Product development, Introduction, Growth, Maturity, and Decline.

2.7.1 Product development stage

Product development beings when the company finds and develops a new product idea. During product development, sales are zero and the company’s investment costs mount.  

2.7.2 Introduction stage

The product life cycle stage in which the new product is first distributes and made available for purchase. Profits are nonexistent in this stage because of the heavy expense of product introduction. 

2.7.3 Growth stage  

The product life cycle stage in which a product’s sales start climbing quickly.  

2.7.4 Maturity stage 

The stages in the product life cycle in which sales growth slows or levels off. 

2.7.5 Decline Stage

The product life cycle stage in which a product’s sales decline. 

2.8 
Advantage of Leasing:

2.8.1. Financial Flexibility

Rather than capital tied in one purchase, leasing allows utilizing that capital elsewhere to generate higher return. It also reduces cash outflow.

2.8.2. Prompt Services

As appraisal and documentation processes are simple, prompt and convenient service would ensure quick implementation of the project.

2.8.3. Off-balance sheet Financing

Since, lessor owns the equipment; the balance sheet does not include them. Your financial ratios improve. 

2.8.4. No need to raise new Capital

Raising new capital or debt for capital expenditure may have a lot of constraint. This can be avoided through lease financing.

2.8.5. Avoid budgetary constraints

When budget does not allow buying new equipments, lease financing can solve that.

2.8.6. Simplifies budgeting

Since rental payments are decided in advance, budgeting became easy.

2.8.7. Hedge against inflation

With an outright purchase of equipment, you are paying money the value of which may be reduced by inflation tomorrow. With payments of lease-rentals over a number of years the real cost of acquisition can be reduced.

2.8.8. Tax benefits 

Lease rentals are treated as revenue expenditure and are entirely deducted for tax purpose. This provides a greater tax benefit in comparison to borrowing.

2.9 
LEGAL & REGULATORY FRAMEWORK OF LEASING IN BANGLADESH
2.9.1 Legal Framework

At present, there is no legalized definition of leasing in Bangladesh law. All lease contracts are considered as commercial contracts, which are governed by general provisions of the Contract Act. No minimum or maximum term is prescribed for a lease contract. Also there is no definition of lease assets in any law.

More over, lease rental payments are expressed in local currency only. No foreign currency or floating rate lease practice has yet been established.  

2.9.2 Regulatory Body:

Bangladesh Bank is the central bank of Bangladesh, has the sole responsibility of controlling credit and currency in the economy to maintain the internal and external value of Taka. It also monitors all the financial institutions in the country according to the guidelines and policies formulated by the Government. To carry out this vital responsibility, a number of departments of Bangladesh Bank are functioning. Currently the Non-banking Financial Institutions Department monitors the Leasing Companies. This department is liable to 

· Provide licenses to leasing companies

· Inspect and regulate the operations of the companies

· Facilitate rebuilding and terminating of the companies.

The monitoring is done according to the Financial Institutions Act, 1993 and the Financial Institutions Regulations, 1994 formulated under the former Act. Leasing companies provide weekly, monthly and quarterly reports on their operational performance to this department of Bangladesh Bank. 

Chief Controller of Import and Export regulates the import procedure of lease equipment. Moreover, for issuing of shares, bonds and debentures, permission is required from Sec. Securities Exchange Commission.

For the establishment of joint venture leasing companies in the country, it is necessary to take permission from BOI, Board of Investment and Ministry of Commerce and Ministry of Industries.

2.9.3 Legal Status:

Leasing companies are licensed as non-banking financial institutions; hence their legal status is of Limited Liability Company. However, financial institutions like commercial banks are required to obtain special permission from Ministry of Finance in this regard.

2.9.4 Minimum Capital Requirement:

There is no minimum capital requirement for a leasing company. However a leasing company to be licensed as a non-banking financial institution under the Financial Institution Act 1993. The minimum paid up capital requirement is Taka 100 millions for such organizations and out of this sponsors directors contribution must be at least Taka 50 millions.

2.9.5 Funding:
Leasing companies being in the category of non-banking financial institutions can accept deposits from public like TDR. To meet the fund requirement it can also issue shares, bonds and promissory notes. Also tax exemption is allowed from interest payables to foreign lenders in order to boost foreign investments. Commercial banks are of two types:

a) Short and medium term sources

I. Bank borrowing

II. Short term loan

b) Long term sources

2.9.6 Accounting Standard:

Leasing companies follow ‘Generally Accepted Accounting Principles’ where lease assets are shown in the book of the lessor and lease rentals are shown as revenue expenditures by the lessee. Depreciation on lease assets is charged in the books of the lessor and it usually differs from the depreciation allowed by the tax law.

2.9.7 Taxation of Lessor:

Rental incomes after charging the depreciation on lease assets are subject to income tax.

A lessor is entitled to the following tax exemptions, which is approved by National Board of Revenue:

· Tax holiday for a period of 5 years from the commencement of business.

· Tax exemption on interest payable to foreign lenders.

· Exemption of tax on dividend payment to foreign shareholders.

· 3-year tax holiday on income of expatriate personnel employed by lessor.

· Exemption of tax on salary and allowances of the foreign employees working in leasing companies.

· Waiver of VAT on improved equipment as well as lease rentals.

2.10 Lease Market Scenario of Bangladesh:

In 1998, growth of the leasing industry slowed down significantly reflecting the sluggish economic activities. The industry grew at 13.60 percent in terms of lease execution compared to 42.50 percent of last year. With the commencement of operations of more leasing companies, the market is becoming more competitive and the concentration of market share in previous years is being diluted. The following Table # 2.2 shows the growth of leasing companies, lease contracts, and lease execution position of Bangladesh below:

                                                    TABLE # 2.2

                                 Growth of Lease Market in Bangladesh

                                                                                                        (Taka in Million)

Year
No. of Leasing Companies
Lease Contract
Lease Execution

1994
2
740.60
598.60

1995
4
1253.50
1027.40

1996
8
2083.10
1618.40

1997
9
2744.60
2306.90

1998
11
3158.60
2620.20

1999
21
3646.92
3171.73

2000
22
4905.107
3683.39

2001
25
6818.098
5427.21

2002
28
9387.676
8426.01

             Source: Financial Institutions Department Bangladesh Bank, Islam, 2002.

The Finance Act-1998 has withdrawn initial depreciation on assets and the 5-year tax holiday, which were major incentives for the growth of lease financing as well as for new entrants. In early 1998 Bangladesh Bank imposed two new regulations for non-banking financial institutions, which require maintenance of 10 percent liquid assets against total liabilities as well as an interest free cash reserve of 2.50 percent with Bangladesh Bank against the total deposits. However, the lease market of Bangladesh has growing trends; the above Table # 2.2, and the following graph # 2.1 also reflect it.  


Graph # 2.1 Growth of Lease Contract and lease Execution

2.11 Area of Operation for Leasing:

Leasing companies in Bangladesh have identified the following as their thrust area for lease financing (Choudhury, 1999):

· Capital Machinery;

· Heavy Construction Equipment;

· Marine Transport;

· Generator &Boiler;

· Air-conditioning Plants/Ice-Plants;

· Elevators/Lifts;

· Vehicles like Luxury Bus, Mini Bus, Trucks, Cars, Pick-up etc.

· Medical Equipment’s;

· Tractors/Power Fillers/ Trailers;

· Consumer Durables.

2.12 
Sources of Working Fund:

Leasing companies cater their working fund from the following sources:

· Credit lines from Banks;

· Term Deposits from the public;

· Mobilization of fund from the capital market by issuance of Shares, Debentures, Bonds etc.

· Credit lines from Foreign Agencies.

2.13 Cost of Fund:

Although Leasing Companies is quasi bank institutions they face numerous problems in securing credit lines from banks which do not normally finance to the leasing companies without high and expensive collateral securities like Fixed Deposits, and Insurance Guarantees etc. In providing such securities against credit lines the fund cost soar up beyond affordable capacity of most of mid level entrepreneurs, and industrialists for reasons beyond the control of the leasing companies. With fund cost becoming expensive for the reasons as stated above the leasing sector is deprived of attracting larger number of clients, and making required amount of contribution in the field of industrialization. Thus the paucity of fund and cost of fund are two big obstacles hindering their growth, and expansion.

2.14 Regulatory Body:

The operation of leasing companies is controlled by the Central Bank i.e. Bangladesh Bank under the Financial Institutions Act- 1993 which also regulates foreign exchange transactions, and transactions with commercial banks. Leasing companies are required to furnish monthly, quarterly, semi-annual and reports on their operational performance of Bangladesh Bank in addition to weekly statements on the position of their liquid assets and liabilities as well as public deposits and cash reserve maintained with the Central Bank. To regulate the Financial Institutions Bangladesh Bank issues circulars. Summary of some important circulars issued by Bangladesh Bank are furnished in the Table # 2.3

The Chief Controller of Imports and Exports regulates the importation of lease equipment. For establishment of joint ventures with leasing companies in Bangladesh permission from the Board of Investment, Ministry of Industries and Bangladesh Bank is necessary. For issuance of shares and debentures, prior permission from the Securities and Exchange Commission is required. Permission from Bangladesh Bank as well as the Bangladesh Export Processing Zones authority is required for any leasing company wishing to finance in foreign currency as an off shore unit in Export Processing Zones.   

TABLE  # 2.3

Summary of Important FID Circulars Issued by Bangladesh Bank

FID Circular No. 
Date
Summary / Subject

03
03.07.95
Establishment of  “Financial Institutions (Non-Banking) Department” in Bangladesh Bank.

02
03.07.96
License issued to Financial Institutions including Phoenix Leasing Co. Ltd. 

03
27.07.96
Memorandum of Understanding (MOU) was signed between Bangladesh Bank, and Securities and Exchange Commission regarding duel controlling of FIs.

04
12.08.96
BB approval should be taken prior to the Sanctioning of large loan and loan applications along with the minutes /regulation of the Board of FI, should be sent to BB.

03
12.05.97
Rules regarding the interest rate, maximum deposit received maintenance of 2.50% CRR and BB to FIs declares other matters of public interest according to the articles # 18 of the FIs. Act –1993.      

04
12.05.97
Instructions about CRR maintenance with BB are issued. 

06
20.11.97
No-objection Certificate should be taken from BB prior to cancel/amendment of the Memorandum and articles of association of a FI.

04
20.05.98
Some important guidelines are given to maintain CRR and SLR. Its calculation and reporting procedures are also given in the circular.

02
13.05.98
Financial Institutions will open current A/c. with Bangladesh Bank.

03
17.05.98
“Financial Institutions (Non-Banking) Department” of Bangladesh bank was renamed as  “Financial Institutions Department”.

04
20.05.98
Clarifications of FID Circular # 02, dated: 13.05.98 about CRR maintenance.

07
17.06.98
Guide lines to maintenance of SLR and its reporting period to BB.

01
03.01.99
Guide lines for fixing maximum interest rate of deposit and loans of FIs.

02
24.01.99
Guide lines for CRR, and Current A/C, maintenance with Bangladesh Bank. 

03
02.03.99
Guide lines for appointment of External Auditors and fixing up their responsibilities and range of activities to prepare the audit report.

06
27.05.99
Rules for appointment of Chief Executives and Advisers for FIs.

07
19.07.99
Introducing of Financial Institutions Development Project in Bangladesh.

08
19.08.99
Explanation of the world “Public” relating to CRR maintenance with BB.

Cir.Letter  # 02 
12.09.99
Large loan reporting from for approval by Bangladesh Bank is amended.

Source: Financial Institutions Department, Bangladesh Bank. 


2.15 Accounting Practices in Bangladesh:
No specific accounting standards for the lessor, and/or lessee have yet been established. Generally Accepted Accounting Principles (GAAP) are being follow under which the leased assets are being shown in the book of the lessor while the rental payments are considered as revenue expenditure by the lessee. Accordingly, depreciation on such assets is charged in the books of the lessor although the accounting depreciation may differ from the depreciation stipulated in the tax law (Islam, 1999).

According to Vinod Kothari, “ Bangladesh has so far not implemented the International Accounting Standard no. 17. Neither has the institute enunciated any similar standard. Hence, Bangladesh continue to adopt the operating lease accounting method that is, assets leased are capitalized by the lessor, and depreciated in the lessor’s books. The entire rentals received by the lessor are treated as the lessor’s income, and the lessee’s expenses.

Such a method leads to a significant distortion, particularly when the leases are structured.” (Kothari, 1998, p. 24 of 117).  

2.16 Lack of Legal Framework for default Leases:
The Financial Institution Act –1993 provides for rules and regulations of the Non-Bank Financial Institutions (NBFIs), but does not provide specific rules for recovery of the leased assets in case of default by the lessees. The leasing companies have been bracketed with the banks, and their cases are subjected to be dealt by the Artho Rin Adalat. Suitable legal framework may be structured in line with other developed, and developing countries for “repossession” of the leased assets by the lessor i.e. the leasing company without recourse to the courts to avoid legal hassle depending on the very nature of contractual obligations existing between the lessor, and the lessee.  

The leasing companies lease out the assets for a particular period of time on rental basis under a lease agreement clearly specifying the terms and conditions. Failure on the part of the lessee to repay the rentals, the lessor, the leasing company should adequately be empowered with legal backup to “repossess” the assets directly without intervention of the court.

A dynamic legal framework may save the leasing companies from resorting to costly, and time consuming litigation as faced by the banks. Thus necessary legal reform should be initiated without delay paving the way for smooth, and unhindered growth of this otherwise potential sector.  


3. 
Introduction of phoenix group

Phoenix Group has pioneered in the rapid industrialization of Bangladesh for the last two decades and succeeded in establishing more than twenty industrial units. 

Historically the group started its first industrial venture in early seventies by taking over Phoenix Cotton Products Ltd., one of the leading mosquito nets manufacturing industry of that time. Through the main architect of the group, Mr. Deen Mohammad established his first industry. Pakistan Industries Ltd., the then East Pakistan in mid sixties.

In 1975 Phoenix Group Established with it's two weaving units at Tongi, Gazipur, namely, Phoenix Silk Mills Ltd. and Phoenix Dyeing and Processing Industries Ltd.

The group established its first 100% export oriented leather industry in 1977 in the name and style of Phoenix Leather Complex Ltd., which was also, the first Public Limited Company of the Group.

The Group established a modern textile dyeing, printing and finishing mill in 1978 in the name and style of Phoenix Textile Mills Ltd. and second dyeing and finishing unit M/S Eastern Dyeing and Calendaring Works Ltd., in 1980. The Group took over M.M. Dyeing and finishing Mills Ltd., a 100% synthetic textile dyeing and finishing unit in 1982.

Phoenix group established its 100% export oriented ready-made garments manufacturing Industry in 1983.

In the same year with active support of the Group and untiring effort by the Chairman Mr., Deen Mohamed, The City Bank Ltd. was established, which is a leading Commercial Bank in the Private Sector of the Country.
In 1984 Phoenix Fabrics Ltd. a synthetic dyeing finishing unit was established. 

Phoenix Group established its largest unit Phoenix Spinning Mills Ltd., a combined spinning cum weaving mill consisting of 25,000 spindles and 400 looms at Ganakbari near Savar, Dhaka in 1985. The unit now has two rotors with 192 spindles in each.

In 1986 at the personal initiative of the Chairman Mr. Deen Mohammed and with the co-operation of Phoenix Group, Phoenix Insurance Company Ltd. - one of the leading General Insurance Company of the country was established.

The next year that is in 1987 the Group entered into iron and steel business and established M/S. Apollo Steel Mills Ltd., a Galvanized Corrugated Iron Sheet Manufacturing Industry joining with Mr. Md. Ansar Ali and his nephews, the leaders in trading of Galvanized Corrugated Iron Sheet of the country. With their association, the Group is now on the road to reach the Pinnacle in the steel industry, by establishing the largest Steel Mill in the Private Sector in 1987 in the name and style M/S. Apollo M.T.

The recent achievement of the Group particularly of its Chairman is the establishment of Phoenix Leasing Company Ltd. in 1995, the third leasing company of the country.

The Group is also actively engaged in establishing a commercial Bank in the name and Style Phoenix Bank Ltd.

3.1 
THE CORPORATE VOICE

The Corporate voice of the Company is as follows:  

We are committed to serve the people and destined to the betterment of our country that benefits the common person. Our industrial program is designed for national uplift that improves the quality of life. Our people are our asset and with their assistance, we want to serve our motherland with a vow for its economic growth.

3.2.1 group Profile of phoenix group: 

Phoenix leather complex ltd.
Phoenix insurance co. Ltd.
Phoenix textile mills ltd.
Phoenix leasing co. Ltd.
Phoenix garments ltd.
Phoenix fabrics ltd.
Eastern dyeing & calendaring works ltd.
Noor mohammed industries (pvt.) Ltd.
Phoenix spinning mills ltd.
Apollo ispat complex ltd.
Apollo steel mills ltd.
Elora metal products ltd.
3.2.2 Board of Directors:
CHAIRMAN

MR. DEEN MOHAMMED

VICE CHAIRMAN

Mr. M Yunus

DIRECTORS

MAJOR GEN. A. MANNAN SIDDIQUI (RETD)

Mr. Nashir Uddin Ahmed

Mr. Md. Shoeb

Mr. M. A Majid

Mr. Rafiqul Islam Khan

Dr. (Prof) Ali Afzal khan

Mr. S. A. Mansur

Ms. Evana Fahmida Mohammed

MANAGING DIRECTOR

Mr. A. Quadir Chaudhury
3.3.1 
phoenix leasing company at a glance:

Date of Incorporation

:
19th April 1995
Authorized Capital


:
Tk. 500.000 Million
Nature of Business


:
Leasing
Annual Turnover


:
Tk. 200.000 Million
Through the co-operation and assistance of Phoenix Group, Phoenix Leasing Company Ltd., was established on 19 April 1995 as the third leasing company of the country. It started its operation from 1st October 1995 at Sadhinata Bhaban, Motijheel Commercial area, Dhaka. The company is offering financial assistance for procuring capital machinery for BMRE, vehicles, equipment and many other household items on lease term basis. The company is planning for going into real-estate business on Lease term basis in near future. The company is also taking deposit on fixed term basis on a lucrative rate of interest. 

Exceptionally brilliant and experienced young executives operate the company. The company is expected to contribute substantially towards the economic growth of the country.

3.3.2 
Progress & Spirit:

The progress has no limit as the open sky. Phoenix aimed in set targets with a challenge to achieve the goal. They believe in "hard work diversity and service through entrepreneurship ". With this dedication, this particular leasing company has traveled a long way. They are looking ahead with emphasis on creative thinking and dynamism. 

Growth is the spirit that gives an unending motivation. Their products have quality marks for industrial and consumer use. Methodological superiority through knowledge with innovative idea moves them forward to the goal. In a complex situation of a fast-changing economy, Phoenix people are continually engaged in search of solutions to overcome manifold problem on the road to progress.

3.3.3 Offer available by PLC:

 LEASE FINANCING FACILITIES FOR
CAPITAL MACHINERIES

HEAVY CONSTRUCTION EQUIPMENTS

MARINE TRANSPORT

GENERATOR & INDUSTRIAL BOILER

ELEVATORS / LIFTS

AIR CONDITIONER / ICE PLANT

LUXURY BUS, MINIBUS, TRUCKS 

PRIVATE CARS, PICKUPS

MEDICAL EQUIPMENTS

3.3.4 Term Deposit Receipt (TDR):

A unique opportunity of earning for all:
(
Individuals

(
Firms

(
Companies

(
Corporate bodies

3 – way Income Option

(
Every Month

(
Every Half yearly compounded

(
All at maturity

Your risk free investment 

(As approved & introduced according to Financial Institutions Act, 1993)

A new deposit boom 

Earns @ 14.16% at maturity of 5 years. 

A sample chart for TDR scheme:

PERIOD
MINIMUM DEPOSIT
MONTHLY INCOME OPTION
PAYMENT AT MATURITY



5 YEARS
Tk. 50,000/-
Tk. 458/-
Tk. 85400/-

4 YEARS
Tk. 50,000/-
Tk. 438/-
Tk. 75280/-

3 YEARS
Tk. 50,000/-
Tk. 417/-
Tk. 66995/-

2 YEARS
Tk. 50,000/-
Tk. 396/-
Tk. 60190/-

1 YEARS
Tk. 10,000/-
-
Tk. 10920/-

6 Months
Tk. 10,000/-
-
Tk. 10425/-

TABLE 3.1
3.3.5 Organogram:


 3.3.6 
Leasing Steps:

Step – 1:


Step – 2:



Step – 3:


Step – 4:


Step – 5 
                                                 

Step – 6:


Step – 7:            

   

Step – 8:

                                         

Step – 9:

                             

3.3.7 Documentation / Papers / Information required at different stages:

Step 01: At the time of application

1) Trade License

2) Certificate of incorporation, Copy of memorandum & Articles of association   (For corporate concern).

3) Cash flow statement of existing business. (for previous 02 years)

4) Bank statement for 1 year.

5) Partnership deed ( if applicable )

6) Security

A) LAND



i) Particulars of land

1) Location

2) Site Plan

3) Plot No

4) C.S, S.A. & R.S Khatian no.

5) Mouza no.

6) Area

7) Classification

8) Date & Manner of acquisition.

9) Title Holder.

10) Deed Value.

11) Market Value.

ii) Non-Encumbrance Certificate.

iii) Copy of the title deed.

iv) Mutation Records & Khazna receipts.

v) Valuation certificate from a survey / reputed engineering firm.

vi) Income tax clearance certificate, wealth tax, land tax payment receipt.

B) BUILDING

i) Particulars of Properties

1) Covered Area

2) Type of construction.

3) Year of built.

4) Building plan with letter of approval.

5) Market Value.

6) Title Holder.

7) Non-Encumbrance Certificate. 

8) Valuation certificate from a survey/ reputed engineering firm.

9) Municipal Holding No.

C) MARKETABLE SECURITIES LIKE FDR, SHARE, BOND ETC.

i) Particulars of Securities

Photocopies of the Securities.

D) BANK / INSURANCE GURANTEE

Name of the Bank / Insurance Company from which guarantee will be issued.

E) JOINT SURETY

i) Bio-Data

ii) Worth statement (As per standard format )

F) CASH SECURITY


In case of Land security, as per rule of PLC. 

       1) List of sister concern / or any other business.

2) Other sources of Income.

3) Quotation from the supplier in favor of PLC Ltd. Accepted by the applicant.

4)  Service Charges.

5)  Two copies of passport size photograph of the lessee.

6)   Application brochure duly filled by the applicant.
Step 02: Before lease agreement

1) Authority to complete promissory notes / cheques etc.

2) Lease Deposit: (A cheque in favor of PLC for two months rental)

3) Lessee’s declaration (As per PLC format)

4) No objection certificate from the competent authority like RAJUK,   BSCIC for 

      creation of mortgage of land building etc.

5) Execution of joint surety (If applicable)

Step 03: Before purchase order / opening of L/C 

1) Submission of Bank / Insurance guarantee.

2) Letter of Guarantee.

3) Cash security.

4) For security of immovable properties ( Land, Building)

a) Original title deed.

b) Memorandum of deposit of title deed for equitable mortgage.

c) Letter of Guarantee from the owner in case where the lessee is not the owner of the land.

d) Irrecoverable general power of attorney for equitable mortgage.

e) Affidavit. ( As per PLC format )

5) For security of movable properties.



a) Letter of hypothecation.


b) Memorandum of deposit of title deed for equitable mortgage.

c) Search report from registrar of joint stock companies. 

d) Insurance policy etc. 

6) For marketable Securities ( FDR, SHARE, BONDS etc.)


a) Security delivery letter along with the Security.

b) Letter from the lessee authorizing the authority to appropriate its proceeds.


c) Letter of Automatic renewal.

d) Blank transfer form duly signed.( in case of shares of limited companies)

7) Undertaking (as per PLC format)

8) Commitment fee. (As per rule of PLC)

    (@ 1% per annum on sanctioned amount.)

Step 04: On execution date.

1) Obtain the certificate of execution from the lessee.

2) Sign the amended agreement based on actual acquisition cost.

 (if applicable )

3) Obtain cheques in favor of PLC Ltd. With due dates and amount ( based on actual acquisition cost) corresponding to each of the remaining rentals to be due.

4) Obtain cheques in favor of PLC Ltd. Perfect in all respects leaving the date blank for the amount of insurance premium payable during the balance lease term.

5) Obtain cheques relating to interest during construction as per rule of PLC Ltd. ( if applicable )

6) Obtain 1st rental from the lessee on the execution date.
NOTE: 








                                              Phoenix Leasing Company holds the right to ask for any other documents, papers, information etc. which may be required to implement the lease.

3.4 
Financial Report of PLC:  

PHOENIX LEASING COMPANY LIMITED,

                                                                               Balance Sheet 



                                                  As At 31st  December, 2002









Sources of Fund:
2002 (Tk.)

2001 (Tk.)

Shareholders' Equity









Share Capital
    105,000,000 

     100,000,000 

Reserve & Surplus




Statutory Reserve
     43,798,777 

       31,573,503 

General Reserve
       2,000,000 

         2,000,000 

Retain Earning
       1,232,565 

            932,018 


    152,031,342 

     134,505,521 

Long Term Liabilities









Long Term Loans - Net off Current Maturity
    310,495,274 

     215,971,076 

Lease Rental Deposits - Net off Current Maturity
     54,218,551 

       47,050,966 

Security Deposits
       4,538,481 

         4,536,381 

Term and Other Deposits
 1,142,448,140 

   1,464,769,425 


 1,511,700,446 

   1,732,327,848 

Total
 1,663,731,788 

   1,866,833,369 











Application Of Fund









Lease Assets at cost less Depreciation
 1,285,742,739 

     894,389,434 

Provision for Doubtful Leases. 
    (21,875,924)

      (18,637,714)

Advance against Lease assets.
    238,891,162 

     283,449,094 


 1,502,757,977 

   1,159,200,814 






Fixed Assets At Cost Less Depreciation
       7,850,584 

         9,776,510 

Direct Finance




Long Term
     10,740,501 

         6,434,700 

House Loan Finance
       1,250,000 



Short Term
     13,471,325 

         7,370,078 


     25,461,826 

       13,804,778 

         Balance Sheet

                                                  As At 31st  December, 2002









Current Assets




Cash and Bank Balances
    556,501,376 

   1,466,824,900 

Accounts Receivables and Advance
    177,565,131 

     129,382,453 

Investment in Share and Securities at cost
       1,280,136 

         6,706,218 

Prepaid Expenses
       4,478,324 

         4,772,155 


    739,824,967 

   1,607,685,726 

Current Liabilities 




Current Maturity of Long Term Loans
    107,790,032 

       73,481,519 

Current Maturity of Lease Rental Deposits 
     11,656,513 

       10,565,475 

Short Term Loans
    324,000,000 

     609,545,764 

Advance Rental Deposits
          172,379 

            253,314 

Payable & Accrued Expenses
     91,946,958 

     126,868,854 

Proposed dividend
     24,150,000 

       26,320,000 

Promissory note
     19,120,000 

       38,495,000 

Interest Suspense
       6,401,002 

         5,947,581 

Commitment fee
             3,550 

               3,550 

Provision for House Loan Finance
          254,618 



Provision for Tax
     25,952,717 

       25,449,658 

Provision for Loss on Investment in Shares & Securities
          715,797 

         6,703,744 


    612,163,566 

     923,634,459 






Net Current Assets 
    127,661,401 

     684,051,267 

Total
 1,663,731,788 

   1,866,833,369 

PHOENIX LEASING COMPANY LIMITED

DHAKA

PROFIT AND LOSS ACOOUNT

FOR THE YEAR ENDED 31st DECEMBER 2002


2002 (Tk.)

2001 (Tk.)






OPERATIONAL REVENUE




Lease rentals
  504,744,949 

   427,548,821 

Other Operational income
    58,966,063 

     24,153,183 


  563,711,012 

   451,702,004 

OPERATIONAL EXPENCES




Depreciation on Lease assets
  327,106,145 

   276,484,710 

Financial Expenses
  143,949,604 

     84,823,839 

General & Administrative Expenses
    28,938,047 

     24,304,989 

Commission against Insurance guarantee 
     1,105,331 

       1,171,664 

Provision for Bad & Doubtful Leases
     4,893,602 

       3,201,520 

Provision for Term &House Loan Finance
        254,618 



Provision for Loss on Investment in Shares


       1,044,733 

Total
  506,247,347 

   391,031,455 






PROFIT FROM THE OPERATION
    57,463,665 

     60,670,549 






OTHER INCOME




Interest on Staff Loans
        192,702 

         187,511 

Dividend on Investment s in Shares
        121,043 

           45,350 

Profit on sale of Fixed assets


         666,659 

Profit on Sale of Share
     1,116,878 

         485,212 

Previos Year Adjustments
     2,231,829 

       1,566,321 

Miscellaneous Income
              251 

             2,543 

Total
     3,662,703 

       2,953,596 

Profit Before Taxes
    61,126,368 

     63,624,145 

Less: Provision for Taxes
    24,450,547 

     25,449,658 

Profit After Taxes
    36,675,821 

     38,174,487 

Balance Brought Forward
        932,018 

         482,360 

PROFIT AVAILABLE FOR APPROPRIATION
    37,607,839 

     38,656,847 






APPROPRIATIONS




Statutory Reserve
    12,225,274 

     12,724,829 

General Reserve




Proposed Dividend




Cash Dividend (2001-20%, 2002-23%)
    24,150,000 

     20,000,000 

Bonus Share(2001-5%)


       5,000,000 

RETAINED EARNINGS
     1,232,565 

         932,018 

3.5 
Ratio Analysis:

 
1997
1998
1999
2000
2001
2002

Operating Income


10,792,125
17,974,996
27,417,239
    31,787,666 
60,670,549
57,463,665

Revenue


133,658,898
248,258,360
254,404,773
294,810,820
427,548,821
  504,744,949 

Operating Margin
8.07%
7.24%
10.78%
10.78%
14.19%
11.38%

Table # 3.2


Graph # 3.1


Operating margin of 2001 is higher than the another year. Because, on that year the taxi cab business has been started and no bank or another financial institutions except leasing company did not provide lease-finance on this sector. But 2002 most of the banks were starting to give finance to the taxi cab business.


1997
1998
1999
2000
2001
2002

Net Income


11,392,897
18,329,266
27,644,016
32,933,034
63,624,145
61,126,368

Sales


133,658,898
248,258,360
254,404,773
294,810,820
427,548,821
  504,744,949 

After Tax Profit Margin
8.52%
7.38%
10.87%
11.17%
14.88%
12.11%

Table # 3.3


Graph # 3.2

Same think was happening on 2001and 2002 for the after tax profit margin ratio. 


1997
1998
1999
2000
2001
2002

Net Income


11,392,897
18,329,266
27,644,016
32,933,034
63,624,145
61,126,368

Total Assets


123,418,140
205,119,528
297,578,215
379,765,456
1,631,267,014
773,137,377

Return On Assets
9.23%
8.94%
9.29%
8.67%
3.90%
7.91%

Table # 3.4
Graph # 3.3

In the year 2001 Phoenix Leasing Co. Ltd. (PLC) Has been doing more business in the taxi cab sector as long as they get more Term Deposit Receipt (TDR) from the clint as a security purpose. As a result, the long term liabilities became higher and on the other hand PLC deposited most of that amount in the bank and current assets became raise. 


1998
1999
2000
2001
2002

Net Income


18,329,266.00
27,644,016.00
32,933,034
63,624,145
61,126,368

Stockholder's Equity


53,307,842.00
93,281,124.00
121331034
134505521
152031342

Return On Equity
34.38%
29.64%
27.14%
47.30%
40.21%

Table # 3.5


Graph # 3.4

In this ratio, we can see that the shareholder’s equity of 2002 was higher than 2001. But net profit became lower than 2001. Because most of the banks were engaging to give finance in the taxi cab sector.


1997
1998
1999
2000
2001
2002

Current Assets


116,178,526
199,511,932
292,630,668
373,959,185
1,607,685,726
739,824,967

Current Liabilities


140,510,364
237,697,777
408,265,862
523,065,966
    923,634,459 
612,163,566

Current Ratio
0.83
0.84
0.72
0.71
1.74
1.21

Table # 3.6

Graph # 3.5

For the starting of taxicab business in 2001 PLC got more TDR and put it in the another banks as fixed deposit scheme. For this reason, both the current assets and current liabilities were increasing.

1997
1998
1999
2000
2001
2002

Current Assets


116,178,526
199,511,932
292,630,668
373,959,185
1,607,685,726
739,824,967

Current Liabilities


140,510,364
237,697,777
408,265,862
523,065,966
   923,634,459 
612,163,566

Total Assets


123,418,140
205,119,528
297,578,215
379,765,456
1,631,267,014
773,137,377

Net Working Capital To total Assets
-0.20
-0.19
-0.39
-0.39
0.42
0.17

Table # 3.7


Graph # 3.6

3.6  
GROWTHS:

3.6.1   Lease Contract:


1997
1998
1999
2000
2001
2002

Lease Contract (Amount in Million Taka)
451.44
438.59
395.92
498.86
779.06
1,060.00

Table # 3.8


Graph # 3.7

Graph: Growth of Lease Contract

3.6.2  Operational Revenue:

1997
1998
1999
2000
2001
2002

Operational Revenue (Amount in Million Taka)
146.00
26,807.00
265.99
315.27
451.70
563.71


Table # 3.9
Graph # 3.8
gRAPH: gROWTH OF oPERATIONAL REVENUE

3.6.3  Lease Rental:

1997
1998
1999
2000
2001
2002

Lease Rental (Amount in Million Taka)
133.66
248.26
254.40
294.81
427.55
504.74

Table # 3.10

Graph # 3.9
gRAPH: gROWTH OF Lease Rental

3.6.4 Lease Assets at Cost:

1997
1998
1999
2000
2001
2002

Lease Assets At Cost (Amount in Million Taka)
420.62
550.42
653.76
955.92
1,242.96
1,706.85

Table # 3.11

Graph # 3.10
gRAPH: gROWTH OF Lease Assets At Cost

3.6.5 Net Profit:

1997
1998
1999
2000
2001
2002

Net Profit (Amount in Million Taka)
11.39
18.33
27.64
32.93
63.62
61.13

Table # 3.12

Graph # 3.11
gRAPH: gROWTH OF Net Profit

3.7 
Sector Wise Lease Assets:
Agri-Equipment
Medical
Printing
Steel & Engg.
Textile
Electrical & Electronics
Transport
Chemical &Cosmetics
Other

1.1


2.71
5.63
16.72
31.82
0.42
27.04
10.88
3.68

Table # 3.13


Graph # 3.12
gRAPH: SECTOR WISE LEASE ASSETS
4.1 
Product Life Cycle of Leasing Company in Bangladesh:





Graph 4.1: Product Life Cycle of Leasing Company in Bangladesh

the product life cycle concept can be applied by marketers as a useful framework for describing how product or services and marketers work. This concept helps to forecasting product or services performance in the market. The concept can help in developing good marketing strategies for different stages of the product or service life cycle. 

If the new products or services satisfy the market then it means it will enter in growth stage. In the growth stage companies keep their promotion spending and in the same time the company must also meet the competition. 

For this consideration, Leasing Company falls in a Growth stage. Because the every characteristics of the leasing company match with the growth stage of the product life cycle. Now a day the leasing company increases their profit in the current market.  
4.2 
Swot Analysis:
























































































































Fig 4.1: SWOT Analysis

4.3 
COMPARISON:
4.3.1 PHOENIX LEASING COMPANY LIMITED

Phoenix leasing is the pioneer to provide lease facilities in commercial vehicle, machinery and house building sector. This facility gives the opportunity to the upper middle and middle class people to fulfill their business dream of having a commercial lease. To be brief, this scheme upgrades their leaving standard.

A. Eligibility for getting Loan

Officials of different organizations can apply for loan. Like officers of….

· Government Organization

· Bank, Insurance & other financial organization

· Private / Public Companies

· Doctors, Engineers, Journalists, Architects, C,A, & Lawyer’s

· Businesspersons

B. Repayment style

One had to repay the loan in monthly rentals with interests included on them. Installments start one month after delivering the equipment. Before that, the customer has to sign checks in favor of the bank in advance for each rental. Which will later submitted by the company at a certain date of every month.

C. Guarantee

· Cash security.

· Corporate / Personal Guarantee

· Mortgage. 
· Bank /Insurance Guarantee  
D. Lease Term

Lease term for assets ranges from 2 – 5 years starting from the date of execution. During the lease term the agreement shall not be cancelled. When the lease is cancelled for any reason, lessee will have to return the assets to PLC together with stipulated loss value mentioned in the agreement.  

E. Interest rate

Phoenix Leasing Company Limited Charges its interest at the rate of 9 % to 10 % (Flat rate) or 17% (reducing method). It varies from customer to customer.

F. Service Charge

The lessee will have to pay service charge (lease processing fee) @ 0.15% on applied amount subject to a minimum of Tk. 3000 and maximum of Tk. 10,000. This service charge is non-refundable. In the event the sanctioned amount exceeds the applied amount, then additional advice charge has to be paid @ 0.15% in the increased amount at the time of signing of agreement subject to the above maximum amount. 

4.3.2 United leasing company limited

United Leasing Company Limited, a 100 % locally owned leasing company in Bangladesh. The company has targeted to offer lease-financing facilities to prospective clients on transport sector. They also create their other leasing windows like machinery, medical equipment etc.

A. Eligibility for getting Loan

Officials of different organizations can apply for loan. Like officers of….

· Government Organization

· Bank, Insurance & other financial organization

· Private / Public Companies

· Doctors, Engineers, Journalists, Architects, C,A, & Lawyer’s

· Businesspersons

B. Repayment style

One had to repay the Lease in monthly rentals with interests included on them. Installments starts one month after delivering the equipment. Before that, the customer has to sign checks in favor of the bank in advance for each rental. Which will later submitted by the bank at a certain date of every month.

C. Guarantee

· Bank / Insurance Guarantee.

· Fixed Deposit receipt.

· Land / Building as collateral.

United Leasing Company Limited accepts any of the above guarantees by the customer. Exception may occur, if the customer has prior relation (good relation) with the company. 

D. Interest & Service Charge

United Leasing Company Limited Charges its interest at the rate of 9 % to 10 % (Flat rates) or 17% (reducing method). It varies from customer to customer.

Customer has to pay a service charge depending on the loan amount remain between TK. 4000 to TK. 10,000.

4.3.3 Dutch Bangla Bank Limited

Dutch Bangla Bank Limited has started their Leasing section recently and playing a great role in the economic development of Bangladesh. Along with a variety of complaints, they also provide Lease for purchasing vehicle. Their lease concept  is a bit different from others. They have mutual agreements with some organizations / companies and provide lease for buying only products of those companies. In vehicle sector, they provide lease for buying taxicab or Human haulers.

The objective of this scheme is to….

Provide lease facilities to the middle-income people help them became entrepreneurs.

To help develop and increase the life style of middle-income people by providing them credit facilities.

A. Eligibility for getting Loan from Dutch Bangla Bank

Any person who is employed as an officer or in such relevant post can apply for vehicle loan. Like those who are attached with….

· Government or Non Government Organization

· Bank, Insurance & other financial organization

· Police, BDR & Armed forces

· Private / Public Limited Companies

· Teachers, Doctors, Engineers, Journalists, Architects, & Lawyer’s

· Businessmen.

B. Repayment style

One had to repay the lease in monthly rentals with interests included on them. Customer has to sign checks in favor of the bank in advance for each rentals. Which will later submitted by the bank at a certain date of every month.

C. Guarantee

· Bank / Insurance Guarantee.

· Cash Security.

· Mortgage.

· Corporate / Personal Guarantee. 

Any of the above guarantees by the customer is accepted by Dutch Bangla Bank. Exception may occur, if the customer has prior relation (good relation) with the company. 

D. Other Interests & Service Charges….

· Dutch Bangla Bank Charges its interest at the rate of 16%.

· There is a one time processing charge of 4000.

· Customer has to repay the whole amount in 3 years ( 36 installments)

Unlike others, Dutch Bangla Bank holds all the responsibilities about the customers. It is their responsibility to collect rentals and maintain relationship with their customers. Whatever happens, in terms of default case, the product company will not be liable or effected.

In vehicle sector Dutch Bangla Bank has a ceiling of Tk 3,50,00,000 as lease agreement.

Customer has to pay back the whole amount by 2-4 years (24 - 48 rentals).

4.3.4 Islami Bank

Along with many other loan schemes, Islami Bank started lease facilities for vehicle sector. Islami bank has a different type of lease concept. At first, they calculate a particular profit rate on the principal, then they distribute the whole amount to the rentals and add service charge to that. Those who are worried about Islamic roles against leasing or interests, are showing their preferences about this lease facilities. It already became very much popular and played a great role in upholding the living status of middle class people.

Islami Bank provides its Vehicle Loan for…..

· Private Cars

· Cars / microbuses to be used in Offices

· Trucks, Buses, Pickups

· Taxi cabs, Human Haulers, Mishuks.

A. Eligibility for having Loan

· They provide loans to high officials of different Government / Semi government organizations, officials from Armed forces, for which the borrower does not need to provide any FDR against the loan. 

· Those who are Businessman & high officials of different Private / Public limited organizations Doctors, Engineers, need to provide adequate collateral or guarantee against the loan. 

B. Guarantee accepted by Islami Bank

Corporate and Personal Guarantee, Bank Guarantee, Insurance Guarantee, Cash security

Or as a collateral….

Land, Building

C. Loan Amount

They will provide maximum loan of 60% of the cost of the vehicle to the Borrower.

D. Interest Charged

They will charge a flat 13% profit or markup on their investment.

E. Service Charge

Borrower have to give 4% extra service charge to the bank each year.

F. Loan repayment Schedule

One has to repay his loan amount within three years in 36 installments.

4.4 Comparison:

Before taking any loan or lease from any financial institution, one should carefully watch the different types of options and benefits offered by financial organization. Each of the options is introduced in favor of some customers. Therefore, it is there duty to choose the best option for him / her. This comparison only for the vehicle leasing sectors. Because Banks are only used to give lease facilities on the vehicle sector.
4.4.1 Highest Amount of Loan:

Phoenix Leasing
Bay Leasing
Prime Bank
Islami Bank
Dutch Bangla Bank

No Limit
300,000 Tk
300,000 Tk
500,000 Tk
3,00,000 Tk

Table 4.1
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Graph 4-2
Loan limit is an important thing to consider for the customers. Any body, who doesn’t have much cash in hand but has a good and regular cash flow, will consider the loan limit carefully. In most of the cases, customers are looking for greater percentage of loan offerings from the financial organizations. According to the graph, anybody needs a greater amount of loan for his / her vehicle should definitely choose phoenix leasing as a financer. They have no limit on the loan amount, if the customer has the ability to give adequate security against it.
4.4.2 Percent of loan amount:
Phoenix Leasing
Bay Leasing
Prime Bank
Islami Bank
Dutch Bangla Bank

100%
100%
60%
60%
50%

Table 4.2
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Graph 4-3
The second important thing to consider is the percentage of loan amount. It is very important for a customer about what percentage of cost of the vehicle will be financed by the bank or leasing company. The greater the percentage the better it is for most of the customer. Although it is always, recommend reducing the debt dependence. A higher dependence on debt some times lead to defaulter of the loan. Whatever the choice is, the best option is offered by phoenix leasing company and bay leasing company. They are ready to finance as much as 100% of the loan amount if supported by proper guarantee. Where most of the other leasing are not willing to pay more than 60% of the total cost.
4.4.3 Lease term:
Phoenix Leasing
Bay Leasing
Prime Bank
Islami Bank
Dutch Bangla Bank

2 –3 Years
2 - 4 Years
3 Years
3 Years
3 Years

Table 4.3
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Graph 4-4
Lease term is also an important factor to consider. Greater lease term reduces the monthly rentals. In the same time the more lengthy the lease term will be, the more a customer has to pay as total interest amount. It depends on the customer how long he / she wants the lease term to be. Bay leasing has the best flexibility in this regard. One can chose a lease term between 2 – 4 years. Where in phoenix leasing, the choice is between 2 – 3 years. Therefore, most others have a fixed 3 years lease term. 
4.4.4 Interest rate:
Phoenix Leasing
Bay Leasing
Prime Bank
Islami Bank
Dutch Bangla Bank

19%
16.5% - 20%
16%
13%
18%

Table 4.4
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Graph 4-5
One of the most important things to consider during lease financing or loan agreement is the interest rate offered by the financial organization. Especially in case of longer term or higher amount of lease agreements. Higher interest rate increase the break-even point in case of commercial vehicles and increase the opportunity cost in case of private use. In this graph, islami bank shows the lowest rate of interest, which is later offset by its high percentage of service charge. From my point of view, prime bank offers the best rate among all other.
4.4.5 Service charge:
Phoenix Leasing
Bay Leasing
Prime Bank
Islami Bank
Dutch Bangla Bank

3,000
3,000
6,000
36,000
6,720

Table 4.5
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Graph 4-6
Sometimes, service charge is also became one of the factor to watch before taking any lease or loan from any financial organization. As we incase of Islami bank where service charge is much higher than others. They have 4% annual service charge on the loan amount.   Other organizations have almost similar service charges. Their service charge remains between 3,000 tk to 10,000 tk. Phoenix leasing company and bay leasing companies are offering the lowest service charges.

(Here the service charge is calculated on 3,00,000 tk on 3 years agreement)

There are some other things to consider like processing time. Some may take a long time while others may take a week or two to process necessary arrangement. 

The degree of security required by any financial organization is one of the most important things to consider. Some may ask for bank / insurance guarantee, which may intern increase the cost (interest rate) higher by 2%. FDR / TDR as guarantee is the best choice for both side. Some financial organization also considers collateral against their loan. 

After considering all these factors, one should choose / find out the most suitable option available / offered by any financial organization for him.
Note
Here, I need to mention that, only the information that provided by phoenix leasing company is doubtless and accurate.  Nevertheless, the information about other financial organization may vary from the actual as those data’s are the one which they want me to show. Most of that information I get from verbal interview of their executives.
4.5 
Handling of Default Leases:

By the every nature of lease financing, a lessor finds that, not all of its assisted projects prove successful. Some encounter problems during their implementation or operation, which may lead to defaults on their obligation to the leasing company.
Technically, default means failure of the lessee to discharge its obligations to the lessor as per the terms of the lease agreement. Here by obligation it means financial responsibilities.

To handle the default leases two strategies can be suggested to the leasing companies: prevention and cure.

Prevention is more effective and less expensive than cure. The most effective prevention is possible at the appraisal stage and cure is applicable after the execution of the lease.

4.6 PREVENTIVE STRATEGY: APPRAISAL STAGE

Some of the steps that can be found effective at appraisal stage are:
4.7.1 ANALYSIS OF ACCOUNTS
A in depth analysis of the balance sheet and income statement of lessee’s three years of audited statements is essential to determine the viability of the business, its liquidity position, and the efficiency with which it is run. Such analysis should include reviews of many indicative ratios. These ratios may help to understand how well the lessee performs financially in past years. Deteriorating trends, unusual or unreasonable figures or unusually rapid expansion without much financial viability are the area of concern to the prospective lessor. Comparing such ratios and trends with norms of companies in the same industry can also be very informative. If industry index is not available, the ratios of similar industrial unit financed by the lessor can be brought under construction.

The country like Bangladesh where external financial statements are not reliable yardsticks, the financial analysis process must include additional steps. It would be important then to inspect in house statements / ledger to obtain verification of figure by examining bank transactions, letter of credit, production job sheets, purchase orders, sales contracts etc.

Schedule of creditors and debtors for the past few months are looked at closely to see whether the client is both setting and collecting his debts regularly. A failure on either score would be a bad sign.
4.7.2 SECURITY OF OTHER DOCUMENTS

Bank statements are examined to see the flow of cash, and estimate the client’s vulnerability to seasonal fluctuations. By examining both the accounts and bank statements it is possible to satisfy that the client has sufficient liquidity to pay for the leased equipment even if the projected flows of income from it do not materialize. In other words his normal business should be adequate to meet his lease rentals.

Income tax and wealth tax certificates are examined to try to satisfy regarding the turnover levels of the business, and ho up to date the client is on his taxation. Large arrears of tax of a failure to have his assessments agreed to a reasonable time to his lease proposal would be a cause for concern.

When verifying draft accounts check bank paying-in slips against VAT payments to satisfy the turnover figures have not been overstated to create a favorable picture.

The project report or feasibility report justifying the equipment purchase is examined critically, paying much attention to the assumption that have gone the projection of future income. If the project is fundamentally unsound preference will be to decline the lease unless there is no doubt at all about the credit worthiness of the client.
4.7.3 VERIFICATION AND REFERENCES

Obtain bank references on all companies.

Creditors who have appeared regularly on their schedule of creditors are contacted for references.

Competitors of client are also useful source of information provider.

Site visits are done to the client’s factory or workshop and office. These are particularly valuable to obtain the clients factory or workshop and office. These are particularly valuable to obtain impressions about the success of the clients business.

Report from credit information bureau of Bangladesh Bank can be used as an important source to oversee the quantum of financial facilities availed by the lessee and his performance with other institutions.

Informal report obtained from social club where the chief executive of the clients is a member can be used to assess the financial discipline of the concerned person.

4.7.4 EQUIPMENT VERIFICATION

When the equipment is not standard. Make every effort; including inspecting it, to satisfy that it is worth.

When the equipment is second hand or reconditioned, or when the supplier is not recognized agent for the equipment, take certain additional precautions to minimize the possibility of fraud. Payment to supplier only after the equipment has been installed can be done and our personnel have seen it in operation. Second hand or reconditioned equipment valued by a valuer will also be wise.

The registration with the authorities of certain types like motor vehicles, oil tanker is examined closely to satisfy ownership.

In the case of partnership and sole proprietorship examination of business registration form, trade license should be made to ensure that the lessee is applying under his correct name so that no difficulty in the event of litigation is arises.

4.7.5 ADDITIONAL SECURITY

Wherever possible obtain additional security in the form of guarantees from banks, insurance companies, and holding companies, the directors themselves or well to do outsiders.

When the asset itself does not have a ready second hand market, always try to get mortgage on some other more realizable assets.

In the case of personal guarantees, take great care to satisfy on the wealth or credit worthiness of the guarantor. For this purpose, examination of their tax returns and declarations of assets in the case of officials of corporations can be performed. Ensure that their assets are not encumbered by mortgages. In the case of land or buildings, check this from the land registry.

 Other forms of collateral such as mortgage or fixed deposits with banks or other financial institutions are also sought in certain circumstances.

In general, the factor that can be taken into consideration in deciding on the needs for additional security are:

1) Difficulties envisaged in seizing the leased asset.

2) Lack of a ready second hand market for the asset.

3) Doubts regarding the credit worthiness of the client.

4) Doubts regarding the viability of the project itself.
4.7.6 TERMS OF THE LEASE

Design the lease terms to accommodate the lessee’s cash flow. In this case of a big-ticket item, give lessee a sufficient grace period or reduce rentals to accommodate delays in the implementation of the project. 
4.8 CURE STRATEGY AFTER EXECUTION:

Once the lease has been executed, there are many steps that can be taken to prevent default.
In all instances try to obtain a bank standing order from the client instructing his bank to make the monthly lease rental payments on due dates. This is much safer. Any delays on the bank standing orders are an unmistakable early warning of severe liquidity problems. Alternatively, post-dated cheques for rental payment can be obtained.
When a rental becomes overdue, it is essential to take speedy action. This is because, the more overdue an account becomes, the more difficult it is to restore it to its original current status. Another reason is that when a debtor starts having liquidity problems he is likely to pay the creditor that puts most pressure on him. It therefore pays to create a fuss far in excess of what is warranted; the first time a lessee falls into arrears.
The first step is a telephone call within days of the account becoming overdue.
If this does not work a polite letter must be written within a week of the account becoming overdue.
If that does not work, a second firmer letter should be written within another week.
If that does not work, a marketing executive should visit the customer and go in depth into his problem.
If found that there is a short term liquidity problem that the customer is confident will be corrected soon, insists on a post-dated cheque, which would find difficult to refuse if lessee’s confidence is genuine.
If liquidity problem is a longer term one, and lessor is satisfied that the situation will be eventually corrected, consideration of rescheduling the lease to give the lessee relief can also be good.
If lessor comes to conclusion that the customer is plying games and is trifling, threat him with legal action.
If this threat proves ineffective, inform the guarantors (if any) in writing, that recourses are under consideration.
If all these steps are failed, send customer a legal letter of demand. This proves unusually effective. A letter from a lawyer has a psychological impact on all but the most hardened defaulters.
If the letter of demand has had no effect, take action to resize the asset if it is sizable.
If the asset cannot be sized, and all the steps taken so far failed, decide whether arbitration or going to courts will be wise. Under lease agreements right to make that choice is there. Where there is security of mortgages lessor can go to courts.
The forgoing will provide some ideas to handle default leases. Each case is, of course, treated on its merits, and there could be numerous variations on the themes enumerated. Eventually lessor must decide weather they want profits or turnover. Usually lessor would like all, without concern for the quality of the portfolio, is a recipe for disaster.
4.9 
Recent Trend:

· The financial Act-1998 has withdrawn initial depreciation on assets and the 5-year tax holiday, which were major incentives for the growth of leasing companies.

· In 1998 Bangladesh Bank imposed a new regulation where leasing company requires maintaining 10% liquid assets against total liabilities.

· In 1998, another regulation was imposed by Bangladesh Bank, which is, every leasing company needs to maintain interest free cash reserve of 2.5% with Bangladesh Bank against the total deposits.

4.10 World Bank Advice:

In a recent meeting held at the middle of April 2003 World Bank advises Phoenix Leasing Company to reduce the proportion of their lease financing in vehicle sector. As a handsome portion of PLC’s fund is leased out in vehicle sector, World Bank is worried about their future if anyhow vehicle sector in Bangladesh crashes. Therefore, they advised PLC to gradually reduce the proportion to a certain level. To meet the World Banks guideline, PLC has stopped giving any vehicle loan at this stage for a certain period. They are now emphasizing more in industrial loan.

5. POSSIBILITY OF LEASE FINANCING TO THE NEW ENTREPRENEURSHIP:

Bangladesh is a developing country and day by day she is trying to improve her economical situation by establishing many new industries and try to earn more money for her economical growth. Before discussing the possibility of lease-financing to the new entrepreneur, we have to know about the many aspects like the social position, economical situation, political aspect, industrial situation, natural resources, natural problems (flood, drought, cyclone), educational system and literacy position in Bangladesh. If we know the all things about Bangladesh, then it will not be very tough task to know about the possibility whether it is possible or not to provide lease-finance to an entrepreneur.

Social Position: 
Social position is not very sound at this moment, because security system is not good and the corruption is netting on the every sector of the Bangladesh. So the social position is not properly fit for the business.
Economical Situation:
Most of the people are not rich and they have no more money to invest in new industries. Very few of the citizens are rich and they are involved in the investment of many industries. Besides this, there have middle class citizens in Bangladesh. They have money but they do not get inspiration to do invest in the industries because of the social securities. 

Political Aspect:
Political situation is not very stable and cool at the time. Though Bangladesh is a democratic country, but in every moment it faces political problems like strike, hartal. Procession, meeting etc. So, politically it is not a suitable position for investing in the new business.
Industrial Situation:
Bangladesh is an agricultural based country. Agricultural based industries have established enough in Bangladesh and besides this, textile and garments industries are increasing day by day. But very few of the electronic industries are established in Bangladesh.
Natural Resources:
There are natural resources in Bangladesh like gas, coal, and limestone. But there had no capability to utilize the resources at that time.

Educational and Literacy Problems:
Most of the schools and colleges have not a very good infrastructure for education. Besides this, many meritorious and brilliant students gather good educational knowledge and practical knowledge for business. But they have no enough money to do so.

Transportation:

Now a day, the transportation facilities have become good.  On the other hand, Bangladesh is a Rivera. So it is very easy to get facility to transport the goods with a very cheap cost by transporting water vehicle.   

Human Resource:

Human resource is available in Bangladesh very cheaply. They have are both skilled and not skilled. 

 5.1 Lease-financing to an entrepreneur:

Bangladesh has a bright possibility to invest in a new business and as long as have some problems to do so, which are mentioned above. After considering all the aspects many prospective people with have a proper educational knowledge could have come to invest in the new industries. But they can not do this because of their fund problem. If they can get machinery, equipment and other facilities as leasing system, then they can be interested to do so. The main problem for the young entrepreneur is fixed cost to maintaining industry cost. If they can get lease facilities from the leasing company, they must be successful. In Bangladesh, most of the industries are growing which are owned the existing industrialist. Most of them are not proper educated. But modern age is the age of competition with all over the world. So day by day it is becoming very tough to compete. Therefore, if the new proper educated people can come in the front, Bangladesh will be an industrialized country and there have no other any alternatives to build the body of the economic structure of the Country. For this reason, the entire financial institute should come to provide loan and lease facilities to the young, energetic, hard working, educated and reliable persons to build up the new industries in the country and can contribute something for the economy of the country.

5.2 Opinion of PLC about this aspect:

 Phoenix Leasing Company is not a risk taker, rather than risk averse. They do not take any type of risk. For this reason, they take “term deposit receipt” (TDR) and other securities for providing lease financing. Though in the leasing system it is not the proper system to take security against the lease financing. Because, they give the assets to the customers as a leased property and whole the ownership become to the company. So they have no any risk. If the customer fail to pay the lease rental, the company can sell the assets what they leased and recoup the money easily. So PLC is not interested to give lease facilities that have no any security rather than knowledge.

5.3 Recommendation:
 For prosper of our country PLC can provide lease financing to a young entrepreneur from the portion of their profit. From the beginning PLC can ask some business plan from the new entrepreneur and select the suitable one and observe very carefully and help them in their business also.  If the project becomes successful, PLC can increase the lease amount for this purpose for the next year. This project not only helps to growing the new business but also PLC can enjoy the big profit margin as long as country will be healthy in her economical structure. Besides this, PLC can get an advertisement facilities without any cost by doing this project. This will be very helpful for the company, because in the coming year, the leasing financial institutes are going to face a big problem with the many other banks. Besides this, the interest rate is becoming very low of the banks than the leasing company. 

For the implementation of the proposal, PLC can take some initiatives, which is mentioned below:

· Phoenix Leasing Company (PLC) can provide management facilities to the entrepreneur for knowing the internal situation of the industry so that they can not do any type of corruption and there will not be any type of risk. The salary of that management person can be given by the innovative entrepreneur as the lease rental.

6.0 Finding and analysis BY THE questionnaire of Financial institutions

Before taking any lease from any financial institution, one should carefully watch the different types of options and benefits offered by financial organization. Each of the options is introduced in favor of some customers or lessees. Therefore, it is there duty to choose the best option for him / her.

Questionnaire: 1. Type of the organization:

Twelve of the fifteen of respondents stated that their organizational type is leasing company. The sample unit of this study is financial institutions mean leasing company. But Three banks are also under this study because those banks are also related in the leasing sector. The both of the Bank have special leasing sector to give lease in the commercial vehicle sector.

Questionnaire: 2. What is the maximum and minimum amount of lease-financing do you provide?   

Fifteen of the fifteen respondents of the financial institutions have own limit of the lease financing. Lease limit is an important thing to consider for the customers. Any body that doesn’t have much cash in hand but has a good and regular cash flow will consider the lease limit carefully. In most of the cases, customers are looking for greater percentage of lease offerings from the financial organizations. According to the survey, anybody needs a greater amount of loan for his / her vehicle, machinery or house building should definitely choose Phoenix Leasing as a financier. They have 15,00,00,000 or no limit on the lease amount, if the customer has the ability to give adequate security against it. In the same time the Islami Bank Limited, Bay Leasing and investment Limited, and Uttara Finance and investment Limited give minimum amount of the lease finance. They are only giving TK. 5,00,000 (in Vehicle lease only, not machinery. Because these banks are not provide lease facilities for another sectors like industrial equipments). 

Questionnaire: 3. What is the maximum and minimum time for processing a case?   

Fifteen of the fifteen respondents of the financial institutions have specific time limit for processing a case. Time limit is very important thing to consider for the lessee. Every lessees or clients of the financial institutions want to get their lease amount as soon as possible. From this survey the author found that only the leasing company delivered the lease amount with in very short time limit. From the survey the author found that one well known leasing company take only 2 days minimum time for processing a case and 20 days maximum time for the processing one case. On the other hand the other financial institution like bank take 14 days minimum time and 60 days maximum time for processing a case. In the same time the average time is 14 days for processing a case. For this consideration the author realized that the prospective of the leasing in Bangladesh would be very bright in the near future. 

Questionnaire: 4. Do you agree with this statement “The prospect of leasing will be very bright in near future in Bangladesh”? Using a 5-point scale on which 1 means strongly agrees and 5 means strongly disagree.   

There are fifteen respondents of the financial institutions. Two of the fifteen respondents strongly agree with this statement, Nine of the fifteen respondents agree with this statement, One of the fifteen respondents neither agree/Nor disagree with this statement, and three of the fifteen respondents disagree with this statement. But nobody can strongly disagree with this statement. From the above survey it is clear that the prospect of leasing will be very bright in near future in Bangladesh.

Questionnaire: 5. What are your operational areas?

 There are fifteen respondents of the financial institutions. Eight of the fifteen respondents’ operational area is Dhaka City, Two of the fifteen respondents’ operational area is whole Bangladesh, and rest of the five respondents’ operational areas is both Dhaka and Chittagong City. This leasing concept or business started their activities in the Bangladesh with in very short time. For that consideration the operational areas of the leasing company is mainly surrounded in Dhaka and Chittagong City. Dhaka and Chittagong City is main commercial zone in the Bangladesh. So both of the cities are perfect for this leasing business.

Questionnaire: 6. What were the approximate disbursements in the last three years?

There are fifteen respondents of the financial institutions. Some of the organization started their business with in very short time means last year. So they give only the last year disbursement amount. Lease disbursement is important issue for the financial institutions. These disbursement amounts measure the financial institution’s stability. From the survey we fined out the last three years approximately disbursement amount. The three years disbursement amount of the different financial institution has different. From the survey it is clear that year 2000-disbursement amount and year 2002 disbursement amount is quite different. Day after day the disbursement amount in the commercial leasing is increasing. The ratio of the disbursement amount said that stability and prospectiveness of the sector very bright and prominent.      

Questionnaire: 7. What was the recovery rates in the last three years?

Recovery and disbursement is interrelated. When the disbursement amount was high then the recovery amount is also high. From the survey the author fined out that the recovery ratio is high in the leasing company rather then the other financial institutions. This sector gives us a positive response about the recovery of the lease finance. The survey response that year 2000-recovery rate was poor but now a day mean year 2001 and 2002 recovery rate was rich. From the finding the author find out that the maximum financial institutions means leasing company’s recovery rates of the last three years are 97 % to 99 %. Few leasing companies’s recovery rate is 100 %. This positive response makes a positive perception about the lease financing by the leasing companies and the lessees also willing to take the lease from the institution.  

Questionnaire: 8. What is the transfer fee of the lease assets?

One of the fifteen respondents of the financial institutions has taken .0.5 % to 1.00 % transfer fee of the acquisition cost, Nine of the fifteen respondents of the financial institutions has taken 1.10 % to 5.0 % transfer fee of the acquisition cost, and rest of the five of the fifteen respondents has taken lump sum amount (only for vehicle) such as Dutch Bangla Bank has taken TK. 30,000, Islami Bank has taken TK. 20,000, Premier leasing international Ltd. has taken 1.00 % to 2.00 % on finance amount not more than that, first leasing international Ltd. has taken TK.10,000, and GSP finance company (BD) Ltd has taken TK. 10,000 for the transfer fee of the lease vehicle. This transfer fee amount varies from company to company. There are not any rules and regulation to fix this transfer fee.

Questionnaire: 9. Do you face any problem while you process and recovery commercial vehicle, machinery and house building lease by your institution?

Twelve of fifteen respondents of the financial institutions said that they are face some problem while they are processes and recover the commercial vehicle leasing.  Rest of the three respondents said that they have no problem in that time. The survey finds out those problem and solution. The problems are – non-cooperation by the institution to process the lease. So they are face a problem to make a proposal about the lease. Another problem is monthly rental. Lessees are not giving the monthly rental on the due time. Some time the lessee did not pay the full amount of the lease finance.     

Questionnaire: 10. How much “Interest rate” is charged from the lessee?

Five of the fifteen respondents have been selected reducing process for charging the interest rate to their lessees. This reducing process is varies from company to company. Some one take 15 % to 17 % and some others take 16.50 % to 19 %. But the average reducing interest rate is 17 %. The maximum companies follow the average reducing rate. On the other hand ten of the fifteen respondents have been selected flat process for charging the interest rate to their lessees. One of the most important things to consider during lease financing or lease agreement is the interest rate offered by the financial organization. Especially in case of longer term or higher amounts of lease agreements. Higher interest rate increases the break-even point in case of commercial vehicles and increase the opportunity cost in case of private use. In this graph, Islami bank shows the lowest rate of interest, which is later offset by its high percentage of service charge. From my point of view, Prime Bank offers the best rate among all other.

Questionnaire: 11. How much “Service Charge” do you provide for the lessee?

This survey conducted on fifteen respondents of the financial institutions. Five of the fifteen respondents have been taken TK. 4,000 to TK. 10,000, Seven of the fifteen respondents have been taken TK. 10,000 to TK. 20,000, Two of the fifteen respondents have taken TK. 20,000 to TK. 50,000 and one of the fifteen respondents have taken fixed TK. 10,000 for the service charge from lessees. This service charge is also became one of the factor to watch before taking any lease or loan from any financial organization. We found that Islami Bank where service charge is much higher than others. They have 4% annual service charge on the lease amount.   Other organizations have almost similar service charges. Their service charge remains quite same. Phoenix Leasing Company and Bay Leasing Company are offering the lowest service charges to their lessees.

Questionnaire: 12. What is the lease period do you provide for the customers?

Ten of the fifteen respondents of the financial institutions provide 2 – 4 years lease period for their lessees, Four of the fifteen respondents of the financial institutions provide 2-3 years lease period. In the same time one of the fifteen respondents of the financial institutions provide 1 – 2 years for their lessees. The average lease period of the leasing company is fixed 3 years. Greater lease term reduces the monthly rentals. In the same time the lengthier the lease term will be, the more a customer has to pay as total interest amount. It depends on the customer how long he / she want the lease term to be. Bay leasing and Phoenix Leasing has the best flexibility in this regard. Both cans chose a lease term between 2 – 4 years. 

Questionnaire: 13. What are the securities to be provided by the lessee in your organization?

The every financial institution has been taken security from the lessees. The degree of security required by any financial organization is one of the most important things to consider. Three of the fifteen respondents of the financial institutions has been taken cash security for the lease, Six of the fifteen respondents of the financial institutions has been taken land or any unmovable asset as a mortgage for the lease, Two of the fifteen respondents of the financial institutions has been taken Bank or personal guarantee for the lease, and rest of the four for Corporate/Personal guarantee, Cash security, Mortgage, Bank / Insurance Guarantee etc. only the cash security or bank/insurance guarantee may intern increase the cost (interest rate) higher by 2%. FDR / TDR as guarantee are the best choice for both sides. Some financial organization also considers collateral against their loan. 

NOTE

Here, I need to mention that, only the information provided by Phoenix Leasing Company is doubtless and accurate.  Nevertheless, the information about other financial organization may vary from the actual as those data’s are the one which they want me to show. Most of that information we get from verbal interview of their executives.

6.1 Problems and Solutions 

The maximum respondents have some problems regarding the lease financing. High interest rate is the major problem for the commercial vehicle, machinery and house-building lessees. There are also have some problems. The problems are high service charge, and lease period. The maximum leasing companies take 17 % - 19 % interest rates, which is very much harmful for the lessees. Other financial institutions take only 13 % to 15 % interest rate. Against the problems of the commercial vehicle leasing in Bangladesh are some solutions also find out from this survey. The respondents give their response about the solution those types of the problems. The major solution is cut down the interest rate as similar as bank or other financial institutions. In the same time the delinquent charges should be changed or cancels.    

NOTE

Here, we need to mention that, only the information provided by lessee of the Phoenix Leasing Company is doubtless and accurate.  Nevertheless, the information about other commercial vehicle, machinery and house building lessees may vary from the actual as those data’s are the one which they want me to show. Most of that information I get from verbal interview of their executives.

6.2 Finding and Analysis by the interview & Discussion

6.2.1 MAJOR BENEFITS OF LEASING

· Getting financial facilities (100% financing) without out flowing own fund. In the same time improving own liquidity position as well as income thereon.

· Tax benefit because of treating lease rentals as revenue expenditure that are entirely deductible for tax purposes and thus provides a greater benefit in comparison to borrowing from banks. In case of acquisition of cars, as per existing income tax law, the cost of any such car beyond Taka 7.5 lacs is not allowed as deductible expense. However, under lease financing such expenditure is fully allowed.

· Use of leased assets by paying reasonable and affordable rentals regularly.

· Quick and prompt service because of simple process of appraisal and documentation involved with the leasing.

· At the expiry of lease term, user may wish to become the owner of the assets by paying the salvage value of the leased assets at a nominal price.

6.3 Recommendation: 

· Interests rate of Phoenix Leasing is a bit high. They should try to reduce it in order to capture the maximum market share.

· In terms of Guarantee or Security Phoenix Leasing only, recognize FDR, TDR or Bank/Insurance Guarantee. They may consider Collateral like Land or Buildings as security.

· They may concentrate more on individual and small amount borrowers at greater volume rather than corporate clients. It is tested that, individual borrowers are less likely to become defaulter than the corporate one’s.

· They should ask for some legal reforms in leasing sector to handle the default leases with prompt legal actions.

· In case of Vehicle leasing, phoenix may make agreements with different car dealers and show rooms, where dealers/show room owners will hold the responsibility about the lessee and provide lease facilities to its clients in vast order.

· Marketing is another essential thing for all Leasing companies. Most of the people still worried about taking help of lease financing. Leasing companies should market them self in a way to get closer and easier to the clients.

· There should be a one-stop client service both. Especially for individual borrowers. To make them feel comfortable with the service and agreement.

· Phoenix Leasing should have upgraded web page with detail information about leasing agreements, security, interest rates, rental formulas and on-line inquiry system.

6.4 Conclusion:

If we count only interest rates, buying at own money will be the best option as interest rates for Vehicle or Equipment leasing / loan is much higher than the interest rates in deposit schemes. In the same time, if we consider the opportunity cost, along with financial aspects like tax benefits and others, Leasing should get the preference. Comparing to the other leasing companies, Phoenix Leasing Company gives the most suitable offer. Moreover, It is always the client’s duty to choose the best and appropriate option for him from the different offerings by the financial institutions. 
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Lease Execution





After acceptance and installation of the leased equipment, the lessee will be required to issue a certificate of execution to PLC.
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On delivery of \equipment, lessee directly installs it at the location as specified in agreement with technical assistance of the supplier.





Necessary formalities about procurement of equipment will be done such as: (a) Issuing purchase order to supplier/opening of L/C in case of import of equipment; (b) Full payment by PLC will be done after lessee confirms the acceptance of the Equipment.
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Before issuing purchase order/ opening of L/C, security documentation will have to be done as per usual process.





Lease Agreement











After sanction to the lease, the lease agreement has to be signed between the lessee & PLC. Then lessee will make 2-lessee rental as refundable deposit that will be refunded at expiry of lease term.





Approval & Sanction





The lessee proposal will be apprised under usual process, terms and conditions of the lease. Then the lease proposal will be placed for approval and sanction by the management. Thereafter sanction letter will be issued to the lessee. 





Application





The lessee will formally apply in PLC’s formal application from along with service charge and other required documents/papers.





Selection of Equipment





The lessee has all the liberty to decide & select the equipment, specification, price, supplier, purchase terms and conditions. 
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As PLC is enjoying 5 years tax holiday, after tax profit margin remains high. AFTER PAYING TAX PLC IS DOING BETTER. 





PLC’S HIGH RETURN ON EQUITY INDICATES THEIR HEAVY DEPENDENCE ON THE DEBT. THIS CAN BE BETTER VIEWED FROM THE DIFFERENCE BETWEEN RETURN ON ASSET AND RETURN ON EQUITY.
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Operating margin is ok with 11.38% in 2002. The most important thing is, it is increasing continuously.
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Other Broad Categories of Financial Lease





Tax-base, or, true lease
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Operating Lease


(also called Service Lease,
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Financial Lease


(also called lease Financing,


or, Finance Lease, or Capital


Lease, or Full-pay-out Lease





Real Estate Financing





Equipment Leasing


(Also called Leasing Finance)





       Leasing





Monitoring of leased equipment will be done regularly in order to ensure regular collection of monthly rentals & other dues, if any.
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This ratio indicates the liquidity of the assets of the firm. This condition is not safe for the creditor. Too much current liability increases the risk level for the firm up to 2000. After 2000 the ratio becomes better.
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Current ratio for PLC has declined in 1999. it should be near to 1. Which shows current liabilities is high and it is getting higher. BUT 2001 & 2002 THE RATIO BECOMES BETTER.
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Return on assets for PLC improved in 2002 thAn in 2001 Compared to the other leasing the percent is ALL-RIGHT.
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Balance Sheet

		Balance Sheet

		As At 31st  December, 2002

		Sources of Fund:		2002 (Tk.)				2001 (Tk.)

		Shareholders' Equity

		Share Capital		105,000,000				100,000,000

		Reserve & Surplus

		Statutory Reserve		43,798,777				31,573,503

		General Reserve		2,000,000				2,000,000

		Retain Earning		1,232,565				932,018

				152,031,342				134,505,521

		Long Term Liabilities

		Long Term Loans - Net off Current Maturity		310,495,274				215,971,076

		Lease Rental Deposits - Net off Current Maturity		54,218,551				47,050,966

		Security Deposits		4,538,481				4,536,381

		Term and Other Deposits		1,142,448,140				1,464,769,425

				1,511,700,446				1,732,327,848

		Total		1,663,731,788				1,866,833,369

		Application Of Fund

		Lease Assets at cost less Depreciation		1,285,742,739				894,389,434

		Provision for Doubtful Leases.		(21,875,924)				(18,637,714)

		Advance against Lease assets.		238,891,162				283,449,094

				1,502,757,977				1,159,200,814

		Fixed Assets At Cost Less Depreciation		7,850,584				9,776,510

		Direct Finance

		Long Term		10,740,501				6,434,700

		House Loan Finance		1,250,000

		Short Term		13,471,325				7,370,078

				25,461,826				13,804,778

		Current Assets

		Cash and Bank Balances		556,501,376				1,466,824,900

		Accounts Receivables and Advance		177,565,131				129,382,453

		Investment in Share and Securities at cost		1,280,136				6,706,218

		Prepaid Expenses		4,478,324				4,772,155

				739,824,967				1,607,685,726

		Current Liabilities

		Current Maturity of Long Term Loans		107,790,032				73,481,519

		Current Maturity of Lease Rental Deposits		11,656,513				10,565,475

		Short Term Loans		324,000,000				609,545,764

		Advance Rental Deposits		172,379				253,314

		Payable & Accrued Expenses		91,946,958				126,868,854

		Proposed dividend		24,150,000				26,320,000

		Promissory note		19,120,000				38,495,000

		Interest Suspense		6,401,002				5,947,581

		Commitment fee		3,550				3,550

		Provision for House Loan Finance		254,618

		Provision for Tax		25,952,717				25,449,658

		Provision for Loss on Investment in Shares & Securities		715,797				6,703,744

				612,163,566				923,634,459

		Net Current Assets		127,661,401				684,051,267

		Total		1,663,731,788				1,866,833,369





PL Account

		PROFIT AND LOSS ACOOUNT

		FOR THE YEAR ENDED 31st DECEMBER 2002

				2002 (Tk.)				2001 (Tk.)

		OPERATIONAL REVENUE

		Lease rentals		504,744,949				427,548,821

		Other Operational income		58,966,063				24,153,183

				563,711,012				451,702,004

		OPERATIONAL EXPENCES

		Depreciation on Lease assets		327,106,145				276,484,710

		Financial Expenses		143,949,604				84,823,839

		General & Administrative Expenses		28,938,047				24,304,989

		Commission against Insurance guarantee		1,105,331				1,171,664

		Provision for Bad & Doubtful Leases		4,893,602				3,201,520

		Provision for Term &House Loan Finance		254,618

		Provision for Loss on Investment in Shares						1,044,733

		Total		506,247,347				391,031,455

		PROFIT FROM THE OPERATION		57,463,665				60,670,549

		OTHER INCOME

		Interest on Staff Loans		192,702				187,511

		Dividend on Investment s in Shares		121,043				45,350

		Profit on sale of Fixed assets						666,659

		Profit on Sale of Share		1,116,878				485,212

		Previos Year Adjustments		2,231,829				1,566,321

		Miscellaneous Income		251				2,543

		Total		3,662,703				2,953,596

		Profit Before Taxes		61,126,368				63,624,145

		Less: Provision for Taxes		24,450,547				25,449,658

		Profit After Taxes		36,675,821				38,174,487

		Balance Brought Forward		932,018				482,360

		PROFIT AVAILABLE FOR APPROPRIATION		37,607,839				38,656,847

		APPROPRIATIONS

		Statutory Reserve		12,225,274				12,724,829

		General Reserve

		Proposed Dividend

		Cash Dividend (2001-20%, 2002-23%)		24,150,000				20,000,000

		Bonus Share(2001-5%)						5,000,000

		RETAINED EARNINGS		1,232,565				932,018





Growths

				1997		1998		1999		2000		2001		2002

		Lease Contract (Amount in Million Taka)		451.44		438.59		395.92		498.86		779.06		1,060.00

				1997		1998		1999		2000		2001		2002

		Operational Revenue (Amount in Million Taka)		146.00		268.07		265.99		315.27		451.70		563.71

				1997		1998		1999		2000		2001		2002

		Lease Rental (Amount in Million Taka)		133.66		248.26		254.40		294.81		427.55		504.74

				1997		1998		1999		2000		2001		2002

		Lease Assets At Cost (Amount in Million Taka)		420.62		550.42		653.76		955.92		1,242.96		1,706.85

				1997		1998		1999		2000		2001		2002

		Net Profit (Amount in Million Taka)		11.39		18.33		27.64		32.93		63.62		61.13

		Textile		Agri Equipment		Steel&Engg.		Electrical & Electronics		Transport		Medical		Chemical &Cosmetics		Printing		Other

		31.82		1.1		16.72		0.42		27.04		2.71		10.88		5.63		3.68
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Growths

		





Ratio analysis

				1997		1998		1999		2000		2001		2002

		Operating Income		10,792,125		17,974,996		27,417,239		31,787,666		60,670,549		57,463,665

		Revenue		133,658,898		248,258,360		254,404,773		294,810,820		427,548,821		504,744,949

		Operating Margin		8.07%		7.24%		10.78%		10.78%		14.19%		11.38%

				1997		1998		1999		2000		2001		2002

		Net Income		11,392,897		18,329,266		27,644,016		32,933,034		63,624,145		61,126,368

		Sales		133,658,898		248,258,360		254,404,773		294,810,820		427,548,821		504,744,949

		After Tax Profit Margin		8.52%		7.38%		10.87%		11.17%		14.88%		12.11%

				1997		1998		1999		2000		2001		2002

		Net Income		11,392,897		18,329,266		27,644,016		32,933,034		63,624,145		61,126,368

		Total Assets		123,418,140		205,119,528		297,578,215		379,765,456		1,631,267,014		773,137,377

		Return On Assets		9.23%		8.94%		9.29%		8.67%		3.90%		7.91%

				1998		1999		2000		2001		2002

		Net Income		18,329,266.00		27,644,016.00		32,933,034		63,624,145		61,126,368

		Stockholder's Equity		53,307,842.00		93,281,124.00		121331034		134505521		152031342

		Return On Equity		34.38%		29.64%		27.14%		47.30%		40.21%

				1997		1998		1999		2000		2001		2002

		Current Assets		116,178,526		199,511,932		292,630,668		373,959,185		1,607,685,726		739,824,967

		Current Liabilities		140,510,364		237,697,777		408,265,862		523,065,966		923,634,459		612,163,566

		Current Ratio		0.83		0.84		0.72		0.71		1.74		1.21

				1997		1998		1999		2000		2001		2002

		Current Assets		116,178,526		199,511,932		292,630,668		373,959,185		1,607,685,726		739,824,967

		Current Liabilities		140,510,364		237,697,777		408,265,862		523,065,966		923,634,459		612,163,566

		Total Assets		123,418,140		205,119,528		297,578,215		379,765,456		1,631,267,014		773,137,377

		Net Working Capital To total Assets		-0.20		-0.19		-0.39		-0.39		0.42		0.17
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