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Editorial

The financial services sector, among service industry, is the largest in the world in terms of 

contribution to the GDP, which includes a wide range of businesses including banking, insurance, 

investment, capital market, venture capital, micro finance, among others. Financial services are 

fundamental to economic development and growth. Despite their potential, to date the impact of 

financial institutions with their services on expanding economic opportunity has remained limited in 

developing countries like Bangladesh, where a vicious cycle of insufficient information, 

inappropriate products, inadequate infrastructure, and inflexible regulatory environments has kept 

both costs and prices of financial services at high level. And of course, it creates serious obstacles to 

reach significant portion of population with these financial services. As a result, according to 

research findings, only 26% people in developing countries having bank account and the rate is only 

one seventh worldwide.

Financial services firms have traditionally paid little attention to the poor because, by definition, the 

poor has little asset. But over the last few years – it is clearly evident that this group of people has 

virtual power to adopt with the innovative financial services like microcredit, SME financing, and 

others. In Bangladesh, mobile banking has already changed the dimension of entire financial 

services. Now millions of people are having access to different financial services through mobile, 

internet, and technology. Bangladesh's  financial sector  consists  of  the  Bangladeshi  Bank  (the  

central  bank),  four  nationalized commercial  banks  (NCBs),  5  state-owned  specialized  banks  

(SBs),  more  than  40 private  sector commercial banks  (PCBs)  and more  than 9  foreign 

commercial banks (FCBs).  The  rest  of  the  financial  sector  consists  of more  than  30  non-bank  

financial institutions,  the capital market,  the  insurance companies,  the cooperative banks and  the 

micro-finance institutions. Activities in the financial sector which was dominated by the inefficient 

NCBs  a  few  years  back  are  being  replaced  by  the relatively more  efficient PCBs and FCBs. 

The share of the financial sector in GDP is more than 2%, which has remained quite steady over 

time. The contribution to GDP mostly comes from the banking sector. The contribution of insurance 

and capital market to GDP, although has shown a rising trend. Overall employment in the financial 

sector is about 0.15 million with the private sector employment rising while the public sector 

employment falling.  

The growth of an efficient financial services sector is essential for the overall growth and 

development of the economy. An efficient financial services sector is crucial for increasing the 

competitiveness. For this reason, appropriate government policies  and  measures  need  to  be  

designed  for  a  sustained  growth  of  the financial services sector. We need to enhance the 

education and skill level of our workforce as it is important for the financial service firms to employ 

skilled workforce for delivery of their services to clients in a timely and efficient manner. Special 

emphasis needs to be given to introduce E-governance to improve transparency and reduce 

transaction costs in financial services sector. Regulatory institutions in collaboration with 

associations for different services sectors should make efforts for  standardization,  recognition  and 

accreditation  of  service  institutions,  facilities  and  professional  qualifications with international 

standards, qualifications and bodies. Fair competition within different sub-sector under financial 

services sector is a must to ensure sustainable growth of the entire industry. Moreover, innovative 

services with new products is of utmost necessary to ensure overall economic development and 

growth.

The Role of Financial Services Sector in Expanding
Economic Development and Growth

The Cost and Management, November-December, 2013
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Risk Analysis of Private Commercial Islamic Banks in Bangladesh: 
A Comparative Study 

Syeda Mahrufa Bashar*

Saher Fatema**

Abstract:  This paper aims to exemplify the different types of risk faced by the private commercial Islamic banks of 

Bangladesh and endeavors to provide evidence on the riskiness of 7 private commercial Islamic banks over the period 

of 2008-2012. Unlike previous studies, this paper is based on risk measurement and the level of riskiness of the banks 

under study, using standardized models for risk measured. The models used are - Maturity GAP model, Duration GAP 

model, Value at Risk (VaR) model. Furthermore, risk index profile, capital adequacy ratio have been calculated for all 

the 7 private commercial Islamic banks to get a clearer picture of the risk exposure on its book value earnings and 

capital. From the overall risk measurement model we have concluded that ICB Islami bank is exposed to market risk 

and liquidity risk. On the other hand, Shahjalal Islami Bank, Al-ArafahIslami Bank and Exim bank are exposed to 

both market and insolvency risk. In contrast, Social Islami Bank, Islami Bank and First Security Islami Bank appear 

to be in a better position with only slight liquidity problem.

Keywords: Islamic Banks, Risk Management, Value at risk, GAP model, Risk Index.

1. Introduction

In recent years, financial institutions have experienced a 

dynamic, fast-paced, and competitive environment at a 

cross-border scale. One of the fastest growing industries is 

Islamic banking. There are now more than 160 Islamic 

financial institutions around the world (Dar 2003).The 

globally-booming Islamic finance is making strides and 

gaining popularity in Bangladesh. Bangladesh entered the 

Islamic banking system only in 1983 and is seeing an 

impressive growth, with experts predicting that the shari`ah-

compliant industry will continue in steady steps to become 

the mainstream banking system in Muslim South Asian 

nation1. Moreover, as per Dusuki& Abdullah (2007) the 

popularity of Islamic Banking reached the non-Muslim 

consumers around the globe.This has led a number of large 

international banks and various domestic financial 

institutions to provide Islamic financial services (Hassan & 

Ahmed 2001) to reach the wider customer needs and 

increasing the overall profitability. Despite considerable 

development of Islamic banking sector, there are still limited 

studies focusing on the riskiness of Islamic banks. Several 

studies that have been devoted to assess the performance of 

Islamic banks generally examine the relationship between 

profitability and banking characteristics (Yudistira 2004). 

1.1 Rationale

Bangladesh is the third-largest Muslim populated country in 

the world. The people of this country are deeply committed 

to Islamic way of life as enshrined in the Holy Qur'an and 

the Sunnah. Naturally, it remains a deep cry in their hearts to 

fashion and design their economic lives in accordance with 

the precepts of Islam2
. 

After the establishment of the first Islamic bank in 

Bangladesh in 1983 as a 'niche offering', Islamic banks have 

grown consistently in the country during a period of over 30 

years. Now Islamic banking is a well-established industry in 

Bangladesh having 25 per cent of market share, and playing 

a vital a role in the country's economic growth3.

Thegrowing market demand and attention given to the 

Islamic banking and finance industry has escalated the 

research interest in this area as well.Due to the relatively 

recent nature of the Islamic banking industry compared to its 

conventional counterpart, many aspects of the industry are 

not well investigated. At the moment, topics of research 

interests are mainly on product development and 

performance of the industry. In this regard, an area of 

concern that is highly relevant in ensuring healthy growth 

ofthe industry is the risk management and measurement 

aspects of the Islamic banking institutions (Ariffin&Kassim 

2011)4 .A growing literature suggests that risk management 

is even more challenging for the Islamic banks compared to 

the conventional counterpart due to the some unique 

characteristics of Islamic banking.

1  Islamic Banking Blooms in Bangladesh "Courtesy of IslamOnline.net By Ferdous   

Ahmad, IOL Correspondent"
2   http://bankinfobd.com/banks/24/Islami_Bank
3 http://www.thefinancialexpress-bd.com "Streamlining Islamic finance in 

Bangladesh," Published : Saturday, 06 April 2013 by 

     M A Hamid
4    http://conference.qfis.edu.qa
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2. Literature Review

Risk is defined as the volatility or standard deviation (the 

square root of the variance) of net cash flows of the firm, or, 

if the company is very large, a unit within it (Hefferen 

1996).Also according to El Tiby (2011), Risk is inherent in 

banking and unavoidable, therefore, the task of risk 

management is to manage the different types of risk at 

acceptable levels and sustainable profitability. Globally, 

there has been significant interest and explosion in literature 

on risk analysis and management in the past decade or so 

(Akhtar 2008).

The risks specific to the business of banking are 

(Hefferen1996):

Credit

Counterparty

Liquidity or funding risk

Settlements or payments risk

Market or price risk, which includes

- currency risk

- interest rate risk

Capital or gearing risk

Operational risk

Sovereign and political risk

In the banking and financial sectors, certain amount of risk is 

deemed to be instrumental for the purpose of business itself, 

as the same entails the prospects and opportunities of profit 

and reward5. Banking is a risky business and several risk 

factors such as credit, liquidity, operational and market risks 

have been identified as critical to ensure that the banks 

position remain intact amid the intense competition in the 

industry. The survival and success of a financial organization 

depends critically on the efficiency of managing these risks 

(Khan & Ahmed 2001). Islamic finance has grown 

substantively in the last few years, appreciationof its risk 

architecture and profile is still evolving. Risk Analysis for 

Islamic Banks not only aims to fill the gap in knowledge, but 

it also enriches thedebate on risk management (Akhtar 2008).

Islamic banks can be expected to face two types of risks: 

risks that are similar to those faced by traditional financial 

intermediaries and risks that are unique owing to their 

compliance with the shari'a. Furthermore, Islamic banks are 

constrained in using some of the risk mitigation instruments 

that their conventional counterparts use as these are not 

allowed under Islamic commercial law.6

The Islamic banking instruments, as compared to the 

conventional bank products, are either asset backed/ 

commodity based or is based profit and loss sharing 

fundamental. As a result, due to different features of its 

products in several cases, the Islamic banks are exposed to 

several unique risks (Khurshid 2009).The main driver of 

enforcement of contracts and rules-compliance in Islamic 

system is ideology and faith, which is in turn influenced by 

Islam's emphasis on establishing an equitable, ethical, just, 

and fair socio-economic system. It is this feature that shapes 

Islamic finance and also distinguishes it from the 

conventional finance (Ali 2008). 

Theoretically, the Islamic banking industry, instead of 

adopting risk-shifting approach, endorses the notion of risk-

sharing among the involved parties. Notably, it is this very 

proposition that requires an entirely different paradigm of 

products' contractual mechanism and structural composition 

(Kahf 2006). The ultimate objective of this shift from the 

interest-based contractual paradigm to Shariah-based PLS 

mechanism is to achieve and maintain the transactional 

justice and equity among the concerned parties (Siddiqui 

2004 & Kumar 2009).

2.1 Risk Analysis of Islamic Banking Instruments

Islamic banking products are basically of three types. Trade-

based products (usually known as debt- based), profit- and-loss 

sharing products (also referred as equity based), and rental and 

service based product (Al-Jarhi&Iqbal 2001).

In order to analyze the risks involved in all these three kinds of 

instruments, board and senior management oversight, to 

identify, measure, monitor, report and control relevant 

categories of risks and, where appropriate, to hold adequate 

capital against these risks. The process shall take into account 

appropriate steps to comply with Sharah rules and principles 

and to ensure the adequacy of relevant risk reporting to the 

supervisory authority(IFSB 2005). 

Because Islamic financial institutions are necessarily required 

toacquire the ownership of the assets they are trading in, as a 

result, asset risk involves in almost all ofther asset-based 

financial instruments (Ayyub 2007).

Forinstance, in Murabaha, before onward sale to the client, in  

Salam, after taking the delivery from the Salam seller, andin 

Ijarah, allow owner ship related risk so flease dassetare to be 

borne by the bank. In a nutshell, this is where Islamic financial 

institutions' risk profile diverges from its conventional 

counterparts7. Hence such a risk is unique to Islamic financial 

institution.

2.2 Credit & Counterparty Risks associated with Islamic 

Banking Products

The risks faced by banks in their operations are of many types: 

interest risk, exchange rate risk, trade risk (or marke trisk), 

political risks, and risks that represent changes in the value of 

tangible assets and goods, etc. Credit risk is deemed to be the

5.http://www.academia.edu/1754776/An_analysis_of_the_various_types_of_risks_that_Islam

ic_banking_products_are_exposed_to_
6. http://ebooks.narotama.ac.id/files/Handbook of Islamic Banking/Chapter 2010 Risk 

management in Islamic banking.pdf

7.http://www.academia.edu/1754776/An_analysis_of_the_various_types_of_risks_that_Is

lamic_banking_products_are_exposed_to_
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most important type of risk faced by a bank in its 

relationship with the owners of wealth (Elgari 2003).

Credit risk for Islamic products is specialized. Islamic banks 

also face additional externalities on account of counterparty 

risks (Akhtar 2008). Islamic banks alsoface this form of risk 

in most of the modes of financing that they use. It is well 

known that murabahah, istisna, and installment sale are sales 

with delayed payment thus generating debts in the accounts 

of the banks. The fundamental form of risk in all these 

contracts is credit risk. Salam gives rise to a commodity debt 

rather than a cash debt, but it also involves credit risk (Elgari 

2003).

Mudaraba hand musharakah, on the other hand, are contracts 

of participation, and the funds given by the bank to 

entrepreneurs are not liabilities. Yet, these two also bear a 

credit risk in two ways. First, in the case of tort or 

negligence, the entrepreneur is liable to guarantee the capital 

which means a debt liability. Second, when the capital of 

mudarabah or musharakah are employed in a deferred sale, 

which is what takes place in most mudarabas, the owner of 

capital (rabbal-mal), the bank in this case, bears an indirect 

credit risk. This risk pertains to the ability of the counter 

parties to repay (Elgari 2003).

PLS modes are more complex than conventional financing. 

These modes imply several activities that are not normally 

performed by conventional banks, including the 

determination of profit / loss sharing ratios on investment 

projects in various sectors of the economy, as well as the 

ongoing auditing of financed projects to ensure proper 

governance is doing. Eventually, such a mode of financing 

leads to credit and counterparty risk (Dr. Makiyan). 

Furthermore, in Musharakah and Mudarabah contracts, as 

there is always likelihood of adverse selection, a total 

possibility of information asymmetry and moral hazard 

cannot be ruled out (Nagoaka 2009 & Latif2010). Hence, in 

all these situations, a higher credit and counterparty risk is 

more than evident (Ahmad 2011). 

Probable counterparty and credit risk also exist in product 

deferred based financing, such as Istisna and Salam. The 

contract in general terms enables an advance payment (the 

price) for the sale of a defined good (the sale object) to be 

delivered later at a specified time, the minimum period 

before delivery being 15 days and is ideally used to finance 

farmers and traders to produce or purchase the specified 

commodity (Al Zaabi 2010). In Istisna, though of a lesser 

degree, the very similar kind of counterparty risk is probable  

in  terms  of  belated delivery of  the  subject  matter  from  

the  contractor. Similarly, in case of default from the bank's 

client in a parallel Istisna, a credit risk is palpable (Ahmad 

2011).Ijara for instance, is simply an Islamic lease 

agreement. In this type of financing, the bank purchases a 

piece of equipment selected by a client, and then leases it 

back to him/her for a specified rental over a specific period. 

The liquidity risk of Ijara contract will therefore be limited 

as the sale price is built into the rental installments (Khiyar& 

El-Galfy 2012).

Moreover, Murabaha (mark up) finances the purchase of a 

good or assets by buying it on behalf of its client and adding 

a mark-up before reselling it to the client on a 'cost-plus' 

basis profit contract. Similarly, Bai' muajjal (deferred 

payment) involves purchase and resale of properties on a 

deferred payment basis. It is considered lawful in fiqh 

(jurisprudence) to charge a higher price for a good if 

payments are to be made at a later date. According to fiqh 

this does not amount to charging interest, since it is not a 

lending transaction but a trading one (Nasser 2011). Hence 

both counterparty and credit risk prevails until the whole 

amount is repaid by the client within the stipulated time 

frame.

2.3 Marketand Rate of Return Risk

The other risk faced by the Islamic banks is known as 

market risk.This riskis further sub-divided into different 

small sections.

From amongst them rate of return risk is deemed to be a 

major one for Islamic financial institutions in particular.

Greuning & Iqbal (2007) differentiate between the rate-of-

return risk and the interest rate risk in two ways. First, since 

conventional banks operate on interest-based, fixed income 

securities on the assets side, there is less uncertainty in the 

rate of return earned on investments held until maturity. 

Since Islamic banks have a mix of markup-based and equity-

based investments, this uncertainty is higher. Second, the 

return on deposits in conventional banks is predetermined; in 

contrast, the return on deposits in Islamic banks is 

anticipated, but not agreed before hand. 

Market risks can be systematic, arising from macro sources, 

or unsystematic, being asset or instrument specific. For 

example, currency and equity price risks would fall under 

the systematic category and movement in prices of 

commodity or asset the bank is dealing with will fall under 

specific market risk(Ahmed& Khan 2001). We will discuss a 

key systematic and one unsystematic risk relevant to Islamic 

banks below.

a. Mark-up risk

The nature of a murabaha is such that the mark-up is fixed 

for the duration of the contract. Consequently, if the 

benchmark rate (the market borrowing rate) changes, the 

mark-up rates on these fixed income contracts cannot be 

adjusted. As a result Islamic banks face risks arising from 

movements in market interest rate. Mark-up risk can also 

appear in profit-sharing modes of financing like mudaraba 

and musharaka (Ahmed& Khan 2001).

Banking
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8. The index was then applied by Liang and Savage (1990), Eisenberg and Kwast (1991), 

Sinkey and Nash (1993), Nash and Sinkey (1997), Naïmy (2005), among others.
9. In terms of book and not market value.

Banking

VaR= *(lending rate*30days/360days) - *(borrowing rate*360days/360days)

 

RI = 
 

 

b. Commodity/asset price risk

The murabaha price risk and commodity/asset price risk must 

be clearly distinguished. As pointed out, the basis of the 

mark-up price risk is changes in LIBOR. Furthermore, it 

arises as a result of the financing, not the trading process. In 

contrast to mark-up risk, commodity price risk arises as a 

result of the bank holding commodities or durable assets as in 

salam, ijara and mudaraba, musharaka (Iqbal & Mirakhor 

2007). Note that both the mark-up risk and commodity/asset 

price risk can exist in a single contract. For example, under 

leasing, the equipment itself is exposed to commodity price 

risk and the fixed or overdue rentals are exposed to mark-up 

risks(Ahmed&Khan 2001).

There is a fundamental question that arises after reviewing 

the brief literature on Islamic banking and risk management 

and measurement techniques. How risky is the private 

commercial Islamic banking of Bangladesh? Although the 

phenomenon of Islamic banking and finance has developed 

significantly in recent years, only very few studies have 

tackled this central question.

3. Methodology

Data required for the fulfilling the objectives of the study 

were calculated from the annual report of the following 7 

Islamic banks in Dhaka city of Bangladesh, namely, Islami 

Bank of Bangladesh Limited, ShahjalalIslami Bank Limited, 

First Security Islami Bank Limited, Export Import Bank of 

Bangladesh Limited, Al-ArafahIslami Bank Limited, Social 

Islami Bank Limited, ICB Islamic Bank.Due to the 

unavailability of data, this study only compiles 7 private 

commercial Islamic banks from the database.

Values were manually calculated and inputted in excel sheet 

to run the proposed GAP model (Maturity and Duration Gap 

Model), VaR, for the measurement of risks by the bank. 

Value at risk (VaR) is a technique used by ALM to estimate 

the losses which could potentially occur on market risk 

positions as a result of movements in market rate and prices. 

The following are practical factors relating to VaR:

The estimate is based on a given time horizon and 

level of confidence. A typical level of confidence 

may vary from 95% to 99%.

The typical time horizon may be 1 to 10 days.

Specifically, Value at Risk (VaR) is a measure of potential 

loss from and event in a normal, everyday market 

environment. VaR is denominated in a currency, say Taka, 

where it measures the chance of losing Taka for a  movement 

in interest rates for a given balance sheet scenario. The 

formula used to calculate VaR:

Some of the financial ratios were calculated using the data 

provided in the bank's annual report over the period of 5 

years (2008-2012). For the computation of risk encounters 

and its exposure can be best measured using the Risk Index 

(RI). Banks face risks, such as credit risk, interest rate risk, 

liquidityrisk, exchange rate risk, operational risk, etc. Aside 

from developing specific indicators to measure each of the 

above risks, a "Risk Index" can also be created that 

encompasses alltypes of risk in a single index (Kalluci 2011).

The Risk Index, also known in the literature as Z-statistic, Z-

index or Z-score, is anindicator of the overall level of risk 

that banks face. Recently, this index, which is ameasure of 

the soundness and stability of the financial institutions, has 

become more important. The risk index is inversely related 

to the probability of the book value of insolvency of these 

institutions. Different versions of calculation are found in 

theliterature for individual banks or groups of banks 

(grouped by ownership or by their activities) or for a 

country's banking system. The index was first performed by 

Hannan&Hanweck (1988)8, who derived the probability of 

the book value insolvency9 (i.e. the probability that the 

bank's losses in a certain period exceed the book value of the 

bank's equity, or the probability that the assets value of the 

bank becomes lower than the value of its liabilities).

In this report, the Risk Index is provided by a combination 

of the return on assets ratio (ROA),the equity multiplier 

(EM) and the standard deviation of ROA. The method used 

to calculate this measure is given in this empirical form 

given below:

Where,

RI is the Risk Index (also called Z-statistic, Z-index or Z-

score);

E(ROA) is the average (expected) return on assets;

1/EM = The equity to asset ratio (the average growth rate of 

ten years has been considered) and

   ROA is the ROA's standard deviation.

Since the main purpose of calculating RI is to see the extent 

of riskiness of the bank at a certain point in time we have 

calculated the average value of ROA during a given time 

period (2008-2012), from which the standard deviation of the 

values during the same period can be derived. This method is 

appropriate in the case when the risk index is calculated over 

a time period for a particular bank or a banking system.

Moreover, the probability of the book value insolvency (   ) 

is measured by:

The RI result of all the 7 banks is then analyzed based on the 

following assumptions. A lower value implies a riskier bank, 

and a high value signals a safe one. Since the index value is 

inversely related to the probability of book value insolvency,

Q  



a higher value means a lower probability to face a bank 

solvency difficulty (Kalluci 2011).

4. Results & Discussions

4.1 1-year and 3-year Maturity Gap of Asset & Liabilities

For identifying more riskier Islamic banks, we have started 

with the maturity model which enables to understand if 

interest rate increase (decrease), the fall (rise) in the value of 

the assets will be offset by the perfect fall (rise) in the value 

of liabilities. This model will help us to measure the level of 

riskiness, the value of assets and liabilities of Islamic banks 

is exposed to the changes in interest rate/rate of profit. A 

summary of findings on the impact on the value of assets 

and liabilities due to the changes in the required yield to 

maturity (YTM) has been presented in Table A1a and Table 

A1b. The maturity of assets is analyzed first followed by the 

maturity of liabilities.

It has been found that a 2% increase in interest rate led to the 

total asset changes between -1.762% to -1.802% for IB10 , -

1.764% to 1.797% for AIBL11, -1.757% to 1.801% for 

FSIB12,-1.762% to 1.802% for EB13,-1.770% to 1.794% for 

SIBL14, -1.762% to 1.789%  for ICB15  -1.770% to 1.794% 

for SJB16. The results in Table A1a indicate that when the 

maturity of the Islami bank's asset is 1- year, a rise in interest 

rate reduces the price of the total assets held in the bank's 

portfolio. The decline in the asset price of ICB, SIBL and 

AIBL is larger than other banks which is a bad news for 

these three banks because rise in interest rate is reducing the 

market value of their assets. Similarly, when the maturity of 

the bank's asset is 3- years, a rise in interest rate shows a 

drastically fall in price because according to the theory, the 

longer the maturity of total assets, the larger its fall in total 

assets. Hence, the market value of assets will decline for any 

given increase in the level of market interest rates. Here the 

change in price of total assets is more than 1-year maturity 

and the range of price change is shown in Table A1a.

Table A1b displays the impact on the value of liabilities 

considering maturity of 1-year and 3-year due to the increase 

in the interest rate. It has been found that when the maturity 

of the Islami bank's liabilities is 1-year, a rise in interest rate 

reduces the price of the total liabilities held in the bank's 

portfolio. Although a rise of interest rate is bad news for 

Islami bank's asset it is good news for the Islami bank's 

liabilities because rise in interest rate is reducing the market 

value of liabilities which indicates that bank needs to pay 

depositor low price if it repurchased the deposit. The decline 

in the liability price of SJB and FSIB is larger than any other 

bank under study. Next, when the maturity of liabilities is 3-

years, a rise in interest rate shows a radically fall in price. 

Hence, the market value of liabilities will decline for any 

given increase in the level of market interest rates.

4.2 Maturity Gap of 7 Private Commercial Islamic Banks

The Table A2 displays the vivid picture of the maturity gap 

between assets and liabilities over the five years of the 7 private 

commercial Islamic banks. The main focus of the maturity gap 

is on equity value changes due to the overall changes in the 

price of the assets and liabilities when the interest rate 

increase/decline. Our assumption includes only the increase in 

interest rate and its impact on the price of assets and liabilities. 

The banks with a higher degree of declining equity value 

includeICB, SIBL, IB and EB. This implies that the maturity of 

assets of these fourbanks is longer in most of the years exposing 

banks to interest rate risk. Under these circumstances if interest 

rate increases the value of assets will decline more than the 

value of liabilities, hence resulting in a declining equity value. 

Hence, from the result derived, these four banks are affected 

more by the rise in interest rate.

For further analyzing the banks' riskiness level we have used 

the most complete and precise measure of the rate of return 

risk- "Duration Gap Model". The gap between the duration of 

assets and liabilities in Table A3 shows an upward trend for the 

four banks which include FSIB, ICB, SJB and AIBL. This 

indicates that the gap is increasing which is bad for these banks 

because the more the gap between assets and liabilities the more 

the bank is exposed to risk. It is evident that if DA=DL, then the 

changes in equity will be 0.

4.3 Credit Value at Risk (VaR)

Table A4 and A5 shows the VaR, denominated in a currency, say 

Taka, which is a technique of market risk measurement. It 

basically measures the chance of losing Taka for a movement in 

interest rate for a given balance sheet scenario. Table A4 

represents the balance sheet data for the banks where the banks 

have (1 month) borrowing to fund the same amount of assets. 

The market interest rate in table 5 for 1 month is 12% and for 

1year is 15%for all banks. If we need to square the balance sheet 

gaps, we need to lend in 1 month at 12% and need to borrow in 1 

year tenor at 15%. The results in table A5 implies that the loss of 

the portfolio in absolute sense will be (7,692,488,423) for AIBL, 

(1,509,724,126) for FSIB, (8,262,349,889) for EB, 

(7,068,848,907) for IB, (52,003,356) for ICB, (2,152,382,350) 

for SJB, and 2,569,079,027 for SIBL over a month. EB seems to 

be more riskier as their trading activities comprise mostly of 

foreign exchange position. IB, AIBL, and SJB follows EB in the 

riskiness measure as both the banks trading activities is limited to 

equities, commodities, foreign exchange position etc; but IB is 

financially sound which is acting as a shield to risk exposure that 

prevails in the market. FSIB, and SIBLVaR result explains that 

these two banks are less exposed to market risk. Moreover, ICB 

is losing more on the portfolio over a month due to poor financial 

condition since the last 4 years.

The Cost and Management, November-December, 2013 9
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10.  Islami Bank Bangladesh Limited
11.  Al- ArafahIslami Bank Limited
12.  First Security Islami Bank Limited
13.  Export Import Bank of Bangladesh Limited
14. Social Islami Bank Limited
15.  ICB Islamic Bank
16. ShahjalalIslami Bank Limited
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4.4 Risk Index

The riskiness of the bank's overall operations is captured by 

the volatility of the bank asset portfolio and the size of bank 

capital cushions as reflected in capital ratio. The standard 

measure of the variability of assets is the standard deviation 

of ROA (  ROA)17. The ROA and its variability are combined 

with the bank's capital ratio (equity/asset) to generate a risk 

index (RI). The risk index measures how much a bank's 

accounting earnings can decline before it has a negative 

book value18. It gauges the riskiness of the book value 

cushion, a bank has available to absorb accounting losses. 

What makes the risk index appealing is that it includes ROA 

(the most widely accepted accounting measure of overall 

bank performance), the variability of ROA, and the book 

capital adequacy (an industry standard for bank safety and 

soundness).  The RI result of the banks is given in table A6. 

The table displays the risk index obtained and the probability 

of the book value insolvency of the banks for the year ended 

2012. A lower RI value implies a riskier bank, and a high 

value signals a safe one. Eventually, the Islami bank (IB) is 

safer while the most risky is the Shahjalal bank (SJB). Since 

the index value is inversely related to the probability of book 

value insolvency, a higher RI value of IB lead to a very low 

probability to face a bank solvency difficulty. Moreover, SJB 

faces higher probability to face bank insolvency difficulty. 

SIBL is much safer than AIBL and EB. The RI result of IB 

and SIBL is backed by the positive growth in the capital 

ratio which is 8.21% for IB and 13.24% for SIBL.

5. Conclusion

The result derived from each of the risk measurement model 

has helped to understand the extent of risks the private 

commercial Islamic banks of Bangladesh is exposed to. 

According to the maturity model,the banks with a higher 

degree of declining equity value include ICB, SIBL, IB and 

EB. This implies that the maturity of assets of these four 

banks is longer in most of the years exposing banks to 

interest rate risk. Under these circumstances if interest rate 

increases the value of assets will decline more than the value 

of liabilities, hence resulting in a declining equity value. 

Hence, from the result derived, these four banks are affected 

more by the rise in interest rate.

The duration gap models i.e. gap between the duration of 

assets and liabilities shows an upward trend for the four 

banks which include FSIB, ICB, SJB and AIBL. This 

indicates that the gap is increasing which is bad for these 

banks because the more the gap between assets and 

liabilities the more the bank is exposed to risk.

Considering the VaR model, EB seems to be more riskier as 

their trading activities comprise mostly of foreign exchange 

position. IB, SJB, and AIBL follows EB in the riskiness 

measure as both the banks trading activities is limited to 

equities, commodities, foreign exchange position etc; but IB is 

financially sound which is acting as a shield to risk exposure 

that prevails in the market. FSIB and SIBL VaR result explains 

that these two banks are less exposed to market risk. 

Moreover, ICB is losing more on the portfolio over a month 

due to poor financial condition since the last 4 years.

Moreover, with the Risk Index (RI) profile we can conclude 

that the Islami bank (IB) is safer while the most risky is the 

Shahjalal bank (SJB). Since the index value is inversely 

related to the probability of book value insolvency, a higher 

RI value of IB lead to a very low probability to face a bank 

solvency difficulty. Moreover, SJB faces higher probability 

to face bank solvency difficulty. SIBL is much safer than 

AIBL and EB. The RI result of IB and SIBL is backed by the 

positive growth in the capital ratio which is 8.21% for IB 

and 13.24% for SIBL.

To summarize, ICB Islamic bank is exposed to market risk 

and liquidity risk. On the other hand, SJB, AIBL and Exim 

Bank are exposed to both market and insolvency risk, this is 

due to their increasing gap between asset and liabilities. In 

contrast, SIBL, IB and FSIB appear to be in a better position 

with only slight liquidity problem.

The study presented here only includes Islamic banks and 

their riskiness level, but this can be used for further research 

work which may include risk comparison of Islamic banks 

with the conventional bank to give an in-depth view of the 

industry as a whole.
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 in  

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )
2008 -1.778% -4.764% -1.782% -4.783% -1.786% -4.804% -1.794% -4.845% -1.789% -4.820% -1.779% -4.771% -1.786% -4.804%

2009 -1.778% -4.762% -1.785% -4.802% -1.770% -4.722% -1.786% -4.804% -1.781% -4.779% -1.773% -4.738% -1.778% -4.763%

2010 -1.764% -4.690% -1.757% -4.659% -1.762% -4.683% -1.762% -4.683% -1.762% -4.683% -1.770% -4.722% -1.770% -4.722%

2011 -1.794% -4.846% -1.791% -4.829% -1.799% -4.870% -1.802% -4.887% -1.786% -4.804% -1.791% -4.829% -1.794% -4.846%

2012 -1.797% -4.860% -1.801% -4.882% -1.802% -4.887% -1.797% -4.860% -1.781% -4.779% -1.794% -4.845% -1.778% -4.763%

AIBL SIBLSJBICBIBEBFSIB

Table A1a: 1- year & 3- year Maturity Model (Assets)

 

LIABILITIES  in  

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )

 in 

P1(% )

 in 

P3(% )
2008 -1.835% -5.061% -1.849% -5.140% -1.852% -5.154% -1.852% -5.152% -1.826% -5.018% -1.826% -5.018% -1.834% -5.059%

2009 -1.835% -5.064% -1.843% -5.108% -1.869% -5.249% -1.826% -5.018% -1.845% -5.117% -1.835% -5.061% -1.835% -5.063%

2010 -1.830% -5.035% -1.835% -5.063% -1.839% -5.085% -1.835% -5.063% -1.837% -5.072% -1.835% -5.063% -1.832% -5.045%

2011 -1.829% -5.031% -1.821% -4.991% -1.829% -5.031% -1.829% -5.031% -1.821% -4.991% -1.842% -5.103% -1.829% -5.031%

2012 -1.832% -5.048% -1.826% -5.018% -1.834% -5.060% -1.843% -5.104% -1.825% -5.009% -1.824% -5.005% -1.830% -5.036%

AIBL FSIB EB IB ICB SJB SIBL

Table A1b: 1- year & 3- year Maturity Model (Liabilities)
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AIBL FSIB EB IB ICB SJB SIBL
2008 0.39 -0.13 0.45 0.35 0.53 0.95 0.07

2009 1.68 1.71 1.70 1.60 1.54 1.72 1.42

2010 -0.66 -0.83 0.53 -3.15 -0.52 2.20 -2.01

2011 1.15 0.35 -1.02 -2.07 0.87 -0.11 -0.13

2012 1.12 1.26 0.37 -0.94 1.55 2.77 -0.25

Matur ity Gap between Assets and Liabilit ies

Table A2: Maturity Gap

AIBL FSIB EB IB ICB SJB SIBL
2008 0.66 -0.10 -0.19 0.33 0.70 0.67 0.68

2009 0.79 0.00 0.76 1.07 0.79 0.78 0.79

2010 -0.10 -0.93 -0.04 -2.62 -0.11 1.51 -1.71

2011 1.58 -0.05 -0.88 -1.80 0.70 -0.03 -0.02

2012 0.82 0.83 -0.02 -0.94 0.80 1.58 -0.03

Duration Gap between Assets and Liabilit ies

Table A3: Duration Gap

 

Details Less than 1  month 1-Year Less than 1  month 1-Year Less than 1  month 1-Year Less than 1  month 1-Year Less than 1  month 1-Year Less than 1  month 1-Year Less than 1  month 1-Year

Asset 0 54,946,345,882       0 10,783,743,755        0 59,016,784,924        0 50,491,777,908        0 371,452,542           0 15,374,159,641         0 18,350,564,481        

Liability 54,946,345,882          0 10,783,743,755         0 59,016,784,924          0 50,491,777,908         0 371,452,542                0 15,374,159,641         0 18,350,564,481          0

Mismatch (54 ,946 ,345 ,882)     54 ,946 ,345 ,882    (10 ,783 ,743 ,755)   10 ,783 ,7 43 ,755     (59 ,016 ,784 ,924)    59 ,016 ,784 ,924    (50 ,491 ,777 ,908)    50 ,491 ,7 77 ,908    (371 ,452 ,542)           371 ,452 ,542        (15 ,374 ,159 ,641)   15 ,374 ,159 ,641     (1 8 ,350 ,564 ,481)     18 ,350 ,564 ,4 81     

SIBLAIBL FSIB EB IB ICB SJB

Table A4: Asset liability Mismatch

 VaR AIBL FSIB EB IB ICB SJB SIBL
1 month
convert
ed to 0.083333333 0.083333333 0.083333333 0.083333333 0.083333333 0.083333333 0.083333333

IR for 
Lending 12% 0.12 0.12 0.12 0.12 0.12 0.12

IR for 
Borrowi 15% 0.15 0.15 0.15 0.15 0.15 0.15

VaR (7,692 ,488 ,423) (1 ,509 ,724 ,126)   (8 ,262 ,349 ,889)  (7 ,068 ,848 ,907)  (52 ,003 ,356)          (2 ,152 ,382 ,350)  (2 ,569 ,079 ,027)   

Table A5: Value at risk (VaR)

 Details AIBL FSIB EB IB ICB SJB SIBL
E(ROA) 1.83% 0.62% 1.90% 1.22% -7.83% 1.74% 1.09%

G rowth rate (1/ EM) 5.78% -13.70% 9.73% 8.21% 40.31% -2.68% 13.34%
Risk  Index (RI) 16.99 -68.50 16.58 115.15 11.85 -1 .57 59.01
The pr obability of book 
value insolvency (   ) 0 .17% 0.01% 0.18% 0.0038% 0.36% 20.26% 0.01%

Table A6: Risk index and Probability of book value insolvency

O0A 0.45% 0.19% 0.70% 0.08% 2.74% 0.60% 0.24%
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Service Quality of Financial Services in Bangladesh: A Distinction between 
Public and Private Commercial Banks

Mohammed Masum Iqbal*

Abstract:  Customers' satisfaction is the key to developing a large customer base for any company and in service 

sector service quality is one of the most important elements determining customers' satisfaction. Financial Institutions 

like banks can maintain successful relationship with customers if the companies can maintain quality of services 

expected by customers and keep the gap between expectation and perception of services minimal as possible. The 

present study attempts to measure the quality of financial services of two banks in Bangladesh and to make a 

comparison between them. The study reveals that both the banks can not fulfill the expectation of their customers in 

terms of quality of financial services including all dimensions which is noticeable and frightening for them. It is also 

observed that, on the basis of total gap score, customers are more dissatisfied with public commercial bank than 

private commercial bank. As a public commercial bank, ABL should give immediate attention on tangibles, 

responsiveness and empathy while as private commercial bank, DBBL should take corrective measures on assurance, 

empathy and responsiveness of service quality to maintain quality of financial services expected by their valued 

customers.

Keywords: Services, Financial Services, Service Quality, SERVQUAL, ABL, DBBL, Gap Analysis, Bank, Bangladesh.

Introduction and Rational of the Study

The banking industry in Bangladesh has started its journey 

with 9 banks including nationalized commercial banks, 

state-owned specialized banks and foreign banks since its 

independence. In addition, the banking industry achieved 

major expansion in 1980's with the entrance of private 

commercial banks. Until March, 2013, there are 51 banks 

operating in Bangladesh of which 47 are scheduled and 4 are 

non-scheduled banks. Now, the financial service industry in 

Bangladesh has been experiencing remarkable growth and 

this industry has undergone revolutionary changes 

stimulated by regulatory and competitive forces since its 

independence.

Undoubtedly, financial institutions including banks are 

facing extreme competition and challenges for increased 

customers' expectations over the period of time. This fierce 

competition and increasing customer demands are forcing 

banking industry in Bangladesh to increase and identify 

factors of customer satisfaction and loyalty as we know 

customers' satisfaction will lead to customers' retention. It is 

also important to the marketers that the cost of acquiring a 

new customer is much higher than that of retaining existing 

customers. In these circumstances, banks are bound and 

giving highest priority to providing better quality of service 

to satisfy and retain customers for their survival.

Service is different from physical objects because of its 

unique characteristics, In this regard; the marketers of 

physical objects are privileged over service providers as it is 

to some extent easier to accommodate most of the satisfying 

attributes with the product as produced. So, customers' 

satisfaction from service providers' perspective has got 

significant interests form academics, researchers and 

practitioners in recent time. And, the results of a good 

number of studies show different ways to serve the 

customers leading to satisfaction. Parasuraman et al. (1985, 

1988) advocated such a tool where service quality gap is 

calculated to find out the areas where there is a gap in 

satisfaction and named it as SERVQUAL. Initially, they 

have identified five different dimensions with sub-

categorization that are all related to the level of satisfaction. 

Although there are some criticisms on the long-term stability 

of the results of the SERVQUAL scale (Lam and Woo, 1997) 

and on the general applicability of the five dimensions 

(Crosby and LeMay, 1998), it is widely used by academics 

and practitioners to measure service quality.

The benefits of service quality include increased customer 

satisfaction, improved customer retention, positive word of 

mouth, reduced staff turnover, decreased operating costs, 

enlarged market share, increased profitability, and improved 

financial performance (Rust and Zahorik 1993; Cronin et al. 

2000; Kandampully and Suhartanto 2000; Duncan and 

Elliott 2002; Janda et al. 2002; Sureshchandar et al. 2002; 

Gounaris et al. 2003; Kang and James 2004; Yoon and Suh 

2004). The construct of service quality has therefore been a 

subject of great interest to service marketing researchers.* Mohammed Masum Iqbal, Assistant Professor, Faculty of Business and Economics, 
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Now-a-days, financial institutions are facing intensive 

competition in the global financial turmoil. So, banks are to 

make substantial efforts to survive in this competitive and 

uncertain market place. At present, delivery of quality 

services to customers has become an imperative factor for 

their success. Inferior quality of service puts a company at a 

competitive disadvantage. If the customers of a company 

perceive quality as unsatisfactory or poor; they may switch 

to the services of other companies. In recent period, many 

service organizations consider quality of service as an 

influential factor in enabling them to achieve competitive 

advantages over their competitors. At present, quality has 

become a key variable in strategic planning of the 

organizations. Organizations which are becoming leaders in 

quality service are characterized by the commitment of top 

management and a corporate culture that encourages a 

consumer and quality focus through out the company 

(Marshall, 1985). So, service quality is playing a pivotal role 

in financial services especially in banking sectors because 

excellent service quality is not an optional competitive 

advantage but essential for survival and growth. 

Since service quality in financial services has not got much 

attention from researchers and practitioners in Bangladesh, 

the present study on service quality in financial services 

applying SERVQUAL will be very useful to find out the gap 

between customers' expectation and customers' perception of 

financial services delivered to them. 

This paper attempts to measure the quality of services and 

find out the gaps in both public and private commercial 

banks in Bangladesh using SERVQUAL model which will 

ultimately discover the reasons for dissatisfaction of 

customers with the services of the banks. The management 

at policy and strategic level will find the findings of the 

study useful and the methodology as used here will work as 

guidelines for them to improve quality of services in order to 

deliver best satisfaction to the customers. make it functional.

Objective of the Study

The objectives of the study are as follows:

i.  To measure customers' perception toward service quality 

of Agrani Bank Limited, a public commercial bank, and 

Dutch Bangla Bank Limited, a private commercial bank;

ii. To make a comparison between two above stated banks 

on customers' perception and expectation toward 

financial services provided; 

iii. To illustrate the gaps in service quality of these two 

banks.

Literature Review

Service is one of the marketable entities and is defined as 

activities, deeds, processes, and performances provided by 

one party or person for another party or person. With some 

distinctive characteristics, service is not like other physical 

objects. A comparision between goods and services are 

illustrated below.

Source: A. Parasuraman, V.A. Zeithaml, and L.L. Berry," A Conceptual 
Model of Service Quality and It's Implication for Future Research." 

Journal of Marketing 49 (Fall 1985) pp.41-50.

Quality can be stated that the capacity of a product to 

perform its functions for which it is offered to the market.  In 

Japanese philosophy, quality means zero defect (or defect 

free) product and services which focuses doing the things 

right for the first time. Crosby (1979) points that quality 

means conformance to standards. Garvin (1983) defines 

quality by counting the incidence of internal (before 

products leave the factory) and external failure (after the 

product is installed). Research has proved many times that 

quality helps the firm in contributing to gain market share, 

return on equity, lowering production cost, and improving 

productivity. In case of tangible goods, measurement of 

quality is an easy task because uniform quality standards can 

be met consistently. But characteristics of services make 

measurement of quality complicated. Service quality is an 

elusive and abstract construct that is difficult to measure 

(Cronin et al 1992).

'Service quality is the subjective comparison that customers 

make between the quality of service that they want to 

receive and what they actually get (Gefan, 2002).' 

Parasuraman et al. (1985, 1988) says, 'Service quality is 

determined by the differences between customer's 

expectations of services provider's performance and their 

evaluation of the services they received. 'Service quality is 

'the delivery of excellent or superior service relative to 

customer expectations' (Zeithaml and Bitner 1996). Service 

quality is recognized as a multidimensional construct. While 

the number of dimensions often varies from researcher to 

researcher, there is some consensus that service quality 

consists of three primary aspects: outcome quality, 

interaction quality, and physical service environment quality 

(Rust and Oliver 1994; Brady and Cronin 2001). Outcome

 

Table:1  A Comparison between Goods and Services

Goods Services Resulting Implications 

Tangible Intangible Services cannot be inventoried. 

Services cannot be easily patented. 

Services cannot be readily displayed or 
communicated. 

Pricing is difficult. 

 

Standardized Heterogeneous Service delivery and customer satisfaction depend 
on employee and customer actions. 

Service quality depends on many uncontrollable 

factors. 
There is no sure knowledge that the service 

delivered matches what was planned and 

promoted. 

Production separate 
from consumption 

Simultaneous 
production and 

consumption 

Customers participate in and affect the 
transaction. 

Customers affect each other. 

Employees affect the service outcome. 
Decentralization may be essential. 

Mass production is difficult. 

Nonperishable Perishable It is difficult to synchronize supply and demand 

with services. 
Services cannot be returned or resold. 
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quality refers to the customer's assessment of the core 

service which is the prime motivating factor for obtaining 

the services.

Since services have some distinctive characteristics which 

are intangibility, heterogeneity, perishability and 

inseparability of production and consumption, it is 

somewhat difficult to conceptualize and measure quality of 

services. And, quality is relative and subjective matter which 

depends on the perception and expectations of the customers 

with respect to service offering. Service quality, as perceived 

by customers, involves a comparison of what they feel the 

service should be (expectation, E) with their judgement of 

the services they received (perceptions, P) (Parasuraman et 

al., 1985). Service quality has been described as a form of 

attitude, but not equivalent to satisfaction that results from 

the comparison of expectations with performance 

(Parasuraman et al., 1985 and Bolton and Drew, 1991). The 

well accepted orientation defines service quality as the 

extent to which a service meets customers' needs or 

expectations. It is defined as the difference between 

customer expectations of service and perception of service. 

If expectations are greater than performance, then perceived 

quality is less than satisfactory and hence customer 

dissatisfaction occurs (Parasuraman et al., 1985 and Lewis 

and Mitchell, 1990). Parasuraman et al., (1988) developed a 

measurement scale SERVQUAL, which has 22- items to 

assess service quality of five dimensions: reliability, 

responsiveness, assurance, empathy and tangibility. 

Reliability, responsiveness, assurance, empathy dimensions 

are related to people aspect of service quality and tangibles 

aspects is related to physical evidence. SERVQUAL 

instrument has been subjected to criticism (Brown at al., 

1993).

In general, most academics and researchers agree that 

customers have expectations serving as reference points 

against which the delivered services are evaluated or 

measured. When it comes to the measurement of service 

quality, however, there is an unresolved controversy of using 

expectations as determinants of service quality. While 

Parasuraman et al. (1985; 1988) include expectations as a 

standard for evaluation of service quality, others (Cronin and 

Taylor, 1992; Teas, 1994) have advocated excluding 

expectations and measuring solely performances. 

In a revolutionary article, Parasuraman et al. (1985) 

developed a gap model by synthesizing (1) the expectation-

disconfirmation theory concerning consumer satisfaction 

(Churchill and Surprenant, 1982; Gronroos, 1982; Lewis and 

Booms, 1983; Oliver, 1980), and (2) previous explorations 

of the dimensions of service quality (Gronroos, 1982; 

Lehtinen and Lehtinen, 1982; Sasser, Olsen, and Wyckoff, 

1978). They subsequently developed a multiple-item scale 

named SERVQUAL which conceptualizes and measures 

elements of service that are evaluated by service customers 

in assessing service quality. According to the SERVQUAL 

conceptualization, service quality can be assessed by five 

dimensions: reliability, responsiveness, assurance, empathy 

and tangibles (Parasuraman et al., 1988). But the use of 

SERVQUAL scale has been highly criticized in terms of 

both theoretical and operational issues. The SERVQUAL 

scale has also been criticized in methodology aspect, mainly 

due to its calculation mechanism using a difference score 

between expected performance and the actual performance 

of a service provider. Specific criticisms on SERVQUAL 

methodology include multicollinearity resulting from the 

auto-correlation between the measures (Spreng, Mackenzie, 

and Olshavsky, 1993), low reliability (Spreng and Singh, 

1993), and problems with discriminanat validity (Brown, 

Churchill, and Peter, 1993). 

We know, satisfaction is a function of customers' 

expectations and satisfaction is influenced by perceptions of 

service quality, product quality and price as well as personal 

and situational factors. The following figure reflects the 

relationship between customer perceptions of quality and 

customer satisfaction.

The SERVQUAL approach to the measurement of service 

quality has attracted considerable attention since first 

introduced by Parasuraman et al. in 1985. In the early 

1980's Parasuraman, Zeithaml & Berry conducted an 

extensive program of qualitative research with business 

people and consumers to explore the concept of service 

quality. They concluded that service quality as perceived 

by customers depends on the gap between their 

expectations and the level of service that was actually 

provided. They also identified ten components of service 

quality, including constructs such as competence, 

courtesy, credibility, and securityinitially. This list was 

later reduced to five constructs - tangibles, responsiveness, 

empathy, assurance and reliability when they have 

extended their research in 1988 forming the basis of a 

scale called SERVQUAL ((Parasuraman et al.,1988) with 

the respective meanings as given below:

Figure 1 : Customer Perceptions of and Customer Satisfaction  

 

Source: Valarie A Zeithaml et. Al (2008, p. 109) 
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1.  Reliability: The ability to perform the service dependably 

and accurately.

2.  Responsiveness: The willingness to help customers and 

provide prompt service.

3. Assurance: Employees' knowledge and courtesy and their 

ability to inspire trust and confidence.

4. Empathy: Caring individualized attention given to 

customers

5. Tangibles: The appearance of physical facilities, 

equipment, personnel, and written materials.

The SERVQUAL approach starts from the assumption that 

the level of service quality experienced by customers is 

critically determined by the gap between their expectations 

of the service and their perceptions of what they actually 

receive from a specific service provider. Later on, the 

original model is extended and seven major gaps have been 

identified in the service quality concept as shown in Figure 

1. According to Brown and Bond (1995), "the gap model is 

one of the best received and most heuristically valuable 

contributions to the services literature". The model identifies 

seven key discrepancies or gaps relating to managerial 

perceptions of service quality, and tasks associated with 

service delivery to customers. The first six gaps (Gap 1, Gap 

2, Gap 3, Gap 4, Gap 6 and Gap 7) are identified as 

functions of the way in which service is delivered, whereas 

Gap 5 pertains to the customer and as such is considered to 

be the true measure of service quality. The Gap on which the 

SERVQUAL methodology has influence is Gap 5.

Figure 2:   Gaps Model of Service Quality Adapted from 

Parasuraman et al., 1985; Curry, 1999; Luk and Layton, 

2002.

Finally, SERVQUAL model was developed by Parasuraman 

et. al. (1985, 1988 and 1991) which illustrates the gap 

between their perceptions and expectations of services 

performed by the provider. And, this model has been used to 

measure service quality in various services like financial 

institutions, hotels, hospitals, insurance companies, health 

care organizations, and telecommunications and so on.

The perceived SERVQUAL can be illustrated as:

Perceived SERVQUAL= Customer Perceptions [P] - 

Customer expectations [E]

Methodology of the Study

A mixed form of research design combining exploratory and 

descriptive is followed in this study. The objective of this 

study is to evaluate the quality of financial services provided 

by public and private commercial banks in Bangladesh and 

make a comparison of gaps in quality of those services. To 

measure and compare the quality of financial services of the 

stated banks, SERVQUAL model designed by Parasuraman 

et al.(1988) was applied. SERVQUAL model is a tested and 

well accepted tool to asses the quality of services and find 

out the gaps between customers' expectation and perception 

toward services.

Population and Sample

Two leading banks have been selected namely Agrani Bank 

Limited (ABL), a public commercial bank, and Dutch 

Bangle Bank Limited (DBBL), a private commercial bank, 

have been considered in this study. To extend the coverage 

of the study, a structured questionnaire survey has been 

administered through a group of trained surveyors in Dhaka 

City. A total of 500 respondents have been selected as  

sample through convenience sampling. Of which 250 

customers from public commercial bank i.e. Agrani Bank 

Limited and rest 250 from private commercial bank i.e. 

Dutch Bangla Bank Limited. A total of 10 branches of which 

5 are of Agrani Bank Limited and 5 are of DBBL have been 

selected in this study. While processing data, 32 

questionnaires were rejected due to incomplete filling. 

Respondents are the customers who are maintaining 

accounts with the stated banks and receiving different 

financial services.

Data collection, Analysis and Presentation

In this study, data have been collected through a structured 

questionnaire. And, to assess service quality and measure 

the gap, the author used the questionnaire developed by 

Parasuraman et al. (1988) containing 22 statements with 5 

different dimensions. Data have been collected from 

respondents in a 7-point Likert Scale. Service quality gap is 

the difference the service quality expected by the customer 

of the bank and the customer's perception of the service 

delivered by the bank i.e. gap is measured by deducting 

expectation from perception i.e. [Perception (P)- 

Expectation (E)]. The difference between the customers' 

perceived score and expected score is the gap score which is 

then averaged. To analyze and present data, simple 

descriptive statistics have been applied.
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Findings and Discussions

Stage 1: Construction of SERVQUAL Instrument

To measure the service quality gap about various financial 

services rendered by both banks, respondents are requested 

to put a value between 1 and 7 against each statement twice; 

one for their perceive performance and another for their 

expected performance.

The difference between customer's perceptions and 

expectations is taken as the gap in delivering service for the 

various service dimensions viz: reliability, responsiveness, 

assurance, empathy and tangibles. Average service quality 

gap scores, i.e. the differences between the average 

expectation scores and perception scores are calculated for 

the five dimensions of quality which is shown in the 

following tables.

Service Quality of Agrani Bank Limited (ABL)

Table: 2    Reliability of Service Quality

Source: Personal Compilation Based on Data Collected

In the case of reliability dimension of service, customer 

perception is less than their expectation as there is negative 

gap of 0.46. It is observed that there is a negative gap 

between what customers expect and what is delivered to 

them. And, in this dimension the gap is moderate.

Table: 3    Responsiveness of Service Quality

Source: Personal Compilation Based on Data Collected

In this dimension of service quality, there is a negative gap 

of 1.54 which is a mentionable gap between customers' 

expectation and perception. It indicates that customer 

expectation is much higher than their perception.

Table: 4     Assurance of Service Quality

 Source: Personal Compilation Based on Data Collected

On assurance of service quality, It is observed that there is a 

little negative gap of .25 between customers' expectation and 

perception of service delivered. From the above table we can 

see that customer's perception of services is very close to 

their expectation.

Table: 5    Empathy of Service Quality

 

Source: Personal Compilation Based on Data Collected

In this service quality dimension, customers' expectation is 

higher than their perception toward services delivered to 

them as there is a negative gap of 0.58. The service quality 

gap i.e. the difference between customers' expectation and 

perception seems to be moderate.

Table: 6 Tangibles of Service Quality

Source: Personal Compilation Based on Data Collected

In the case of tangibility dimension, it is observed that there 

is a large negative gap of 1.95 between customers' 

expectation and perception about services. It reveals that 

customer's expectation is much higher than the performance 

of the bank.

Service Quality of Dutch Bangla Bank Limited (DBBL)

Table: 7    Reliability of Service Quality

Source: Personal Compilation Based on Data Collected
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Strongly Disagree                                                                                          Strongly Agree 
1                         2                           3                             4                            5                       6                          7 

RELIABILITY 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 When ABL promises to do something by a certain time, it 

does so.  
5.5 6.1  

2 When you have a problem, ABL shows a sincere interest 

in solving it. 
5.6 6.0  

3. ABL performs the service right the first time. 5.5 5.8  

4. ABL provides its service at the time it promises to do so. 5.4 6.2  

5. ABL insists on error free-records 6.3 6.5  
  28.3 30.6 - 2.3 

 Average Gap Score (Total of P-E/5)   - 0.46 

RESPONSIVENESS 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 ABL keeps customers informed about when services will 

be performed. 
5.3 6.25  

2 Employees in ABL give you prompt service 4.1 6.0  

3. Employees in ABL bank are always willing to help you. 3.9 5.9  

4. Employees in ABL are never too busy to respond to your 

request. 
4.5 5.82  

  17.8 23.97 - 6.17 

 Average Gap Score (Total of P-E/4)   - 1.54 

ASSURANCE 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 The behavior of employees in ABL bank instills 

confidence in you 
6.2 6.2  

2 You feel safe in your transactions with ABL. 6.8 6.8  

3. Employees in ABL are consistently courteous with you. 5.6 6.5  

4. Employees in ABL have the knowledge to answer your 

questions. 
6.2 6.3  

  24.8 25.8 - 1.0 

 Average Gap Score (Total of P-E/4)   - 0.25 

EMPATHY 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 ABL gives you individual attention. 4.8 6.4  

2 ABL has employees who give you personal attention. 4.9 6.5  

3. ABL has your best interests at heart. 5.0 6.3  

4 The employees of ABL understand your specific needs. 5.2 6.1  

5. ABL has operating hours that are convenient to all its 

customers. 
5.6 6.2  

  28.6 31.5 - 2.9 

 Average Gap Score (Total of P-E/5)   - 0.58 

TANGIBLES 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 UBL  has modern-looking equipment 4.3 6.3  

2 UBL’s physical facilities are visually appealing 4.1 6.4  

3. UBL’s employees appear neat 5.0 6.4  

4 Materials associated with the service are visually 

appealing at UBL. 
4.2 6.3  

  17.6 25.4 - 7.8 

 Average Gap Score (Total of P-E/4)   - 1.95 

RELIABILITY 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 When DBBL promises to do something by a certain time, 

it does so.  
5.9 6.2  

2 When you have a problem, DBBL shows a sincere 

interest in solving it. 
5.8 6.3  

3. DBBL performs the service right the first time. 6.0 6.1  

4. DBBL provides its service at the time it promises to do 

so. 
6.1 6.5  

5. DBBL insists on error free-records 6.2 6.4  
  30.0 31.5 - 1.5 

 Average Gap Score (Total of P-E/5)   - 0.3 
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In reliability dimension of service quality, customer 

perception is less than their expectation as there is negative 

gap of 0.30.It is evident that there is a difference i.e. 

negative gap between what customers expect and what is 

delivered to them and it seems that the gap is very close.

Table: 8    Responsiveness of Service Quality

Source: Personal Compilation Based on Data Collected

In this dimension of service quality, there is a negative gap 

of .54 which is a fair difference between customers' 

expectation and perception towards financial services of the 

bank.

Table: 9 Assurance of Service Quality

Source: Personal Compilation Based on Data Collected

On assurance of service quality, it has been revealed that 

there is a negative gap of .88 which is very large enough. It 

indicates that customers' expectation of service is much 

higher than customers' perception of services delivered to 

them.

Table: 10 Empathy of Service Quality

Source: Personal Compilation Based on Data Collected

In this dimension of service quality, we see that there is 

negative gap of .60 which reveals customers' expectation is 

higher than their perception toward services delivered.

Table: 11 Tangibles of Service Quality

Source: Personal Compilation Based on Data Collected 

On tangibility dimension of service quality, it is observed 

that customer's perception of services is less than what 

expected from the bank as there is a negative gap of 0.45. It 

is to mention that the difference between perception and 

expectation of services from the bank is close.

Services Quality Gap: Difference between Agrani Bank 

Limited and Dutch Bangla Bank Limited.

The data obtained from respondents in this study for the 

above stated banks is presented in the following table for 

comparison. The figures in the table depict average service 

quality gap customers assigned to the various dimensions of 

services of Agrani bank Limited and Dutch Bangla Bank 

Limited.

Table 12: Service Quality Gap of ABL and DBBL: A Comparison

Source: Personal Compilation Based on Data Collected

From the above table it is clear that the perceived 

performance of both banks in delivering financial services 

including all dimensions of quality is less than expectation 

of the customers. So, customers are not satisfied with the 

financial services of both banks which are alarming for the 

survival of them. And, on the basis of total gap score in the 

table, it can be said that DBBL, the private commercial bank 

delivers better quality than that of ABL, the public 

commercial bank. 

The dimension-wise gap found in the study for the 

mentioned banks is presented below by way of comparison:

Reliability

On this dimension of service quality, ABL has a negative gap 

of 0.46 whereas in case of DBBL there is a negative gap of 

0.30. It means that in this dimension quality of services 

rendered by both the banks is less than expectation of the 

customers. But, it can be said that services of DBBL is better 

than that of ABL. To meet customers' expectation, both the 

banks should take immediate measures to make their 

promise in time and right first time, show sincere interest, 

and deliver services with error free records.

Responsiveness

In this dimension, both the banks have negative gap of 

service quality. ABL has a negative gap of 1.54 on the other 

hand DBBL has 0.54.From these scores, it is seen that 

customers are more dissatisfied with ABL than DBBL. To be 

more responsive to the customers, the banks should take 

immediate measures to deliver prompt services, show more 

willingness and courtesy to customers, and honor every 

request of the customers very enthusiastically. It is to 

mention that ABL should give more emphasis on this 

dimension soon.
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RESPONSIVENESS 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 DBBL keeps customers informed about when services 

will be performed. 
5.63  6.21  

2 Employees in DBBL give you prompt service 5.8 6.4  

3. Employees in DBBL bank are always willing to help you. 5.26 5.94  

4. Employees in DBBL are never too busy to respond to 

your request. 
5.44 5.74  

  22.13 24.29 - 2.16 

 Average Gap Score (Total of P-E/4)   - 0.54 

ASSURANCE 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 The behavior of employees in DBBL bank instills 

confidence in you 
5.23 6.4  

2 You feel safe in your transactions with DBBL. 5.7 6.42  

3. Employees in DBBL are consistently courteous with you. 5.4 6.0  

4. Employees in DBBL have the knowledge to answer your 

questions. 
5.3 6.3  

  21.63 25.12 - 3.49 

 Average Gap Score (Total of P-E/4)   - 0.88 

EMPATHY 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 DBBL gives you individual attention. 5.7 6.5  

2 DBBL has employees who give you personal attention. 5.4 6.1  

3. DBBL has your best interests at heart. 5.8 6.4  

4 The employees of DBBL understand your specific needs. 5.85 6.35  

5. DBBL has operating hours that are convenient to all its 

customers. 
6.2 6.6  

  28.95 31.95 - 3.0 

 Average Gap Score (Total of P-E/5)   - 0.60 

TANGIBLES 
NO STATEMENTS PERCEIVED 

SCORE (P) 

EXPECTED 

SCORE (E) 
GAP 

(P - E) 

1 DBBL  has modern-looking equipment 6.35 6.45  

2 DBBL’s physical facilities are visually appealing 5.9 6.7  

3. DBBL’s employees appear neat 6.3 6.7  

4 Materials associated with the service are visually 

appealing at DBBL. 
6.1 6.6  

  24.65 26.45 - 1.8 

 Average Gap Score (Total of P-E/4)   - 0.45 

Bank Reliability Responsiveness Assurance Empathy Tangibles Total Gap 
ABL - 0.46 - 1.54 - 0.25 - 0.58 - 1.95 - 4.78 

DBBL - 0.30 - 0.54 - 0.88 - 0.60 - 0.45 - 2.77 



Banking

Assurance

On this service quality dimension, it has also been found that 

both banks have negative gap. Customers are not satisfied 

with the assurance of services provided by either bank. In 

case of ABL, there is negative gap of 0.25 whereas in case of 

DBBL there is negative gap of 0.88.On this dimension we 

can say that ABL does better than DBBL. Since both the 

banks can not meet expected quality of the customers, they 

should take immediate steps to develop the service personnel 

so that they become more courteous and knowledgeable to 

perform safe transactions with customers' confidence.

Empathy

On this service quality dimension, both banks have negative 

score of gap. In case of ABL, there is negative gap of 0.58 

while in case of DBBL there is negative gap of 0.60.In this 

dimension, the gap in service quality between these two 

banks are almost close and customers are not satisfied with 

both the banks. As we see banks under this study can not 

meet expectation of the customers in this dimension, they 

should take initiatives to give more personalized attention to 

understand specific needs of the customers and deliver 

accordingly. Both the banks should give highest priority for 

customers' interest. 

Tangibles

On this service quality dimension, it is also observed that 

both the banks have negative scores of gap. In case of ABL, 

the negative gap score is 1.95 while the gap of DBBL is 

0.45.From the above scores we can understand that 

customers are more dissatisfied with ABL than DBBL. Since 

both the banks can not meet customers' expectation in this 

dimension, they should take measures to renovate their 

physical structure, use better looking and handy equipment 

so that they can make the banks and their services more 

appealing to the customers. It is to mention that ABL should 

give more emphasis on this dimension.   

Conclusion

Banks as financial institutions are delivering services to the 

customers and a large customer base is imperative for the 

survival and growth of a bank.  Service quality is the most 

important element to satisfy customers by which the bank 

can acquire and retain customers. And, superior service 

quality is widely acknowledged as a driver of perceived 

value, which, in turn, will enhance customer loyalty 

(Parasuraman and Grewal, 2000) and improve the provider's 

image, sales and profitability (Buzzell and Gale, 1987; 

Gummesson, 1993). So, the banks should ensure superior 

service quality to capture customer loyalty. In this study an 

attempt was undertaken to measure the quality of financial 

services rendered by two leading commercial banks in 

Bangladesh with a comparison between public and private 

sector bank. Based on the findings in this study it can be 

concluded that both the banks have not been able to meet the 

expectation of their customers in terms of quality even in a 

particular dimension leading to customers' dissatisfaction. 

The study also depicts the weak areas which require 

immediate attention of the service personnel, the 

management and the policy makers of the banks as well as in 

industry. As a public commercial bank, ABL should pay 

immediate attention on tangibles, responsiveness and 

empathy on the other hand as private commercial bank, 

DBBL should take immediate measures on assurance, 

empathy and responsiveness of service quality.

Limitations and Scope for Future Research

The study was conducted only on two banks namely Agrani 

Bank Limited, a public commercial bank, and Dutch Bangla 

Bank Limited, a private commercial bank with 10 branches 

only. And, the study was also confined to a particular 

location i.e. Dhaka City with a small sample of respondents 

chosen through convenience sampling. So, the findings 

should not be treated as representative of the whole industry. 

The study should also not be generalized for public and 

private commercial banks in Bangladesh. In view of 

limitations of the study mentioned above, a further study can 

be conducted on a larger number of banks of two sectors 

with more branches from both public and private 

commercial banks. The study should be conducted with a 

larger sample size in multiple locations of Bangladesh to get 

an accurate picture.
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The Necessities, Problems and Opportunities of Takaful Life Insurance 
Business in Bangladesh

Sheikh Abdur Rahim*

Ferdouse Ara Tuli**

Abstract:  At present, there are three Islamic Life Insurance Companies operating their business activities in 

Bangladesh. These Islamic Life Insurance Companies have got license in 2000 under the Insurance Act. 1938. Its 

create Shariah -based products and ample job opportunities for the people of Bangladesh. It does also contribute to 

the economic growth & development of Bangladesh. Therefore, this paper attempts reveal the necessity of Islamic Life 

Insurance Business in Bangladesh. According to the Insurance & Legal Experts of Bangladesh, the back-ward 

Insurance Act is not at all suitable for Islamic operations because insurance has a new meaning and philosophy under 

the Takaful systems. However, in Bangladesh, the Islamic Life Insurance companies have tremendous opportunities to 

conduct these business activities because more than 90 percent people are Muslims in this country. Thus, this paper 

also attempts to explore the problems and opportunities of Islamic Life Insurance Business in Bangladesh and 

suggested some possible courses of action to overcome the problems with effectively & efficiently.

Keywords: Islami Shariah, Life Insurance, Takaful Systems, Philosophy, Bangladesh.

1. Introduction 

The Takaful Life Insurance Companies in Bangladesh have 

started their business activities formally in the year 2000 

after getting license under the Insurance Act 1938. But it had 

been introduced in Bangladesh in the year 1999.It emerged 

in Bangladesh in the year 1999 to meet the demands of 

Muslims who are the majority people ( more than 90 

percent) in this country so that they can conduct their 

economic activities in line with Shariah. There are now three 

Islami Life Insurance Companies such as Fareast Islami Life 

Insurance Company, Prime Islami Life Insurance Company, 

and Padma Islami Life Insurance Company operating their 

business activities by maintaining Islami Shariah rules & 

regulations. Initially, Muslims people have purchased 

insurance policies from the Islami Life Insurance Companies 

in Bangladesh. Later, non-muslims have purchased different 

life insurance policies from the Islami Life Insurance 

Companies in Bangladesh. In the Year 2012, the percentage 

of Non-Muslim policy holder of Fareast, Prime and Padma 

Islami Life Insurance companies is 10, 11 and 9 respectively 

( IDRA, 2012). The number of Non-Muslim policy holders 

in Islami Life Insurance companies of Bangladesh is not 

only gradually increasing but also the number of Non-

Muslim policy holders in Islami Life Insurance companies in 

different countries in the world is gradually increasing.

The total number of Non-Muslim policyholders in Takaful 

insurance in Malaysia is 25 percent, Sri Lank 15 percent, 

United Kingdom 10 percent, United States of America 20 

percent and India 16 percent (IDRA, 2012). The reason 

behind that the Takaful insurance companies in Bangladesh 

have evolved into a viable alternative to conventional 

insurance companies and are able to attract a wide range of 

customers (both Muslims and Non-Muslims) by providing 

the following farcicalities to the policyholders:

a) Premiums are collected in most cases from door to 

door.

b) The documentations have been made simpler than 

what is required under the traditional insurance plans.

c) Products are covered health and accidental risks with 

additional premiums.

d) The application form has been made in Bengali  

language for the customers.

e)  Products are free from interest.

f)  Quickly settled the claims of policyholders.

The Takaful Life Insurance Companies are conducting their 

business activities based on the concept of profit and loss 

sharing. It is an alternative form of conventional insurance 

based on the notion trusteeship and cooperation encouraged 

by the beliefs of the followers of Islamic teaching. In order 

to sharing financial responsibilities and assisting each other, 

the Muslim societies in Bangladesh are now practicing 

Takaful schemes based on the rules and regulations of Islam. 

However, they are trying to overcome the uncertainties of 

life by inventing an Islamic way of mutual assistance where 

policy holders and entrepreneurs are agreed on the principle 

of profit sharing and loss bearing.
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1.1. Objectives of the Study

The current research study has two objectives. These are as 

follows:

a) Broad Objective, and

b) Specific Objectives.

a) Broad Objective: The broad objective of the study is to 

evaluate the overall Islami Life Insurance business activities 

in Bangladesh.

b) Specific Objectives: The study has undertaken with the 

following specific objectives:

i)   To investigate and find out the necessity of Islami 

Life Insurance business in Bangladesh;

ii)  To explore the modus operndi of Islami Life 

Insurance business in this country;

iii) To find out the opportunities of Islami Life 

Insurance business in this country;

iv)  To reveal the problems (if any) relating to the Islami 

Life Insurance Business activities in   Bangladesh; 

and

v)  To recommend some suggestions for overcoming 

the existing problems of Islami Life Insurance 

business in Bangladesh.

1.2.  Limitations of the Study

The authors could not prepare structural questionnaire to 

collect sufficient data /information from the primary sources. 

In addition to that, the authors could not collect enough 

data/information from the secondary sources due to the 

unavailability of the information for clearly articulating the 

necessities, problems and opportunities of Takaful Insurance 

business in Bangladesh.   Despite these limitations, the 

authors have tried their level- best to explain the reasons 

which are relating to the necessities, problems and 

opportunities of Takaful Life Insurance Business in 

Bangladesh.

1.3. Research Methodology

The present research paper has been prepared based on 

primary and secondary data/information. The primary data/ 

information have been collected from 60 employees and 

customers of three Islami Life Insurance Companies in 

Bangladesh such as Fareast Islami Life Insurance Company, 

Prime Islami Life Insurance Company and Padma Islami 

Life Insurance Company out of which 10 employees and  10 

customers of Fareast Life Insurance Company, 10 employees 

and 10 customers of Prime Islami Life Insurance Company, 

and 10 employees and 10 customers of Padma Islami Life 

Insurance Company through face-to-face interview and 

round-table discussion. Secondary data/information has been 

collected from the following sources:

a) A-ranked journals and articles.

b) Published books, newspapers and magazines.

c) IDRA website.

d) Website of Central Bank of Bank.

e) Website of Fareast, Prime and Padma Islami Life 

Insurance Companies.

f)  Bangladesh Bureau of Statistics.

g) Bangladesh Bureau of Research. 

h) Bangladesh Economy Updates.

The Adobe Illustrator® has been used as tool for analyzing 

and processing data. The Microsoft® Office Package and 

Microsoft Excel have been used for data tabulating, charting 

and graphical representation.

2. Literature Review

Takaful (Islamic Insurance) is an alternative form of 

conventional insurance based on the notion of mutual 

cooperation, where the insured is also the insurer and 

therefore shares in the profit or loss of the institution. 

Takaful is an Arabic word stemming from the verb "Kafal", 

which means to take care of one another's needs or 

"guaranteeing each other" (Stagg-Macey, 2007). Manjoo 

(2007) tells that Takaful derived from the "aqilah and diyah" 

systems, whereby people of a given tribe would come to the 

financial rescue of one of its members should face an 

unexpected liability, such as paying for blood money (diyah). It 

has been familiar for centuries and was practiced by the 

Muhajirun of Mecca (http:// Wikipedia.org/wiki/Muhajirin) and 

the Ansar of Medina (http://en.wikipedia.org/wiki/Answer), 

following the Hijra of Prophet Muhammad over 1400 years 

ago (Anwar, 2008a). Due to increase the risk & uncertainty of 

business and human life, the governments of many countries 

in the world have been enacting laws in the Parliament to 

establish Takaful (Islamic Insurance) company. In former 

Sudan, the Islamic Insurance Company was founded in 

January, 1979 as a public ltd. Company under the 

Companies Act, 1925. In Malaysia, the Islamic Insurance 

Company was established as private limited company under 

the Takaful Act, 1984 (Ali, 2008). In 1985, the Council of 

Islamic Scholars in Mecca approved Takaful as a Shariah 

approved alternative to the conventional insurance system 

(Anwar, 2008b).Recently, the Takaful  has developed in 

Bahrain, Iran, Qatar, Egypt, the United Arab Emirates and 

Kuwait. In addition to the MiddleEast countries, the Takaful 

has developed in North America and European countries for 

harboring large Muslim communities (Anwar, 2008c). In 

Bangladesh, the Islamic Life Insurance Company have got 

license in 2000 under the Insurance Act, 1938. There are 

three Islami Life Insurance Companies (Fareast, Prime and 

Padma Islami Life Insurance Companies) operating their 

business activities in Bangladesh at present. These 

companies are continuously creating ample job opportunities 

for the unemployed people in Bangladesh.
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In addition to this, these companies are contributing to the 

economic growth & development of the country. Moreover, 

more than 90 percent people are Muslims in Bangladesh at 

present.

Based on the above literature, it is very much clear that the 

necessities of Islami Life Insurance Business in Bangladesh are 

very high. It is also very much clear that this business is 

suffering from many problems in this country at present. 

Despite these problems, the potentiality of Takaful Insurance 

Business in Bangladesh is very high at this moment. Thus, the 

authors have selected this suitable topic to conduct the present 

research study.

3. Takaful Life Insurance Business in Bangladesh: At a 
Glance

Takaful Life Insurance Companies have got license in 2000 

under the Insurance Act 1938. At present, there are three Life 

Insurance Companies such as Fareast, Prime and Padma Islami 

Life Insurance Companies Limited operating their business 

activities in Bangladesh. The government of Bangladesh has 

given approval to the Fareast Islami Life Insurance Company 

Limited under the Company Act, 1994. This company has 

started its business activities in May 29, 2000 and it has listed in 

Dhaka and Chittagong Stock Exchanges of Bangladesh. There 

are approximately 3 lakh people directly & indirectly working 

in the Fareast Islami Life Insurance Company Limited in 

Bangladesh and there are approximately 25 lakh policyholders 

being provided services through these people at present. The 

authority of this company has been giving a substantial amount 

of money as tax in every year to the National Board of Revenue 

in Bangladesh, which amount is approximately TK. 121 crore 

since its inception to the financial year 2012-2013( Source: 

Human Resources & Policy Division, FILICL). 

Prime Islami Life Insurance Company is fully Shariah based 

Takaful Company and is only ISO 9001:2008 certified Life 

Insurance Company in Bangladesh. Initially, it was incorporated 

in the name of Prime Life Insurance Company Ltd. in July 24, 

2000, which was converted into an Islamic Insurance Company 

in the name of Prime Islami Life Insurance Ltd. in April 22, 

2002. This company has obtained a remarkable progress in 

business, product developments and quality management within 

a very short period of time. It has started its business activities 

in June, 2001 and it has listed in Dhaka and Chittagong 

Exchanges in February 12, 2007. They are an ' A+' rated 

company having good financial performance and sound 

solvency. They want to change beliefs, attitudes, values, and 

practices in the insurance industry. They are committed to 

actively contribute to the growth and development of the 

'Family Takaful and Islamic Insurance' industry in Bangladesh. 

They are also committed to enhance the economic growth & 

development of Bangladesh by providing tax and to the 

government and creating job opportunities for the unemployed 

people in this country.

In April 26, 2000, Padma Islami Life Insurance Limited was 

incorporated. Formerly, it was known as Padma Life Insurance 

Co. Ltd. The rename was effected from September 29, 2010. 

The Prime functions of the company are to carry out life 

insurance business throughout the country based on Islami 

Shariah. The company has started its business activities on April 

26, 2000 which was converted into Islami Company on January 

31, 2007. At present, the company has eleven different types of 

life insurance products and all products are preaped and 

maintained based on Islami Shariah. Basically, the company 

sells all its insurance products through insurance agents and it is 

not listed in Dhaka and Chittagong Stock Exchanges. The 

authority of this company is constantly trying to boost-up the 

economic condition of Bangladesh by paying tax to the 

government and generating job opportunities for the 

unemployed people in this country.

3.1. Products of Takaful Life Insurance Companies 
in Bangladesh

There are three Takaful Life Insurance Companies operating 

their business activities in Bangladesh at present (IDRA, 2012). 

These companies have different types of products. These 

products are listed below according to the Life Insurance 

Companies operation in Bangladesh.

 

Insurance

SL. Name of the Company Name of the Product 

1. Fareast Islami Life Insurance 

Company Limited 
a) Ordinary Life ( Ekok Bima) 

a) Endowment Insurance Plan ( with profit) 

b) Pension Plan( without profit) 

c) Hajj Bima ( with profit) 

d) Four Payment Endowment Insurance Plan( 

with profit) 

e) Denmohar Bima ( with profit) 

f) Three Payment Insurance Plan ( with profit) 

g) Single Premium Endowment Insurance Plan ( 

without profit) 

h) Child Protection Plan ( with profit) 

i) Fareast Deposit Pension Scheme ( FDPS) 

with profit 

j) Islami Money Back Plan ( without profit) 

k) Islami Endowment Plan ( FDPS) with profit 

l) Child Education & Marriage Insurance ( with 

profit) 

m) Joint Life Insurance ( with profit) 

n) Two Payment Anticipated Insurance ( with 

profit) 

o) Five Payment Anticipated Insurance ( with 

profit)        

        ii) Group Insurance 

a) Group Insurance 

b) Group Endowment Insurance 

c) Group Variable Endowment Insurance  

        iii) Micro-Insurance ( Sharbojanin Bima) 

a) Monthly Savings Plan with profits 

b) Single Premium Plan without profits 

c) Fareast Deposit Pension Scheme ( FDPS)-

without profits 

d) Islami Endowment Insurance( FDPS) 

e) Denmohar Insurance –withprofit 

2. Prime Islami Life Insurance 

Limited 

a) Hajj Bima 

ii)  Assurance cum Pension and Medical Benefit 

Plan ( without bonus) 

iii) Three Payments Endowment Assurance Plan 

iv)Multiple Benefits Life Assurance Plan ( 

without profit) 

v)Child Protection Assurance Plan ( with profit) 

vi)Couple Assurance Plan ( with profit) 

vii)Gift Assurance Plan ( with profit) 

viii) Biennial Payment Assurance Plan ( with 

profit) 

ix) Group-Term Life Insurance Plan 

x)Group Endowment Assurance Plan 

xi)Multi-Single Plan 

xii)Multi-Pay Paln 

xiii)Social Security Insurance 

xiv) My Favorite Bima   

3. Padma Islami Life Insurance 

Limited 

i) Ekok Bima 

ii)Takaful Bima Prokalpa 

iii) Islami Sanchayee Bima Prokalpa 

iv)PDPS Insurance 

v)Takwah Insurance 

vi) Al-Insaf Insurance 

vii)Al-Amanah Insurance 

viii)Baitul mal Insurance 

ix)Group Insurance 

x)Non-Traditional Micro-Insurance 

 

Source: Insurance Development & Regulatory Authority, Bangladesh (2012)



The Cost and Management, November-December, 201324

3.1.1. Business Strategies of Takaful Life Insurance 

Companies in Bangladesh

Besides Takaful Life Insurance Companies, there are many 

conventional life and non-life insurance companies 

operating their business activities in Bangladesh. The 

Takaful Life Insurance Companies must compete 

tremendously with other insurance companies operating 

their business activities in this country. Thus, the 

management of Takaful Life Insurance Companies in 

Bangladesh gives more emphasis on the core principles for 

developing human resources because human resources are 

the heart of every company. In this regard, they can arrange 

different training & development programs to enhance the 

effectiveness & efficiency of their human resources. As a 

result, they can create various lucrative insurance products 

based on Islami Shariah which are truly needed for the 

welfare of individual, family, group and society as a whole. 

They are selling products with the help of Insurance Agent 

and in this regard the insurance agents get commission from 

the company. The business strategy of Takaful Life 

Insurance Companies can be presented with the following 

figure:

Figure-1: Strategies of Takaful Life Insurance Business in 

Bangladesh

(Source: Field Survey)

3.1.2 Overall Performance of Takaful Life Insurance 

Companies in Bangladesh (2007-2011)

The overall performance of Takaful Life Insurance 

Companies in Bangladesh (2007-2011) can be explained 

with the help of following tables:

Table-1: Number of Policy Sold in 2007-2011

Source: Field Survey

The above table shows that the sale of polices of Fareast 

Islami Life Insurance Company is increasing from 2007 to 

2009 and decreasing 2010 to 2011 due to the global financial 

crisis. The above table also shows that the sale of policies of 

the Prime Islami Life Insurance Co. Ltd. is decreasing from 

2007 to 2008 but increasing 2009 to 2010 and again 

decreasing 2011 because of global financial crisis and the 

sale of policies of Padma Islami Life Insurance Limited is 

creasing from 2007-2011 due to the global financial crisis. 

The above statistics indicate that the policy selling condition 

of the Islamic Life Insurance Companies in Bangladesh is 

quite satisfactory level although the world is now fighting 

for overcoming the financial crisis from 2007-2011.

Table-2:  Amount of Premium (Gross) Collection in 2007-2011

Source: Filed Survey

The above table shows that the premium collection (gross) 

condition of the Takaful Life Insurance Companies in 

Bangladesh is gradually increasing from 2007-2011 except 

Padma Islami Life Insurance Company's premium collection 

(gross) in the 2011 under the global financial crisis. These 

statistics indicate that despite the global financial crisis, 

Takaful Life Insurance Companies are doing well in the 

competitive insurance business in Bangladesh.

Table-3: Dividend on Face Value of Share (in %)

Source: Field Survey

The above table shows that the management of Fareast 

Islami Life Insurance Company Ltd. and Prime Islami Life 

Insurance Company Ltd. is providing stock & cash dividend 

top the shareholders from 2007-2011. The above table also 

shows that the management of Padma Islami Life Insurance 

Limited is providing only cash dividend to the shareholders.

Table-4: Business Growth Rate (2007-2011)

Source: Field Survey

The above table shows that the business growth rate of 

Islami Life Insurance Companies in Bangladesh seem good 

from 2007-2011 because  premium , assets and life fund of 

these companies are good although the world is now fighting 

for overcoming the global financial crisis since 2007-2011.

 

Insurance

 Create/Inovate products 

based on Islami Shariah 

Evaluate the products 

through high -powered 

Provide sufficient training to 

the agents 

Sell the products to the 

customers through Islamic 

Shariah 

SL Name of the Company 2007 2008 2009 2010 2011 

1. Fareast Islami Life Insurance Co. Ltd. 181684 245884 418037 417365 311605 

2. Prime Islami Life Insurance Ltd. 112675 105785 109736 114513 93069 

3. Padma Islami Life Insurance Limited 281768 233471 115762 96107 40924 

SL Name of the Company 2007 2008 2009 2010 2011 

1. Fareast Islami Life Insurance Co. Ltd. 238.80 319.78 631.14 651.36 690.88 

2. Prime Islami Life Insurance Ltd. 81.6 101.13 141.87 174.86 205.51 

3. Padma Islami Life Insurance Limited 67.14 118.66 161.49 179.34 111.57 

2007 2008 2009 2010 2011 SL. Name of the 

Company Stock Cash Stock Cash Stock Cash Stock Cash Stock Cash 

1. Fareast Islami Life 

Insurance Co. Ltd. 

40 - 40 5 45 - 40 - 25 12.5 

2. Prime Islami Life 

Insurance Ltd. 

20 - 30 - 30 5 10 - 15 15 

3. Padma Islami Life 

Insurance Limited 

- - - - - 15 - 18 - - 

2007 

 

2008 2009 2010 2011 SL Name of 

the 

Company Premium 

(in %) 

Assets 

(in %) 

Life 

Fund 

(in 

%) 

Premium 

(in %) 

Assets 

(in %) 

Life 

Fund 

(in 

%) 

Premium 

(in %) 

Assets 

(in %) 

Life 

Fund 

(in 

%) 

Premium 

(in %) 

Assets 

(in %) 

Life 

Fund 

(in %) 

Premium 

(in %) 
Assets 

(in 

%) 

Life 

Fund 

(in 

%) 

1. Fareast 

Islami Life 

Insurance 

Co. Ltd. 

 
 

38 

 
 

58 

 
 

67 

 
 

34 

 
 

49 

 
 

48 

 
 

97 

 
 

57 

 
 

57 

 
 

3.20 

 
 

44.44 

 
 

44.5.76 

 
 

6.07 

 
 

50.04 

 
 

21.86 

2. Prime 

Islami Life 

Insurance 

Ltd. 

 
 

44.82 

 
 

92.69 

 
 

93.37 

 
 

23.87 

 
 

60.73 

 
 

63.68 

 
 

40.28 

 
 

59.66 

 
 

62.68 

 
 

23.25 

 
 

49.33 

 
 

49.62 

 
 

17.53 

 
 

32.78 

 
 

31.00 

3. Padma 

Islami Life 

Insurance 

Limited 

 
 

21.10 

 
 

30.06 

 
 

24.05 

 
 

76.95 

 
 

56.99 

 
 

73.39 

 
 

36.16 

 
 

89.73 

 
 

93.20 

 
 

10.78 

 
 

44.72 

 
 

41.82 

 
 

37.87 

 
 

19.21 

 
 

7.68 



Table-5: Credit Rating (Claims Paying Ability)

The above table shows that the claims paying ability of the 

Takaful Life Insurance Companies in Bangladesh is 

excellent from 2007-2011. These statistics indicate that the 

financial conditions of these companies are very strong.

3.1.3. Market Competition and Business Risks Management

The market of life insurance business has been spreading 

throughout the country covering the urban, sub-urban and 

rural areas of Bangladesh.   In Bangladesh, the insurance 

business environment is quite competitive. Beside this, most 

of the people in Bangladesh are Muslims. They prefer to 

purchase policies from the Takaful Life Insurance 

Companies. In addition to Takaful Life Insurance 

Companies, there are many national and international 

conventional life and non-life insurance companies 

operating their business activities in Bangladesh at present. 

So, the authority of Takaful Life Insurance Companies in 

Bangladesh must compete tremendously with other 

insurance companies to survive in the competitive market.

Due to the influence of present global financial crisis, the 

authority of Takaful Life Insurance Companies in 

Bangladesh is facing significant difficulties to manage 

various types of risks. The reason behind that various banks, 

financial institutions are unable to provide loan to the 

owners of Takaful Life Insurance Companies. As a result, 

the owner of these companies cannot conduct the business 

activities. In addition to financial risks, the owner of these 

companies is facing continuously other risks such as 

operational risks, industry risks, internal control & 

compliance risks, natural risks, technological risks, 

insurance or actuarial risks etc.

3.1.4. Uses of Takaful Models in Bangladesh

The Takaful Life Insurance Companies in Bangladesh are 

basically using three different types of models. These are as 

follows:

i) Mudaraba model,

ii) Wakala model, and

iii) Wakala-Waqf model.

i) Mudaraba model: The mudaraba model contains two 

things, such as equity partnership and risk sharing based 

on the notion that the surplus is shared between the 

Takaful operators and the policyholders in a 

predetermined way. The surplus or profit is distributed 

between the contracting parties in a ratio of 5:5, 6:4 etc. as 

mutually agreed.

ii) Wakala model: The Wakala model gives power to the 

company authority charging various types of fees, 

performance incentive fees etc. on the policyholders. It is 

not entitled to any part of the surplus as like as mudaraba 

model. The reason is that all of which goes to the 

policyholders.

iii) Wakala-Waqf model: This model is based on the notion 

of a separate legal entity meaning that the Takaful 

operators may act as an agent (Wakala) and inspired by 

the Islami institutions of Waqf or perpetual endowment to 

serve the purpose. The shareholders of the Takaful 

Companies are created this model for putting the seed 

money. This seed money could be utilized for investments 

but cannot be used for claims because it must remain as 

Waqf.

3.1.5. Operational Ingredients of Takaful Companies in 

Bangladesh

The operational features of Takaful Companies in 

Bangladesh are explained below:

i) Co-operative Risk-sharing and Mutual Assistance: The 

Takaful Life Insurance Companies in Bangladesh are 

operating their business activities based on Ne'aa or utmost 

sincerity of Intention for knowingly following the guidance 

and adhering to the rule and purposes of Takaful. 

ii) Intention of Shariah Conditions: The second operational 

feature of Takaful Life Insurance Companies in Bangladesh 

is the integration of Islami Shariah conditions. It includes 

principles, coincidence of ownership, participation in 

management by policyholders, avoidance of Riba and 

prohibited investments, and inclusion of al Mudaraba and 

/or al Wakalah principles of management practices.

iii) Moral Value & Ethics: The third operational feature of 

Takaful Life Insurance Companies in Bangladesh is 

maintaining moral value & ethics irrespective of all 

business activities. The authority of these insurance 

companies has conducted business activities openly in 

accordance with utmost good faith, honesty, full disclosure, 

truthfulness, and fairness in all dealings.

iv) Unlawful Element: The authority of Takaful Life 

Insurance Companies in Bangladesh doesn't allow any 

unlawful element that contravenes Shariah and strict 

adherence to Islamic rules for commercial contract, such as-

a)  Parties have legal capacity and are mentally fit;

b)  Insurable interest;

c)  Principle of indemnity prevails;

d) Payment of premium is consideration ( offer & 

acceptance);

e) Mutual consent which includes voluntary 

purification; and

f) Specific time period of policy and underlying 

agreement.
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SL Name of the Comapny 2007 2008 2009 2010 2011 

1. Fareast Islami Life Insurance Co. Ltd. A+ - - A+ - 

2. Prime Islami Life Insurance Ltd. AA A+ A+ AA A+ 

3. Padma Islami Life Insurance Limited - BB3 BB3 - - 

Source: Credit Rating Agency of Bangladesh



4. Necessities of Takaful Life Insurance Business in 
Bangladesh

The Takaful Life Insurance business is extremely needed in 

because of the following reasons:

i) Helps to remove interest: The Takaful Life Insurance 

Companies help to remove interest from the business. The 

policyholder does not get any benefit from the Takaful Life 

Insurance Companies on an interest basis because the 

Islamic Insurance Companies don't collect and invest 

premium on an interest basis. The customers must purchase 

Islami Insurance policies as per Islamic Shariah and the 

authority of these companies must sell insurance policies to 

the customers as per Islamic Shariah and also have to invest 

these money in different sectors based on Islamic rules & 

regulations. So, in such a way the Islamic Insurance 

Business helps to remove interest from the business.

ii) Helps to reduce unemployment problems: The Takaful 

Life Insurance Business helps to reduce unemployment 

problems in Bangladesh. These companies have already 

created job opportunities for approximately 50,000 people 

throughout the country. In addition to this, the authority of 

this company has been continuously trying to explore new 

job opportunities for the unemployed people in Bangladesh.

iii) Helps to increase economic growth & development: In order 

to increase the economic growth & development of Bangladesh, 

the Takaful Life Insurance Companies provide strong hand and 

mind by creating huge employment opportunities for the young 

educated people and by paying income tax to the government of 

the People's Republic of Bangladesh.

iv) Helps to create exploitation free society: The Takaful Life 

Insurance Companies help to create exploitation free society 

by promoting of welfare of people which lies in 

safeguarding their faith, their life, their prosperity and their 

property. In addition to this the adequate capital formation 

has the strong provision to create exploitation free society. 

In this regard, the Takaful system will facilitate capital 

formation of individual households for savings under Family 

Takaful. These funds will be invested in the capital market 

which will facilitate further utilization of resources and 

greater employments. 

5. Problems of Takaful Life Insurance Business in 
Bangladesh

The following problems of Takaful Life Insurance Business in 

Bangladesh have explored by the authors in the present 

research study:

i) Lack of Islamic Law,

ii) Lack of Awareness,

iii) Lack of investment flexibility,

iv) Lack of education & training, and

v) Lack of favorable political atmosphere.

i) Lack of Islamic Law: Takaful Insurance Companies is now 

suffering from Islamic Insurance Act problem. That is why, 

these companies have to work under the conventional 

insurance law. The present of Bangladesh is very much keen 

to frame the policies & principles of Islami Life Insurance 

Act. But the government is facing difficulties to find out 

experts in this field. As a result, the government of 

Bangladesh can't pass an Islamic Insurance Act in the 

Parliament within very soon. Thus, Takaful operators can't 

conduct their business activities with the conventional 

insurance operators on a level playing field.

ii) Lack of Awareness: Takaful Insurance Companies is now 

suffering from awareness problem. The main reason behind 

that the Takaful operators don't give any advertisement in 

various electronics and print media to create awareness in 

the minds of the customers.

iii) Lack of investment flexibility: Another problem of Takaful 

Insurance Companies in Bangladesh is investment restrictions. 

According to the regulatory requirement, the Takaful 

Insurance Companies must invest 30 percent of the investable 

funds in the government securities and bonds. The Islamic 

Invest Bond (BGIB) issued by the Central Bank and it gives to 

Islami Insurance Companies profits between 2 percent to 4 

percent only while the government securities provide interest 

from 8 percent to 10 percent depending on the period.  The 

Takaful Life Insurance Companies investment returns are 60 

percent to 75 percent which is less than their competitors in 

the conventional insurance from compulsory investment 

portfolio. The funds which are invested in Shariah-compliant 

Islamic bonds are reinvested by the central Bank to Islami 

banks of the country, which hold excess cash liquidity and 

seldom in need to buy Islami bonds. As a result, a large 

portion of the fund of BGIB remains idle without investment. 

Thus, this is a main financial strangulation for the Islami 

Insurance Companies in Bangladesh.

iv) Lack of education & training: In Bangladesh it is relatively 

easy to recruit & select employee in Islami Life Insurance 

Companies. But they do not have proper education and 

training on Islamice Insurance activities. There is no enough 

opportunity to get education on Islami Life Insurance business 

in this country. Both the public and private universities in 

Bangladesh lack the education regarding the Islami Life 

Insurance Business. A people can make perfect him or her by 

receiving training. Without training, a people cannot make him 

more fit to the job. A significant number of people of Takaful 

Life Insurance Companies are still today out of proper and 

sufficient training. As a result, the authors think that the lack 

of education & training is a fatal problem to develop the 

Takaful Life Insurance Business in Bangladesh.

v) Lack of favorable political atmosphere: The present 

political atmosphere in Bangladesh is not suitable for Takaful 

Life Insurance business. The reason is that every business 

needs stable political environment. But the present political 

environment in Bangladesh is highly unstable because the 

political parties still today are totally failed to reach 

equilibrium position regarding the upcoming national election.
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6. Opportunities of Takaful Life Insurance Business 
in Bangladesh

The opportunities of Takaful Life Insurance in Bangladesh are 

highly potential because of the following reasons:

i) Increased people interest,

ii) Increased affluent community

iii) Enhanced highly educated group, and

iv) Changed social structure.

i) Increased people interest: The people of Bangladesh are 

very much eager to buy Takaful products because most of 

the people in this country are Muslims. They are always 

trying to save themselves from the sin of interest. For this 

reason, entrepreneurs are very much keen interested to 

operate the insurance business based on Shariah rules. In 

the mean time, more than 70 entrepreneurs have applied 

for licenses to operate Takaful Companies in Bangladesh.

ii) Increased affluent community: The affluent community 

is radically increasing day-by-day in Bangladesh due to 

the influence of globalization. They are always trying to 

invest their money in the secured and sin free business. In 

this case, they are always preferred to invest their money 

in Takaful insurance companies.

iii) Increased highly educated group: In Bangladesh, the 

higher education rate is increasing gradually because 

people want to get higher degree to increase their income 

and social status. Higher educated people are more than 

conscious re4garding the benefits of Takaful products and 

they help the Takaful insurance companies to develop 

awareness regarding the Takaful products in the minds of 

the general people. So, the Takaful Insurance Companies 

can easily sell their products to the customers.

iv) Changed social structure: The social structure in 

changing at present in Bangladesh because people want to 

live in the city/town. They do not want to live in village 

and cultivate their agriculture lands. This social structure 

change may bring positive impact on the Takaful Life 

Insurance Business in Bangladesh because urban people 

are more sincere and they want to invest their fund in the 

more safety and secured sectors.

7. Recommendations

The Takaful Insurance Business in Bangladesh is one of the 

booming businesses in Bangladesh. But this business is now 

suffering from variety of problems. In order to overcome 

these problems, the authors are recommended the following 

suggestions:

i) Customers and entrepreneurs of Takaful Insurance 

Companies in Bangladesh are urgently needed a strong 

Islamic Insurance Law to operate the Takaful Insurance 

Business activities with effectively & efficiently. That is 

why, the government of Bangladesh should formulate an 

Islamic Insurance Law and pass this law in the Parliament 

through proper discussion with all stakeholders.

ii) The authority of Takaful Insurance Companies in 

Bangladesh should give more advertisement in various 

electronic and print media to increase awareness in the 

minds of the customers about the products.

iii) The government should take immediate initiative to 

withdraw the investment restrictions of Takaful Insurance 

Companies because it creates hamper on the progress of 

these companies.

iv) The public and private universities should establish a 

separate Islami Insurance department within very soon for 

providing high education and training to the people who 

are working in this business sector and to produce the 

required number of potential graduates for meeting the 

future demands.

v) A quality and favorable political environment needs to be 

created all over the country. In this regard, various 

political parties may play a very significant role to create 

an amicable political culture for the betterment of Takaful 

business in Bangladesh.

8. Conclusion

Takaful Life Insurance business is one of the most lucrative 

and potential businesses in Bangladesh. The reason is that the 

business helps to reduce unemployment problems and also to 

encourage people so that they will invest their money in this 

business. The Takaful business needs special attention 

specifically from the government to create a level playing 

field for all insurance companies in Bangladesh.
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Disclosure of Corporate Governance Compliance of the Listed Insurance 
Companies in Bangladesh: A Content Analysis
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 Abstract: Corporate Governance protects the interest of all stakeholders and corporate governance disclosure 

promotes corporate governance. The listed insurance companies in Bangladesh have to disclose information 

regarding Corporate Governance complying with the requirements of different regulators.  The study examines the 

compliance status of Corporate Governance disclosure of listed insurance companies in Bangladesh. The study 

covered 20 DSE listed insurance companies of Bangladesh and a list of 16 and 35 items on corporate governance has 

been prepared as per requirements of the Insurance Act 2010 and Bangladesh Securities and Exchange Commission 

notification respectively. Content analysis has been used to collect data from the published annual reports. The results 

demonstrate that the average compliance score of corporate governance as per Insurance Act 2010 and BSEC 

notification in 2011 are 58.75% and 92.89% respectively. The findings are disappointing as per the requirements of 

Insurance Act 2010. The study suggests that in order to streamline transparency and accountability insurance 

companies in Bangladesh have to come forward to ameliorate compliance status of corporate governance. Insurance 

Development and Regulatory Authority (IDRA) can play a pivotal role in this regard. 

Keywords: Corporate Governance (CG), Corporate Governance Compliance Disclosure (CGCD), Insurance Act 

2010, Bangladesh Securities and Exchange Commission (BSEC), and Insurance Development and Regulatory 

Authority (IDRA).

Introduction

Corporate governance is a phenomenon where companies 

are directed and controlled by the management in the best 

interest of the stakeholders, thereby ensuring greater 

transparency and accountability to them.  Awareness of 

corporate governance has grown rapidly across the globe in 

recent years due to increased legislative and regulatory 

requirements. There has been an increasing demand for 

transparency and accountability to ensure the protection of 

all stakeholders' interest in a principal-agent relationship-

based corporate world. Again, pressure from the public 

interest groups, mandatory governance disclosure 

requirements and management's motivation to improve the 

firm's image more and more corporations of developed 

countries are disclosing corporate governance information in 

some form or another. The trend has also started in 

developing countries like Bangladesh.

Insurance companies play a vital role in the economic 

development of an economy. There is a close relationship 

between the development of the insurance sector and 

economic development of a country. By shouldering the 

responsibility of financial loss in case of non-life accidents 

and by providing financial support to the family members of 

the deceased policyholders, insurance companies help the 

countrymen run their businesses in a safe and sound manner. 

As a financial service provider, corporate governance or 

good governance is the key for the insurance companies to 

be accepted by the stakeholders, specially the policyholders 

and shareholders. Studies show that insurance companies 

doing more corporate governance disclosure are more 

transparent and financially sound. The insurance companies 

operating in Bangladesh have to comply with the corporate 

governance disclosure requirements of Insurance 

Development & Regulatory Authority Bangladesh (IDRA), 

the Companies Act, 1994; the Insurance Act, 2010; 

Bangladesh Securities and Exchange Commission (BSEC), 

and Bangladesh Bank. 

On this backdrop, the study attempts to examine the status of 

corporate Governance Compliance Disclosure (CGCD) by 

the listed Bangladeshi insurance companies and has 

identified the following specific objectives of the paper: one, 

reviewing the literature on the Corporate Governance and
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Corporate Governance Compliance Disclosure of the 

insurance companies across the globe; two,  identifying the 

Corporate Governance Disclosure requirements as per the 

Insurance Act 2010 and BSEC requirements for the 

insurance companies in Bangladesh; three,  examining the 

status of Corporate Governance Disclosure by insurance 

companies in Bangladesh; and four, finding the gap and 

suggesting measures for possible improvements in the 

Corporate Governance Compliance Disclosure. 

II. Literature Review

Corporate governance has been emerged as an increasingly 

crucial area of the contemporary management due to 

corporate meltdowns, frauds and criminal investigations 

(Monks and Minow 2004). Meyer (2004) said that 

systematic governance means adjusting the signals with an 

organization such that staffs automatically do the right 

things, without the need of oversight. The need of fairness, 

transparency and accountability are similarly applied to all 

companies including the insurance companies around the 

globe. 

OECD (2004) has seven principles namely corporate 

governance structure, the functions of the board, control 

functions, actuary functions and the auditors, disclosure and 

transparency, relationship with the stakeholders, and 

interaction with the supervisors (Appendix Table 1). These 

OECD principles for insurance companies are so sound that 

even the non-members of OECD are also implementing and 

adopting. These principles can equally be applied to the CG 

practices in the insurance companies of Bangladesh. Naser 

(2012) finds that board size, firm size, number of stock-

holders have statistically significant impact on firm's 

performance in the insurance industry. 

Managers are primarily accountable toward stockholders 

whose wealth and fortunes are at stake (Kendall 1999). But 

they are also responsible toward employees, suppliers, 

customers, and communities whose investments in the 

company are equally significant in other important respects. 

Thus, within this broader conception, the interests of all 

stakeholders are accorded due regard and consideration and 

posited as constraints on managerial action and shareholder 

rights. Regulatory requirements can increase the CSR 

including CG disclosure of the banks and financial 

institution in Bangladesh (Islam 2012). However, Baek et al. 

(2009) pointed out that "all the relevant CG information 

should be made available to the users in a cost-effective and 

timely way." 

According to the Insurance Regulatory and Development 

Authority in India (IRDA 2009), the regulatory 

responsibility to protect the welfare of the policyholders 

demands that insurance firms have in place, good 

governance practices for the maintenance of sound long-

term investment policies, solvency and underwriting risks on 

a prudential basis. Any governance principles adopted by the 

insurance industry should be flexible enough to take into 

account the variety of insurers within its purview, because 

obviously "one size doesn't fit all" and each insurance 

company tailors its corporate governance procedures 

according to its own circumstances. Tzafrir (2005) stated 

that employees and managers should have a fine competence 

level for their roles, and should ascertain whether they have 

the appropriate ability and integrity to conduct insurance 

business. Their competence can be judged from the level of 

their professional and formal qualifications or the relevant 

practical experience in the insurance or financial industry. 

All insurers should conduct themselves in a fair and ethical 

manner in accordance to the code of business conduct and 

ethics established by the board of directors. 

Internal control and auditing is a critical dimension of 

corporate governance. The oversight and reporting systems 

will allow the board and management to monitor whether the 

operations are conducted in accordance with the firm's 

policies or not. It also provides a foundation for the safety 

and soundness of the insurer and a systematic and 

disciplined approach for evaluating and improving the 

effectiveness of the work process and its compliance with 

the regulations (Mustafa et. al. 2009)  

III. Research Design and Methodology

The study used 'Content Analysis' to collect the CG 

disclosure information as per the proposed framework by 

Raman (2006) in a three-step process. First to choose an 

appropriate document, then determining the unit of 

measuring the content and finally, identifying the themes or 

categories into which blocks of content can be classified. 

The study focuses on the listed insurance companies of 

Bangladesh. As per DSE (2012) there are 45 listed insurance 

companies in Bangladesh. Following stratified random 

sampling technique, we have covered 20 insurance 

companies, which are listed on DSE as on 2012 (Appendix 

Table 2). To assess compliance level of corporate 

governance of insurance companies with Insurance Act 2010 

and SEC notification, two disclosure checklists has been 

prepared containing 16 (Appendix Table 3)  and 36 (Appendix 

Table 4)  required items regarding corporate governance as 

per the  Insurance Act 2010 and SEC notification 

respectively. 

Required data have been collected from the annual reports of 

the concern firms. The reason for choosing annual reports is 

that annual report is the most widespread and accepted 

document produced regularly by the companies in 

Bangladesh. Belal (2000) , Khan et al. (2009) and Islam 

(2013) illustrated that annual reports are considered as the 

major means through which information about the company 

is communicated. Items are numerically scored on a 

dichotomous basis. Score "1" is assigned if an item was

The Cost and Management, November-December, 2013 29

Corporate Governance



disclosed in its annual report whereas score "0" is assigned 

for non-disclosure of a particular item. Microsoft Office 

Excel 2007 has been used to process the data. The following 

CG Compliance Disclosure Index (CGCDI) formula has 

been used to determine the indices:

Where, di is the 1, if the item is disclosed and 0, if the item 

not disclosed. n indicates the number of items disclosed by 

as individual insurance company. nj is the maximum number 

of items disclosed for the jth Insurance Company where nj 

equal to 16 when CGCDI is constructed from the Insurance 

Act 2010 perspective and 36 when CGCDI is constructed 

from BSEC perspective. 

For example, to get a corporate governance disclosure score 

for an insurance company from the Insurance Act 2010 

aspect, the score of items disclosed by the insurance 

company is added then the total is divided by the maximum 

likely score (16), that are multiplied by 100 to have 

percentage score. For example, if a company discloses an 

item (1) out of 16 items, the disclosure score will be 6.25%. 

The paper is organized into six sections. After stating the 

background, objectives and justification of the study in 

section I, section II attempts to review literatures relating to 

Corporate Governance (CG), importance of Corporate 

Governance, the practice and disclosure of corporate 

governance in both the developed and developing economies 

with special reference to the insurance sector, etc. Section III 

describes the methodological aspects of the study. Section 

IV identifies Corporate Governance Disclosure 

Requirements for the insurance companies in Bangladesh. 

The findings of the study along with their implications are 

discussed in section IV. Finally, section VI comes up with 

some observations and concludes with some 

recommendations for the better Corporate Governance 

practice and disclosure by the insurance companies in 

Bangladesh.

IV. Corporate Governance Disclosure Requirements 

for the Insurance Companies in Bangladesh

Considering paramount importance of corporate governance 

for the insurance sector different statutory bodies such as 

Insurance Development & Regulatory Authority Bangladesh 

(IDRA) and Bangladesh Securities and Exchange 

Commission (BSEC) promulgated a number of notifications, 

guidelines, circulars, directives etc. Among these the 

notification on Corporate Governance Guidelines and The 

Insurance Act 2010 emphasized most on the corporate 

governance disclosure. A brief description of these two has 

been given below. 

Securities and Exchange Commission: The Securities and 

Exchange Commission (SEC) is the regulator of the capital 

market of Bangladesh, comprising Dhaka Stock Exchange 

(DSE) and Chittagong Stock Exchange (CSE).  The 

Commission's main functions are to regulate the business of 

the Stock Exchange, monitor and regulate all authorized self 

regulatory organizations in the securities market, prohibit  

fraudulent and unfair trade practices relating to securities 

trading in any securities market, prohibit insider trading in 

securities, regulate the substantial acquisition of shares and 

take-over of companies, and to perform investigation and 

inspection, inquiries and audit of any issuer or dealer of 

securities, the Stock Exchanges and   intermediaries etc. Its 

missions are to protect the interests of securities investors, 

develop and maintain fair, transparent and efficient securities 

markets, and ensure proper issuance of securities and 

compliance with securities laws. In order to enhance 

corporate governance in the interest of investors and the 

capital marker, SEC issued a notification on Corporate 

Governance Guidelines (CG Guidelines) for the publicly 

listed companies of Bangladesh and imposed several 

conditions on 20th February, 2006 with which each and 

every public limited company is subject to abide by on 

'comply or explain' basis. The companies listed with any 

stock exchange (DSE and CSE) in Bangladesh shall comply 

with and obtain a certificate from a practicing Professional 

Accountant/Secretary (Chartered Accountant/Cost and 

Management Accountant/Chartered Secretary) regarding 

compliance of conditions of Corporate Governance 

Guidelines of the Commission and shall send the same to the 

shareholders along with the Annual Report on a yearly basis.

The Insurance Act 2010: The business of insurance 

companies in Bangladesh was regulated as per the then 

Insurance Act 1938, which was very outdated. With a view 

to reform and modernize the insurance sector in the country 

a new act named' the Insurance Act 2010 has been 

promulgated in March 2010. The new act highly focuses on 

corporate governance issues in the insurance companies 

among many. Some of the sections highlighting CG can be 

mentioned here.   Section 21 and 23 cover minimum capital 

requirements and minimum requirement of cash and cash 

equivalent with BB respectively. Different aspects of 

financial statements such as content, format, timing and 

auditing of financial statements are discussed in section 26, 

27 and 28.The act also covers minute of annual general 

meeting; minimum solvency requirements; loans to 

directors, managers, actuary, auditors, officer, or their family 

members; appointment of directors, managing directors, 

advisor, chairman, vice-chairman, managing agent, actuary, 

etc; dispute settlement committee; advisory committee, etc. 

Insurance Development & Regulatory Authority Bangladesh 

(IDRA): IDRA came in to effect on 18 March 2010. Its 

vision is to make the insurance industry as the premier 

financial service provider in the country. And for this it has 

to protect the interest of the policy holders and stakeholders 

under insurance policy, supervise and regulate the insurance

Corporate Governance

The Cost and Management, November-December, 201330

CGCDI = /  



The Cost and Management, November-December, 2013 31

industry effectively and ensure orderly and systematic 

growth of the insurance industry.

V. Data Analysis and Findings

As per the requirements of The Insurance Act 2010, 

corporate governance disclosure index of insurance 

companies in Bangladesh is given in Appendix Table 5. The 

average corporate governance compliance disclosure score 

of the insurance companies in 2011 is 58.75%, whereas the 

highest and the lowest score are 70.00% and 50% 

respectively. The highest score were achieved by 25% 

companies and the lowest score were achieved by 15% 

companies.  Here, the standard deviation of the corporate 

governance compliance status of different insurance 

companies is very high (6.86), which indicates high 

volatility of different companies in complying the corporate 

governance requirements as per the Insurance Act 

2010.Graph-1 represents the compliance status of corporate 

governance of insurance companies in 2011 as per the 

requirements of  The Insurance Act 2010.

Graph 1: Compliance status (%) of corporate governance as Insurance Act 2010

Source: Authors' own analysis

Table-1 shows the least complied items by the insurance 

companies as per Insurance Act 2010. Only 15% companies 

have complied with the requirements of solvency margin, 

appointment of directors and directors from shareholders. Again, 

25% followed the requirement of paid up capital and 45% 

companies fulfilled the requirement of independent directors.

Table 1: Least complied with items as per Insurance Act 2010

However, only three items (dispute settlement committee, 

insurance agent, and advisory committee) as per requirement 

of the Insurance Act 2010 are not fulfilled by any one of the 

insurance companies in Bangladesh (Table-2).

Table 2: Non-complied items as per Insurance Act 2010

Source: Authors' own analysis

The compliance status of insurance companies regarding 

corporate governance as per BSEC notification is shown in 

Appendix Table 6. The average compliance score as per 

requirement of the BSEC notification is 92.89%, whereas 

the highest and lowest compliance score were 94.74% and 

86.84% respectively.  In this case the highest score were 

achieved by 65% companies, which is 40% greater than the 

number of companies which achieved highest score as per 

Insurance Act 2010. On the other hand, the lowest score 

were achieved by 10% companies which are lower than the 

number of companies which achieved the lowest score as per 

Insurance Act 2010.  The standard deviation of the insurance 

companies as per BSEC is 2.84 which show the low level 

volatility of CG disclosure. The volatility of disclosure score 

(2.84) as per BSEC notification is lower than that of the 

Insurance Act 2010. Graph-2 represents the scenario of CG 

compliance disclosure index as per requirement of BSEC 

notification.

Graph 2: Compliance status (%) of corporate governance as 

per BSEC notification

Source: Authors' own analysis

Graph-3 depicts the comparative scenario of corporate 

governance compliance status of insurance companies as per 

Insurance Act 2010 and BSEC requirement. It shows that all 

the insurance companies' corporate governance compliance 

score required by the Insurance Act 2010 is lower than the 

compliance score required by the BSEC notification. Here 

BGIC, Green Delta and Dhaka insurance achieved the 

highest disclosure score as per both Insurance Act 2010 and 

BSEC notification. However, Global and Rupali insurance 

have the lowest disclosure score as per Insurance Act 2010 

but the highest disclosure score as per BSEC notification. 

Thus, it can be said it is not necessarily mean that if an 

insurance company has higher disclosure as per Insurance 

Act would be higher disclosure as per BSEC notification. 

The correlation statistics shows that there is a lower degree 

of correlation (0.34) between higher the CGCD as per 

Insurance Act 2010 and BSEC requirement.
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No. of the companies  No. Items  

Number  %  

1 Capital Requirement 5 25 

2 Solvency margin requirement 3 15 

3 Appointment of Director 3 15 

4 Directors from shareholders 3 15 

5 Independent directors 9 45 

No. Items  

1 Dispute settlement committee 

2 Insurance Agent 

3 Advisory Committee 
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Graph 3: Comparative scenario of compliance status 

regarding Insurance Act 2010 and SEC notification

Source: Authors' own analysis

Conclusion

The study depicts the CG compliance status as per the 

Insurance Act 2010 and BSEC notification of listed 

insurance companies of Bangladesh. The result shows that 

mean compliance status of corporate governance of 

insurance companies was 58.75% in 2011 as per Insurance 

Act 2010 which is not satisfactory. However, as per BSEC 

notification this compliance status was 92.89%. Again, there 

is a lower degree of correlation between the CG disclosure 

as per the Insurance Act and BSEC requirement. To ensure 

more compliance with the disclosure requirements of the 

Insurance Act 2010, Insurance Development & Regulatory 

Authority Bangladesh (IDRA) can play proactive role. 

Again, to extend CG disclosure score as per BSEC 

requirement, BSEC must play a pivotal role. However, more 

studies are required with more sample respondents for better 

understanding on the CG compliance disclosure in the 

Insurance Companies in Bangladesh.
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Appendices

Table 1

 

 

Table -5: Basic Principles of Corporate Governance as per OECD for Insurance Companies  

OECD Principles  Description  

Principle-1: Corporate 

Governance Structure 

The CG framework includes role of the board in setting strategies and policies 

and overseeing senior management; reliance on board committees for 

delegated board functions; the definition of fit and proper criteria for 

executive and non executive board members; independence of decision 

making; and groups and conglomerates.  

Principle 2. The functions of the 

Board for CG 

The functions of the Board of insurance companies includes setting of 

strategies and policies; delegation and reporting; board responsibilities in the 
areas of corporate governance; ethics and business conduct and conflicts of 

interest; remuneration and possible perverse incentives leading to 

unacceptable risk taking; qualifications; and training of board members and 

board accountability.  

Principle 3. Control functions 

for CG 

The control function of CG includes risk management; compliance; internal 

audit and other control functions as an integral element of a sound governance 

system; relation of corporate governance with solvency issues (internal 

modeling, stress testing etc); use of rating agencies; staffing and independence 

of control functions; reporting to the board; and whistle blowing.  

Principle 4: Actuary functions 

and the auditors related CG 

Role of the actuary/auditors; qualification of actuaries/auditors; access to 

information; adequate frameworks and procedures; independence of 

actuaries/auditors; conflicts of interest; reporting lines; role of the board and 

the actuaries; performance measurement, appraisal and dismissal; and budget 
are the actuary/auditor related CG. 

Principle 5: Disclosure and 

transparency.  

The CG framework should ensure better developed disclosures through 

following IAIS guidelines for disclosure strategies and policies; disclosures 

on governance; items to disclose; communication channels, assurance and 

others1.  

Principle-6: Relationship with 

the stakeholders 

The CG should ensures the equitable treatment to the insurer’s key 

stakeholders include owners as well as policyholders, supervisors and 

employees; participating policyholders as a special class of stakeholders; and 

insurers’ responsibility to the society – corporate social responsibility.  

Principle 7: Interaction with the 

supervisors 

Effective corporate governance can assist the supervisor, by making it 

possible for the supervisor to have greater confidence in the work and 

judgment of an insurer’s board, senior management and control functions. 

This contributes to the supervisor’s ability to protect policyholders’ interests.  
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Table 2

*Source: DSE 2012

Table 3

Table 4

Table 5

Table 6

List of Sample Compa nies 

SL 
Name of the Insurance  Companies  Short name  Year of 

Listing  

1.  Bangladesh General Insurance Company BGIC 1977 

2.  Green Delta Insurance Company Green Delta 1992 

3.  Standard Insurance Limited Standard 1994 

4.  Phoenix Insurance company Limited Phoenix 1997 

5.  Central Insurance company Limited Central 2002 

6.  Karnaphuli Insurance company Limited Karnaphuli 2003 

7.  Federal Insurance company Limited Federal 2005 

8.  Purobi General Insurance company Limited Purobi 2005 

9.  Prime Insurance company Limited Prime 2005 

10.  Progoti Insurance Limited Progoti 2005 

11.  Reliance Insurance Limited Reliance 2006 

12.  Global Insurance Limited Global 2006 

13.  Asia Pacific General Insurance Company Limited Asia Pacific 2006 

14.  Sonar Bangla Insurance Limited Sonar Bangla 2007 

15.  Northern General Insurance Company Limited Northern  2007 

16.  Republic Insurance company Limited Republic 2007 

17.  Rupali Insurance company Limited Rupali 2007 

18.  Provati Insurance company Limited Provati 2008 

19.  Dhaka Insurance Limited Dhaka 2008 

20.  National Life Insurance company Limited National Life 2008 

Disclosure checklist as per Insurance Act 2010  

S/N Disclosure Items  Disclosure mode  

  Yes No N/A 

1 Capital Requirement    

2 Separate Income statement and Balance sheet    

3 Time frame of I/S and B/S    

4 F/S presentation    

5 F/S audit    

6 Solvancy margin requirement    

7 Loan to shareholder and their family    

8 Percentage of loan to net profit    

9 Percentage of loan to paid up capital    

10 Managing agent    

11 Dispute settlement committee    

12 Appointment of Director    

13 Total number of Directors    

14 Promoter as Director    

15 Directors from shareholders    

16 Independent directors    

Disclosure checklist as per SEC notification  

S/N Disclosure Items  Disclosure 

mode 

  Yes No N/A 

1 Board's Size    

2 Number of Independent directors    

3 Appointment of Independent directors    

4 Chairman of Board and Chief Executive    

5 Presentation of Financial Statement    

6 Maintenance of Book of Accounts    

7 Accounting Policies    

8 Application of International Accounting Standards (IAS)    

9 Implementation of Internal Control System    

10 Ability to Continue as a going concern    

11 Deviation from last year results of operation    

12 Summary of preceding three years key operating and financial data    

13 Declaration of cash and stock Dividend    

14 Board meeting Attendance     

15 The pattern shareholdings    

16 Appointment of CFO Head of Internal Audit and Company 

Secretary 

   

17 Requirement to attend Board Meetings    

18 Composition of Audit committee    

19 Appointment of members of the Audit Committee    

20 Appointment of New Committee Member to fill up the vacancy    

21 Selection of member for Chair man of the Audit Committee    

22 Qualification of Chairman of the Audit Committee    

23 Reporting of the Audit committee to the Board of directors     

24 Report on conflicts of interest    

25 Report on suspected fraud or irregularities detect in the internal 

control System 

   

26 Reporting on suspected infringement of law and rules and 

regulations 

   

27 Report on any other matters to the Directors    

28 Reporting to the authorities    

29 Reporting to shareholders and general investors    

30 Appraisal or valuation services or Fairness opinions    

31 Financial information system design and implementation    

32 Book keeping and other services relating to financial statement    

33 Broker and dealer services    

34 Actuarial services    

35 Internal audit services    

36 Any other services determined by the audit committee     

Name of the Insurance companies  CGCDI as per Insurance Act (%) 

Bangladesh General Insurance Company 70 

Green Delta Insurance Company 70 

Standard Insurance Limited 55 

Phoenix Insurance company Limited 55 

Central Insurance company Limited 60 

Karnaphuli Insurance company Limited 60 

Federal Insurance company Limited 50 

Purobi General Insurance company Limited 60 

Prime Insurance company Limited 55 

Progoti Insurance Limited 65 

Reliance Insurance Limited 65 

Global Insurance Limited 50 

Asia Pacific General Insurance Company Limited 60 

Sonar Bangla Insurance Limited 60 

Northern General Insurance Company Limited 50 

Republic Insurance company Limited 60 

Rupali Insurance company Limited 50 

Provati Insurance company Limited 50 

Dhaka Insurance Limited 70 

National Life Insurance company Limited 60 

Maximum  70 

Minimum  50 

Mean  58.75 

Standard deviation  6.86 

Name of the Insurances  CGCD Index As per BSEC 

Bangladesh General Insurance Company 94.74 

Green Delta Insurance Company 94.74 

Standard Insurance Limited 86.84 

Phoenix Insurance company Limited 89.47 

Central Insurance company Limited 94.74 

Karnaphuli Insurance company Limited 94.74 

Federal Insurance company Limited 92.11 

Purobi General Insurance company Limited 94.74 

Prime Insurance company Limited 94.74 

Progoti Insurance Limited 94.74 

Reliance Insurance Limited 89.47 

Global Insurance Limited 94.74 

Asia Pacific General Insurance Company Limited 94.74 

Sonar Bangla Insurance Limited 94.74 

Northern General Insurance Company Limited 86.84 

Republic Insurance company Limited 89.47 

Rupali Insurance company Limited 94.74 

Provati Insurance company Limited 92.11 

Dhaka Insurance Limited 94.74 

National Life Insurance company Limited 94.74 

Maximum  94.74 

Minimum  86.84 

Mean  92.89 

Standard deviation  2.84 
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Credit Risk Grading (CRG): An Empirical Analysis in Bangladesh Perspective

Prof. Dr. Mohammed Mostafa Kamal FCMA*

Mohammad Ahsan Uddin**

Abstract: A financial institution is mainly focus on relationship banking and credit management. This paper is 

concentrate on the core business of credit risk management department i.e. credit risk grading. Through good 

relationship a Financial Institution (FI) creates business opportunity and credit risk grading is a core check list to 

analyze this opportunity is right or not.  Credit risk is the primary financial risk in the banking system and exists in 

virtually all income-producing activities. How a bank selects and manages its credit risk is critically important to its 

performance over time; indeed, capital depletion through loan losses has been the proximate cause of most institution 

failures. Identifying and rating credit risk is the essential first step in managing it effectively. Credit Risk Grading is 

the unique system where all of the risk is shown and help the concern as well as stakeholder to take right decision and 

improve the company's performance.

Keywords: Relationship Banking, Credit Risk, Financial Risk and Credit Risk Grading (CRG).

1.0 Introduction

Risk is the element of uncertainty or possibility of loss that 

prevail in any business transaction in any place, in any mode 

and at any time. In the financial arena, enterprise risk can be 

broadly categorized as Credit Risk, Operational Risk, 

Market Risk and Other Risk. Credit risk is the possibility 

that a borrower or counter party will fail to meet agreed 

obligations. Globally, more than 50% of total risk elements 

in banks and financial institutions are credit risk alone. Thus 

managing credit risk for efficient management of financial 

institutions has gradually become the most crucial task.

2.0 Objective of the Study

The main purpose of the study is to highlight conceptual 

framework of the term Credit Risk Grading (CRG). In order 

to materialize this objective, the followings objectives have 

been considered.

1. To focus the conceptual framework of CRG.

2. To identify the role of CRG in organizational credit 

risk management.

3. To compare the CRG vs. other credit rating agencies' 

Rating.

3.0 Methodology of the Study

Primary data were collected through different Financial 

Institutions' (FI) Credit Risk Management (CRM) 

department. Secondary data have been used for the purpose 

of the studies which were collected from research articles, 

text books and various published and unpublished materials. 

4.0 Literature Review

4.1 Definition of Credit Risk Grading (CRG)

The Credit Risk Grading (CRG) is a collective definition 

based on pre-specified scale and reflects the underline credit-

risk for a given exposure. A Credit Risk Grading deploys a 

number/ alphabet / symbol as a primary summary indicator of 

risks associated with a credit exposure. Credit Risk Grading is 

the basic module for developing a Credit Risk Management 

system.

Credit risk grading is an important to for credit risk 

management as it helps the Financial Institutions to 

understand various dimensions of  risk involved in different 

credit transactions. The aggregation of such grading across  

the borrowers , Activities and the lines of business can 

provide better assessment of the quality of credit portfolio of 

a Financial Institution. The credit risk grading system is vital 

to take decisions both at the pre-sanction stage as well as 

post-sanction stage.

At the pre-sanction stage, credit grading helps the sanctioning 

authority to decide whether to lend or not to lend, what should 

be the lending price, what should be the extent of exposure, 

what should be the appropriate credit facility, what are the 

various facilities, what are the various risk mitigation tools to 

put a cap on the risk level.

At the post-sanction stage, the Financial Institution can decide 

about the depth of the review or renewal, frequency of review 

periodicity of the grading, and other precautions to be taken. 

Risk grading should be assigned at the inception of landing, 

and updated at least annually. Financial Institutions should, 

however, review grading as and when adverse events occur. 
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4.2 History of CRG in Bangladesh

The major objectives of Basel-11 include creating a better 

linkage between the minimum regulatory capital and risk, 

enhancing market discipline, supporting a level playing field 

in an increasingly integrated global financial system, 

establishing and maintaining a minimum capital cushion 

sufficient to foster financial stability in periods of adversity 

and uncertainty,and grounding risk measurement and 

management in actual data and formal quantitative 

techniques. The revised framework of Basel committee was 

issued in June 2004. By keeping the instructions of Basel-11 

Credit Risk Grading (CRG) concept is developed in 

Bangladesh by focus group (top level professionals of 

different financial institutions) for Bangladesh bank which 

published by July 21, 2005. Focus group on their 

publication, Credit Risk Management (CRM)-Industry best 

practices discussed the overall credit risk analysis and 

management. Besides this, Credit Rating Information and 

Services Ltd. (CRISL) had worked for credit rating issues in 

Bangladesh. After that, Credit Rating Agency of Bangladesh 

(CRAB) stated its journey in the country.

4.3 Functions of CRG in CRM

The main function of CRG is to find out the strength and 

weakness of the client through analysis the management or 

audited financials. Besides this, well-managed credit risk 

grading systems promote financial institution safety and 

soundness by facilitating informed decision making. Grading 

system measure credit risk and differentiate individual 

credits and groups of credits by the risk they pose. This 

allows Financial Institution management and management to 

manage risk to optimize returns.

4.4 Uses of CRG

1. The Credit Risk Grading matrix allows application of 

uniform standards to credits to ensure a common 

standardized approach to assess the quality of 

individual obligor, credit portfolio of a unit, line of 

business, the Financial Institution as a whole.

2. CRG provides a quantitative measurement of risk 

which portrays the risk level of a borrower and 

enables quick decision making.

3. As evident, the CRG output is relevant for individual 

credit selection, wherein either a borrower or a 

particular exposure facility is rated. The other 

decision is related to pricing (credit-spread) and 

specific features of the credit facility.

4. Risk grading is also relevant for surveillance and 

monitoring, internal MIS and assessing the aggregate 

risk profile of a Financial Institute. It is also relevant 

for portfolio level analysis.

5. CRG provide a quantitative framework for assessing 

the provisioning requirement of a Financial 

Institution's credit port folio.

Risk Grading for Corporate and SME

The credit risk grading scale is applicable for both new and 

existing borrowers. It consists of 8 categories, of which 

categories 1 to 5 represent various grades of acceptable 

credit risk and 6 to 8 represent unacceptable credit risk.

Risk Grading of Businesses:

At present Bangladesh bank prescribes to follow the 

following Grading System for CRG purpose.

Risk Grade Matrix

The details Risk Rating matrix are describing below:

 

Finance

GRADING
 

 SHORT NAME
 

NUMBER
 

Superior SUP 1 

Good GD 2 

Acceptable ACCPT 3 

Marginal / Watch list MG/WL 4 

Special Mention SM 5 

Sub Standard SS 6 

Doubtful DF 7 

Bad & loss BL 8 

Risk Rating Grade Description 

Superior-Low 

Risk 

1 • Credit facilities, which are fully secured i.e. fully cash 

covered. 

• Credit facilities fully covered by government guarantee. 

• Credit facilities fully covered by guarantee of a top tier 

international Bank. 

Good – 

Satisfactory 

Risk 

2 • Strong repayment capacity of the borrower 

• The borrower has excellent liquidity and low leverage. 

• The company demonstrates consistently strong earnings and 

            cash flow certainty. 

• Borrower has well established, strong market share. 

• Very good management skill & expertise. 

• Credit facilities fully covered by the guarantee of a top tier 

local 

            Bank. 

• Aggregate Score of 85 or greater based on the Risk Grade 

           Score Sheet 

Acceptable – 

Fair Risk 

3 • These borrowers are not as strong as GOOD Grade borrowers, 

but still demonstrate consistent earnings, cash flow certainty 

and have a good track record. 

•  Borrowers have adequate liquidity, cash flow and earnings. 

• Credit in this grade would normally be secured by acceptable 

collateral (1st charge over inventory / receivables / equipment / 

property). 

• Acceptable management 

• Acceptable parent/sister company guarantee 

• Aggregate Score of 75-84 based on the Risk Grade Score 

Sheet 

Marginal - 

Watch list 

4 • This grade warrants greater attention due to conditions 

affecting the borrower, the industry or the economic 

environment. 

• These borrowers have an above average risk due to strained 

liquidity, higher than normal leverage, thin cash flow and/or 

inconsistent earnings. 

• Weaker business credit & early warning signals of emerging 

business credit detected. 

• The borrower incurs a loss 

• Facility repayments routinely fall past due 

• Account conduct is poor, or other untoward factors are present. 

• Credit requires attention 

• Aggregate Score of 65-74 based on the Risk Grade Score 

Sheet 

 

Special 

Mention  

5 • This grade has potential weaknesses that deserve 

management’s close attention. If left uncorrected, these 

weaknesses may result in a deterioration of the repayment 

prospects of the borrower. 

• Severe management problems exist. 

• Facilities should be downgraded to this grade if sustained 

deterioration in financial condition is noted (consecutive 

losses, negative net worth, excessive leverage), 

• An Aggregate Score of 55-64 based on the Risk Grade Score 

Sheet. 

Substandard 6 • Financial condition is weak and capacity or inclination to 

repay is in doubt. 

• These weaknesses jeopardize the full settlement of facilities. 

• Bangladesh Bank criteria for sub-standard credit shall apply. 

• An Aggregate Score of 45-54 based on the Risk Grade Score 

Sheet. 
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4.5 Details of a CRG Score Sheet:

Risk grading is a key tool for forecasting potential quality of 

any asset. A financial institution is assigned a risk grade to the 

client based on available most recent data. Any credit analyst 

and financial analyst analysis the company information from 

latest financials. The Credit Risk Grading(CRG) score sheet is 

completed by an analyst through assessing the Financial risk 

(Including the leverage, Liquidity, Profitability and coverage 

ratio), Business/ industrial risk (Including the size of business, 

Age of business, Business outlook, Industry Growth, Market 

competition and Exit & Entry barriers), Management Risk 

(including the Experience, Second line and Team Work), 

Security risk (Involving the Primary security coverage , 

Collateral and Support) and Relationship risk (including the 

account conduct Utilization of limit, Compliance of covenants 

and personal deposit).

Finance

Doubtful and 

Bad 
(nonperforming) 

 

7 • Full repayment of principal and interest is unlikely and the 

possibility of loss is extremely high. 

• However, due to specifically identifiable pending factors, such 

as litigation, liquidation procedures or capital injection, the 

asset is not yet classified as Bad & Loss. 

• Bangladesh Bank criteria for doubtful credit shall apply. 

• An Aggregate Score of 35-44 based on the Risk Grade Score 

Loss 
(nonperforming) 

 

8 • Credit of this grade has long outstanding with no progress in 

obtaining repayment or on the verge of wind up/liquidation. 

• Prospect of recovery is poor and legal options have been 

pursued. 

• Proceeds expected from the liquidation or realization of 

security may be awaited. The continuance of the facility as a 

bankable asset is not warranted, and the anticipated loss should 

have been provided for. 

• This classification reflects that it is not practical or desirable to 

defer writing off this basically valueless asset even though 

partial recovery may be affected in the future. Bangladesh 

Bank guidelines for timely write off of bad facilities must be 

adhered to. Legal procedures/suit initiated. 

• Bangladesh Bank criteria for bad & loss credit shall apply. 

• An Aggregate Score of less than 35 based on the Risk Grade 

CCRREEDDIITT  RRIISSKK  GGRRAADDIINNGG  SSCCOORREE  SSHHEEEETT  

                    

RReeffeerreennccee  NNoo..::        DDaattee::    29-Jul-10 

Borrower  Orascom Company Ltd 

Group Name (if any)    Aggregate Score: 81 

Branch: Agrabad     

Industry/Sector Trading 

Date of Financials 30-Jun-09 

 Risk 

Grading:   
Acceptable 

Completed by Sohel     

Approved by         

Number  Grading Short Score 

 

1 

 

Superior SUP 

Fully cash secured, secured by 

government guarantee/international 

bank guarantee 

2 Good GD 85+ 

3 Acceptable ACCPT 75-84 

4 Marginal/Watchlist MG/WL 65-74 

5 Special Mention SM 55-64 

6 Substandard SS 45-54 

7 Doubtful DF 35-44 

8 Bad/Loss BL <35 

       

Criteria                        

Weight 

Parameter Score Actual Parameter Score 

Obtained 

A. Financial Risk                  

50% 

        

1. Leverage: (12%) Less than 0.25× 15 1.03 11 

0.26× to 0.35 x 14    Debt Equity Ratio (×) - Times 

Total Liabilities to Tangible 

Net worth   
0.36× to 0.50 x 13    

  0.51× to 0.75 x 12    

0.76× to 1.25 x 11    All calculations should be 

based on annula financial 1.26× to 2.00 x 10    

2. Liquidity: (12%) Greater  than 2.74× 15 2.11 13 

2.50× to 2.74 x 14     Current Ratio (×) -Times 

Current Assets to Current 

Liabilities  
2.00× to 2.49 x 13     

  1.50× to 1.99 x 12     

  1.10× to 1.49 x 11     

  0.90× to 1.09 x 10     

  0.80× to 0.89 x 8     

  0.70× to 0.79 x 7     

  Less than  0.70× 0     

3. Profitability: (10%) Greater  than 25% 15 7.40% 10 

20% to 24% 14     Operating Profit Margin (%) - 

(Operating Profit/Sales) X 100  15% to 19% 13     

  10% to 14% 12     

  7% to 9% 10     

  4% to 6% 9     

  1% to 3% 7     

  Less than 1% 0     

4.  Coverage: (6%) More than 2.00× 5 5.92 5 

More than 1.51× Less than 

2.00× 

4     

More than 1.25× Less than 

1.50× 

3     

Interest Coverage Ratio (×) - 

Times Earning before interest 

& tax (EBIT) Interest on debt 

More than 1.00× Less than 

1.24× 

2     

  Less than 1.00× 0     

Total Score- Financial Risk   50   39 

          

B. Business/ Industry Risk  

18% 

        

1. Size of Business (in BDT 

crore) 

> 60.00 5 651.42 5 

  30.00 – 59.99 4     

10.00 – 29.99 3     

5.00 - 9.99 2     

The size of the borrower's 

business measured by the 

most recent year's total sales. 

Preferably audited numbers. 2.50 - 4.99 1     

  < 2.50 0     

2. Age of Business > 10 Years 3 12 3 

> 5 - 10 Years 2     

2 - 5 Years 1     

The number of years the 

borrower engaged in the 

primary line of business 
< 2 Years 0     

3. Business Outlook Favorable 3 Stable 
2 

Stable 2     Critical assesment of medium 

term prospects of industry, 

market share and economic 

factors. 

Slightly Uncertain 1     

  Cause for Concern 0     

4. Industry Growth Strong (10%+) 3 Strong (10%+) 
3 

  Good (>5% - 10%) 2     

  Moderate (1%-5%) 1     

  No Growth (<1%) 0     

5. Market Competition  Dominant Player 2 Moderately Competitive 1 

  Moderately Competitive 1     

  Highly Competitive 0     

6. Entry/Exit Barriers Difficult  2 Average 1 

  Average 1     

  Easy 0     

Total Score- 

Business/Industry Risk 

  18   15 

          

C. Management Risk           

12% 

        

1. Experience  More than 10 years in the 

related line of business 

5 More than 10 years in the 

related line of business 

5 

5–10 years in the related line 

of business 

3     Quality of management based 

on total # of years of 

experience of the senior 

management in the Industry. 
1–5 years in the related line of 

business  

2     

  No experience 0     

2. Second Line/ Succession  Ready Succession 4 Ready Succession 4 

  Succession within 1-2 years 3     

  Succession within 2-3 years 2     

  Succession in question 0     

3. Team Work Very Good 3 Very Good 3 

  Moderate 2     

  Poor 1     

  Regular Conflict 0     

Total Score- Management 

Risk 

  12   12 

          

D. Security Risk                   

10% 

        

1. Security Coverage 

(Primary) 

Fully Pledged 

facilities/substantially cash 

covered / Reg. Mortg. for 

HBL 

4 Registered Hypothecation 

(1st Charge/1st Pari passu 

Charge) 

3 

  Registered Hypothecation (1
st
 

Charge/1st Pari passu Charge) 

3     

  2nd charge/Inferior charge 2     

  Simple 

hypothecation/Negative lien 

on assets 

0     

  No security      

2. Collateral Coverage 

(Property Location)  

Registered Mortgage on 

Municipal corporation/Prime 

Area property 

4 Registered Mortgage on 

Municipal 

corporation/Prime Area 

property 

4 

  Registered Mortgage on 

Pourashava/Semi-Urban area 

property 

3     

  Equitable Mortgage or No 

property but Plant and 

Machinery as collateral 

2     

  Negative lien on collateral 1     

  No collateral 0     
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4.5 CRG vs. Other Credit Rating System

As per prescription of Bangladesh Bank, Grade is provided 

by the clients from 1 to 6 which discussed in earlier but 

CRAB and CRISL is providing the grade to the client 

through different alphabet and symbol. Credit Rating 

Agency (CRA) like CRAB or CRISL play a key role in 

financial markets by helping reduce the informative 

asymmetry between lenders and investors  on one side and 

issuers on the other side, about the credit worthiness of 

companies or countries . CRAs' role has expanded with 

financial globalization and has received an additional boost 

from Basel II, Which incorporates the ratings of CRAs into 

the rules for setting weights for credit risk.

A comparable table given below

At present, every financial institution is preparing the CRG 

for their client assessment as mandatory basis .Besides this; 

financial institutions are receiving the third party rating 

(CRAB, CRILS etc) for cross checking as well as following 

the Bangladesh bank guideline.

Conclusion:

Credit risk in its simplest definition refers to the task of loss 

through default on financial assets. If this risk in not 

managed and mitigated effectively and efficiently, the 

fundamental business of lending can bring trouble to entire 

financial industry. Establishing an effective credit risk 

management framework should be a top priority for every 

organization in this regard. But, if the established framework 

is not feasible enough for generating sufficient return for the 

stakeholders, we cannot hope that it will be sustainable in the 

long run. So, the managements of the financial institutions 

have to find out an effective, at the same time, profitable and 

sustainable credit risk management policy for the smooth 

running of its operations in the lending business.

References:

Managing Core Risk of Financial Institutions - Industry Best Practices, 

21 July, 2008, Bangladesh Bank

Credit Risk Rating System at Large US Banks. William F. Treacy and 

Mark Carey.

An Empirical Analysis of Credit Risk Factors of of the Slovenian 

Banking System: Boštjan Aver

Bessis, J. 1998. Risk management in banking. Chichester: Wiley.

Carty, L., and J. Fons. 1993. Measuring changes in credit quality. 

Specialreport, Moody's Investors Service.

Ong, M. K. 2002. Internal credit risk models: Capital allocation and 

performance measurement. London: Risk Books.

Saunders, A. 1997. Financial institutions management: A modern 

perspective. 2nd ed. New York: Irwin.

Asarnow, E. 1996. Best practices in loan portfolio management. 

Journal of Lending and Credit Risk Management 78 (7): 14-24.

Bangia, A., F. X. Diebold, A. Krohimus, C. Schagen, and T. 

Schuermann.2002. Ratings migration and the business cycle, 

with application to credit portfolio stress testing. Journal of 

Banking and Finance 26 (2-3): 445-74.

The credit risk grading model of Bangladesh Bank: Suborna Barua

Analytical Approach to Assessing Credit Risk, CRISIL, September 

2008

. 

 

Finance

3. Support (Guarantee) Personal Guarantee with high 

net worth or Strong Corporate 

Guarantee 

2 Personal Guarantee with 

high net worth or Strong 

Corporate Guarantee 

2 

  Personal Guarantees or 

Corporate Guarantee with 

average financial strength 

1     

  No support/guarantee 0     

Total Score- Security Risk   10   9 

E. Relationship Risk              

10% 

        

1. Account Conduct More than 3 years Accounts 

with faultless record 

5 New Client with good 

track record 
2 

  Less than 3 years Accounts 

with faultless record 

4    

  Accounts having satisfactory 

dealings with some late 

payments. 

3     

  New Client with good track 

record 

2     

  New Client, doubtful record  1     

  No Banking Record 0     

2. Utilization of Limit  More than 60% 2 90.00% 2 

(actual/projection) 40% - 60% 1     

  Less than 40% 0     

3. Compliance of Covenants 

/ 

Full Compliance 2 Full Compliance 2 

Conditions Some Non-Compliance 1     

  No Compliance 0     

4. Personal Deposits Personal accounts of the key 

business Sponsors/ Principals 

are maintained in the bank, 

with significant deposits 

1 No depository 

relationship 

0 

  No depository relationship 0     

Total Score- Relationship 

Risk 

  10   6 

Grand Total - All Risk   100   81 

Bangladesh Bank Rating CRAB CRISL 

1 AAA AAA 

2 AA1,AA2,AA3 AA+,AA,AA- 

3 A1,A2,A3 A+,A.A- 

4 BBB1,BBB2,BBB3 BBB+,BBB,BBB- 

5 BB1,BB2,BB3,B1,B2,B3 BB+,BB,BB-,B+,B,B- 

6 CCC1,CCC2,CCC3 CCC+,CCC,CCC- 

7 CC CC+,CC,CC- 

8 D C+,C,C- 

Credit risk grading is an important to for 

credit risk management as it helps the 

Financial Institutions to understand 

various dimensions of  risk involved in 

different credit transactions. The 

aggregation of such grading across  the 

borrowers , Activities and the lines of 

business can provide better assessment of 

the quality of credit portfolio of a 

Financial Institution. The credit risk 

grading system is vital to take decisions 

both at the pre-sanction stage as well as 

post-sanction stage.
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Cointegrating and Causal Relationship between Micro-Variables and Stock 

Prices: Empirical Evidence from Dhaka Stock Exchange (DSE)

Mohammad Bayezid Ali*

Kazi Ayesha Siddiqua**

Abstract: Stock market fundamental variables are believed to have strong influence over the volatility of stock prices 

in the stock exchange. This study is an attempt to examine this important belief about the predictability of stock prices 

through the use of five stock market oriented fundamental variables commonly known as micro-variables i.e. market 

capitalization, market dividend yield, market earnings per share, market price-earnings multiples and market trading 

volume. Advanced econometric time series analysis (i.e. Johansen's Cointegration test, Vector Error Correction Model 

and Granger Causality Test) has been employed to identify long run equilibrium relationship, the speed of short run 

dynamics adjustment as well as to estimating causal relationship among the selected variables. Test result reveals that 

stock prices have long run equilibrium relationship with selected micro-variables and in the short run stock price has 

been adjusted by 61.49 percent per month towards long run equilibrium relation which states the evidence of weak-

form of efficiency in Dhaka Stock Exchange (DSE). Finally, test estimates of Granger causality explains that there 

exists unidirectional causality from market capitalization to stock prices and stock price to market earnings per share 

and bi-directional causality is between stock price and market trading volume

Keywords: Cointegration, VECM, Granger Causality, Micro-Variables

1.0 Introduction

The traditional concept of the stock market was that it is a 

voluntary association of capitalists controlled by themselves 

for the concentration of income and wealth in the hands of a 

few (Ahmed M.F. 1992). But this concept of stock market is 

no more tenable and the objectives have undergone a 

tremendous change towards resource mobilization rather 

than wealth concentration. Throughout the world the stock 

markets are considered as the unparallel institution for 

mobilization of savings and the capital of the society and 

also a very sensitive barometer of business activity. In 

Bangladesh also, for achieving economic emancipation, this 

institution can play a vital economic role. 

A continual controversy in the investment community 

concerns the relevance of

stock market fundamental variables and the stock prices in 

the stock market. Based on different theories of stock 

valuation, it is strongly believed that fundamental stock 

market variables have close interactions with the volatility 

of stock prices. That means the micro-variables can be 

exploited to explain the volatility of stock prices. But the 

degrees of interactions may differ because of the differences 

in the economy, geographic location of stock market, 

investment behavior and attitude, openness of the market, 

government policy etc. This study has been carried out with 

the intent of whether independent fundamental variables 

commonly known as micro-variables (i.e. stock market 

capitalization, market dividend yield, market earnings per 

share, market price-earnings multiples and market trading 

volume) and stock prices exhibit long run equilibrium 

relationship or not. For that reason, long run equilibrium 

relationship among the variables has been examined 

through the application of Johansen's (1990) cointegration 

test. This study also estimates the impact of disequilibrium 

in the short run that converges towards long run equilibrium 

relationship among the variables under study. Finally, causal 

relationship among the variables has been identified through 

the use of Granger Causality Test.

1.1. Objectives of the Study

The main objective of this study is to identify long run 

equilibrium relationship and causal relationship between 

DSE all share price index and a set of stock market micro-

variables. In addition, this paper also tries to satisfy the 

following objectives:

1. Identifying long run equilibrium relationship between 

stock price and selected market oriented micro-variables.

2. Estimating the speed of short run dynamic adjustment in 

the disequilibrium condition between DSE all share price 

index and the selected micro-variables.

3. Estimating Granger causal relationship between DSE all 

share price index and the selected micro-variables.
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2.0 Review of Literature

A good number of empirical evidence is found in developed 

economies to examine stock price behavior and efficiency of 

the stock market. The evidence of stock price behavior and 

market efficiency using fundamental factors, industry factors 

and macroeconomic factors are still not satisfactory. 

Numerous empirical studies have been carried out to 

determine the stock market reactions to dividend 

announcements. Aharony and Swary (1980), Kwan (1981), 

Eades (1982), and Woolridge (1982), have found a 

significant positive association between announcement of 

dividend changes and the stock return, using the dividend 

announcement made in isolation of other firm news report. 

Gordon (1962 and 1963) and Walter (1963) support the 

dividend relevance doctrine. They suggest that dividend 

policy and investment policy are inter-linked. Investment 

policy can not be separated from dividend policy and the 

choice of an appropriate dividend policy affects the value of 

the firm.

Rahman, Z. and Rahman, L. (2008) in their study of stock 

price behavior around ex-dividend date from DSE found an 

increase of stock prices. They have made a conclusion that 

ex-dividend price increased instead of dropped in DSE 

implies a clear preference for capital gains without having any 

focus of dividends by the stockholders.

Vorek M. (2009) examines that the investments into stocks 

with low price to earnings ratio achieved higher than average 

returns. This paper focuses on the other side of that relation, 

whether the high price to earning ratio predicts the future falls 

in stock prices and whether the price to earnings ratio could 

act as an indicator of the coming bear market. The Author 

concluded that P/E ratio in a role of an indicator of the future 

stock markets falls does not result in clear conclusion.

Ali M.B. and Chowdhury T.A, (2010) examined the impact of 

dividend announcement on stock market prices of 25 listed 

commercial banks in Dhaka Stock Exchange (DSE). They 

have employed an standard even study methodology to 

analyze the stock price reaction for dividend announcement 

and found 11 out of 25 banks' stock price declines, 6 bank's 

stock price raises and no change in 8 banks. Finally they 

agreed with the dividend irrelevance theory and conclude that 

dividend announcement itself has no influence on share price.   

Ong, T.S., Yichen, Y.N., Teh, B.H., (2010) examine the 

capability of the average PE ratio to forecast future stock 

market returns. They also test whether PE ratio can be used to 

predict future stock market declines and whether PE ratio can 

serve as a parameter of the coming bear market in the 

Malaysian Equity Market. Their investigation reveals that the 

null hypothesis of PE ratio as not a useful predictor of KLCI 

index was rejected. A linear positive slope exists between the 

annualized return of the KLCI and PE ratio, thus suggesting 

that an increase in PE ratio could have led to a subsequent rise 

in the KLCI. In this case, a decline in PE ratio could have 

resulted in a subsequent fall in the KLCI, henceforth, serving 

as an indicator of the coming bear market in Malaysia. In 

sum, the hypothesis that high levels of PE ratios will lead to 

future decline.

Ali M. B. (2011) investigates the impact of changes in 

selected microeconomic and macroeconomic variables on 

stock returns at Dhaka Stock Exchange (DSE). A Multivariate 

Regression Model computed on Standard OLS Formula has 

been used to estimate the relationship. Regression coefficient 

reveals that inflation and foreign remittance have negative 

influence and industrial production index; market P/Es and 

monthly percent average growth in market capitalization have 

positive influence on stock returns. All the independent 

variables can jointly explain 44.48 percent variation in DSE 

all share price index. No unidirectional Granger Causality is 

found between stock prices and all the predictor variables 

except one unidirectional causal relation from stock price and 

market P/Es. Finally, lack of Granger causality between stock 

price and selected micro and macro variables ultimately 

reveals the evidence of informationally inefficient market.

3.0 Methodology

3.1 Research Methods

This study examines both long run equilibrium and short 

term dynamics adjustment between Dhaka Stock Exchange 

(DSE) all share price index (DSI) and a set of  independent 

micro-variables i.e. market capitalization (MKTCAP), 

market dividend yield (MKTDY), market earnings per share 

(MKTEPS) and marker price-earnings multiples (MKTPE) 

and market trading volume (MTV). It also identifies causal 

relationship between DSI and all the selected independent 

micro-variables. Long run equilibrium relationship among 

the variables has been examined by the application of 

Johansen's (1990) cointegration test, and Vector Error 

Correction Model (VECM) will be applied to identify speed 

of short run disequilibrium adjustment towards equilibrium 

relationship. Finally Granger Causality (1988) test has been 

applied to identify the causal relationship among the 

variables. Therefore, the study starts with identifying the 

order of integration of all the variables by applying 

Augmented Dickey-Fuller (ADF) Test and Phillips-Parron 

(P-P) Test. When they are found to have the same order of 

integration then cointegration test is used to identify the 

number of cointegrating vectors and cointegrating equation 

among the variables. But if any variable doesn't have the 

same order of integration, it has not been incorporated in this 

investigation. Cointegrating equation actually implies the 

long run equilibrium relationship among the variables. When 

these variables are found to be cointegrated then the speed of 

adjustment of short run dynamics which converge towards 

long run equilibrium will be identified by applying Vector 

Error Correction Model (VECM). Finally, causal relation 

among the variables will be estimated based on Granger  

Causality (1988).   
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data for the last three months of 2010 (i.e. October, 

November and December) has been trimmed because of the 

abnormal stock price behavior during this period. The 

selected micro-variables data has also been excluded for the 

same period in order to ensure data chronological 

consistency. Finally a total of 117 months data has been 

selected for this study. The monthly DSE all share price 

index data as well as the  independent micro-variables data 

has been collected from "Monthly Review" published by 

Research & Publication Division of Dhaka Sock Exchange 

(DSE). 

3.3 Model Specification

Long run equilibrium and short run dynamics adjustment 

between DSE all share price index and selected 

macroeconomic variables will be tested by cointegration test 

and VECM. Granger causality among the variables will also 

be tested. As these tests don't require data series of the 

variables to be stationary, that's why the level data for all 

these variables are used to formulate the model. The model 

has been estimated in such a way that measure the influence 

of market capitalization (MKTCAP), market dividend yield 

(MKTDY), market earnings per share (MKTEPS), market 

price-earnings multiples (MKTPE), and market trading 

volume (MTV) on DSE all share price index (DSI) and also 

the causal relation among them. Therefore the model can be 

represented in the following way:

4.0 Empirical Result

4.1 Summary of Descriptive Statistics

Table: 1 present the summary of descriptive statistics for the 

selected variables under study. We have examined 117 

monthly observations of all the variables to estimate the 

following statistics. As mean describes the average value in 

the series and Std. Dev. measures the dispersion or spread of 

the series, then DSI MKTCAP and MTV are highly volatile 

data series. The maximum and minimum statistics measure 

upper and lower bounds of the variables under study during 

our sample time frame. The skewness measures whether the 

distribution of the data is symmetrical or asymmetrical. 

Positive skewness value of the all variables (except 

MKTEPS) indicates that distribution of all the data series 

has a long right tail. On the other hand kurtosis measures the 

peakedness and flatness of the distribution of the series. 

Kurtosis estimates in this table indicate that none of the 

distribution of the variable data is normal and we have found 

leptokurtic distribution in DSI, MKTCAP, MKTEPS and 

MTV and the remaining variable i.e. MKTDY and MKTPE 

have platykurtic distribution. 

4.2 Test of Stationarity

Table: 2 present the result of stationary test for all the 

variables under study using Augmented Dickey-Fuller 

(ADF) Test and Phillips-Parron Test (P-P) Test. These tests 

of stationary has been conducted with constant and linear 

trend and assumed the identical null hypothesis of no unit 

root in the data series. Here we found that all the variables 

under study are found to be integrated of order one 

(except MKTEPS) under P-P test.  ADF test also provide the 

identical result that all the variables are first order integrated 

except MKTEPS. According to theory of cointegration, the 

rank of cointegrating vectors can be identified from the 

model having variables with different order of integration. 

Finally, the variables i.e. DSI, MKTCAP, MKTDY, 

MKTEPS, MKTPE and MTV have been selected for 

establishing long run equilibrium relationship among 

themselves.

4.3 Cointegration Results and Long-run Equilibrium 

Relationship

Johansen's Cointegration methodology has been applied to 

identify long run equilibrium relationship among the 

variables under study.  In this case, after identifying the 

optimum lag length (Table: 3) based on Akaike information 

criterion (AIC), the level data has been used directly in to 

the cointegration test as it is not required to make the series 

into stationary data. The test of cointegration has been 

performed assuming a linear deterministic trend and an 

optimum lag length of 8. At first, the unrestricted 

cointegration rank among the variables under study is 

examined through the statistical significance of trace 

statistics and max eigen value statistics. Table: 4 reveals that 

trace statistics fails to reject the null hypothesis of no 

cointegrating relationship among the variables. An 

examination of trace statistics with that of critical value at 5 

percent indicates that there are three cointegrating vectors 

among the variables(Table: 4). 

Another important test to identify the number of 

cointegrating vectors is test the statistical significance of 

max eigenvalue statistics. This test also reveals the identical 

result that there are three cointegrating vectors among the 

variables (Table: 5).

Based on the above two test, when we came to know that 

there is three cointegrating equation among those variables 

then we estimate the normalized cointegrating coefficients of 

all the variables which is presented in Table-6. From this 

estimates it can be concluded that change in stock price is 

influenced positively by market trading volume (MTV), and 

is negatively influenced by the remaining variables (i.e. 

MKTCAP, MKTDY, MKTEPS, MKTPE)

4.4 Short-run Dynamic Adjustment using VECM

The Vector Error Correction (VECM) allows us to make 

inferences on the long run impacts of the variables in levels 

to those in lagged values. The variables' responses to 

themselves are significant and positive, indicating positive 

autocorrelation. As our selected variables have three 

cointegrating equation, then there must have an error
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correction model. We have estimated the error correction 

model which is presented in Table 7. The error correction 

term has a positive sign and is significant at 5 percent. This 

implies that DSE all share price index adjust to long run 

equilibrium. The estimated value of the error correction term 

shows that the system corrects its previous period's level of 

disequilibrium by 61.49 percent per month. Based on the 

VECM estimates, the system equation can be presented in 

the following way:

4.5 Granger Causality Test

Granger causality enables us to identify leading, lagging and 

coincident factors for the stock market performance. The 

Granger causality test (Table-8) provides evidence of 

unidirectional causality from market capitalization 

(MKTCAP) to DSE all share price index (DSI) at 5 percent 

significance level. Unidirectional causality is also found 

from DSE all share price index (DSI) to market earnings per 

share (MKTEPS). On the other hand a bi-directional 

causality between DSI and market trading volume (MTV) 

with 10 percent significance level.

5.0 Discussion and Findings

This paper analyses long run equilibrium relationship as well 

as the speed of short-run dynamic adjustment of such 

relationship between a groups of micro-variables i.e. market 

capitalization (MKTCAP), market dividend yield 

(MKTDY), market earnings per share (MKTEPS), market 

price-earnings multiples (MKTPE) and market trading 

volume (MTV). A single multivariate model is designed to 

identify the relationship among the endogenous variables 

after considering the necessary tests (i.e. the test of 

stationarity) to incorporate variables into the model. The test 

of cointegration provides a three cointegrating vectors and 

DSE all share price index is influenced negatively by 

MKTCAP, MKTDY, MKTEPS and MKTPE and positively 

by MTV. The estimates of Vector Error Correction Model 

(VECM) reveal that DSI short run dynamics adjustment rate 

is 61.49 percent per month which in indicator of weak-form 

of efficiency in Dhaka Stock Exchange. Finally, 

unidirectional causal relationship is also found from 

MKTCAP to DSI and DSI to MKTEPS and bi-directional 

causality is also found between DSI and MTV.

6.0 Conclusion

One of the functions of stock market in the economy is not 

only to raise capital but also to channel funds to the most 

profitable opportunities to ensure that those funds were well 

utilized.  We need to think in such a way that development of 

the stock market can be measured in terms of its 

informational efficiency and micro-variables can play a 

crucial economic role for measuring this efficiency. This 

paper uses monthly data to examine long run equilibrium 

relationship and the speed of short run dynamics adjustment 

between DSE all share price index and a set of 5 selected 

microeconomic variables. This study ends with identifying 

the Granger causal relationship between DSE all share price 

index and the selected micro-variables. These test result 

provides a three cointegrating vectors and also estimates of 

short run dynamic adjustment of 61.49 percent per month in 

the model. The test of Granger causality found unidirectional 

causality from MKTCAP to DSI and from DSI to MKTEPS 

at 5 percent significant level. On the other hand a bi-

directional causality is found between DSI and MTV with 10 

percent significance level. 
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Table: 2 Test of Stationarity 

Augmented Dickey Fuller Test Phillips-Parron Test 

I(0) I(1) I(0) I(1) 
Order of Integration 

Variables 

t-stat Prob. t-stat Prob. Adj. t stat Prob. Adj. t stat Prob. ADF PP 

DSI 1.45 1.00 -8.55 0.00 0.84 0.99 -8.70 0.00 I(1) I(1) 
MKTCAP  3.89 1.00 -5.26 0.00 3.89 1.00 -10.33 0.00 I(1) I(1) 
MKTDY  -2.44 0.35 -9.56 0.00 -2.67 0.24 -9.59 0.00 I(1) I(1) 
MKTEPS  -8.72 0.04 ---- ------ -8.82 0.00 ----- ----- I(0) I(0) 
MKTPE  -3.49 0.00 ---- ------ -2.90 0.16 -9.70 0.00 I(0) I(1) 
MTV  1.28 1.00 -11.8 0.00 -1.60 0.78 -16.77 0.00 I(1) I(1) 

Table:1 Summery of Descriptive Statistics 

Descriptive Statistics DSI MKTCAP MKTDY MKTEPS MKTPE MTV 

 Mean  1744.613  459993.1  4.433077  17.73372  14.37239  264.8512 
 Median  1294.812  213760.0  3.690000  15.54633  14.03000  93.18725 
 Maximum  5930.900  2589940.  9.100000  97.98081  30.58000  1793.431 
 Minimum  607.4300  52035.00  1.430000 -105.7673  5.650000  21.65657 
 Std. Dev.  1187.384  579915.2  2.286703  18.12290  6.648487  338.7864 
 Skewness  1.666892  2.051471  0.465853 -1.655701  0.475821  2.173960 
 Kurtosis  5.443811  6.727590  1.823117  23.25746  2.292032  8.012160 
 Observations  117  117  117  117  117  117 
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Table: 3 VAR Lag Order Selection Criteria 

Endogenous variables: DSI MKTCAP MKTDY MKTEPS MKTPE MTV  

Included observations: 109 

 Lag LogL LR FPE AIC SC HQ 

0 -3882.726 NA   3.92e+23  71.35276  71.50091  71.41284 

1 -3289.195  1110.829  1.42e+19  61.12284   62.15987*   61.54339* 

2 -3264.267  43.90877  1.74e+19  61.32600  63.25192  62.10703 

3 -3209.758  90.01555   1.26e+19*  60.98638  63.80119  62.12789 

4 -3172.711  57.10044  1.27e+19  60.96717  64.67086  62.46915 

5 -3138.478  48.99343  1.38e+19  60.99960  65.59217  62.86205 

6 -3097.510   54.12274*  1.35e+19  60.90844  66.38990  63.13137 

7 -3062.555  42.33074  1.53e+19  60.92762  67.29796  63.51102 

8 -3021.626  45.05951  1.61e+19   60.83718*  68.09641  63.78106 

 * indicates lag order selected by the criterion 

 LR: sequential modified LR test statistic (each test at 5% level) 

 FPE: Final prediction error 

 AIC: Akaike information criterion 

 SC: Schwarz information criterion 

 HQ: Hannan-Quinn information criterion 

Table : 4 Unrestricted Cointegration Rank Test (Trace)  

Hypothesized No. of CE(s)  Trace Statistic  Critical Value(0.05)  Prob.  

None   201.5379   117.7082   0.0000  

At most 1   130.1244   88.803 80   0.0000  

At most 2   82.06063   63.87610   0.0007  

At most 3   38.23355   42.91525   0.1360  

Table: 5 Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized No. of CE(s) Max-Eigen Statistic Critical Value (0.05) Prob. 

None   71.41353  44.49720  0.0000 

At most 1  48.06377  38.33101  0.0029 

At most 2  43.82708  32.11832  0.0012 

At most 3  16.34078  25.82321  0.5145 

Table: 6 Normalized Cointegrating Regression Coefficients 

1 Cointegrating Equation(s):  Log likelihood     -2975.057 

DSI MKTCAP MKTDY MKTEPS MKTPE MTV @TREND(01M02) 

 1.000000 -0.003425 -67.85596 -11.67018 -89.58720  0.816064  9.411849 

  (0.00034)  (30.1896)  (2.68587)  (11.9981)  (0.36920)  (1.77183) 

Table: 7 Test Output of VECM 

Error Correction: D(DSI) 

CointEq1  0.614928 

D(DSI(-1)) -0.376227 

D(DSI(-2)) -0.873895 

D(DSI(-3))  0.034899 

D(DSI(-4)) -0.238936 

D(DSI(-5)) -0.145375 

D(DSI(-6)) -0.048652 

D(DSI(-7)) -0.566827 

D(DSI(-8))  0.069386 

D(MKTCAP(-1))  0.002781 

D(MKTCAP(-2))  0.003240 

D(MKTCAP(-3))  0.001777 

D(MKTCAP(-4))  0.002880 

D(MKTCAP(-5))  0.002357 

D(MKTCAP(-6))  0.002991 

D(MKTCAP(-7))  0.003366 

D(MKTCAP(-8))  0.002094 

D(MKTDY(-1))  36.63194 

D(MKTDY(-2))  3.091314 

D(MKTDY(-3))  107.4176 

D(MKTDY(-4)) -15.04195 

D(MKTDY(-5))  50.45329 

D(MKTDY(-6))  29.53818 

D(MKTDY(-7))  19.42237 

D(MKTDY(-8))  29.61629 

D(MKTEPS(-1))  5.941796 

D(MKTEPS(-2))  4.023928 

D(MKTEPS(-3))  3.304179 

D(MKTEPS(-4))  4.041765 

D(MKTEPS(-5))  5.365942 

D(MKTEPS(-6))  2.244776 

D(MKTEPS(-7))  2.867830 

D(MKTEPS(-8))  1.989605 

D(MKTPE(-1))  39.64206 

D(MKTPE(-2))  28.82063 

D(MKTPE(-3))  7.041833 

D(MKTPE(-4)) -17.74925 

D(MKTPE(-5)) -17.14479 

D(MKTPE(-6)) -32.03897 

D(MKTPE(-7)) -55.40404 

Table – 8: Test of Granger Causality between DSE All Share Price Index  and Selected Micro-Variables 

Direction of Causality Observations F- Statistics Prob. 

MKTCAP ’!  DSI  3.19879 0.0030** 

DSI ~ MKTCAP 
109 

 0.95742 0.4742 

MKTDY ~ DSI  0.50370 0.8507 

DSI ~ MKTDY 
109 

 0.26244 0.9763 

MKTEPS ~ DSI  1.31870 0.2441 

DSI ’!  MKTEPS 
109 

 5.50577 1.E-05** 

MKTPE ~ DSI  0.83937 0.5705 

DSI ~ MKTPE 
109 

 0.96284 0.4699 

MTV ’!  DSI  7.22547 2.E-07** 

DSI ’!  MTV 
109 

 1.76933 0.0932* 
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Prospects of Radio Frequency Identification Technology in Supply 
Chain Management in Bangladesh

Prof. Dr. Md. Monzur Morshed *

Abstract: This paper investigates the potential of Radio Frequency Identification (RFID) technology in supply chain 

management (SCM) and suitability of using this in Bangladesh.  Supply chain management always faces various 

challenges. Now a day RFID is being used to control and management purposes in SCM. Many organizations are 

using RFID in place of barcode due its advantages of easy and efficient scanning facilities. The uses of RFID 

technology are increasing tremendously in the recent years. RFID tags are used in many applications such as in 

supply-chain management, automation of automobiles, animal tracking, highway toll collection etc. Large 

organizations use RFID technology for proper control and management of their supply chains. The objective of this 

paper is to introduce the potential of RFID technology to the readers so that it can be implemented in various sectors 

like garments industry, road transport and other large organizations in Bangladesh.

Keywords: RFID, supply chain, barcode. 

1.0 Introduction

Supply Chain Management (SCM) is the management and 

control of materials in different phases in the production and 

delivery of the materials. RFID technology has facilitated a 

new era in SCM which cannot be achieved using existing 

barcode technology. The main reason of adopting RFID 

technology in supply chain management is due to this 

characteristic. The main advantages of RFID system is that it 

can capture and manage more detailed information about items 

in warehouses or in production than barcode systems.  

Moreover, the RFID tag prices have been dropped 

significantly over the last few years. 

The paper is organized as follows: Section 2 gives the 

methodology used in this paper. Section 3 reviews literature 

review of the implementation of RFID technology in Supply 

Chain Management.   In Section 4 the RFID technology is 

discussed. Section 5 reviews Supply Chain Management and 

RFID tags.  In Section 6 the economic benefits of RFID tags 

in SCM systems are presented. In Section 7 the disadvantages 

of using RFID tags are discussed. In Section 8 the barrier to 

implement RFID tags in Bangladesh is discussed. In Section 9 

the prospects of RFID in Bangladesh are presented. 

Conclusion is given in Section 10.

2. Methodology

This paper is based on literature review. This is a desk 

research. For data and information collection, published 

sources have been used for the qualitative content analysis. 

Since RFID is an emerging technology, reliance for literature 

was based on books, journals, proceedings of conferences, 

online industry sources including RFID vendor web sites, 

standards organizations, whitepapers and press releases. 

Analyzing all the materials the information is categorized and 

sorted into like themes which formed the basis for the 

advantages and disadvantages of RFID in supply chain 

management. 

3.  Literature Review

RFID tags are used in many applications such as in supply-

chain management, automation of automobiles, animal 

tracking, highway toll collection etc (Garfinkel et al., 2005). 

Many large organizations like Wal-Mart, Procter and Gamble, 

and the United States Department of Defense are deploying 

RFID system for proper control and management of their 

supply chains (Jules, 2006). RFID technology is very suitable 

for object tracking and identification. 

Jules (2006) mentioned that the RFID technology will be 

successor of barcode due to two reasons:

1. Unique identification: A barcode only indicates the type of 

product on which it is attached, for example, "This is a one 

liter soya bean oil". On the other hand RFID can identify the 

product uniquely from millions of similar products, for 

example, "This is a one liter soya bean oil, with serial number 

8726354756". This unique identification helps to track the 

individual items.

2. Automation: During scanning any item, barcode requires 

line-of-sight contact with the barcode readers or scanners, and 

careful physical positioning of the scanned item. It requires 

human intervention. On the other hand, RFID technology does 

not require line-of-sight contact and precise positioning. In 

case of RFID technology the scanner can scan at a rate of 

hundreds per second.* Prof. Dr. Md. Monzur Morshed, Department of Accounting and Information Systems, 

University of Dhaka, Dhaka, mmmorshed@yahoo.com
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Procter and Gamble initiated the use of RFID technology to 

manage the supply chain. It has estimated that up to 16 percent 

of the items are out of stock in stores. A 10-20 percent 

reduction of that number could increase revenue by 1-3 

percent. With more than $ 40 billion annual revenue for the 

company, which means that they could save at least $ 400 

million by application RFID system (Sliwa, 2003). 

Teresko has estimated that the U.S. retail industries are losing 

about US$70 billion annually from their SCM practices 

(Teresko, 2003). Approximately 42% of this arises from 

product not being on the retail shelf for customers with the 

remainder derived through losses within the supply chain 

(Michael and McCathie, 2005).

Wal-Mart has given a big effort to deploy RFID as a tool for 

automated oversight of their supply chains (Jules, 2006). The 

cost of supply chain in Wal-Mart is approximate 10% of all 

costs. It expects a saving of 6-7% of supply chain costs 

through the adoption of RFID, which equates about US $ 1.4 

billion (Shim 2003).  

Unilever also implemented RFID technology to handle the 

physical loads. After implementation of RFID system, it is 

found that the number of pallets handled has increased and the 

information on the movements of the physical loads has 

become more reliable (Angeles, 2005).

United Biscuits implemented RFID technology in the 

production process. In a case study of United Biscuits, it is 

found that an improved efficiency in the production process 

such as information accuracy, better tracking of the products 

and a decline in incidences of errors are achieved (Angeles, 

2005).

San Francisco International Airport implemented RFID 

technology for luggage and materials tracking and control.  It 

has been able to reach read rates consistently above 99.5%in a 

production environment (Foster, 2004). 

4. RFID Technology

The main form of RFID tag is known as Electronic Product 

Code (EPC) tag which is standardized by an organization 

called EPCglobal Inc. (EPCglobal 2005). RFID is a 

technology to identify objects or people automatically. An 

RFID system consists of three components: tag, reader and 

back-end database (Want 2005). A typical RFID system is 

shown in Fig.1.

Fig.1   A typical RFID System

4.1 RFID Tag

An RFID tag is a small and extremely low-priced device 

consisting of a microchip with limited functionality and data 

storage and antenna for wireless communication with the 

readers. An RFID tag transmits data in the air in response to 

the interrogation by an RFID reader. RFID tags can be passive 

or active depending on the powering technique. In general 

passive tags are inexpensive. They have no on-board power; 

they get power from the signal of the interrogating reader. 

Another type of tag contains batteries called active tags, whose 

batteries power their transmission. Active tags can initiate 

communications and have read ranges of 100 meters or more. 

Active tags are expensive (Jules, 2006). 

4.2 RFID Readers

RFID readers are devices used to read or write data from or to 

RFID tags.  Readers can be designed to hand-held type or 

fixed type according to different applications.

4.3 Back-end database

The back-end database stores the information of the tags and 

other information about the items.

These low-cost passive RFID tags are expected to become 

pervasive device in commerce. Each RFID tag contains a 

unique identifier to serve as object identity so that this identity 

can be used as a link to relate information about the 

corresponding object. Due to this unique serial number in an 

RFID tag it is possible to track the tag uniquely. The RFID 

systems also capture and make available other information that 

pertains to a given item to authorized requestors. 

The benefit of an RFID tag is mainly the ability to 

automatically identify the exact location of goods and 

documents anywhere within an extended enterprise. This 

ability gives the following benefits (EPCglobal, 2005): 

Improve supply-chain control. The location of goods 

can be identified at every transfer point with 

approximately 100% accuracy. 

Ensures security and authentication. A RFID tag can be 

written with an identifier chosen by the enterprise. This 

unique identifier can be used to authenticate a part or a 

document. The RFID technology also supports 

encryption and other security models so that a tag 

cannot be easily duplicated or forged. 

Enhanced customer service. The RFID technology can 

improve customer service by allowing faster check-

outs, returns, and personalization of service. 

5. Supply Chain Management (SCM) and RFID tags

Supply Chain Management (SCM) is the management and the 

control of the materials and information in the process for 

various activities, for example, from acquisition of raw 

materials to delivery. SCM systems help businesses in various 

ways to manage relationship with the suppliers. The SCM 

systems use information systems to provide information to 

assist suppliers, purchasing firms, distributors, and logistics
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companies. SCM helps by sharing information about orders, 

production, inventory levels, and delivery of products and 

services to produce and deliver goods and service efficiently. 

The main objective is to obtain the products from their source 

to the destination with minimum amount of time and the 

lowest cost. If a company and the supply network do not have 

accurate information at the right time they will most likely be 

saddled with excessive inventories, inaccurate manufacturing 

plans, and missed production schedules (Laudon & Laudon, 

2006). Supply chain management systems automate the flow 

of information across organizational boundaries. RFID 

systems can assist to capture information of the products in the 

different steps of the SCM systems and can manage detailed 

information about items in warehouse or in production.

6. Economic Benefits of Using RFID Tags in SCM 

There are many economic benefits of using RFID tags in SCM 

systems (Lin et al., 2006). Some of the benefits are outlined as 

follows:

RFID can reduce the amount of out of stock in stores. 

RFID can enhance the performance of SCM. It can scan 

the whole basket or carton of items at a single scan 

without any error.

Another important advantage of RFID is that it can 

improve accuracy of the product handling in the SCM 

systems. In a case study of United Biscuits, it is found 

that an improved efficiency in the production process 

such as information accuracy.

Since the RFID tags does not require line-of-sight to 

read it offers greater visibility to all stakeholders in 

supply chain.

RFID is suitable to automate the supply chain to 

unprecedented levels and hence can reduce labour 

significantly throughout the process of SCM.

The reliability of RFID is very high. 

7.  Limitations of Using RFID Tags

Despite many potential benefits of RFID systems, there are 

many challenges to adopt it in the business in place of barcode 

systems. Some of the reasons are

The first issue of implementing the RFID technology is 

the initial investment and training required to use the 

new technology.  Many business organizations already 

invested heavily on barcode systems. Though barcode 

requires line-of-sight for product tracking but it is very 

cheap and very suitable to use in any type of product 

items. This is the possible reason why the business 

community is still reluctant to invest large amounts of 

capital in RFID (Michael  and McCathie, 2005). 

The size and cost of RFID tags are barriers to 

implement RFID technology in business. If the RFID 

tags and associated chips can be made smaller, more 

reliable, and in larger quantities, the cost should be 

much lower. Due to the size and cost full adoption of all 

items in the stores is still economically impracticable 

(Michael  and McCathie, 2005).

A major problem in RFID tag is that the information in 

it is not secure (Jules, 2006).

The concern of privacy and security has become a 

major problem to those who intend to adopt RFID in 

the retailing business. There are various types of 

privacy and security problems in RFID systems. The 

possible privacy and security threats are information 

leakage of a tag, traceability of the consumer, denial of 

service attack, and impersonation of a tag etc. The 

consumers are not willing to disclose the item 

information to unauthorized person (Garfinkel et al., 

2005). 

8.  RFID Technology in the context of Bangladesh

In SCM process it is very important to track and manage and 

control products and transport vehicles.  It is very difficult to 

track and manage products and transport vehicles in 

Bangladesh for safety and secure distributions of goods. The 

risk of loss, mismanagement and mishandlings are very vital 

issues for the supply chain managers. The uses of RFID may 

improve significant efficiency in SCM of various sectors in 

Bangladesh.

8.1 Prospects of RFID Technolgy in SCM in Bnagladesh

RFID is very suitable for automation of supply chain 

management. The possible areas where RFID will be suitable 

are summarized here: 

Bangladesh Road Transport Authority introduced retro-

reflective number plate with RFID tag on 20-10-2012 

for the automobiles. The aim of this plate is to bring 

discipline and to improve services in the sector (Toufiq, 

2012).

RFID may be used to track the supply chain in 

garments sectors and other industries.

RFID can reduce the time to process and control in 

supply chain.

It can also be used to promote operational efficiencies 

in shipping, receiving, and inventory management for 

products.

It can be used in the shopping mall to prevent theft of 

the costly items.

RFID could efficiently increase the visibility of the 

products for different suppliers of different countries.

RFID systems can be used to understand the level of 

the items in the shopping mall.   RFID can be used to 

monitor the items in the shopping mall to re-order the 

necessary items automatically. 

RFID could help the suppliers to monitor the inventory 

of customers, and then could automatically re-supply 

inventory of customers. This is how RFID could 

function for vender managed inventory (VMI) (Wang 

and Lin, 2006).
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8.2 Barrier to Implement RFID Technolgy in Bangladesh

There are some challenges in implementing RFID 

technology in Bangladesh. The possible challenges are: 

The initial investment cost is very high (Michael  and 

McCathie,  2005). Many organizations may not afford 

the initial investment to implement RFID technology 

for automation.

RFID tag cost is also high. The lowest cost of an 

RFID tag is 5 cents or 4 taka approximately (Jules, 

2006). It will not be suitable to use a tag for every 

small item in Bangladesh.

The size of the RFID tag is also another barrier to 

implement it in many items. The size of the RFID tag 

is big to implement it many small size items.

Another problem is that the RFID technology is new. 

Many organizations may be unwilling to adopt this 

technology due to the lack of proper knowledge of the 

management and employees about RFID technology. 

9. Conclusion

RFID is a new information technology in most businesses, 

and there are different opinions of using RFID from different 

suppliers around the world. As a result, we expect that RFID 

will continue playing a new role in supply chain of a 

business and creating new benefits for different suppliers of 

different countries at the same time, and greater products 

visibility can be readily achieved and thus generate more 

benefit for supplier.

The economy of Bangladesh is highly dependent on various 

export oriented industries like garments, textiles and 

spinning etc. The management and control of huge export 

items are very big concerns for exporters. In this case the use 

of RFID technology can help a lot to reduce production and 

supply chain management problems. RFID can also reduce 

time required in supply chain management and save cost.
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Activity Based Costing System in Financial Service Sector: 
A Strategic Approach for Better Decision

Abu Sayeed Nooruddin Ahmed ACMA*

Abstract: At its core, activity-based costing (ABC) is about cost management. This is reducing and controlling costs 

while still creating a quality product. ABC allows managers to identify how various cost objects are using resources 

differently and to highlight areas for continuous improvement. Most of the literature on ABC focuses mainly on its use 

in manufacturing settings because it has been so successful in that area. This article discusses the use of ABC in 

service environments.  

Keywords: Activity Based Costing, Financial Service Sector, Better Decision, Cost Management. 

1.0 Introduction

The concept of activity-based costing (ABC) was introduced 

in the US, initially in the manufacturing sector during 1970s 

and 1980s. Robert Cooper and Robert Kaplan brought the 

ABC concept to light and published the body of knowledge in 

the Harvard Business Review in 1988. Cooper and Kaplan 

defined ABC method as an approach to solve the problems of 

traditional cost management systems; that is, the conventional 

cost accounting systems are often unable to identify correctly 

the true costs of processes. Consequently, management and 

quality professionals are unable to make sound decisions or 

make decisions based on the misrepresented data. On the other 

hand, the ABC objectively assigns costs based on the cost-and-

effect relationships. And in 1987, Robert Kaplan and W. Burns 

published in their book Accounting and Management: Field 

Study Perspective, the ABC body of knowledge with the initial 

focus on manufacturing where technology and productivity 

improvement have reduced the direct costs and increased 

indirect and overhead expenses (Narong, 2009). Service firms 

are becoming more interested in costing accurately in order to 

make long- term strategic decisions as well as day-to-day 

operating decisions. Accurate costs are necessary to make 

product pricing, staffing, and resource allocation decisions. 

Service customers all require different amounts of resources. 

Accurate costs, along with the quantity and patterns of 

resource consumption, let managers know the proper price to 

charge for services. But ABC is hard to implement in service 

firms since employees often work on many projects in a day 

and for different amounts of time. 

What is Activity Based Costing?

An activity is an element of work to be performed to complete 

a project; it is a process or operation requiring time and 

associated resources. Activity-based costing is a total quality 

management tool for cost and performance measurement of 

activities, resources, and cost objects (i. e., products and 

services). ABC is also known as the" horizontal" or cross-

functional cost view and can provide fact-based insight into 

the spending and profitability of products, services, 

customers, districts, distribution lines, and etc. (Narong, 

2009).

Three guidelines support cost allocations in ABC.

1) Direct-cost tracing to product: The costs of flexible 

resources are traced to individual products that 

exclusively use them. The costs include direct material 

and direct labor costs. Some of the capacity-related costs 

are included that are exclusively used for one product.

2) Indirect-cost allocating to products: (a). Multipurpose 

resource costs -multipurpose resource costs occur when 

resources are consumed by multiple products. The costs 

are the overhead costs that need to be allocated to the 

products. Typically, these costs are collected in an 

accounting system on a yearly basis; (b). Cost centers-

only the three-step allocation process uses cost centers to 

allocate costs of a group of consumables or indirect 

resources necessary to operate cost centers. Cost centers 

include major production machines and human 

resources; (c). Activity costs (cost pools): The general 

principle is to use separate activity costs if the cost or 

productivity of resources is different and if the pattern of 

demand varies across resources. Each activity cost is 

homogenous and has a cause-and-effect relationship with 

the cost driver. A proliferation of multiple products 

requires more refined activity costs to reflect the 

complexity of production.

3) Activity cost drivers: Cost drivers should relate to way in 

which activity costs are consumed. For example, setup 

cost is assigned to a product.

* Abu Sayeed Nooruddin Ahmed, ACMA, Senior Lecturer, School of Business, Southeast University, 

Dhaka, Bangladesh, E-mail :asn_seu@yahoo.com
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Why to apply Activity Based Costing in financial 
service sector:

Service firms are becoming more interested in costing 

accurately in order to make long- term strategic decisions 

as well as day-to-day operating decisions. Accurate costs 

are necessary to make product pricing, staffing, and 

resource allocation decisions. Service customers all require 

different amounts of resources. Accurate costs, along with 

the quantity and patterns of resource consumption, let 

managers know the proper price to charge for services. But 

ABC is hard to implement in service firms since employees 

often work on many projects in a day and for different 

amounts of time. This makes it hard to trace the resources 

used by cost objects. Service companies have had problems 

coming up with decent cost accounting systems because 

they have been modeling them after systems found in 

manufacturing firms. The problems with this are that 

manufacturing firms place emphasis on valuing inventory, 

which service firms do not even have, and use standard 

costs calculated for direct materials and labor. Direct 

materials and direct labor costs are not major in service 

firms and it is hard to calculate standard costs in that 

setting. Nonetheless, service firms do need to know 

accurate costs for product profitability analysis.

Application of ABC in the financial service Sector:

The production system in service organizations is divided 

into a totally invisible part and a line of visibility. The 

invisible part consists of such items as systems support, 

management support and physical support. The visible part 

is more or less visible to the customer who usually 

participates in the production process. In the invisible or 

interactive part, interactions between the service firm's 

contact persons and customers take place. The augmented 

service offer includes the service process and the 

interaction between the organization and its customers. 

Because services are activities or processes in which 

consumption is partly inseparable from production, the 

service production is a dynamic phenomenon by definition. 

The service exists as long as the production process goes 

on. Hence, any model of services, such as the augmented 

service offering and the creation of such products, must 

include a dynamic aspect where the basic package facilities' 

services and goods and support products have to be planned 

according to the service concept. A service, both in the 

elements of the basic package and in the accessibility, 

interaction and customer participation aspects of service 

production and delivery, include the desired features, which 

in turn creates the benefits that customers seek. Therefore, 

facility-sustaining expenses are dealt with best if they can 

be treated as an expense of operating the facility for the 

period and not allocated to products (Hussain and 

Gunasekaran, 2001). ABC system have recognized that 

organizational resources are needed both for direct 

production of goods and services and for indirect or support 

activities. The goal of ABC is to measure and then price out 

all the resources used for activities that generate the 

production of goods and services for customers (Cook, 

Grove and Coburn,2000) .When analyzing production 

expenses in service organizations, the demand for support 

resources arises from product volume and mixes. In a lot of 

service firms including financial institutions such as banks, 

some expenses are driven naturally by products, e.g. 

checking accounts, savings, mortgages, etc. A great deal of 

the expenses for service functions are caused by differences 

in customers' preferences, even though they are using the 

same service. The analysis starts by examining the expense 

structure of each operating department and proceeds by 

determining the factors that create the demands for the 

functions performed by the department. The objective of 

analysis is, therefore, to discover the nature of the demand 

and quantify it. The basic goal of the analysis is to obtain 

the unit costs for processing transactions from products and 

customers (Hussain and Gunasekaran, 2001).

Financial institutions have recently been at the forefront of 

implementing ABC. Even though the use of ABC has 

evolved from original user, manufacturing companies, to 

services companies, the financial sector remains virgin 

territory. Here it is an even more elusive beast: the new 

frontier. While the use of ABC within financial institutions 

poses new and different challenges to ABC Practitioners, 

little knowledge or information of the experiences of 

implementing ABC in financial institutions has seeped into 

the public domain. 

Use of ABC in banking sector: The use of ABC to 

effectively allocate resources and to determine prices was 

the primary objective in the case of a bank. Before ABC, 

the bank had no clear way to cost services or determine 

how resources were being consumed by different activities. 

In addition, since some of the customers were related 

parties, the bank wished to show that the charges being 

made to them were effort-and-use-based, i.e., there was a 

direct correlation between the nature of service provided 

and the charge for this service. ABC analysis helped the 

bank to address both these issues-internal pricing and 

strategic pricing. As the regulation ended in the banking 

industry, costing became more important as banks 

competed with one another. Banking costs are not driven by 

the volume of customers, but rather the number of 

transactions processed. Traditional volume based costing is 

obviously inappropriate in this case. Banks are moving to 

the concept where the user pays for the cost of the services 

they use, so that all users do not share the bill evenly. To do 

so they must have an accurate reflection of the cost of 

services. Sharma (1992) described step-by-step how banks 

should implement ABC:
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Split the bank into profit centers. 

Prepare a list of products associated with each 

profit center and a list of product related and non-

product related activities. 

Divide non-product related activities into activities 

with unit-specific significance and activities with 

organization-wide significance. The former 

activities are spread across all products produced 

by the unit. The latter category should include as 

few things as possible.

Use of ABC in Insurance sector: A global insurance 

company decided to implement ABC for tax purposes-that 

is, to determine its allocation methodology for external 

transfer pricing purposes. With increasing scrutiny being 

the norm in many of the major fiscal jurisdictions, this 

business wanted to ensure that its charges to its overseas 

affiliates were accurate and defensible to tax authorities. 

ABC ensured that the services provided to all overseas 

affiliates were tracked through the ABC systems, resulting 

in charges directly related to the economic benefit received 

by the recipient. The end result was that the Group was able 

to lower its effective tax rate Insurance This industry is also 

making the move toward better management of costs due to 

increased competition. Here workers may spend a long 

time working on one task and the time on each task varies 

greatly depending on the case. 

Use of ABC in Investment Bank: The drivers for 

implementing ABC in the global futures business of a 

major investment bank were both strategic decision making 

and internal transfer pricing. The bank had a clear need to 

determine which products and markets were profitable, and 

how it should correspondingly shape its business strategy. 

In this example ABC led to a fairly significant change in its 

internal transfer pricing and a dramatic improvement in its 

own internal performance measures. This is because ABC 

showed that the futures business had undercharged other 

business units in the bank for the provision of its services 

thereby reducing its own bottom line figures. ABC allowed 

more accurate and efficient charges to be made (Rafig and 

Garg, 2002).

Conclusion 

ABC can be applied in service industries other than those 

described here. It has become increasingly important for 

companies whose markets are becoming more competitive. 

Since ABC is really about cost management, using it allows 

service companies to reduce and control their costs in order 

to make correct pricing and other decisions, and to increase 

their profitability. It is likely to continue to become more 

prevalent in the service industry in the future.
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Workshop on Exposure Draft: Bangladesh Cost 
Accounting Standards 
The Cost Accounting and Financial Reporting Standards Committee 

(CAFRSC) of the Institute has issued five exposure drafts for having 

comments from members and practitioners of Cost Accounting and 

Cost Audit. In order to have comments and feedback on the drafts a 

workshop was arranged on November 16, 2013 at ICMAB Bhaban, 

Dhaka. The workshop was graced by Mr. A.K.M. Delwer Hussain, 

FCMA, President of the Institute. In his introductory speech, Mr. M. 

Abul Kalam Mazumdar, Chairman of the CAFRS Committee and 

Past President has outlined about the importance of the standards 

for the profession. He also explained the methodology followed while 

drafting the standards. A total of ten standards have been drafted of 

which five have been issued as exposure draft. These are:  BCAS-1: 

Cost Concept and Classification; BCAS-2:Cost Estimation; BCAS-

3:Cost Allocation Bases; BCAS-4:Indirect Costs and BCAS-5: 

Indirect Costing Rates. The remaining drafts would be issued shortly 

after completion of editing. A good number of members voluntarily 

worked for drafting the standards. The members who have volunteered 

in drafting the standards are:

Mr. Mazumdar has expressed his gratitude to the members who have 

come forward for drafting  the standards. Mr. Nikhil Chandra Shil (A-

787), Assistant Professor, American International University has made 

final editing of the standards. Considerable number of members 

attended the workshop. Mr. Rafiq Ahmad FCMA, Past President, Mr. 

Md. Ruhul Amin, FCMA, Past President,  Mr. Mohammad Nizam 

Uddin FCMA, Director-Finance & OE, LM Ericsson Bangladesh Ltd. 

and Mr. Sandip Halder, FCMA Head of Finance & Accounts, 

Mundipharma (Bangladesh) Pvt. Ltd. were among those who have 

offered their valuable comments. 

Mr. Jamal Ahmed Chudhury, FCMA, Council Member and Vice-

Chairman of CAFRSC of the Institute facilitated the workshop and 

thanked the members for their overwhelming participation and offering 

comments.

ICMAB President attended the UNCTAD at Geneva, 
Switzerland
The President of the Institute Mr. A.K.M. Delwer Hussain, FCMA  

attended 30th anniversary session of Intergovernmental Working Group 

of experts on International Standards of Accounting and Reporting 

(ISAR) under United Nations Conference on Trade and Development 

(UNCTAD) held on 6-8 November, 2013 at Geneva, Switzerland. The 

Session mainly focused on two main agenda items: Firstly the key 

foundation for high quality corporate reporting in relation to UNCTAD-

ISAR's Accounting Development Tool (ADT), in particular, the 

challenges of human resource development; and secondly it reviewed 

good practices in sustainability reporting, regulatory and stock 

exchange initiatives. It would in fact opened up opportunity for 

significant exchange of experiences among participating Government 

representatives and distinguished experts form various regions.

ICMAB News

Sl  
No. 

Standards Members Volunteered 

01. BCAS-1: Cost Concept and Classification 
F-0490  Mr. Roomee Tareque Moudud 

A-1047 Mr. Md. Oliur Rahman Chowdhury 

02. BCAS-2: Cost Estimation A-0931  Mr. A.K.M. Ashraf Ali 

03. BCAS-3: Cost Allocation Bases 
F-0363  Mr. Md. Maminul Islam 

F-0463  Mr. Md. Zahangir Alam 

04. BCAS-4:  Indirect Costs 
F-0419  Mr. Md. Mizanoor Rahman 

A-1008 Mr. Md. Abdul Hannan  

05. BCAS-5: Indirect Costing Rates 
F-0419  Mr. Md. Mizanoor Rahman 

F-0642  Mr. Subhasish Adhikary 

06. BCAS-6: Support Department Costs 
F-0363  Mr. Md. Maminul Islam 

F-0463  Mr. Md. Zahangir Alam 

07. BCAS-7: Job Order Costing 
A-0913  Mr. Saiful Islam 

A-1027  Mr. Mahmudul Hasan 

08. BCAS-8: Process Costing 
F-0411  Mr. Jamal Ahmed Choudhury  

A-1073  Mr. Saifur Rahman 

09. BCAS-9: Joint Costs 
F-0430  Mr. Kamal Uddin Ahmed 

A-0972  Mr. Md. Rezaul Haque 

10. BCAS-10: Target Costing A-1111  Mr. Safiul Azam 
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ICMAB President attended the International Federation 
of accountants (IFAC) Council Meeting at Seoul, Korea
The Institute's President Mr. A.K.M. Delwer Hussain, FCMA 

attended The International Federation of Accountants (IFAC) 

Council Meeting held on November 12-14, 2013 at Seoul, Korea 

wherein IFAC President's report, IFAC management report, report 

from planning and finance Committee chaired placed for discussion 

and afterward adopted through voting.

The Korean Institute of Certified Public Accountants hosted  the 

IFAC Council Meeting which also included a seminar and a two 

days workshop program. Eminent Accounting professionals from 

all over the world participated in the above program.

President of the Institute Mr. A.K.M. Delwer Hussain, FCMA had a 

meeting with incoming President of IFAC Olivia Kirtley and out 

going President Warren Allen and Mr. Fayezul Choudhury CEO of 

IFAC regarding professional matters.

ICMAB and CIMA Executives Discussed on Mutual Interest
President of the Institute Mr. A.K.M. Delwer Hussain, FCMA had a 

meeting with Mr. Charles B Tilley, Chief Executive of the Chartered 

Institute of Management Accountants (CIMA), UK while he was in 

Seoul, Korea for attending IFAC council meeting on November 14, 

2013. They discussed regarding mutual interest and professional 

matters. The President highly applauded the CEO, CIMA for 

extending co-operation in the past and also expected him to stand by 

ICMAB in future for the purpose of developing this profession.

ICMAB delegates attended at the meetings of SAFA Board, 
Committee Meetings, and ICAI International Conference, 
Kolkata, India
A 3-member delegation of the Institute attended the meetings of 

SAFA Board, Committee Meetings and ICAI International 

Conference held on November 20-23, 2013 at Kolkata, India. 

Members of the delegation were Mr. Abdul Mannan, FCMA, SAFA 

President and Council Member of the Institute; Mr. Muzaffar 

Ahmed, FCMA, Council Member of the Institute, Chairman, SAFA 

Basel II Committee & Member Edu. CPD Committee; and Mr. Md. 

Abdul Aziz, FCMA, Past President and Council Member of the 

Institute and SAFA ITAG Committee. Eminent Accounting 

professionals from SAARC region participated in the above 

program.

We Mourn
Mr. Mainul Islam (A-1076), a associate 

member of the Institute died on December 15, 

2013 in the morning at his residence at 47, 

Central Road, Dhanmodi R.A., Dhaka due to 

sudden heart attack (Inna Lillahe........Rajeun). 

His Namaj-e-Zanaja held at ICMAB premises, 

Nilkhet, Dhaka after Johor prayer. He was 

about 34.

Mr. A.K.M. Delwer Hussain, FCMA, President of the Institute 

expressed his deep shock at the death of Mr. Mainul and offered 

condolence to his family. Past Presidents, Council Members, 

Officers and Staff of the Institute also prayed to the Almighty Allah 

for salvation of the departed soul and to grant him eternal peace.

DBC News

Workshop on "Excelling in MS Excel as Professional Skill"

The Dhaka Branch Council (DBC) of ICMAB organized a 

Workshop on "Excelling in MS Excel as Professional Skill" for 

CMAs on November 23, 2013 at ICMA Bhaban, Nilkhet, Dhaka. 

Mr. Md. Akhtaruzzaman FCMA, Chairman of DBC presided over 

the session. Mr. Mohammad Nizam Uddin FCMA, Secretary of the 

Dhaka Branch Council offered welcome address and introduced the 

Resource Person. Mr. Abdul Alim Munshi FCMA, Financial 

Controller at Bureau Veritas CPS (BD) Ltd. spoke on the session as 

the Resource Person. A good number of members and students 

were present and actively participated in the session. 

Inauguration of DBC English Language Club & Theater
The Dhaka Branch Council (DBC) of ICMAB organized 

"Inauguration of DBC English Language Club & Theater" for its 

members and spouses at the Member's corner, ICMA Bhaban, 

Dhaka. Past President of the Institute Mr. Rafiq Ahmad, FCMA

Branch Council NewsBranch Council News
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inaugurated the ceremony of the Club & Theater on November 29, 

2013. Mr. Md. Akhtaruzzaman FCMA, Chairman of DBC presided 

over the program. Mr. Mohammad Nizam Uddin FCMA, Secretary 

of the Dhaka Branch Council offered welcome address and 

introduced the Chief Guest. A large number of members along with 

their spouses were also present in the occasion.

Reception to the Newly Qualified CMAs
The Dhaka Branch Council (DBC) of the Institute organized a 

reception to the newly qualified Cost and Management Accountants 

qualified in (August, 2013 Exam) on December 07, 2013 at 

ICMAB Seminar Room. Mr. Md. Akhtaruzzaman FCMA, 

Chairman of DBC presided over the program while Mr. A.K.M. 

Delwer Hussain, FCMA President of the Institute was present as 

the Guest of Honour. In the CMA August 2013 Exam 12 CMAs 

where qualified and attended the program along with their family 

members. They also spoke of the hindrances in achieving the final 

success. They were awarded a memento and a small DBC souvenir 

as a token of recognition on behalf of DBC. DBC Vice-Chairman 

Mr. S.M. Zahir Uddin Haider, FCMA gave the welcome address & 

nicely conducted the program. ICMAB Secretary Mr. Arif Khan, 

FCMA Vice President Mr. Mohammad Salim, FCMA and DBC 

Treasurer Mr. Md. Mushfiqur Rahman FCMA also spoke on the 

occasion

DBC Fellowship Night-2013

The Dhaka Branch Council of The Institute of Cost and 

Management Accountants of Bangladesh (ICMAB) organized 

"DBC Fellowship Night-2013" for the ICMAB Members at the 

Bangabandhu International Conference Centre, Sher-e-

Banglanagar, Dhaka on December 13, 2013. 

Dr. Shoaib Ahmed, Former Advisor, Finance, Planning, Commerce 

and PT & T, Caretaker Government of Bangladesh was present as 

Chief Guest. Mr. Md. Akhtaruzzaman, FCMA, Chairman of Dhaka 

Branch Council presided over the program. Mr. Hasnain Thoufiq 

Ahmed, FCMA Chairman of Dhaka Branch Seminar & Conference 

Committee gave the well come address. Md. Akhtaruzzaman in his 

speech emphasized on role of CMA in the context of present global 

economy and competitive business environment.

The Chief Guest Dr. Shoaib Ahmed in his speech appraised the role 

of Cost and Management Accountants for the economic 

development of the country. He advised the members to peruse the 

CMA education with dedication and sincerity. 

Among others Institute's President Mr. A.K.M. Delwer Hussain, 

FCMA, DBC Secretary Mr. Mohammad Nizam Uddin, FCMA also 

spoke in the program. DBC Vice Chairman Mr. S.M. Zahir Uddin 

Haider, FCMA offered vote of thanks. 

A large number of members of the Institute, high officials of the 

Government, semi-Government, Corporations, Multinationals and 

local companies, leading business personalities and social elites 

were present in the program.
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Annual Seminar-2013: "Industrial Compliance for Global 
Competitiveness"
The Institute of Cost and Management Accountants of Bangladesh 

(ICMAB), Chittagong Branch Council has organized a day-long 

Seminar on "Industrial Compliance for Global Competitiveness" on 

Friday, November 29, 2013 at Hotel Agrabad, Chittagong. 

Mr. Suhel A. Choudhury, Former Secretary, Ministry of Commerce 

inaugurated the seminar as a Chief Guest. Dr. Md. Mozibur 

Rahman, CEO, Bangladesh Foreign Trade Institute (BFTI) & Mr. 

A.K.M. Delwer Hussain, President, ICMAB was present as Special 

Guest. Mr. Md. Saifur Rahman Mozumder, FCA, FCMA Executive 

Director of Meenhar Group presented theme paper on the topic 

covering significant aspects of the technical papers. Mr. Ahmad 

Dawood, FCA, FCMA Chairman of CBC of ICMAB welcomed the 

guests to the seminar and highlighted the importance of the subject 

matter, particularly in the present competitive business world. Mr. 

Imtiaz Alam, ACA, FCMA Chairman of Seminar & Conference 

Committee of Chittagomg Branch also invited the participants and 

highlighted on the seminar topic and technical papers. A good 

number of fellow and associate members of the institute, 

entrepreneurs, senior executives of banks and financial institutes, 

Government & Semi-Government officials were also present in the 

occasion.

Mr. Suhel A. Choudhury urged the regulatory authority to oversee 

the social compliance, safety, human rights etc. as provided in the 

Labor Laws. He also said, the RMG export is the main source of 

foreign exchange earnings of the country and it is likely to grow 

further in future if the industry proper complies with the standards. 

Dr. Md. Mozibur Rahman said, Bangladesh is being closely 

monitored by the EU and US apparels buyers because of 

devastating accident in RMG sector in the recent time. He also 

remarked that Bangladesh faces significant non-tariff barriers 

(NTB), mainly in its trade with India, SAARC and ASEAN 

countries and as a result full export potential could not be utilized.

Labor Compliance: A comparison with International Practice". Dr. 

Md. Mozibur Rahman, CEO, After the inaugural session two 

technical papers were presented in the seminar. Mr. Ahmad 

Sheparuddin, Executive Director of PHP Group presented first 

Technical Paper on "Bangladesh Foreign Trade Institute chaired the 

session. Dr. Mohammad Abu Yusuf, Senior Fellow of Bangladesh 

Foreign Trade Institute presented second technical paper  on 

"Environment  Compliance & Non Tariff Trade Barriers (Impact on 

Bangladesh Economy)" and the session was chaired by Mr. 

Mohammed Mohiuddin, FCMA, Managing Director, Island 

Securities and Past President of ICMAB.

Mr. Nurul Huda Siddiquee, FCMA, Secretary of CBC offered vote 

of thanks in which he thanked the guests, resource persons, 

participants and all others associated with the seminar, specially the 

Seminar and Conference Committee.

Member's AchievementMember's Achievement
Dr. Mohammed Mostafa Kamal has been appointed as 
Professor (Accounting) of Chittagong University of 
Engineering and Technology (CUET)
Dr. Mohammed Mostafa Kamal FCMA a 

fellow member of ICMAB, has been 

appointed as Professor (Accounting) of 

CUET. Before that he was the Associate 

professor in the same university. He was also 

Treasurer, Secretary, Vice chairman and 

Chairman (2012) of CBC Chittagong. He is 

the Adjunct Faculty of various private 

universities  and  ICMAB  Chittagong. At least 15 nos of his  

research  publications Published in Cost and Management journal 

of ICMAB.   
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