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CHAPTER VI

ANALYSIS OF DATA : TECHNIQUES AND SEGMENTS t II

In the previous Chapter (f.e« Chapter V) the relationship is
examined between the factors which need to be looked into while
taking lending decision, with reference to segment, factors and
banke An attempt is also made to examine how the application of
management accounting technliques differ with reference to segment,
‘specialization of that branch to particular segment, total advances

of the branch or volume of business.

As discussed in Chapter III the detalled questions follow
with reference to each technique i.e. Q. 7A to Q. 7F.

In the present Chapter: 1t is proposed to examine the depth
of application of technique. Here each question of each technique
i1s analysed. In addition to this as stated in Chapter III, the
cases which are put in the qnestionﬁéire will be discussed here
altongwith each technigque. Over and above examining the peréentage
of correct answer to cases developed in the questionnaire, a
further study is also made to examine the extent of relationship
between the affirmative answer to the utility/application of the
aspect (within technique) and the case (where in this aspect need

be seen)e.

The techniques under study are : business plan, break even .

analysis, method of costing. funds flow, cash flow, budget and
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analysls of financial statements or ratio(analysis. As stated in
Chapter II budget is not included in detailed questions, for the

reasons stated there.

Moreover:, an attempt is made to estimate the relationship
between the problem cradit and the application of various manage~
ment accounting techniqnes. both in total and with reference to

particular segments on the basxs of available data.

The present Chapter is divided in two sections. The Section-I
deals with response of various respondents to the questions in
detall dealing with management accounting techniques and Section-II

deals with the aspect of monitoringp—follow up and problem credit.

SECTION I

MANAGEMENT ACCGUNTING TECHNIQUES

This section examines the depth of application of various

management accounting techn:iq ues.
As BUSINESS PLAN ¢

. Amongst the various techniques under study -this is the
technique where the number of resgondents are highest. This is
becamee the projections have become ‘so common in the banking world
that in case any borrower comes, the lending officer will be
tempted to aske what is your plan ? What you intendlto do ? or

"Jhy are you going into thic»projectfbnciness ? and this gives
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very important clues to the lending officers. This ‘may be ‘the
reason for highest respondents for the technigue of business

plan. -

In order to examine the various aspects of the apélieation
of business plan while tsking lending decisions, seven sub

«iquastions have been put to the respondent.
i. Importance of business plan for new business $

The importanee given to business plan particularly in case ~
of new business is dealt wiih by Q.7a1). Iﬂvia observed that
.OSA of the respondents gave affirmative answer to this implying
thereby the significance of the technique.

The views of persons dealing with blg proposals at regional
offices of large size public sector banks also support this view.

ii. Judging correctness -of the plan 3

The emphasis given to jud§e~co:rectness of plan is dealt’
with by Q.7a(i1). This is required to be examined considering the
fact that it is quite possible that the proposed borrower may
give "yrosy pictures" as commented by majority of the branch managers
and ﬁhey remarked ‘that the plans and figures are aadjusted in such
a way that sometimes it becomes very difficult for them to plug
the 1oopholes in the plan. Still, an attempt is generally made to

verify critically wheﬁher the plans are developed correctly or not.

In response to this question it is observed that 98.03% of the

respondents replied that the care is taken to 3ddge whether plans



are developed correctly or not. In the interviews with the
appraising officers at region officefs of large public sector
banks théy have opined that this care is taken.

An extension of Q.7a(ii) is Q.7a(iii), which states the
factors to be ﬁaken into consideration to judge whether plans
are devélbpedkcorrectly or not. While énalysing these factors
it is observeé that 100% of the tespondenté'stated that "demand
of the product" need be seen or considered while téking lending
ﬁeciéioq for proposed bérroﬁer. The next factor which is given
importance is ”a&aiiihility of raw materisl®. As explained in
Chapter II::r this f_actér is véry critical for the success of the
oréanisation and this has been réalised by the bankers. 95.15% of ‘
thelrespondents said that this:factor need be considered to judge
the correctness of the plan. The next importance is given to the.
factor "cost of production.® This corréctness ofvfactcr is very
important to ensure the correctness of profitability projected.
It is observed that 92.23% of the respondents stated that this
" factor need be considered tc judge the correctness of the business
‘plan. The next importance is given to the factor "units of that
industry in that area."” This facto; is very important from the
point of view of competition. And recognising the importance of
this, 86.41% of the respondents stated that this factor need be

<@

considered to judge the correctness of the plan.

The next factor is "accessibility of raw material". This
refers to easy avallibility of raw material in the nearby area.

This has a direct impact on tﬁé'traﬁéportétion‘éost’aﬁd lend time
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and thereby on the carrying cost. Here also ?5.]3% of the ;gspon-
dents stated that this factor need be taken into account while
taking lending decision. amongst the given factors the least
importance is attached.to the factor ®"spread of that industry all
over Indla". Obviously this factor geed not be given as'high an
importance as that of,féctors like demand of the'product‘or
-avallibility of raw material. As diséﬁ93ed in Chapter III, this
factor becomes important in case of industry for‘consﬁmer durables.
And here it is observed that 45.63% of the respondents stated that
this factor should be taken into consideration while taking

-, lending decision.

In brief it may be said that while judglng correctness of
plan submitted by borrowers the demand for the product plays the
significant role, which is followsd by availibility of raw material.
and further followed by cost of production. The least important
factor  amongst the factors under consideration is spread o: that

industry all over Indid.

When interviewed for this particular question the appraising
officexs at region offlces of large public sector banks stated
that all these six factors need be looked into, however., the

highéét weightage is to be aééiéned to the demand Of the proguct.
iii. Quantified business plan 3
The quantified business plan is very important to judge

correctness of the plan and this was inquired into by Q-7A(iv).

The‘quant;fication of the business plan represents the 'budget' as
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such. The business plan which is just the statements of ambitions
can't be taken as base for lending decision. At the time of -
discussion with bank~of£iéets. the concept of quantified . business
plan wasirequiied to be explained at many places. Analysing the
total responses, we have come to know that about 75.73% of the
respondents sald that thls quantification aspect need be qonsiu

.dered while taking lending decision.

Here also the appraising officers at regional officesof

large public sector banks have gilven affirmation.
ive Periodicity of busipess plan 3

How far in Ffubture the lending cfficer wants to have a look is
equally inportant and this is inguired~into by Q.7A(v). Here, the
information 1s collected rsgarding the period for which business

plan is demanded.

The responses are very much varied_hege. The options given to
respondents were, 1 year, 2 years, 3 vears and more than 3 years
period for which business plan are demanded. It.is observed that
soma of the respondents have given two responses depending on the
type of loans or Bacility to be provided to the proposed borrower.
Hence;‘for the purpose of calcuiationjof percéhtage rep}esenting
the gumber of years for which bhsiness pians are to be soughﬁ for,

higher number of years are considered.

Accordingly, about 4% of the respondents complied that the
business plan are being sought for cne year, about 9% oOf the

respondents stated that business plan are being sought for two
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yearss about 56% of the respondents stated that the business plan
are being sought for three years and about 31% of the respondents
stated that the business plan’ are being sought for more than three
years. The :eépondengs stating that business plan need be looked
into—fo; more than three years also‘stated<ﬁhat<thé<business plan
are beigg demanded for the perio@ of repayment of term‘loah. About
49% of the responéents‘gtated thaé the business plan are being
sought forione year in case of woiking capital an& small loans,
whereas, it is required for three years dr moié when the facility
to$be provided to the proposed borrower is that of teﬁm loan.: One
percent of the respondent stated that for renewal of working
capital limit business plan is requireé for two years. whereas for
cther facllity or for fresh working capital advance, the business
plan is required for a period of three years, om more: About 5.88%
og the resﬁondedés stated that Qhergas for the purposze of lending
decision for term 10&5 the business plan is required for more than
three years., for the @u:posé of lénding decision for working

capital, business plan is required for three years.

' Sector banks Stated that business plan are being sought for a

period of more than three years.

vs Importance given to current economic situation and future

econonlc - trends %

The emphasis given to current economic situation is e xamined

by Qa7a(vi). The reason for putting this question is =zlready
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discussed in Chapter III. It is observed that 87%‘of‘£hé iéspbndént
stated that this fact@rs need be éonsiderédsiNo response was
received for 2.94% of the‘tdtalfreSPOAdentw Here also the response
of ‘'officers .at regional offices of large size public sector banks

was found to be affirmative.

The emphasis given to future economic trends is éxéminéd by
Ge7a{vii). Here it is emphasised that not only the cur#ent
acoaomic¢ sltuations are to be glven importance:; but future economic
trends éléo need to be considered. On analysis it is observed
that about 62% of the total respondents have not complied. Out of
those who complied 77;5% of the respondents are of the‘opinion

that future economic-trends need be considered.

From all above respon.";j—'es %o the ‘rﬁain importénit tool viz; .
business plan. of management accounting deaiing“p;th %he decision
asPeét of management, it can be sald that., sc far as the bankers
are concerned there exists a.good amount of a%areness sbout the
utllity ah&'appiicatien of this toollto the important portfolio

cf advances in the banking sectors.
£+ BREAK~EVEN-ANALYSIS ¢

goming to the discussion cﬁ,second management accounting
techniques, viz: the break-even-~analysis., the application of this
technique in lending decision and the depth of application of
this technigue is exaﬁined; To examine the extent of applicatipn
of this technique, hypothesised cases‘are also dgvel@péd and an

attempt 1s made €0 bring it to near real situation and by each case,
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an attempt 1s made to examine one specific aspect of breék—even-
analysis. Case i and case 2 eventhough looking alike, there is

a difference in particular aspect. Herea whereas case 1 emphasises
only di ference in contribution: case 2 emphasises both diffenence
in contribution per unit as well as the time &ifference and
quant;ty diffe;ence in achieving break-<even level. case 3 exﬁmines
the percentage of installed capacity at which bresk~even point
ié‘reaéheéc-case 4 examines the impllcation of mérgin af safety.
case 5 and case 6 examine the same aspect cof probahility. These
two cases were developed to simplify the matter, and case 7 13

put to examine the aspeut of senai:ivity anqusis.
1. Applicaticn of ;echnique to various types¢of organisation s

This aspect is examined by Q.78(1) to Qe 78 (iv) analysis

Qe«78(1) examines the apbliqatioﬁ of breaskeeven-analysis to
established custemer having on geing organisations To such
organisations the application of bresk even analysis is very low
because the beeak even polnt is to be found at the inception of
the organisation, to f£ind from which year the organisation will

start earning profit.'

The analysis of response shows that only 45.83% of tha
regpondents opined that this technlqua need not be used, when
the organisauaon 1s the astabllshed and an going ones whexreas
54.17% of the respondents scated that thiz technigue aeed be
used even when the customer was established one and the organi-

sation was on going onee. This incorrect reply may be on account
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of the reason memtioned by many respondents that “"eventhough the
oréanisatidnlis cngoing but when 1t‘ﬁas reached break even levg;
is very importaﬁt-‘whekeforea this should be looked igta; put
they didn't came out with an argument that it is looked into at
the inception. A

The app;ication of bresk even analysis to still three diffe-
rent types of borrowers is examined by Q2.7B(ii), Q.78(1i1) and
Q+78(iv). These borrowers are {a) known borrowers proposing to )
start a neé organisation (b) new borrower havingvestébiished
erganiséticn and (c) new borrower proposing tc start a new
efgénisation. So far as these three types Of customers or
berrowe;s or organisations are concerneds the breék~éven«anaiysis

should be applied.

So far as known berrower 1s concerned it is of-use &8.
verify whether the break—eyen point was rsached at a projected
level or not. In the case of new borrower the level of attainment

of break-even level is very impsrtant for lending banker.

On analysis'of responses it is observed that 7.62% 10.48%
and 6:67% of responding sample have not responded for Q.7B(ii).
(111) and (iv) respectively. Majority of the respondents gave a
true feply i.e. this téchnique nead be used. For Q.7B(ii) 94.85%
of the respondents stated that this éeéhnique need be used. For
Qe7B(iii) and Q.7B{iv), 84.04% and 95.92% respectively, of the

responding sample stated that this technique should be applieds
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On interviewing the appraising officers at regional officeé,
of large publlc sector banks, answersto all 4 questions mentioned
above are found to 5e consistent with expectations i.e. for
Q.7B(1) the answer is 'No' and for Q«7B(ii), (iii) and (iv) the

answer is 'Yes'.,
ii. various factors with reference to break-even~analysis 3

Certain factors need to be looked into while applylng the
break-evén-analysis, and this is examined by Q.7B(v). Three
factors which are considered to be key factors for analysis of

break even point are pointed out here. These factors are

(a) percentége of total capacity at which break even point ls
reached (b) number of years that organi;ation will take to
reach break-even level and (c) proportion of fixed cost and

variable cost.

The importance of ihese factors is already discussed in
Chapter on qﬁestionnaire and hence the éame is not'repeated here;
From tﬁe»analysis of responses it follows thats the perc;ntage
of non-response was higher than the percentage of non-response
for the previous four questions. Accordingly, for the first '
factor the‘percentaga of noh-response‘is 19.05%, for the secord
factor the percentage 6f non-response is 17.14% and for the third
factor, the percentage of non-response 1s 21.9%. Out of those who
hé&e responded majoiity of them respohded that these factors
needs be locked intoe. Accordingly 91.76% of respondents stated’

that the first factor viz. percentage of total capaclty at which



break even point is reached, be looked intos 91.95% of the
respondents sgated that the second factor viz. number of years
that orgaﬁisatipn will take to reach break-even level he looked
into and’ 91.46% of‘the respondents stated that the third factor

viz. proportion.of fixed cost and varlable cost be looked intoe

Further an attempt is made to examine - (a) the number of
Arespondents who stated that aﬁ three factors need be looked into
.(b) number of respondents who stated that only two factors out
three be locked into and {(c) number of r33ponéents who stated

. that only one factor be loocked into.

- While taking ‘this into consideration, it is focused that
56.25% of -the respondents stated that all three factors be dooked

.. intoe 30420% of the respondents stated that only two. factors out

of ‘thzee be looked into. Here, out of 30.20% of the. the respordent .
13.54% stated that it is the first and second factor which should
be looked into (i.e. percentage of total capacity at which break-
even point ls reached and the number of years that organisation
will take to reach break even point). whereas 8.33% of the
;equnéents stated that it is first and third facto;ﬂ%hat need

be looked iéta {(viz. percentage“of total cqp;ciﬁy at which breake
even point isvreacheé and pr;portion of fixed cgst and variabie
cost) and the same percentage 1.e¢ 8.33% of‘the respondents stated
that second a2 third factors should bé locked intos Only 13.55%
of the respondents stated that only one factor out of three be

lodked into : Herea out of 13 55%s 3,13% stated that first factor
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be looked inﬁo: 5:21% stated that second factor.be looked into
and the same percentage stated .that third factor be looked intos

The appraising officers at region offices of large size
public sectdr banks also stated that aii three factors be loocked

intoe

The above response reveals that there exists a good amount
of awareness amongst the ignding officers about the factors
' ‘which should be tsken into consideration while applyihg breaske-

even~analysis.
Response to hypothetical cases @

Before we discuss views Of respondents to various cases,
itiis neceésary to explain various assumptions which are made
while de;eloping these 'cases. Here while developiné the assume~
Suppert Was clerived Lrovn  assumphions
ptaonSAbuzlthup by A -~ Rashad - Abdel = Khalik in his article
'The Effect of Aggregating Accounting Reports on the Quality of

the Lending Decision - An Empirical Investigation.®t

The assumptions which are made ?or hypothetical cases are

as follows s

"as Y“Your bank has.very scarce resources and you are supposed to

sanction advance to only one of the following pzoﬁoséa borrowers®.

Tnis-aséumptioﬁ is put on the consideration that in the cases
develépea in the present sfudyz the two proposed borrower's data
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1+ A - Rashad ~ Abdel = Khalik t.'the Effect of Aggregating
Accounting Reports on the Quality of Lending Decesion - an
Empirical Investigation®, Empirical Research in Accounting
Selected Studies, 1973, p. 137
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are very nearer to each other and it is quite possible that tte
respondent may déc’::l.de to sanction or not o sanction loan to
~ both of them. And this has happened daring the .course of discu-
ssion with the branch managersl. However the intention is to
examine which aspect of propcsed borrowgr is being givén inmpore

tance, when, there is another similaf applicant borrower.

(b) *“No other factor/poliecy/ appl:lcabié laws compel the bank t©

sanction advance to any proposed borrower®.

" This assumption is put keeping in view the targets to be
gompleéed £or priority advance DRI étc;. i.e. had this assumption
not been put it leaves the ground open for the respondent to: give
conditional reply glving grounds for higher interest rate avall ablg:
or completian of target. Heng:e to put the two prioposed borrowgrs '
at par and to examine‘the issug on whigh light is being thrown,

this assumption is put.

{¢) The third assumption is ¢ "These are the only two loan
applications pending in the branch*s file."

Looking to the processing time involved and taken at a branch
level, this seems to be a very ideal situation. However, to avoid
the argument "if better proposal than their case studies are on»
‘hand at brancﬁ' they will 5e entertained and not this", this
assumption is put forward to get an answer for one borrower out of
the given twos ’ ‘
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de "Rate of interest recoverable from both these proposed
borrowers is equal.” This i3 the fourth assumption. The reason
for putting this assumption should be very clear. As there exists ‘

interest rate variation, naturakly the aim of any business is to

magimise profits, 0TI Tl Ll Lw wETrODUN e xomuTIERSm

TTEIT, the bankers will be terpted to entertaln the proposals
' to which they can chatlge higher interest.To avoid (.7 - 1l
this. .situation this assumption is incorporated.

Se "Both the units belong to same industry.® This Xagsumption'
is very important because the boom and, recession are different
for diffeeant industries, apart from the averall economic trend.
, Hencé. if this end 1s kept open. the respondents may come out
with an argument that proposal has to be viewed in the\‘light 3
industrial atmosphere. To avcid this argument, above assumption

is put forwarde
£e "Both have requested for term loan of an equal amount”.

The loan proposal is appraised on the basis of the facility,
which is sought for and the amount for which request is made by
the proposed borrowere. To avoid this differentiation th,}s
assumption is put forward.

Discussion of Case ¢ 1 ¢

In order to economise space the hypothetical cases developed
for the present study are not reproduced here. All cases are

discussed in detail in questionnaire (appendix Noe I).
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- Viewing the case critically it is seen that both proposals

are similar in many aspects 3

A. The installed capa¢ity of both the borrowers is egual.

be .Sales price charged by both the borrowers is equale

c¢. _The break-even péint,is also reached by both the borrovers
at the same ;e#el. '

de The sales pattern is also same over a period of ﬁime for

bhoth the borrowers.

The only difference which can be seéen between these two
borrowers is that the fixe§/cdst bu;dgn is different for both and

_the variable cost per unit is different for both of them: - .

The question is to whom the loan will be sanctioned bp tte

-respondents

The aim here is t0 examine the extent t0 which the respone
dents have digested the impacht of factor "Proportion of f£ixed

. cost and varlable cost®.

v

‘The correct answer for this is the sanctioning of loan to
the -proposed borrowers 'A' because once the break even point is
reaéhedo’préfit (contribution) per wnit is higher for the proposed

borrower A as compared to the proposed borrower B.

Analysing the results of Case 1, it is obsgrved +hat 59.78%

of the respondents stated that the advance should be sanctioned to
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the proposed borrower A and 40e22% Of the respondents stated
that the advance should be sénctionea to the pr0pdsed‘borrOWe£ Be
i.e. majority of the respondents analysed correctly to whom the

loan should be sanctioned.

In the second part an attempt is made to e stablish the
rélatidpship between éhe ¢orrect response to the thiid factor of
'Q%7B(§) vizs proportion of f£fixed cost and variable cost" and the
ceréact response to the case. For this purpose the phie-coeffi-

cient has been worked out, between the twoe

The formula to be applied is éame as discussed in Chapter V.
This phiecoefficient is found to be 0.2401922. When examined for
its significance at 5% level of significance, the value of X~ is
found to be 4.326915 which is found to be significant. This imi-
cates that tbose who gtate that factor proportion of fixed cost

and variable cost" be lodked into "also gave true reply.

The views of appraising officers at regiqnal offices of
large size public~sector banks are found to be‘in‘favbur of
borrower B, stating the reason that'borrower *B*. has lower fixed
cost and investaient immediately required in such a case will be
loware One of the appraising officer at large size public sector
bank stated that if demand loan is to bg givéno it will be glven
to A and if working capital advance 1s to be given it will be

<

given fo borrowexr Bs
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_Discussion of Case - 2 3

This is almost the same as that of the Casé 1. The only
dé.f’?ferences are for'wtha proposed borlrower B, for whom the
variable cost is reduced ioy Re.1 and made Bs.24/= per uhit -£rom

- . £rom Rs- 1,50 000
Rse25/= per unit and the £ixed cost is changed to Rs.158400/-o4 as
in case 1. On account of these two chénges break-even point for
borrower B is reduced and it has come down to 9900 units from
10,000 unitss Now, 1f a comparision is made of the break-even
point for proposed borrower A and B, the breskeeven point of -,
the borrower- A is higher as compared to the borrower B i.e.
the borrower A takes more time to” reach breask-~even point as
compared to the borrower Be. Hence the borrower !B* should be
preferx:-ed. However, the further analysis shows that once the
break~even level is reached -the contribution per unit is higher
for the préposed borrower *A', hence in the subjective opinion of
the respondent the correct answer should be to sanction advance to
the proposed borrower "A'e. On analysing the response for case 2
it has been observed that for norms 51.76% stated that proposed
borrower 'a' should be given the loan and 48.24% stated that the

“proposed borrower B should be given the advance.

When answer asS per the subjective view is scrutinized, it is
observed that 57.32% responded 'fpr the prohcsed borz.";:wer A and
42 .68% reéponded that advances should be sanctioned to the proposed
borrower 'B"« As explained in the previous para so far as the

subjective view is concerned, the correct reply is the sanctioning
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of advances to proposed borrower 'A'. Thus from the percenta
of respondents for 'A', it follows that nearly 60% of the

respondents stated corredét answers

' Co . the .
Here when one compares the proposed borrower 'A' and,proposed

borrower 'B' one sees that, unlike case 1 heze not only the
proportion of fixed cost and variable cost is different but the
éercentage of installed capacity at which break-even point is
reached analthe number Of years that organisation will take to

reach break-even point are also differente

For establishing the relationship between the faétorQ*
presented by Q.78(v) and énswerS'to»case 2 by‘phi;cbefficient
one should have *Yes' or 'No' for the main gquestion vize. 7B(v).
In Q.78(v) there are three factors. Hence, for considering answer
*yes' we have to take respondénts whs have said *yest for all
three factorse Now those whoihave salid *yesa' for one or two
Hdctors but *No' for two or ome factor cannot be put in category
*N", and hence it was very difficult to establish relationship of
(yes ves), (yesi No), (No, yes) and (No, No) between reply to
Q.78{v) and casse 2. Hence this relationship could not be established.

when the response of appraising officers of large public
segtor banks ére examineé t0 case 2, the answer as per norms and
‘as per the subjective decision is towards the borrowgr As The
reason given was there are nb mandatory norms that the borrower
reaching to break-aven point at early stage be given loan and

hence looking to over all profitability the loan decision should be
takens
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Discussion of Case 3 13

This case is sbebiﬁidally developed to study the 1m§ortance
alven to the factor, the percentage of installed cepacity at J
thich the break even point is reached. Fer‘gxample; 1f bresk
even point is reached at 70% of the installed capacity, it implies
that the profit is earﬁed only during working in excess of 70%
and generally the 100% of the installed cagpacity levei is not
reached. The maximun: achievement generally ranges between 90%

to 95% of the installed capacity.

Hence, here in case 3. foﬁr &iffgrent situations are developed
and each situation has two borrowems an attempt is made to examine
the correctness of rssponses. Here tnu determinatiou of. true.
answer is made on the principle csteris paxibus the 1ower the .
percentage of installed capacity at which break even point is

reached the better."

It may be noted that in no situation out of four., the break
aven point is reached . . later than 55.55% of the installed
eapacitys In.the £irst sifuationé the hbrrbwei A reacﬁes the
break even point of 50% and the borrower Blreaches it at 55.55%
Obviously a banker should prefer the bb;rawer A« So far as situa-
tion ¢ and 3 are doncerngd eventhough the percentage of installed
capacity at which the break‘even point is reached are different ‘
the bcrrower B attains the break even point at lowey percentage oOf
installed capacity as compared to the borrower A and hence the

borrower B should be preferred. So far as situnation 4 is concerned
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the borrower A reaches the break~even point at an earlier stage

than the borrower B does, hence the borrower A should be preferred.

Analysing the response to these four situations it is
obssrved that the percentage of correct response for. situation 1
was B5.88%, for situation 2 was 79.4%., for situation 3 it was
81.82% and for situation 4 correct answerg was received for
82.05% o This indicates that for all four sitngtions the percen-
tage of.correct answer is to a very high extent and this indi-
cates that there exists good awareness amongst the lending offi-

cers, 8o far as thls aspects concerned.

wWhen looked into the responses of thehappraising ofﬁicers
at reglonal offices of the large public sector banks it is

observed thaé the correct answer is given to all four situations.
iii, Margin of safety and lending decision &

Q+7B{vi) intends to examine the utility of concept of *Margin
of Safety’ at the time of taking lending decision i.e. at the time
of sanctioniﬁéf‘;} the 16an o

The importance of this question is discussed in the Chapter II1;
hence the same is not repeated here. The anal&sis of response shows
that 82.76% HE the respondents said that this concept of margin of
safety is useful, only 17.16% of the respondents stated that this
concept 1s not useful while taking lending decision. It may be
noted that 33.33% of the responding sample did not respond to this

gquestion and hence the percentage mentioned above are those of

respondents.
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Discussion of Case -~ 4 ¢

The case 4 reveals that unlike case 1 and 2 the sales pétterh‘
is different for two proposed borrowers. Thé other data regarding
two proposed borrowers are same as those of case 2. Tﬁe sales
pattern is:kept different only with a view to emphasising the
margin'of‘safetyg Here the case discusses the margin~§f saféty
in terms of units and in terms of amount. In terms of ;ﬁits the -
borrower A has higher margin of safety, whereas in terms of amount,
the borrower B has higher margin of safety for years ? and 3, - -
however from year 4 the borrower A has.higher margin of safety.
This higheér margin of safety is inspite of the lower number of
units sold or lessef projecgioné of sales as compared to that
of the borrower B: Now if the borrower A is not expecting to £all
down as compared to the borrower B to a considerahle extent the
horrower A wlll account for higher profit consistently from year 4
Qan wards. chsidering ﬁhe above aspect; sanctioning the loan t©

borrower A is considered to be correct answer.

The analysis of the responses leads to the following obser-

vations ¢

i. The number of ncnnresponse in this case 1s lower than the v
main questione. This percentage of non-response is found to be only
1442%

ii. The percentage of correct answer is found to be 67 1B%.

Heres - also the appraising officers at reglonal offices of

largs public sector banks stated the loan decision in favour of the
borrower A and this is congruent with our expectations.
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An dttempt is made to relate the true answers to @.78(vi)
and the true answer to case 4. i.e. the study is made to £ind
out correlation between the answers tc~é.7B(vi) and to case 47
andlfor this purpose only those respondentg who are common for
voth cah be taken and hence number~o§ respondents £or whom -

} .
relationship can be established will be reduced. For those who

but wot 1o case 4, 'and those ~who have wnot theplied oy @73 V()

have replied to Q.VB(vi)Abht have repliédeto_case 4, the relation-
ship cannot be found oute. Hence, only 64.76% of the t§531 '
‘responding sample cculd be used for establishing this relatione
shipe The relationship is found with the use of phi-coefficient.
The phi-coefficient is'found here to be =~0.0169193..0n applying
the test of significances it is further noticed that this negative

relationship is found to be insignificant.

Thus eventhough the percentage of true answers is more than
50% for boths, i.e. Qs7B(vi) and case 4, the negative insignifi-

cant relationship is observed.

Q.7B(vii) is the otherside of Q.7B(vi)s because Qe 7B (vi)
states about use of margin of safety at the time of sanctioning
the advance, Q«7B(vil) states about use of the same at the tire

ef deciding repayment schedule.

The analysls of response to 0«78 (vii) shows that the non«
response to Qe.78{(vii) is lower than the non-response to b-?B(vi).
It.is only 11c43%om0ﬁt@s£'tﬁaSé;respaniégka&i)72% of'respondents
stated thgtrthe margin of safety need be considered at the time

of fixing the repayment sdhedules’

o



432

Here the appraising officers at reglonal offices of the large
public sector banks stated that the margin of safety need be
looked into while fixing the repayment schedule.

vAslthis Q«7B(Vil) is also connected with applicaﬁion of
ﬁargin of safety and the case 4 also intends to examine the same
thing; a 1ike*e.7B(vi}.and case 4, herz also an attempt is made
to estimate the relationship. Here, all the respondénts for case 4
could be utilised except 1, to estimate the relationship. When
phi-coefficient cakculated to estimate the relationship between
Q-7B(vii) and case 4; it is found to be 0.0181566, which is very
' low and ‘also statistically inSiénificant.*Thus we donot £ind any
relationship between reply to Q.7B(vii) and case 4.

ive Introducing probability and sensitivity analysis to break

even analysis

ﬁ.?B(viii)~ié aﬁout the ﬁse of statistidai test of probability.
The break even point 1s mainl§ related to an inquiry about the
: level at which the unit'wiil:stagt making pfofit, This can be
accurate only if reality aspect of probability {(chances) is
incorporated in the analysis. This question was.incluéed with
a view to examining the awarenéss amongst the respondents about

this aspegt.

A}

" On analysis of the response it is observed that 20% have not
given any response to this particular questions Oyt of those who
have complied 48 .81% reSpOnded that this statistical test of

probability is being used to get clear idea about the level of
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sales and deviations in profitablility level., whereas 51.19%

responded that this is not being used.

.Here the appraising officérs at regional offices of large
public sector banks stood with the majority stating that the
statistical tool of probablility is not being used evenwhile apprai—
sing the bilg proposals. The data are taken statie and hence the

further response to two cases is not received from them.

whith a view to havé.t clear idea about the clarity of
concept to respondents two cases are developed viz. case 5 and

case Be

Here the probability of profit beirg greater than 0 is same
£or both the proposed bbrrowersl The mean quantity’of sale
(12000 units) and standard deviation of quantity (1100 Units)
and sames The resulting mean prorfit and standard deviation in
profit eventhough différent,the coefficient of variation is same
and finally the probability of profit being greater than '0' is
also same for both the borrowers. Hence, the decision has to be
taken based on considerations other than the use of statistical
test of probabicitys and as the borrower 'A' has higher contri-
bgtion he should be preferred. Consldering the loan decision, in
favour of the proposed borrower 'A' to be the correct‘réply the
analysis of ;esponses‘is carried out and it is observed that the
percentage of non-response 1s very high. Here 68.57% of the
responding sample has not responded i.e. only‘§1a43% Sf the

responding sample has:” responded for this cases Out df the



434

respondents, it has been observed that 78 +79% gave the true reply
i.é. majority of the respondents were aware as to who should be
sanctioned the advance: only 21.22% stated that advance should be

‘given t0 borrower ‘B',which‘is the incorrect reply.
Discussion of case ~ 6 ¢

First of all let us discuss what is the correct answer. Alike
¢ase 5.the mean and standard deviation quantity are same in |
caseb, howevera the mean profit and standard deviation is profit
are different {this is also ‘so for case 5). Further to this the
c.v. which is same in case 5 for both the profiosed borrowers 1is
different here and further to this the probabllity of proflit being
greaté; than 0 is a;sg diﬁferent for both the proposed borrowers.
NaturallyvtheAp;oposea borrower who has probabillty of profit‘
being greater than '0' is higher, is to be favoured as agailnst
the othe;a Here in the present case p:obﬁaﬁagty of profit being

greater than O is highexr for borrowen"au{the,correct answer for

analysis of this case 6 is considered tp be borrower *B'.

Dn‘analysis of responses to the case? it’is observed that
73:33% of sample have not responded to the case and it has been
stated at the time of discussion with the respondents that they
have no.idea about this« Out of the balance respondents around
26.6T%, .1t has been cbserved that 50% gave the cérrect answer
and 50% gave the incorrect answer. This indicates that even
amongst those who have responded to this case, there does not

exist, the acdurate awareness. .
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“

Further to this an attempt is also made to examipe the
zelétionship between those who say that they make the use of
statistical test of probability to get a clear . idea about sales

and profitability level and the correct answer to the case.

while examining the relationship between Q,?B(viii) and
cage 5 it is observed that phi-coefficient is negative. The value
of phi-coefficient comes to =-0.0413449. On applying the test of’
significanceo the;w e it 1s found that the value of 1,\13
0.0547008. This value is lower than the table value. This shows
that theAiepIy to Q¢7B(viii) and reply to case are independent

of each other: l.e. there does not exist any significant rela-

tionéhip between the twos ‘ -

An attempt is'also made to estimate the relationsﬁip between
Qe7B(viil) and casels. Unlike the"relaéionship betweeh Q« 7B (viii)
and case 5. hege the relationship is found to ﬁe'positive and the
value of phiwcoefficlent is 0.278571. The value of:%% is found
to be 2.0952486, which is less than the table value: This shows
that eventhough the relationship’ is found to be positive the same
is insignificant i.e. there does not exist any significant relasion-
ships between the réply'that"statistidal test of probability'
is being used to have a clear idea about the ievel of sales and
deviations in profitability level. and correct decision taken for

a given case.

InIQ.7B(;x) the respondents were required to state about
the use of sensitivity analysis to determine the effect on profit
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of various factors. In this questién the respondents wefe

required to state only ! yes' or~‘Nd' about the uSe of the same.

On analysis of response»it is observed that 28.57% of the
"sample have not responded to this question. Oyt of the balanceo
37.,33% of the respondents stated that this anslysis is being

‘used and 62.6%% of the respondents stated that ﬁhis\ahalysis is

‘not being ussde. - .,

Here the appraising officars at regional offices of the
,large public ssetor banks stated that this sensitiv.ty analysis
‘is being used while -taking lending decisione.

To examine the unde:standing cof this aspect a case was

i 6evéloped. To make tie situation more real, the asPect of pro-
bility and aspect of sensitivity analysis should be introauced |
together. However considering some pxigencies these two things
were not clubbed in the same case and henee in the case the
éépect of sensitivity is onlﬁ'examiﬁed.

In the case here, three situations are given : in situation
i1~the fixed cost 13 assumed to‘iqcrease. in situation R.° variable
cost is assumed‘to‘iﬂcrease aqd in the situation 3 sales price is'
assumed to increase. In general profit will be affected by ﬁoﬁr
eriteria, vari%tions in f£ixed cost, variable cost, sales price
and—volumé'of sales. The volume of sales is generally)assumed to
be increasing by the organisations, however, fixed cosit, varlable
cost and sales price are assumed to be constant, when projectiqns

are prépared and submitted to bankers. what is required to
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introdﬁce reality in the projections is a possible variation in
fixed cOSto variable cost and sales price. Hence. incorpcrating

. theseiaspectss the case is developed.
Discussion of Case -~ 7 ¢

The case reveals that in the first situation the fixed cost
is assumed to incresse by 10% for both the pxoposed'borrowers.
here the:perqeﬁtagefof increase are same but the volume of‘
‘increase in fixed cost is different. Here tha’originai (i.e.
pgiéf to incrsase in £ixed,cost) break even point is same and
after increase in fixed cost'élSO break-even ﬁoint goéé‘to a
later stagep by equal extent. Hence, on. the strength of other

botrewenr 15 1o be. made. Henee Ty 5\+um\—lov) A Vo cleeision should be -taKeq n favout of 4he
'factora only the selection of the(boxmower A, because the B

borzower A has higher contributiorn. Hences the correct reply for

situation 1 is bbrrower Ae

In the case 6f‘§itﬁaﬁion 2% the varlable cost is assumed
to inérease by 10%e now when variable cost is assumed to increase
by 10% the bresk even point is achieved at a latef st:-:zgé. The
original break even point’ié‘aSSdmed'toxbe samexfdr both the ‘
pzoposed borrowerss howevers when the variable cost increases by
10% bréak even paxnt is not,post,poned by 10% (alike the previous
,ituatiqn}¢ but for the proposed borrower A the b;eak even point
is postponed. by il.Ii%o whereas f&x the proposed borrower B,
break evenjpoint is postponed by 12%. The ngw.bkeak even point
for the borrower *A' is 11,111 units., and 1200q‘units for borrower

Be Hence, obviously the borrower A should be preferred under these
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circumstances. ﬁherefore, the true reply will be Sanctioning the

advance to- the borrower LAY,

In the situation 3 the sales price is assumed to increaseo
by 10% for both the pr0posed borrowers. The origznal break even
point before these increase is assumed to be same and with
incréase in sales price, the bresk even point of the propoéed )
borrower A becomes 8333‘units and that of the proposed bOrrerrB
| becomes 7895 units. Obviouslym the unit with the lower break
even point should be preferred, all other things being constant.
Alsoa the diﬁference observed in the break even point is not
marginal‘but quite highe Hence, the correct answér bor situation

4

3 is sanctioning advance to borrower Be
The responses are analysed on-the followiog lines ¢

Sltuationi: So far as the percdentage of non-response is con¢erned
it is found to be very highs Out of total responding sample 58.10%
have not replied to this question. Out of the respondents 59.09%
stated that advance should be given to the proposed borrower A.
This is the true answér as discussed in the previous parar l.e.
majority of the respondents gave correct answer. The balance
'40491% of the respondents stated that the advance should be

sanotioned to the proposed borrower B.

Situation 2 ¢ About situation 2 the study reveals that about
54.292 of the sample have not respon&ed to this particular situa-
. tion and out of these who ﬁaVe repliéd 77.08% have stated that the

advance should be sanetioned to the piopdsed borrower A and 22.92%
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of the respondents stated that the advance should be sanctioned
to borrower 'B'. This indicates that eventhough the percentage
of nonwresponse i@ very highs out of those who have responded .

the majority have givén the correct fegly.

Situation 3 @ The stﬁdy of situation 3 reveals that 56.19% hawe
not responded to this situation. Out of those who have responded
58.76% of the réspondents stated that the advances should be
sanctioned to the propoéed borrower Be. This indiéates‘that the
correct answer is givea by the majority of the réspdn@ents.

‘ 41.5@% of the respondents stated that the advance should be

sanctioned to the proposed borrower A. This is an incorrect reply.

The.zésponsé of appraising officers of the large public

sector banks is as follows 3

For situation 1 where the break even point after increase in
the £ixed coat is slso sames, he prefers borrower B, on the ground
of the lower fixed coste In situation 2 where the new break .even

Qs compated to the borhowler B the borrower A
point is lower for the borrower Akis preferred and under situa=-
tion 3 where the new Break even point is lower for the borrower

B as conpared to the borrower A, the horrower B .ls preferred.

In addition to £finding out the percentage of the true answe:
to each situation for case 7,an attempt is also made to examine
the relationship betwsen 'yes* to Q.7B(ix) and the correcﬁ ans-
wer to situation 1, 2 and 3 of case 7 taken iﬁﬂividually.

The study reveazls that when the relationship is estimated

“between the answer 'y and *N' to Q.7B(ix) and correct or
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incorrect answér to situation 1 of case 7, the value of phi-
coefficientsis found to be 041974661. When tested for significance.
,this'indicatés the estimated value of x* to be 1.4817264. When‘
compared with the table - valué at 5% level of significance it‘

is found to be lower than the table value. This indicates that

the answer to QR.78(ix) and decision to situation 1 to‘case 7 aré
1n§ependent of each other. i.e. there does not exist relationship

betwsen the answer %0 main Q.7B(ix) and the reply to the casee.

[When the ;eiationship is estimated between answer to Q.7B(ix)
and answer to situation 2 of case 7 it . is observed that the phi-
coefficient is found t6 be‘negativs. This is -0.020175. This
indicates the exlstence of negative relationship. This implies
that when the respondent states that sensitivity analysis ls
used, the answer to situation 2 is incorrect in soms 2f£f the cases.
However, when the test of significance is applied it is found
that the relationship is insignificant, i.e. evenfﬁough there
axists negative relatiohship it is insigniflcant:, this conveys
that answersto the main Q.7B(ix) and situation 2 of case 7 are

indspendent.

When the relationship is estimated khetween the answer to
G«7B(ix) and the answer to sitwation 3 it is observed that the
phi-coefficient is found to be negative. The value of phiecoeffie
cient comes to =~0.116335. When tested for significance, it isA
observed that the value of xgﬁis‘0.546352. Compared witﬁithe
table value, this estimated value of;xz is found te be lower than

the table value. This indicates that the . = ‘-0~ .7 =~ - .
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relationship between the answer to Qe7B{(ix) and the answer to
situation 3 of case 7 are not significantly related, i.e. the

decisions to both are independent of each other.

i
V. Application of break even analysis to multieprodpct firm s

The application of break-even-analysis to mul ti-product
firm is examined by Q.7B(x). Here, i was intended to find out,
whether the break-even point is found out for the unit as a whole
or for the each product separately in the case of multi-product
firm. When the productiwise break-even point is found out, the
allocation of fixed cost is very importgnt. Hence, hqy this
costs are being ;[ @lvdated was also‘i;quired into with the

respondentse
Analysis of the Responses @

1. 'Abbut 24.76% of the total sample has not responded. This
may be on account of non-experience for such large advances. Out
of the respondents it is observed that 48 1OA stated that the
allocation of fixed cost be made based on production or use of
material or labour hours., however 51.90% of the respondents

stated like following &

ae "Detaliled productiwlse allocation is not made if loan is

réquested for the unit.”

be "There is no need to look such things in great detail
' excepting very large proposals which will be sent to
technical divisiongrh
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Ce "Only composite bepeak even point is found l.e. pgoduétwise

break even‘point is not found."

this indicates that moie than 50% of the réspondents stated

about non-use of productwise break.even point.

The respondenps from regional offices of the large public
sector banks stated that the fixed cost is not distributed. . .
equally while taking lending decision fdr mnltinproduét firmm-.
Howevef} the basis on shiéch same will be distributed was not -
indicated. -

vie  Application of break even analysis to banking & -

The spplication of bresk even analysis o the lgndiné POt~
folio, not from the point of view of borrowers but from the point
of view of bankers is studied through Q.7B(xi). Here the applicge
tion of break~even analysis to bank branch is examined by empha-
sising the change in advance pdrtfolio that can affect to branch's
profitability. ' 4 . -

On analysis of responses it is observed that the non-response
was quite low, viz. 20.95% only. This may be on account of easy
understandability of the concept« Out of those who replied, 48.15%
of the respondents stated that this technique is being used, and
51.81% Jf the respondents stated that this analysis is not being
useds The response indicates the wide noneapplication of the
aspect;“ ‘

Amongst those who replied that this analysis is not being

used, they were of the bellef that any loan decision increases the
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profitability of the branch and hences this aspect need not be

consldered by the banker.

The respondents argued that any loan decision will increase
the profitability because the rate of interest charged by the
heagdoffice is lower than the rate charged to the customer. However.
the aim Of the bankers should be to increase profitability safely

and in the longrun.

The appraising officers at region office of large public
sector banks indicated that the bresk even analysis is being
appllied at the branch level also to consider the profiltability

aspects

The summary o0f response for break-even-analysis 1s presented

in the following table @

TABLE VIl
RESPONSES TO: QUESTIONS PERTAINING TO BREAK-EVEN=ANALYSIS

Qe Brief particulars ’ Percentage Percentage

of Response of corxrect

answex

Break even aﬁalyéis for s.

i. established oustomer and ongoing 91.43 _45.83
organisation
ii.  @estsblished customer and new 52.38 94.85
. organisation .
iii. new customer and ongoing organisation 89.52 84.04
ive new customer and new organisation 93.33 95,92
Ve Factors : Achieving break~even point 80.95 91.76

at certain percentage of
Qapacity
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years to reach break-even level

proportion between fixed cost and
varlable cost

vi. Utility of margin of safety for sanction-
ing the advance

vii. Utility of margin of safety for fixation
of repaymenit schedule

viili. Use of statistical test of prabability
1ste Use of sensitivity analysis

Xe Application of break-even point to
mual tl-product £irm

xie Use of break even analysis for deciding
‘branch's loan portfolio

82.86
8 .10

66.67

88:57

80.00
71.43
75.24

79.04

91.95
91.76

82.86

81672

48481
37.33
48.10

48 .19

SABLE VIW2

RESPONSES PERTAINING TO BREAK~-EVEN-ANALYSIS t CASES

‘Response True

Case )
No. Brief Particulars o Response
%
R ‘To examine the use of factor “"Proportion 85.71 58 .89
of fixed cost and variable cost" )
2. To examine the implication of earlier ‘
- achievment to breask-even point with .
lower margin «~ Norms 80.95 48 .24
- Subjective 78.:10 5732
3. ” To examine application of factor
" "Break even point at c¢ertain percen- ‘
tage of installed capacity" \ o
. Situation 1 80.95 85.88
2 74.29 79449
3. 73433 81.82
4 74429 82+08
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4. To examine the implications of margin of safety 85.71 67.78

5. To examine the introduction of probability 31.43 .79
aspect

6. ~To examine the introduction of probability " 26467 50400
aspect

7.. .To examine break even analysis of deciding
‘braah's loan portfclio

Situation 1 41.90 59,09
2 45:71 77.08
'3 "43.81 58:70

?rom the above tables it £ollows that the maximum non-response
was to the Q.?B(vi) amongst the sub questions and for case 6
amongst the cases. Maximum response was for Q.7B{iv) amongst

questions and for cszses 1 and 4 amonyg the cases.

Out of the respondends the maximum percentage of true answer
are for Q.7B(iv) and minimum percentage of correct answers are
for QQJB(ix}.,among the cases the maximum true answers are for
situation 1 of case 3(85.88%) and minimum true answersare for
case 2 (norms) (48 .24%). However, so far as case 2 norms are
concerned as there are no strict norms compﬁisorily'iblﬁé followed,
and as the position of the porrower A is better than the borrower
B, who is achieving the break even point only marginally‘earlﬂsz |
this rieed not be viewed harshly, but so far as case 6 ;é concex ned.,
the nbnarespopse is the highest andleveh the percegtgge,§f cérrect

answer is very low.
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It, thus, shows, unawareness regarding applicability of the
statistical test of probability on the part of the lending
offlcers in majority of the cases. -

C. METHOD OF CGSTING ¢

' The’utility of this tecﬁnique has already been discussed in
chaptéé Iz, hence, it i3 not repeatéd here. The only question'
put so. far as this techniqﬁé is concerned is ~ whether the
- costing tachnique followed or to be followed by the proposed

bbrrower is taken into consideration ? S o

- .While analysing the response to this, it is observéd that
22.86% of the respondending sample have not replied to the main
question. Out Of ;ﬁe balance, 67.90% of the rgspdndent# stated
that the metﬁod of costing is to be inquired and used for the
lending decision; whereas 32.10% of the respondents stated that
this technique need not bhe inquired into or used’for lending

decisione.

Here the appralsing officers at regional offices of large
public sector banks stated that they use costing techniques.

To study the extent to which the branch managers are responding
correctly to the cases, three cases are developed - case 8, 9

and case 10.
Discussion of Case « 8 3

The method of costing the issues {for consumption? of stazk
is FIFO for the borrower A, and LIFO for the Borzower Be The

infentory value as reflected in the balancesheet is greater far
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the borrowexr A as compared to the borrower B. Current ratioc for
the borrower A is greater than the current ratio for the

borrower Be

- Looking to this, t& have a decision about the sanctioning

of the loan, eventhcough the current ratio of the borrower B is
&arginaily'lowerv thé borrower B should be sanctioned the advance.
beéause it values its inventory on LIFO bases and hence the
profitability will be lower, cash outflow on account Of taxe
‘liability will be lower and hence loan requirement will be low r,
this will reduce the interest burden, and this will again lnprove
the liquidity of the organisation. ~

‘Thus, eventhough there does not exist hard and f£ast norms.
‘sanctioning advance to the borrower *B', has b@en considered to be
correct reply and on the basis of this the further analysis is

carried cute.
Discussion of Case = 9 g

In cdonnection with case 9, no fresh or separate data are
given< However, the data for the borrower A in case 8 are éonsi—
dered for both the borrowers. the on;y difference beling in the
method of valuation of stocks The borrower A follows the P;Eé
method and the borrower B follqws LIFO and still thelvalue of
inventory shown in the balancesheet is same. This necessarily
-implies that the stock in quantity terms is highef for the
borrower B as compared to the borrower Ar L.e. ¢« the strength

of the borrower_B is more than that of the borrower Ae
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i
. Hence here, considering the above logics the correct answer

is considered to be "sanctioning advance to the borrower B,"
Discussion-of Case « 10 3

' The_way in which the different systems of éosting can affect
the stock valuation is articulated here+ The complete detalls
about the purchase, issue and stock are éiven hereae. Tﬁe data about
éhe‘purchaseo issué and stock quantity are the same féf'both. The
Aifférence lles only in valuation. This indicates a considerable
difference in stock voluation of two borrowers. This makes a
difference in profit figure. This has the effeect on net working

capitals current ratio and quick ratio.

The profit of the borrower A is higher, as compared to the
bbrrower %B&Ltne”stndkrvaluation of borrower Alils higher as
conmpared tc that of the burrower B. The net working capital of
the borrower A& is higher as compared to that of the vorrower B
current ratio of borrower A is‘higher a8 compared to that of the
borrpwér Bivwhereas quick ratio is higher for the borrower 'B' as
compared to t&gt of the borrower A. The answer to this case, was
requirg& to beﬂgiven as per norms and as per the subjective

decision.

.No standard norms exist about analysing the impact-of costing
technique, with reference to bankers. The profitabllity aspect is
attribute@ to be the factor of highest importance. Also, the
current ratioc has proved to be the ratic of highest importance as

¢
compared to guick ratioy as the following analysis shows,
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considerin; this for norms decisicn. ioan deqision in favour

of borréwer A 13 considerxed o be the correct decision. However,
sv far as the subjective decision is concerned, it is clear
from the case that the strength of the borrower B is more than
that 0f the borrower 3. Thig 18 reflected in higher debtors

and cash for ths borrower B as camparedhto the borrower Ae. Sven=
though the borrower ~ has less stock in comparisioﬁ with that
of the borrower A. the stock in terms of gquantity is the same

for hoth the borrowers.
Analgsis of Responsss to Cases 8, 2 and 10 3

The znalysis of responsas to Caz2 3. 9 and 10 indlcates the
followlng 3 )

i. 80 far =5 all these three cases are concerned the parcentage
of nonwresponse (from the responding sample) is considerably
highe For cage 8 the percentags of nonwrcsponse 1ls 55.24 » for,
case 9 the percentage of noneresponse is 60 > for case 10 (norms
decision) the percentage Of noneresponse 1 61.90) and for case
10 (subjectlve decision)s the percentage of noneresponse is

62.8 5{,“;.

ii. PFrom the reply of respondents, it ig observed “hat the cor:ecé'
response is only for 27.66% for case 42.86% for case 9, 57.5%

for case 10 (normrs) and 46.15% for case 10 (subjective). This
indicates that the percentage ¢f correct answer is very less .

This necessarily implies that the method of costing is not being

widely used in the barking world.
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An attempt is also made to examine the situation when the
response 1s 'yes' to the main question and when response is 'No'
to the main question, l.e. if it 1s stated that method of costling
are being looked into what is percentage of respondents stating
correct answer to all ? (i.e.cadk 8, case 9, case 10 (nbrms) and
case 10 (subjective)s What is the percentage of respondents
stating correct answer to any three ? What is the peréentage of
respondents stating correct answer to any two ? What is the
percgntage of'respondents stating correct answer to any one ?

What is the percentage of respondents stating correct answer tof@ﬂ

case ?

Similarly when it is stated by the respondent that method
of costing is not being loocked into while taking the lending
décision what are the percentage of responaenﬁa giviggytrue reply
to all four situations., percentage of respondents giving true
reply to three case or situations, percentage of respondenSs giviag e
tebly to twotases | percentage ¢+ peshondenks

Agiving correct reply to one case and percentage of respondents

givéng correct reply to no case.

For the purpose of analysiss one can take only those
respondents: who have replied either yes or no to the main question.
and atleast one case {either true or untrue raply). The percentage
of such situation was very 1ow4compared to the total responding
sample, which came to be 45.715 of the responding sample. Oyt of
the responding sample 83.33% stated that they use method of
costing for lending decision"Tbe analysis of response to the cases

is briefly summarised in the following table.
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. 'TABLE VI3

"PERCENTAGE OF CORRECT ANSWER T0O THE CASE WITH
REFERENCE TO TECHNIQUE : METHOD .OF COSTING
. 3 R hl

Method of Method of costing
Costing used not being used
for lending for lending

decision ‘ decision;
Correct answer to
1. All four situations = 12.5 %
il. Three situatibns N 20.0 % - ;
. 111. Two situations 17.5 % 375 %
iv. One Situation -~ 5060 % 37.5 %
ve No situation 12.5‘% . 12.5 %l

100 ‘% 100 %

" The - table indicates fhat there were no respondents
stating true answer to all four situations even when it was
stated by them that they consider the method of costing for taking the
lending ~décision 20% of the respondents stating that they éons;déz
method of costing while téking ;ending.éecisioh gave correct
answers to three 3};ggtioné. 17+5% stated the true answer to two

céses. As many as 50% of the xespondgn#s gave true reply to only

one situation and 12.5% ha&e no tr&e answers

Out of those whé‘have stated that method of costing is not
being used 12.5% of the respondents stated true answer to all four
situations, 37.5% of the respondents gave true answer to two

situationsa 37.5% of the respondents gave true answer to one
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situation and 12.5% of the respondents did not give true answer

to any casee.
Relationship between response to main qi:‘es‘tion and cases i

Over and above the percentage analysis an attempt is also
made to estimate the relationship between main question and

‘ cases or situations and between the ¢ases or situation.

" The following table repr'es‘enés this relationship,

?ABLE \'I 4

RELATIONSHIP BETWEEN QUESTIW AND CASES Am)
BL”WEEN CASES 2 METHOD QF COSTING

é,ase 5§ 10 Case —1-5

Main ’ ’ .
Question Case ¢ 8 Case 2 98 Nozms' Subje ctive
Main .Quesi:ioh 1 ,
Case 1 8- | 0.0269° - 1
L _(0.0341)“ _
" Case 79 . 0.0786  0.6077" 1 5
C {042593) (15.1433) ¥
Case t 10  =0s1417 <-043776" =0.i224 1
:(Noxrms) (0.7826) . (5.5615)  (0+5543) |
" case t 10 ~0.0930  0.0913 0.1690  -0s3652% . 1

- {Subjective) {0.3288) (0.3171) {(1.0285)  (5.0678)

’ (Figures in brac:kets indicate the wvalue of ;)d”‘ N "“b
¥x* 4ndicates the significant relationship) :
' From the above ‘given tabler it is clear that the relation~
sh:!.p is s:l.gnificant and positive only for case’ 8 and case 9+ The

relationship is found significant and negative between case 8 ang eose
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10 (Norms) and case 10 (Norms) and case 10 (Subjective). Remaining
estimated phi-coefficients are insignificant: Hence it may be
sald that for majority of the cases, the response‘fo different

cases are independent f£rom each other.

As there 4o not exist standarxrd norms so far aétmethod of
costing is concerned, this negative co-efficient (between case 10
(Noimé) and case 10 (subjective)) need not be viewed ﬁaréhly.
However, this conveys that the decision will be taken in favour

of the same borrower, under both the circumstances.

The response of the appraising ocfficers at regional office

of the'laxge public sector banks have éiven response as follows @

Fore case 8, advances will be sanctioned to proposed borrower A,
for case 9 it will be éancticned to proposed borrower Bs for

case 10 (Norms) Qeqiston will be in favour of the proposed borrower
A and for case iﬂ*{Subdectivg) the lending decision w?ll be in
favour of the proposed bérroyer Be ‘

The answer -to case-10 as per norms and as per subjective
approach is d;ffefent. This‘indigates ihat. as there éo not exist
any standard nd;ms for impéct of ccst;ng techniéue to be considered,
the general norms and tradition about higher profit and higher
current ratio play the role, whereas heart in heart baﬁkers\also

understand the s:tzength of the organisation.



De FUN an( FLOW .STATEMENT #

The importance of this technique is already explalned in
Chapter III hence here the analysis i3 presented directly.
During the course of discussion with various branch managers

. it was felt that they were well conversent with this tool and
hence there was no need to put different methods of preparation
of funds flow and put a case for the same. However, cnly fom:
questions yere put tc examinpe the extent to which th:!.s techn:!.que

is used.
1. Pericd for which funds flow information is. z:equ;.red s

This information is inguired into by Q. 7(0X1). The cptions
given here are '

27&0\&\5
funds flow demanded for the period of 1 year{and more than 2 years.

On analysls of the response it is found that 8.57% of the
| responding sample has not replied to thi_.a question. Out of the
respond;ng sample 20.83% stated that N»funds flow are .being sought
f;')z a PQIJ.Od of one ysar, 15.7%% of the respondents stated that
the funds flow statements ara sought for a ‘pxer:’lod of 2 years.,
1771% stated that the same are being demande& for 3 years and
20 +83% stated that it is being demanded for a period of more than
2 yearss Only 4¢ 17% cf the respondents stat.ed that it was sought
for 5 years. whereas_ 11.46A stated that theyﬁpelievedv in taking
funds flow details for the Aper-ioc'i of repayment in case of term
loan, whereas exceptionally 4.17% stated that it is not required
at alle and 1+04% stated that the funds flow were sought for

192 years.



Eventhough in the question no separate column was kept
regai@iné 3 years, 5 yearss 1Y2 years or noé reéuired the
réspondepts Qerewg;ven freedom to §ut the things separate;yb
if their choice do not fall within the options givéﬁ and hence

the informat;on recelved is presented above.

The response of appraising officers at regional offi&efs
©f the large public sectof\bank,is towards\requesiinglfunds flow

' for moré-than 2 years.

ii. Use of funds flow as a monitoring tool and experience

about the correctness ¢

‘Variance analysis is a very good tool for better monitoring
and controlling. Considering this aspect the second question is

put regarding the comparision of actuél figures with érojections.

In the analysis;vit is observed that 7.62% of the responding
sample has not responded to this questions< Out of those who have
resPdnded it is observed that about 82.47% stated that actual
figures and projections'are\compared; whereas 17..53% stated that
actual figures and projections are not compared. This_indicates
that majority of the xespondénts are comparing actualifiguees |

with the projectionse

As the appraising officers at regional offices are dealing
" with big loan proposals naturally thé response was positive that
the actual poéitions are compared with the projections.
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Qe 7D(11i) is :egaréing extent'tc which the projectiocns
and actual figures are found to be in line with each other. The
régponse was requésted to be replied in 3 groups vize. projegtions
found correct for less than 50% of the casess projections found
correct for about 50% of the cases and pojections found correct
fdr more than 50% of caseé. Many respondents were hesitant to
.gilve response to thié question. It QS'observea that 21;90% of
the responding Samples has not re8p5nded’£o this qnestioﬁ. Ouﬁ of
those who have respondedo 50% of the respondants stated that,
acceréing to their experience projections were found to be
correct for less than 50% of the cases of their loan portfolioc.
About 30.49% of the respondents stated that acéording;fo their
experiences the‘p:ojegtions when compared with actual; were
found to be correct for about 50% of the cases of their loan i
portfolio and about 19.5% of the respondents stated that when
projected funds flow was compared with actual funds flowe
projected funds f£flow is found to be correct for about more than -

50% of the cases of their loan portfolio. .

This indicates that 50% of the respondents belongs to one
group only viz. the projections found c¢orrect for loss than 50%
of the loan portfolic.

The experience of the appraising officers at regional
offices of large public sector banks indicates that the projections

are found to be correct in less than 50% of thé»caSes.“
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iii. Utility of funds flow to decide repayment schedule 3

Q.0 (Ly) is regarding the usefulness of funds flow t&
decide repayment schedules, i.e. here the respondents’were
required to state whether the funds flow Statement is useful or
not to decide the repayment schedule. On analysis of response
it is found that 9.52% of the responding sample has not given
response to the gquestione. Out éﬁ those responding 85126% stated
that it was useful to declde the repayment schedule aﬁd 14.74%‘
stated that funds flow s%aﬁement was not useful to decide repay-

ment schedule.

Appraising officers at regional office of the large public
sector banks have stated that the funds flow statements are usew

ful in deciding repayment schedule.
E. CASH FLOW STATEMENT 3

"Cash flow management involves understanding the sources
and timing of cash flows as well as the various needs within the

buslness competing for the cash flow generateda“z

Utility of c¢ashflow statements is discussed in greater
detail in Chapter IIT and hence in this chapter the analysis of

response is discussed-direectly.

2+ Sliwoski Leonard Je.» Using the statement of ¢ashflow to
understand a closely held business, Journal of Commercial
Bank leading, May 1991; Pe 53,
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4. . Period for which cashflow statement requested s

This aspect is inquired into by QQ?E(i), The options given
were monthly budget, quarterly buddets six monthly budget and
yearly budget. ‘

In response it is observed that about 12.38% of the
responding sample hagaf§§t‘responded to this question, Out of
those'xespondih§’15~£s observed that 6.52% of the resﬁdndents
stated that cashflow is sought on monthly basis, 22.aaxstatéa/
that the same is demanded on gquarterly basis, 6.52% siated that"™
it is demanded on six monthly basis: whereas 36.96% s%ated that
the the same is demanded on yearly basis. Like fun&sfiow statement
here also sSeparate specifications are made by some respondents.-
Accordingly 1.09% stated that cashflow statement is requested for
two years., 6+52% stated thathfhe same is sought for three years,
3.27% stated that cashflow statement is demanded for a perigq 4
of five years. 5.43% of the respondents stated éhat the cashflow °
statement is demand for a ﬁetipd of five years, 5.43% of the
respondents stated that the cashflow statementé are to be demanded
for three .years in case of cash credit and for five year in case
of term loane. 5.43% stated that cashflow are to be sought for
only in case of sick companies and there is no need to collect
cash prcjections for sound companies 1.09% statad that for
sanctioning the advance for amount 1esa than 50 lakhs. there ts
no need to collagt thg cash}prqjgc§iqns. 2.17%‘§tated that cash

projections are to be collected for 10 years, whereas 2.17%
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responded that cash projections are not required at alle.

From the above going responses it can be said that there
doas not exist any thumb xuie ragarding the perfod for which
cash hudgoats should ba sought fore 7he only highest parcantage
were 36+.96% stating that cash flow gssatenmancs ghouz.d ba sought

for one years

féha cash flow statement as indicated in Chapter YIIX is .
an important indicator akout the viabiling of the organisation.
It indicatas that whon funds will be required, how much it will
be regquired and why it will be necessary. Honce it is suggested
that irrespactive of the £inancial status of the borrower ¥i.o.
sick/sound), the amount for which loan is raguested, the period
for which it is requested and the legal status of tha borrower:
some guidelines are required te be framed and training to the
A lending officers ba given regarding how the information in cash
budget can furnish him with important clues about the gtrength

of tha organisations
The arpraising officers dealing with '‘pg loan proposals

at regional cffices of the large public sector banks stated that
cash buigets are demanded on gquarterly basise

- §1+ Relavance of point of time and cash budget 3

Qe72({11) is regarding the point of time at which these
cesh budgets are demanded for While analysing this guestion, 4t
is observad that 9.52% of the roespondents have a5t responded

4 s,
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this question. Out of‘those who responded, BG% of the respondents
~stateﬁ that cashflow statements are demanded at. the time of
sanctioning the advance, whereas 20% of the respondents stated
’that cashflow statements are not demanded at the time of
sanctioning the advance. About requirement of cash budget at

the time of sanctioning the aﬁvance; the appraising officers at
regional offices of the large public sector banks stated that

it is not required.

i1i. Utility of éashflow étatemenp in deciding repayment
schedule 3 - ‘ | '

Q.?E(iii) is about the use of cashflow statement in
deciding repayment schedule. Here also it is observed that 3.5Z%
of the respoa&ants have not responded to this question. Out of
those .who have éespondad.,it is observed that 84.21% stated that

casnflow statements are useful to decide the repayment scheduls-.

. About the use of cash budget to decide reyayﬁen% schedule,
the appraising officers have stated that it is not used to
decide repayment schedule. '

iva Comparing projected cashflow V¥/s actuai cashflow ¢

Q+TE(iv) is regarding comparision of actual position with
the budget submitted by the borrower. On analysing the response»
1t is found that 9.52% have not responded to this queéstion. Out
of the respondents. 1t is cbserved that 68.42% of the respondents
stated that these comparisions are mades L.e. pr?Jected cashflow

statement 1s compared with the actuals whereas 31.58% stated
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that no such comparision is made.

About the comparision of cash budget with actual cash
position, appraising officers at regional ofiices of the large -
publi¢ sector banks stated that such comparisions are being

made for monitoring puxéose.
‘Fe RATIO _ANALYSIS 3

Q77 reiatéé to the use of important maﬁaéement aécounting
techniqne viz. ratio analysis- The utility and analysis of this
technique is already discussed in Chapter IIx and hence the same

is not repeated he:e.'_‘ ,
- _ : x p

In this guestion over and above thé basic questiﬁns regarding

the ugé of technique with reference to the point of time and

borrowers the information is alsoc collected zegarding the use of

the same with reference to the amcunt. Here against cash ratio.

four columns were provided with reference to amount. This aspecé

of amount was introduced particmlarly with gonsideiation_that‘:“

with increase in amount of loan the depth of scrutiny increases
This technique is analysed from following angles 3

i. For basic general questionlpercentage analysis is carried
oute ’ . '
ii. Por each ratio depending on ambgnt the pércentage analysid

is carried ocut.

iii. Based on percentage of respondents stating the affirmative

reply regarding the usé_oi the technique ranking of ratlos was
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made for each ‘loan group. Th ié will give the relative importance
assigned to ratio' with reference to otiger ratios and thereafter
chs ars founa out to examine tha rglationship[betweén each 1oan'
groug{'whis is because it is not proper to compare percentage
di;ectly for éach ratio; he}ween the loan group because more the

amount of loan wider the use 0f ratios is made.

‘i;; Over and ahove fhis an attempt is also made to é;timate’
the relationship between the ratios, witbin a lcan group with a
view to examine the simulteneous application of two zatios.
This is carried out with the use of phi»coeffzcient. This is
restricted to- only two loan groups, vize. loan amount exceeding
Rse2 1akhs. This was with a consideratiof that, it is only above

 Rse2 lakhs that wider use of ratios is to be made.

Ve with the use of stége (iv) 1t is also aﬁtempted to £ind
- out the ratios which form a groupe i.es while taking the loan ’
&a;isien whether all the ra;ids form one gkoup or nét; If not. .
which ratios go tOgetﬁer. This is examined with the use of

LINKAGE ANALYSIS.

ie Regarding the gensral qﬁestion’the respéﬁdénts data are’
as follows & ;

as - 98.95% of the respondents stated affirmation regarding
the use of ratio analysis while-sanctianing the lqan.'Out of

total respondinggsample 9.52% has not replied this question.

be - Regarding the question whether ratio analysis is being
carried out periodically until the Xoan is rebaid;’sz% of the
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respondents stateed'tﬁatrit is being carried ‘but, The percentage
of nonsresponse here is 28.57% of the responding sample.
c.  So far as advances in the nature of cash credit are
concerned, larger application of this technique is found as
compared to term loan. This is clear from the fact that 86.31%
of the respondents stated that this is used continuously when
there is an adqount of cash credit. Also the percenta&e of none
response was lower as’cqmpaﬁed to'éerm;loano which is found to
be only 13.33% »-. . .
a4 About selection with reference to borrowers éheFQuestion
put is whether information about various ratios is demanded or
nét from ali the borrowérs. Here 74.42% have stated that the
information nesd not b2 for all the borrowers.: Howevers it has
to be only for a selectead borrower. This is seflected in the
next question. | o e ‘

Here, 20.34% of the respondeﬁis:stated that it is appliéd
only for the selected borrowers. Here the percentage Of none

response was 29.52%.

According to the'appraising‘officers et regional offices
. of the large puhiic éactar bankse the tool of ratio analysis is
- bédng used while sanationing'the lcano'also tha info;mation ig
demanded until the loan is repéid in case 6£lterh loan, and’
continugus;y on yearly baéis:wﬁen there ié an account of cash

credite
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About the question whether information is bein§ demanded/
worked out or not from/for all the borrowers or selected borro=
wers, it is stated that the information is worked out only for

selected borrowers i.e. for loan amount in excess of Rse2 lakhs.
ii. Percentage analysis according to loan amount group :-

Here, the respondents were requested to reply separately
for loan amount less than Rs.25000, for loan. amount géeater than
5425000/~ and less than R.2 lakhs, loan amotnt greater than
Rse2 lakhs but less than Rse10 lakhs and loan amount greater than

Rse10 lakhse

Table VI.5 gives the.information regarding the percentage
of reépondentsvfor affirmation to the use of technique and none-

response to that particular ratio for that loan groupe



. RESPONSE 1IN TERMS

LOAN AMOUNT GROUP

© TABLE VIW.5

469

OF PERCENTAGE FOR EACH RATIO FOR EACH

L O AN

o AMOUNT . -~
Less than "Greater than  Greater than . Greater than
© . Rse 25000 R525000 but. Rse2 lkhs but  .Rs¢10 lakhs
RA.TIO . less than less than
L7 B2 lakhs . .10 lakhs
Y N.R: ¥  NeRe y  NeR. Y  N.Re
% - % % % - L% % % %
1 Current 25.00 12.38 81.52 12.38 97.80 13.33  100.00 12.38
Ratlo o .
2. Acid 3.37 15.24 32.58 15.24 67.05 16419  83.15 15,24
test ratio ~ o Lo ’ .
3+« Absolute o 17.14 26.44 17.14 47.67 18.10 65.52 17.14
liquidity’ S ’ ; :
ratio ) : : .
4. Inventory 12.64  17.14 39408 17.14 70811 17.14 B5.23 16.19
to working ‘
capital - { . ,
liabili- : ‘ -
ties to c
net worth =
6+ Debt my:. 18518 16419 71.11 14429 91411 14.29  97.80 13.33
equity , '
7« Fixed - 4460 . 17.14 48.28 17.14 72.22 14.29.  86.81 13.33
Assets to
Tanglble
net worth - . :
8. Net worth 6.74 15.24 37.08 15.24 67.42 15.24 82.22 14.29
long lerm
liabili=-
ties to .
net block
9¢ Gross '~ 29.35 12.38 72.83 12.38 91.21 12.38 95.65 12.38
profit ’
ratio g ]
10. Net , 31.52 12.38 72.83 12.38 92431 13.33 96.74 12.38
profit. ' :
ratio.
11. Return 10«11 15424 ~ 34.83 15.24 60.23 16.19 6966 15.24
on : ‘
Investe.

ment
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12.

13.

14.

15.

16.

17.

18.

19.

Return 6090
on common
quity

Return 6.74
on total
asgets

Invenw 13.48
tory Turn
over

Receiva- 11.49
ble Turn
over

Average 8el4
collection
period

Asset 8405
turnover
ratio

Times 3.45
interest
eprned

Fixed 3.41
coverage

17.14
15.24
15,24
17f14
18.10
17.14
17.14

16.19

22,99
19.10
51.69
56732
58.14
33.33
22.99

26.14

17.14
15.24
15.24
17.14
18.10
17.14
17.14

16.19

43402
47.73
78 .65
83.72
75,58
58.14
43.02

49443

18.10
16.19
15.24
1si10
18.10
18.10
18.10

17.14

61436

66,29

94.44

95.40

86.21

77.01

55.17

59.09

16.79
15.24
14.29
;7.14
17-14
17.14
17.14

16419

'#!'Y . indicate affirmation for application of ratio

N.R. indicates no response

The table indicates that so far as loan group of amount less

than Rs.25000 is concerned, the percentage of affirmation to the

use of various techniques 1s very low. as compared to the percen-

tage of affirmation for application of technique for other

groupse
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- Here the highest percentage is found for the net profit
ratio whidh is 31.52% only and so far as the absolute 11quidity
'ratio is concerned. none of the r98pondent has stated that the

ratio is being used.

',;Fbr'éll réméininé three groups the highest percentage of
affirmation is observed for the current ratio, which 1s 81.52%.
< 97,80% and 100%‘§eépectiveiy for loan amount less thaﬁ Rse - 21lakhs.

" loan amount less than Rs¢10 lakhs and loan amount greater than

f5010 1akhs. : . c

For loan amount more than Rse25000 but less than kse 2lakhs,
over and above current ratio’g'nlflﬁor six ratios more than 50%
of the respondents stated that the use of those ratios is being
made. These are, current liability to net worth (54.02%), ‘debt
léquity (71.11%)» gross-profit ratiom (72.83%), net profit ratio
k72093%)o inventory turnover ratio (51.69%), receéivable turnover’

ratio (56.32%).. and average collection period (5F.14%).

-

For loén amouét greatér than Rss2 1ak£s but iess than'm.lo
lakhs, only for 5 ratios it is observed that less than 50% of
:esponden;s stated the use of ratios. For remaiﬂiné 14 ratilos
more than 50% of the respondents stated the use of ratios. For
four ratios the affirmation was even more than 90% wvizs currsnt
ratio (97.80A): debt-equity ratio (91.11A): gross-profit ratio
(91.21%) and net-profit ratio (92. 31A).

For loan amount greater than Rss10 lakhs, for all the ratios

respondents stating that the use of ratio is made while taking
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»lgndiﬁg decision were above 50%e Out of 19 ratios under study
for 6 ratlos the percentage of affirmation was above 20%. They
are 3 cu;?ent ratio {100%): debt-equi ty (97.80%)s gross profit
ratio (95.65%)s net profit ratio (96.71%)s inventory turnover
6§4.44%) and receiwmable turnover (95.40%).

The percentage of non-response for all the ratios and for

al;\loan‘group lies between 10% and 29%.

Regarding the use of varlous ratios the appraisiag officers
at regional offlce of the large puklic sector bazhks have stated
that & ’
as For loan amount less than R.25000, only three ratios are
locked into viZ. current ratios debt~gquity and net-profit
" ratio.

b. For loan amount more than fs.25000 but less than Rse 2 lakhss
the ratios in use are current liabilitigs t5 net worth, fixed
asset to tangible net worth. receivable turnover and average

collection periocd, over and sbove the ratios stated in (a)e-

"¢.  For loan amount more than Rse2 lakhs, fifteen ratios out of
ninteen ratios (which are included in the questioﬁnairé) are
heing useds These four katios not in dse ére H gioss ﬁrofit
ratio,. return on common equity, return on,total asset and times
interest earneds |

de ‘ For Ahoan amount more than'&.io lakhs itlis replied that all

19 ratios are in use.
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iii. Rank Correlation between Ioan Groups 3

The percentage of respondents stating that this ratio
should be looked into differs to a considerable extent between
each loan group? however, the relevant importance given to

that ratio within loan group is an important point.

Here an attempt 1s made to establish the rank correlation
between each loan group. For this purpose the ranks haye been
assigned withima each loan group to ratios based on the
percentage of respondents stating that the ratio be looked
into for taking loan decisions starting from rank 1 to the

maximam percehtage of respondents.

The results of the RCC are put in the following table.
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TABIE VI<6
RANK CORRELATION COEFFICIENTS BETWEEN THE LOAN
GROUPS 3 RATIO ANALYSIS -

;Lo AN A1 0 UN T : '
L : : Less than Greatgr than %ﬁeater , %geater
Rse 25000 R« 25000 but - than an
LOQN GROUP r"'é L o less than Rse2: 1akhs kse 10
& : Rse2 lakhs but less 1lakhs
than
Rs101 akhs
T . . CN £ oo
Less than Rse 25000 ’ 1
Greater .than Rs.25000 0.8241" !
" ITil7 but less T (5.9986) ‘
than Bse 2 lakhs :
* * :
Greater than Rse 2 08298 049680 1
lskhs, but less than (6+1309) = (15.9042)
RBse 10 lakhs ‘ . ‘
N * .’ w
Greater than Rs.10 0+7609 0.9175 0,9513 1

lakhs (4.8359) (9.5141) (12.7259)

. (Figures in brackets indicate estimated t-value and
* indicate’ significant relationshxp)‘

t

The table VI.6 mékas ‘1t clear that the degree of relationship
is very high. The estimated RCCs are greater than 0«7 and all &ke
statiétiéally’éigﬁificant. It implieé that,the~app11c§tion of
various ratios to different groups are highly related to each
’ other. :In .brief, the relative application of Various ratios for

‘different groups are highly related.
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iv. Relationship between the ratios :

Over and above studying the relétive importance of ratiocs
between the groups by estimating rank correlation coefficient,
an attempt is also made to estimate the relationship between the
ratios within loan group. Here the study is specific to the
loan amount above Rse2 lakhs and below Rse10 lakhs and loan amount
above 410 1akhsse

ae Relationship between ratios for loan amount more than

Rs10 lakhs. -

To examiné the type and degree of relationship between
appliqapion of various ratios while taking loan decision., the
phi-coefficients are estimated. Table VI.7 gives the phi-coeffi-

‘clents between the ratios for loan amount more than k.10 lakhs.

It may be;noted from Table VI.7 that the relationship of
current ratio is not estimated with other ratios. Thié is on
account of the fadt that for loan amount more than Rs«10 lakhs
all the respondents stated that this rétio is to be applied
and hence locking to the formula of phimcoefﬁicieﬁg?;If;mggﬁome
zero and hence phi—ccefficiené will become o0 (infinite) and

hence, it could not be estimated.

Table Table VI«7 indicates that there exists both positive
and negative relationship amongst the ratiose The highest posi-
tive relationship is observed between return on common equity |
and Return on total assets, i.e. here the situation was found

that when the respondent is of the opinion that Return on common
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equityvboy}ooked into, for majority of the cases_he i;_also7o§
the opinion that Return on total assets be looked into and whon
the respondent is of the opinion that Return on oommoq‘equity
need not be looked into, for majority of the cases they are of
the opinion that Return on topal assetscalso need not.he‘looked
intos . 2

Qut of. 153 phi~coefficlents, .77 wére found to be aignifi-
significant relationships are matked with ' ot in the table.
Between certain ratios; these exists negative relationship. .
Hoevero Ehe tests of significance reveals that all these negative

relationships are insignificant.

While examining the relationship between rquiok ratio amd
inventory turnover ratiom., it is observed that the relationship
is insignificant. However, the percentage of respondents falling
in the catego:y of (yes: yes): i.e. both the ratios are being
applied by the branch manager, comes to 79455%+ The percentaga
:of respondents failing in the category of (NN) was very 1ess
whioh is 2:2T%. | |

Similarly the relationship between quick ratio and Receivable
turnover ratio is also found to be insignificante. However, here
alaoo 78;82% of the respondents was folling in the oategory of
(ve ¥)a whereas only 1:17% fall in the category of (NcN)a this
situation reduces phi-coefficient because about 20% of the
respondents £all in the category of either (y»N) or (N.y).
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Similarly. the relationship between inventory to working
capital and Net profit ratio is found to be insignificant, based
on phi~c6efficienta however, the percentage ofytespondents falling

in (y.y) category. are 82.95% of the respondents.

Phe ratio Inventory to working capltal and Inventory tuin-
over are insignificantly related'as shown by phi-coefficlent.
. However; here also, -about 81% of the total respondents fell in
the~cat§go;y'of (vo¥)e Similar is the case between Inventory

/t0 working capital and Receivable turnover ratio.

Tha ratio'current’liébilities to net worth and debteedquity
* shows the negative relationéhip, Howevér. it is observed that
78.41% of .the respondents fall in the categoxry of (y.y). The
relationship has turned out to be negative, becapse thgre is no
respondent in the category of (NsN) and hence the fi;st'part of

the numperator becomes 0.,

While examining the relationship between current liabili-
ties to neteworth and net profit ratio also. the relationship is
found to be' insignificant. However, here also out of the total

respondenss 78.41% were falling in~€he,category of (yay).

So far as thé relationship‘between debt-equity ratio and
- net worth plus long ﬁerm-liahiiities~to het.blockr debteequity
ratio and gross profit tétio: debt-equity ratio and net profit
ratio# debt equity ratio. and aeceivablé turnover ratio and debt
equity ratio and average collection period are concerned the

phi-coefficient is found to be negative, however, if we look to



4795
g4 el ,
the data 80%0‘93A0 94%/and B4% of the respondents £all in the
cetegory ‘of (yes. yes). but there was no respondent in the cate~
‘gory of (N N) and this converted the relationship into negative

xelationsnip.

Similar is the ¢ase with the relationship between gross -
profit and Inventory turnover ratio and gross prefit and
Réceivable turnévér ratios where 90% and QI%'respectively‘aré
falling in. the category of {y.y) however, there is not. even
.a sihgle respondent in the categofy of . {N' N) and-hence ‘the phi-
coefficient.beqomes negative.

Classification bf’Vérious Ratios s

After estimating the phi—coefficient between ratios; an
attempt is alsc made to examine which of the ratios go togethero
through the tool of linkage analysis. As the method 1s al ready

discussed in detall in Chapter IV, the same is not repeated

here. The results of this linkage analysis are as f6116ws '

The total ratios under study are 19, howevexw on account cf
the reasons explalned in the beginning of this section; phi-
coefficient between current ratio and other ratios could not be
'estimated. Hehce so far as linhage analysis 1is concerneds |
remalning 18’ will be divided in the groupe On application of the
linkage analysiSi it is observed that these 18 ratios are

divided in 5 broups.

Group I contains ¢ net profit ratio; return on investmento
return on common equity and return on total assets.
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All these are the measures of estimating the relationship
with net proflt of various factors, where net profit may differ
slightly from one to ancther 1.e. fo; net profit to sales and
for return on total assets, net profit is taken directly, whereas
for return on common equity and return on investment, earning

after tax is takene.

Group II is formed of averags collection period, times interest

earned and fixed coverage.

Here, average collection period is the measﬁre of time il.e.

it indicates the time taken to collect the recoverable from
debtors, whereas times interest earned and f£ixed coverages both

are in the nature of coverage ratio.
Group IIXI is of ¢

Net werth + long term liabilitiles to net block: Gross

profit ratio and assets turnover ratioe

Here the ratlios of different categories are forming one
groupe. The first ratio is the measure of long term solvencys
the second one is the measure of profitability and the third

one is the measure of turnover.
Group 1V consists of @

Inventory to working capital, debt-equity ratio, £ixed

assets to tangible net-worth.

The first one measures the short-term solvency of the

orgznisation and the next two measure the longbterm éolvency.
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Group V consists of 3

Quick ratio, ébsolute.liquidity ratio, current liabilities
to net worth, inventory turnover ratlo and receivable turnover |
ratlos The first three ratios measure the short-term solvency
of the orgahisétion:and the last two méaaures the turnover of

inventory and receivables respectively.

. Thus on the whole it can be said that at né roint of time
the profitability ratios and short-term sclvency ratios are
going together. Here, if may be mentioned that when the annuall
financial statements are received by the lending officers alongu
with the profitability analysis: equal weicghtage be given to
short term;solveqqy ratios and vicééversa to have more thernugh’

clue about the short-term strength of the organisation.

v. Phi~Coefficients for loan amount more than Rse2'lakhs but

less than Rse10 lakhs.

Similar to above an attempt is also made to estimate the
relationship between ratlos for loan amnun» more than R+2 lakhs

but less than Rs.10 lakhs.

Takle VI8 gives phi-coefficients between two ratilos.

The table indicates thats out of 171 phi-coefficients
compﬁéed 5 phi-coafficients are found to be negative. On testing
for significances all these five negative phi-coefficients are
found to be insignificant i.ee palr of two ratios indicated by -

these five phiw-coefficients were bshaving independently to one
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. another. Out of 171 phi-coefficients, 117 were found to bhe

significant when test of significance is applied to this. The
highest phi-coefficient is found between times interest earned

and fixed coverage, both of which are the coverage ratio.

The?next‘highesﬁ reiationship is found between receivable
turncver and average collection period, both of which indicate
the sqmeﬁhing in a dlfferent manner. The first one receivable
tu:novér'ratio ihdicates for how many times recelvables have
_been rotated, during the year. when we take sales for one year
and,average ccllection:peried is the time measurement l.e.
whatAiS'thg time taken for collection of receivables. The next
highest relationship is found between return on investment and
return on total assets, where coefficient is found to be 0.6199.

The rest of estimated phiecoefficients are below 0.8199.

when linkage analysis is applied to this. the 19 ratios
are divided in 5 groups as follows 3

Group I comprises of times interest earned zand fixed coverage

ratio.

Group II comprises of inventory to working capital. inventory
turnover ratio, receiwable turnoverz ratio, average collection

period and asset turnover ratio.

Group IIXI comprises of quick ratio., absolute liquidity ratio.
current liability to networths return on investment, return on

common equity and return on total assets.’
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Group IV consists of f£ixed assets to;tangible net worths net

w@;th plus long term liabilities to net blocks and,

Group V consists of current ratio. debt=equity .ratloe gross

profit ratio and net profit ratio,

. Contrary to the group of ratios formed for loan amount
greater than Rs.10 lakhss here it is observed that the ratios
indicating short-term viability and ratios of profitability
go together, which is indicated by two groups viz. third and
the £ifth. |

SECTION II
MONITORING, FOLLOW~UP AND PROBLEM CREDIT

As MONITORING AND FOLLOW-UP <3

After examining the application of technigues in detail
from various angles{ the application of techniques to monitoring
and follow-up is examined because "the 1én&er‘s responsibil ity
deesn' t end once the loan is made and documenteds Because
circumstances change both., within the borrower's business and in
its extéraal environments, the lender must monitor the fluctu~
ating gquality of.a giﬁep‘credit as a result of those chéngesﬂ3
Also, “bankers have learned throuch long, hard and often bitter

experience that failure to regulre pay=out can be most embarra-

ssing and often disastrous both to the bank and to the

W Bm G e WP Y We %% e Gr P B e TP S We MP 4 W DB &5 G M @R S v W W W = > W

3% Bettinger Cass, What it takes to be a professional lender,
Journal of Commercial Bank Lending, March, 1988. pe 9e



481

borxqwer-“4 This ¢alls for the need for monltoring and follow=-up.

Based on the discussion with lending officers in pre-',ﬂ
questionnalre session, it was gathered that the cashnflow statee
ment fundsflow statemsnts and ratlo analysis are to bhe used for
monitbrihg purpozs. Hence, these three techniques were included
specifically in the quégtionnai:e and respondents were requested
to further specify any other technique if used for thé purposeof

monitoring and follow=-ups

.Eor all the above mentioned three techniques the percentage
of none-response was the same vizs 23.81%e. The most‘applied
technique based on responses is fundsflow, where 81.25% of the
respondents stated that it is being used for monitoring and
follow-upe. The next one is cash flow where 70% of the respondents
stated that it is to be used for monitoring and followsup and
next found is the ratlo analysiss: Here 68.:754 of the respondents
stated that ratio a;alysis is to be used for monitofing and

follow-upe .

Over and above this, an attempt is made to examine the
relationship in application of technigue at two stages viz.
sanctioning and monitorings In other words an attempt is made
i heré to examine, when the eashfiow is‘usea for sanctioning
decis}on by the lending officers whether it is being used for

monitoring the loan poritfolio and soon.

WE S M W W W @A WR MR W Gm I T MR MR e B TR SP We We G G W W M e WA SE ER NRNe - A ED W
*

4+ Hensel John Ge: Lefiding Developments arnd 1.oan Qualitys
Journal of Commercial Bank Lendings March. 1973, ps 264
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Here, for all these three techniques the relationship
batween thare two stages is found to be insignificant. The
relevant phi~coefficient and value of chi=quare are given in
the Table VI.9. | '

TABLE VI«9

. RELATTONSHIP REGARDING APPLICATION  OF TECHNIQUES & . .
BETWEEN ' TWO STAGES ¢ SANCTIONING AND MONITORING

Technigque ' - . Phi-coefficient " chi-square
Cash-flow 01406 ‘ 15214
Funds~flow «0.0759 . Ce4490
. Ratio Analysis 0.1709 : 242792

However, when the percentage of respondents stating the
application of techniques at both the stages is found out, they
are found to be 61.04%s, 79.48% and 69.23% respectively for cash—

-fIDWt funds flow and ratio analysis.

This necessarily indicates that when a technique is applied
by the lending ofificer for sanctioning decision. it is also

applied for monitoring purpose in majorlity of the cases.

In z2ddition to the information regarding the above three
techniques, the respondenss were also regquested to furnish
information regarding any other tocls beiny used for the purpose
of monitoring and follow-upe

" Here, it is observed that in majority of cases stock state-

ment was gilven as'main‘tool for monitoring. Over and above.
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monthly stock statement some of the respondents talked about
the Qtss information regarding sales, production etc. and bhalance-

sheet analysis at an yearly interval.
Be PROBLEM CREDIT t

As discussed in the chapter on qﬁestionnaireo Qe9 is
regarding the regularity aspect of loans. This was considering
the comment by Bala shanmugam that. "like death and taxes.
problem loans are inevitable but early recognition cqﬁ avolid
the adverse impact of such loans.“5 i.e. .Loan officer "is
responsible, hcweQero for controlling credit risk to an
acceptablé level and for protecting the bank agaihst loss’ when
the quality of loan deteriorates‘“6

According to MacDonald "there are four principle reasons

credits get into trouble 3
1. Lack of overall management balance
2« Lack of secondary repayment sources
cu.
3. Fagulty dgmentation

4. Lack of early identification of warning signals"7

Robert Benbow states in this connection that "the more you

depart from credit guldelines the greater the likelihood of

W am M WS e e R M WE ms e N e M s R el M M Ee R T e an TR M e e e e e

5. Shanmugam Balar. Managing Proklem Loans - The Banker -
December, 1987, ps 25.- .

6« Pace Edmond E. and Simonson Donald Gss Solving problem

loans (A trainig feature) Journal of Commercial Bank
Lending, July., 1977, pe. 24.

7. MacDonald DsJs+s Problem Loans 3 Their prevention; handling

and cures, Journal of Commercial Bank Lending, Decembero
1977; pe. 55.
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trouble and loan losseSr“B Michaell violano also mentions the
£ollowing as signs of a company in trouble. i. Missing or
délayed financial reports "ii. large, variances in forecast
versog actual expenses or sales 1iii. Denial of any (financial,

market, customer, staff) problems.g

Regarding the" indicators of problem credit Flockett and
others states the fbllowing 3 1. A deteriorating financial
oondition from one statement period to the next ii. The late
submission by a borrower of this financial statements iii. A
deviation from established borrowing patterns and particularly

"an~ipability to payout seasonal line of credit is another
indiootor of financial strain.;q

BeAe Hedges has pointed‘out following‘tyoes of risks with
refereﬁce to commerclal bagks‘.viz. credit riske interest rate
sensitivity, commitment, liquidity‘and,taxabla income. Even=-
though’ali mayonot be apolicable in'Indian§‘zcenafio:%credit
risk has its application which indicates the:i“risk of loss of

principal or interest causing at some point a negatiwe effect on
proits.’! o |

e wis We i M e s Gk We G am % G ss A e G e TR G ER W am W R s S E A R gy ae W
. . o

9. vVvide, Violano Michael, The loan rangers :ASystem that
fight bad risk - Bankers Monthly, January. 1991, p«20s

'10. Holman John F.. Fifield Ralph Be JrXe» and Lockett F.

. Walker Jres; Problem loans $ ccntralised Vs. Decentralised
Approaches. Journal of Commercial Banki Lendings June.
1975, pe 21. -

11. Hedges Bob 2Zs- Risk'Managemeﬂto‘Part 20 Identifying loss
exposured, Journal of COmmercial Bank Lending, November.
1985, Ps 20. : .

8+ Benbow Robert Fe: Preventing Problem Loans Before They Happent

gb ﬁgd Flags; Journal of Commerclal Bank.Lending., April; 1985,
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Considering all above aspects. an attempt is made to gather
the information about the number of cases having regular repay-
ment schedulee and amount thereof. Number of irregular cases
and the amount thereof and the number of cases where repayment-
schedules are not fulfilled and the amount thereof. The diffi-
culties in gathering this data are already pointed qﬁﬁ in
Chapter IIT and based on the available data thekstudy”is '

' cai:‘rzj.ea outse - . '

’ The objective here is to examine the~relationshiplbetween
éhé proﬁaﬁiliéy théﬁ managemeﬁt accouriting technique wiIl.he
#japplied and the pr0portion of total advance that have become a

iproblem—credit. Herea a8 the precise data about "Irregularity"
" or “Nonbfulfilment“‘werexnot.availablec;somg_;espogdepts‘
provided the data about *overdue' while some provided the data
about "protested bill”and some provided the data about.
ﬁadvahcés considered bad and doubtful of recovery plus suitfiled
debts ipcluding decreed debts (excluding previous category)
plué advances recélled ~ sick and sticky advances (excluding
previéus two categories)"c Some respondents provided the
information regarding cases and amount bothjs- whereas some
respondents provided the information:only regarding amounte The
absolu:e figuresléf amount of problem credit is not taken here
directly for analysis, however, the proportion of problem. |
credit to total credit is used, because it is the relative

measure. The braﬁch with a very»high.loanrportfol;o may have
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large amount of problem credit in absolute terms but its share
in total advance may be less than the same for a small branche-
To ‘circumvent this possibilitys, the proportion of problem

craedit, to total -advance was takene

It is generally argued'that;with the increase in the
applicability of management accounting techniqﬁes; there is a
£all 4in the pgob;em credit. An attempt is made here to examine
the effect of éhe application of management accounting tgchniques
on the problem credit. In order to examine this,four different

regression equations are estimated which are as follows

i« Proportion of total problem credit to total advance is
. regressed on-average probability of application of management

accounting techniques.

ii. Proportion of SsI problem credit to SST advance is
of ‘
rfegressed on the probability of application&management

acéounting techniques in SSIAéégment.
iii. Proportion of small borrcwer‘s problem credit to. small

borrower s advance is regressed on the probability of applicap

tion of technique for small horrqwer‘s advance.

iv. Proportion of non-priority problem credit to non;priority
advance 1s regressed on the probabillity of application of mana=-

gement accounting technijjue to. non-priority segment.
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i. ﬁegressiéhfof proportion of problem credit to total = q
advance on averégé probabiiity of appi;datioh of techniques
' Here on the one hand the proportion of problem credit to
total advancé is fdund out and on the other hand the average
of probability of application of technﬁques for various sege

ments is taken.

On running the regression it is found that the cbnstant
value is 0'167027. This indicates the intercept. This implies
that in absence of the application of the management accounting
techniques the problem credit will be nearly 16.7% of total
advancess The value of x-coefficient is found to be -0.13060
and_is statistical;y'significaht:-The‘negative sign indicates
the invérse relationship l.es as the éverage Pi {(i.2e average
applica?ion of techniques) increases the p;dportioh'oﬁ:problem
credit to total advancge decreasess The value of Rz'isifound
't§nhe 04077714+ This suggests that over and zbove, the appl lca=-
tions of maﬁagament accounting techniques other factors are
importan;—ia éxplaining the variat;ons in the,problem céédit.
So far as the effect of other factors on problem credit are i
concerned'following two comments are worth nqting ] ghaﬁétash
Datta states that “théﬁ there are politicél pressures agalnst
which the bank management do not stand~up. There are records of

1arge loans granted on verbal instruction from the tqp."12

-“u---&*n‘---'-h-‘---—-"nm---umb-

12. Datta Bhabatosh: Banks s 18 years after nationalisation L
The banker. April: 1988, pe 24

7
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-Ie Satya Sundaram al'so notes that “the government is
forcing the banks secretly and unofficially to lend to those
priozity sector borrowers who do not meet the banking -

gréteria.ﬂl;

ii. Regression of proportion of SSI problem credit to SSI
advance on probability of application of management
accounting tgchniqges‘to SST Segment $

.- Here an atnempt is mude Lc estimate the relatlonship
‘Qbetween the proportion of probaem credit pertaining to SSI
advance and tbe)prababili»y of application of technique in ssI
_segment. considering the‘prep9rtioﬁ of SSI problem c#gdit to
Ssi gdvancé as a function of probability of applicaticon 6f
techniqué in SsI gegment the regression results glve intercept
to be 0.3146. 1# shows.that in the absence of the application
of management accounting techniques 31% of the SSI §:dvances

are likely to be turned into a problem credit.

* The value of X-coefficient is found to be ~0242645'This‘
indicates the existence of negative relationship i.es as the
application of management accounting techniques inCreaseéo the
proportion of 8SI problem credit to SSI advance decreases,
though it is not statisticelly significant. This insign;ficahf
relationship may be on account of the fact that eventhough the

application of management accountingntechniques is-higﬁ to sSI -

‘-ﬁ-nu---‘..D---‘-----ﬁ‘)-‘-‘---'-ﬂ-

13. Satya Snndaram i., Priority sector lending t Problems and
Remedies ¢ The Journal of the Indian Ipstitute of Bankers,
January' March, 1984; Vol. 55+ Noe 1+ pe 18.
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segment (which is reflected in high average composite index for
SSI segment) the proportion of SSI problem credit is ‘not
controlleds this may be on account of the fact that approximately
% of ssi units financed have turned out to be sick to which
about 15% of total SSI credit is advanced. Out of those which

have become sick about QOA is non-viable and the amount advanced

to these ncn-viable units is’ abou» 0% 14

_ For prohlems arising for’SSI units B.D;”Dikshit é%ates ‘
ﬁhat " the majority of the units fail hecause of internal prob&ems:
which are capable of being sorted out by them. Prevention of

sickness could thus be said to be; to a large extent in the ‘hands

of the enterpreneur himself.“15

 ?he value of r? is found to be 0+0791. This indicates that
about 8% of variations in problem credit are explained by -

aprlication of management aqcounting techniquess

kY

iii._gegression of proportion of small borrowers problam credit

to small borrower's advances on probability of application

S

of management accounting techniques to small borrowers

e

advances @

i

“Q-ﬁ‘-----u---“‘--un--n-*--n‘-ﬂ.

144 Reserve Bank of India, Bulletin 1992, Supplement to Report
on Trend and Progress of Banking in India, 1990-91
(Tuly=June)s RBI§ pe 77

15. Dikshi“ BsDee Finanéing of Small Scale Industries. Some
fkust Areas & State Bank of Indmaa Monthly Review.
March, 1989. Dpe 136.
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For a very few branches a detalled break-up and details
about the problem credit ‘for small borrowers were available.
HoWeveno on reference to matrix of Q.7 it is clear that we have
BMRT; SEPR, TO and EDU which are generally incorporated in the
group of,émali borrowers. Hence the average Pi for above four
sub=segments was calculateds The proportion of small berrower's
problem cradit to small borrowex® s gdva:nces was also found out
for those branches and an attempt is made to £ind out the
extent to which average probability of application of techniques
azfects the pxopcrtion of smal] borrower's prohlmm credit to

small borrower's advances. ,

On running the regression. the value of constant is found

o0 be 0.315419. This indicates that 31% of small borrowers
advances will turnout to be small borrowers problem credit in
absence of the application of techniques. The value of X-cosffil-
cient is found to be ~0.23182 which indicatea that with the
unit changa in Pi; proportion of small horrwefs problem credit
to small borrower's advances changes by 023 unitss The negative _
coeffictent indicates the existemcie oF vegative

4relationshipo which indicates that as probability of application
of techniques increases the proportion of small borrcwer 8

problem credit to small borrower's advance reduces.

‘ The value of R 1is_found to be 0.134273. This indicates
.that 13% of variations in small borrowers problem credit are
explained by va;iations in probabiliéy of applicétioh of manage-

ment accounfing technlques In this context it is important to
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note the comment by Rajagopal that #the priority sector loans ‘

1

normally moVe to the over dues in short run. The basic factor~
affecting the repayment of loan is the low rate of productivity

of the unit-in-term of monetary value."” n16

ive Regression of propcrtion of non»pxiority problem credlt
to non-priority advance on probablility of application of

management agcqunting techniques to nonaprio:ity advances.

" ‘while analysing the problems of corporate- aector which are
. the smgnxrxaant portion of ncn-pria:zty advance, M. Ramaswamy
. States that "regarding the corporate sactor. the banker applies
all the tools at his d13posal llke i. funds flow analysis
ii. balancesheet analysis and iii. working capital analysis
in termé of. Tngdon Committee reccmméndations. The chances of

advances going sticky in this sectoxr are normally not so

rreqnent as all dvazlable @xecautions are taken by the banker

including registration of charges with the Registrar of Companies,

-

Political interference. interference of bank's hoard of

dixectors and other extraneous considexations may dilpte the
rigour of the analysis snd bring distress‘tc the bank.“17

‘The a bove statement pecessarily indicates that here the
management accounting techniques are being applied to0 a consie

@erable extents In contiruaticn to i+ 1i epd 1ii above, an

.*‘-w--.’---ﬂ----‘”--——~‘-~--n-‘—-

1€+ Rajagopal: Changing Dimensions of Banking Finance in India, -
Banking Finance, Januarys 1988, pe. 8.

17 Ramaswamy M., Recovery of Bank advancess The Jburnal of
Indian Instltute of Bankerse Vbl. 49; Noe. 1, January-March.
1978, p. 25,
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attenmpt is also made to examine the effect of probability of

application of te¢hnique for non~priority segment on the

proportion of non-priority problem credit “.° TR DT

YT s to non-priority advancew

On running the regression, the value of constant is found
to be 04425703. This indicates that in the absenfe of the appli-
cation of the managerment accounting techniquess the problem
credit as a percentage of non priority adyances will be as high-

as 42%e

The value of X-coefficlent is found to be «0453834 which
indicates Ehat with an increase in the probability of‘applicap
tion of management adcounting teéhniques by one unit the
proportion of non=priority problem credit to non-priority
advance reduces by 0«53 unitse. On the basis of this we may
argue that this sector requires the apﬁlication of management
accounting technidues t0 a greaterbextent to reduce problem

credlte

On abplfing the text of significance it is observed that
the relatiqnship is significant. The‘value of Rz is found to be
0198130 which indicates that abou ?sz‘offvariatiens in <
fggao@extion«ef non—priority problem credit to non—priority advance
is explained hy change in probability of applicatzon of. tech-‘

niques.

The reaults of these four regression run are summarised

in the following table.
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TABIE VIe1l0

REGRESSION RESUL&S OF PROPORTION OF PROBLEM CREDIT
ON PROBASILITY OF APPLICATION OF TECHNIQUES

- constant Xecoeffiw R2
ent :
Regression of proportion of
i. fotal problem credit to 04167027 «0.13060" 0.077714
total advance on average {=2.09323)

probabillty of applicae
tlon of techniqus

ii., 551 problem credit to SSI Ge3146 -(e24264 0.0791
advance on probabllity of (=2045543)
aprlication 3f taechniqus .
£or SS5I ssgment

1i1. small borrowers problem 04315419 ~0.23182" 04134273
credit to small borrowers (=2422782) '
advance on average proba=
bility of subssegment oSf
smalleborrovars segment

ive Nonepriority problem 0.425703 -0.53834" 0.198130
credit to non-priority («2.27789)
advance on prokability of
application of technigues
for non-pricrity segment

(value in bracket indicates the estimatad t~value and
* indicates significanc relationship)

Cases of problem coredit with reference 0 segment and awount 3

Baaed on the available data zbout branchwlse problem credits
of the total only 0.16% of the cases were for Industry (none
px%ority). 3455% wexe for other priorityr, 6.51% of the case were
for 551, 64.80% of the cases were for smell borrowess and 24.98%

of the cases waere Zor AGRI. This conveys that so £ar as the
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i

cases are concerned the highe;t numbe? of cases among the

probiém cfedit Qere for small,borrowérg..When iooked into the
amount, 18.87% 6f the amount was pertaining to the industry:
4.28% of the amount was’pektainihg t0 non-priority others. 57.39%
of the amount was pertaining to SSI ségmenta 17.89% of the amount
was pertaining to small borrowers and 1.57% of the amount was
pertaining to AGRI. i.€. the higaest percentage of the amount

of problem credit was f£or SSI.

fﬁe amount wise problem c:e@it is divi@ed<by theqe’respon~
denss in three groupss The three groups are t the ioan amount
outstanding more than BoZé lakhs, loan amount outstanding less
thian Rse25 lakhs; but more than 5 lakhs and loan amount oute
standing less than RS lakhse

so far as the cases for amount outstanding more than Rse25
iakﬂs are concerned, they constitute only 0.25%, however, amounte
wise tﬂey constituted 67.09% of the problem credit. So far as
the,cases for amount outstanding more than Rse5 lakhs, but less
than fs.25 lakhs are concerned, the cases ¢onstitute only 0+27%
of the cases of problem credit and amount constitutes 5.32%‘of
the problem credit and so far the amount less than fs«5 lakhs is
cencerned the cases constitute 99.48% of the total number of
cases having problems and the amount consitutes 27a.59% of the

total amount of problém credit.

This indicates that, segmentwilse it is the small borrqwer‘s

advance; which generally has higher number of amcounts having

t
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problems and amountwise, loan accounts with facility and amount

outstnad;hg less than K«5 lakhs, has higher problem accounts.
CONCLUSION 2 .

The present chapter thus examines thé &epth and exte;t aé

arious management accounting techniques in lending decision.

Relevant hypothetical cases are also developed to examine the
views of lendlng officers and practice of lending in the business

world.

On analysis of r rasponsesit is obsefved that the business
plan 1s the m@st received and wi&ely used tachnique amongst the
lending oFficers‘ The anplication of break even analysis is
examined for various typas of proposed borrowers. In addition to
this: the ccﬂsideraticn givan to uncertainty in determination
of bresk even analysis and the introduction of senaitivity 7
analysis to break even analysis is also examineda The "analysis
reveals that these’ two concepts are still greek and latin to
some of the lending officers: In order to ecénomige fhe spac§ 
the detailled findings regarding application of method of céstingr
funds £flow, cash flow qnd ratioc analysis are not presen%ed here.
Howaver, on the whole it can be sald that business piana fund
flow, cash flow and ratioc analysis find their appiication to a

greater extent in the lending decision.

On examining thé application of varlous management accounting

techniques for the monitoring and followeup of loan portfolio,

7
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it is found that funds flow, cash flow and ratio analysis is

used by very high percentage of the respondents.

The problem ¢redit is a burning problem for bankers and
for the authorities, at present in the Indian Scenario. An
attempt is also made to estimate the relationship between the.
application of management accounting techniques and the
problem credit. Here the relatlionship betwsen proportion of‘
rroblem credit to total credit and average probability of
application'of management accounting techniques is found.
significant. Also the effect of application of management
accounting techniques for small borrowers on proportion of small
borrower's problem credit to total credit is found to be signi-
ficant. The relétionship is found to be npegative. This necessa=-
rily implies that so far as above two types of broblem credlt
are concerned the PROPORTION OF PROBLEM CREDIT REDUCES-: AS
THE APPLICATION OF MANAGEMENT ACCOUNTING TECHNIQUES

INCREASES.



