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CHAPTER VII

CDNCLUSION

In the foregoing chapters we have analysed various aspects

of the application of management accounting techniques in

lending decisions by the branches of commerclal banks under

studye. For e.gs. interbranch variations in advance to deposit

ratloe. profit to advance ratio, type and degree of rélationship

between application of various techniques segmentwise, effects

of extent of application of management accounting techniques

on the problem credit etce In this chapter the main findings of

the study and suggestions are presented.

1.

24

4.

Chapter I is an introductory Chapterx.

Chapter II presents the evolution of management accounting
systems scope of management accounting and main techniques

of management accountinge

Chapter III discusses the basis of sample selection, the
- method of data collection, development of the questionnaire,

and the contents and significance of the questionnaires

The * analytical profile of commercial Banks' (Chapter IV)
presents the information of branches under study from
various angles. Here the ratio of each bank's advance to

its deposit is found out over a period of i years viz. 1985
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to 1991 and it has been observed that on an average 1t has

improved after 1987.

5. *Profit as a percentage of advance is found to be highest

during 1987 which is 10.99% for the commen respondent branches.

6e For the ratio of profit to volume of business it is
observed that the year 1989 shows the best results out of all
the years'under study for the common respondent branches over

a period of five years.

7. . When variations in advance to deposit ratio is studied

over a period of six years for the respective respondent

branches the variations are noticed to be highest for the year
1987 when coefficient of variation is compared. For the ratio

of profit to advance\and profit to volume of business the highest
variations are observed among the respondent branches during

year 1985.

é. In addition to finding out,profit as a prpportion to advance
" and volume of business, an attempt is also made to estimate the
dependence of profit on advance, depoéit; volume of business .
and on credit deposit ratios over a period of six years. It has
been observed for a period of six years that for all these

years the dependehce of profit on advance, deposit and vblume of

business is significant.

The highest value of R? for dependence of piofit on

advance is found for the year 1985; where RZ is 0.9389 indicating
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that 93.89% of varlations in profit are explained by variations
in advances. When profit is regressed on.dgposits to examine

the effects of deposits on the profit of the branch. the
coefficlent turned out to be statistically significant, where )
R? was highest for the year 1986. On examining the dependence of
piofit~on volume of business the highest Rz is found for the
year 1986 out §f the years under study., which is 0.9259.

9. After estimating the dependence of profit on various
factors, an attempt is made to examine structure of'aévance

' interms of segments to which and facilities by which advances
are extended. Over a period of 5 years l.e. 1986-91 the share
of priority sector advance to total advance has reduced frém
'5241%.for the. year 1986 to 43.99% for the year 1991, for the

- common respondent branches. This is in line with the trend in
priority sector advances at all-India level, where it has fallen

‘

£rom 41% in 1986 to 37.71% in 1991.

10+ Sb far as advance to various subsegment of priority sector
is concerned, the share of agricultural advance and advances

. to small- borrowérs has re@uéed 6ver a period of fiée'yéars

£rom 11.14% to 6.69% and Erom 45.75% to 33.38% respectivelys
whereas the share of SSI advance has increaséé over a period of

five years from 45.10% to 59493%.

ii. On examining the shére of various facilitles of advance to
total advance it is observed that over a period of fiyé years,

the share of term loan facilities has reduced f£rom 4B .92% tq
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37491% whereas, the share of cash credit has remained consistent
over a period of five years i.e. about 31% to 32%e. Share of
overdraft facilities has reduced to 9.61% from 11.98% and share

of BPED facility has increased from 5.53% to 16e18%. -

ihe:abote'analysis provides the basis for the study of
subjective faeteis while taking lending decision and to
establish relationship of some of the aspects with application
of management accounting techniques or with the proportion of

the problem credit.

1253/In Analysis of Data - Techniques and Segments. I, (Chapter V).
we examined the :elationship in relatite'importanéexgiﬁeh to
-various factorss while taking 1ending‘decisions between the
seémenté and between theebénks. The factors here are; characters
capabjlity, security. purpesea economic'viabilityw financial
feasibilityw technical feasibility and national ‘interest and
sultability. The segments referred to above under study are
‘agticultureo 5SIs advances to businessman and retall traders
advances to self employed and professional, advances to transport

operatoro educational advances’ and non-priority advances.

T Ehe examination of the relative importance assigned to
various factors reveals that in majority of the cases the degree
of relationehip is found to be qﬁite‘high. Hoﬁeﬁero between no
two segments RCC is found to be 17 and between ho twdeeegments
the RCC is feund to be 0, l.es there exists at least some

é

relationship in ranking\offaetors Petween the segments. It is also
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of. interest to note that between no segments there exists

'negative relationship. Highest relationship in relative imPOﬁfance
T BMRT

of factors is. found ‘between businessman ‘and retéil traderzand

transport operator.(TQ)

13. Moreover, the examination of the relationship between the
factorss within the segment shows that the RCCs are greater than
. 0«90 between ‘all the factors and for all the segments.

It is also attemPtea to analyse whether various factors
‘which reflect variouS aspects of the borrowers on the besis qf'
" whi¢h lending decisions aﬁe being téken,form a single. group or
not for different segments. To study this the method‘of linkage
analysis is applied and it is observed that ell‘the factors do
not form a single group. They are divided into two to three
groups for almost eaeh and every segment. It is obseryed that
' the factors. character and capability ¢go together irrespective
of the segment; The factors economic viability. financial
feasi#ility_and_;echﬂical feasibility also go-togefher ifrespe-

ctive of segment except advances to transport operator.

‘14 After examining this in order to £ind out whether all
branches of one bank go together orﬁnot; relationsﬁipxin
relative importance given tq‘ﬁactore between the bank branches
i3 examined for each segment'separately; In this evaiuetion for
all tﬁe segments it’is consistently observed that in no case

all the branches of one pank‘ere forming a single group i.e. the

branches of one bank are scattered over various groups. There are



502

certain bank branches between which RCC is found to be 1.
indicating that the relative importance assigned to factors is-
identical. Eventhough in majqriny,of"cases this was observed
for branchee.oﬁ one bank onlys in some cases this is found to
be‘se netweenvthe branches of two different banks also. There
are also cases where no relationship in relative importance
assigned to the factors is observeds. In majority of the cases,
,thie no relationship is observed between the branches of two
different bankse howevero ther2 have been the cases, where it is
aleo‘found between the branehes of the same bank. On the basis
of this; it can be sald that eventhough the lending officers
of one bank are trained under the same roof the relative lmpor-

tance given by them to various factors may net be 1dentical.

15[ In addition to analysis of factors am indepth study is

carried out with reference to application of various management

accounting techniques with respect to various segmenss while

taking lending decisions. The techniques under study are business
method of costimg, funds Flow, cash flow and analysis

plano budgeting, break-even-analysisﬁof financial statements.

The segments for which the application of above mentioned data

481]’.
are studied are AGRI, SSI., BMRT, SEPR, TO EDU and mfm and NBWC.

It is observed in majority of the cases that business plan
is the most applied technique and the method 9f costing the

least.

16. In order to examine the degree of relationship between-

various segments regarding relative applicablility of various
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'techniques RCCs are estimated. When RCC=1 itvsuggestsfthat the
‘relative applicability of various techniques for two different
"segments is identicals The present study reveals that out of 28
estimated RCCss 5'Rccs_turnﬁ'out to4be negative though statisti-
'‘cally insignificant. Among the remaining positive RCCS, 6 RCCs
are statistically significant which are estimated bet@een AGRI
"and TO, ssx‘ and Ngzv&?c, SSI and N§§i¢ BMRT and SEPR, BMRT and EDU
-and SEPR and EDU, and' it is highest Lie. 659554 between BMRT and
. © SEPRe. It tends to conclude,thét the rélative applicability of

various management accounting technigues while taking lending

decisions differ with respect to various segments.

17. In addition to the examination of relative appligaﬁility of
various techniques in lending deciéicn for vafious-segments'an
attempt ls alsc made to assess the type and degree éﬁ relation=-
shipr ketween application of managéﬁent accounting techniques for
a given segment by the use of phi<coefficient. It should be
pqinted out here on the basié of estimated phi-coefficient that

it 1s netther one nor zero for any of the segments (4. /v

e ———

AR ST gnd for any two techniques. ngevei» the high

degree of relationéhip and statiétically‘significant,relations
ship is observed between (a) funds f£low and cashflow and (o)
funds flow and ratio anaiysis for the segmenss under study.

0vé; and abové these two‘teChniques bﬁginess Plan and break-even
analysis; bresk-even-analysis and method of costing, and budget
ané ratio analysié alsc hold signifiéant‘relationship for all
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' ségﬁents except the advances to transport-operator. Business

‘plan and bu&geﬁ are found to bé hdldiﬁg significant relationship
'ofer all thelgegﬁents{é#cept term 1033 for noﬂépr;driﬁy segment
-C& Ir‘Ané break-even-analysis and fundsflow are found to be _
holdihé‘sigﬁificéﬁt;relationship for all segﬁents‘except working

capital advance to non-priority éegment - C & I.

18. when differegt-management accounting techniques are

applied by lending officers for lénding,decisions for wvarious
segments, it is essential to examine which of the teéhnique§

gn together for aniven-segment. The method of linkage analysis

is adopted to examine the above aspect. Here it 1s observed

that for agricul ture segment application or otherwise of all
technlgques go together, whereas for SEPR, and\mggi these seven
tgchniques are'divided in three ¢lusters.‘HGWeverc throughout.‘

- for all the segments techniques fundsglow and cashflow go together.
.and except NP C & I TL the techniques‘businesg plgn and budget

go tqgether.

19 The stuay is directed at a branch level aléo.’Hére for each
_ segment extent of application of techniqueé'ié'studied for each
branch ise. whith branch has highest level of applicability of
management accounting techniques. An attempt is also made to
examine whether allvthe branches of one bank f£all in one group
or noti Here tne extent of agpplication of techpigques has not
remalned .identical over all the segments of one bank. However,

the branches falling in upper or lower group with'respect to
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applicétion of techniques have remained consistent for SSI,
NP ¢ & I TL and NP C & I WC on one hand and BMRT, SEPRs TO and

EDU on the other.

20, The relationship is estimqted batween the branchw*se
composilte index regarding extent of application of management
accounting cechnlques and the specialisation of that branch

with respect to advances for various segments. The study reveals
that the application of management accounting techniques while
taking lending decision for a.given segment is‘indépenﬁent of

the speceilalisation of the branch with respect to advances .

21« Morxeover, we have examinea the effect of the total advances/
volume of busliness of the branch on the appliqation cf management
accounting techniguae. As the dependent variable is qualitative
variable logit model is fitted to estimate the relationship. The
positive significant relationship is observed in case of SsSI
advance, advance to transport operators: working capital advance
0 non-priority C & I segment and term loan a@%ances £0 non-
pricrity - € & I segment. It implies that with the increase in
advances of the branche the probability of applicatioh of manage-
ment accounting techniques increases. For the reméining four
segments viz. BMRT, SEPR, EDU and AGRI this dependence of manage-
ment accounting techniques on advances of the branch is not

found to be statistically significant. When the dependence of
application of management accounting techniques on size of the

branch is sxamined the same results {(as akove l.e. advances) are
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observed. The intercept of the model represents the level of

the application of management accounting technlques fq; different
segmeﬁts. Among the various segments the probability of applica=-
tion of management accounting techniques is as high as 0.6594,
0.‘6209 and 06411 for SSI segment, NP C & I WC and NP C & I TL

respectively,

This higher level of application’of management accounting
techniques is assumed to be on account of the nature of the seg-
ment or type of advance. The significant relat;onshig indicates
that so far as these four segments €.gs SSIe Né&é'are conc¢erned
the big branch may bhe entertalning big proposals, in case of
blg branches there are also officers of senior cadare and hence
the application of management accounting éechniques increases

with increasing advance or increasing volume of business of,

the branch.

The loﬁ level of application of management accounting
techniques and insignificant relationship betwean application
of management accounting- technliques and advances of the branch
and volume of business of branch for BMRT, SEPR, EDU and AGRI
is judged to be on account Of the nature of segment and the
amount of advence entertained per proposal belng generally very
lowe
22« After analysing the effects of the size of the branch on
the azpplicaticn of management zccounting techanigues we have also

examined, how many percentage of the respondents ara applying
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the techniques in detail and ‘the correctness of decision in the

hypothetical cases given in the qpestionnéire.

The study reveals that the business plan is the well
rééei?ed tool of management aécount;né by bankers: which is
| réflected f£rom the minimgm level of non-response. Alsé the
importanée of business plan to new situation and judg;ng its
correctness was represented tp be impoftant in almost all thé

casesSe

‘23»/ The study examines the application of break even‘analysis
to various situationss e.ge use of bieék-even;analysié for
exlsting borrower, new borrcwers existing borrower proposing
for new organisation, new borrower proposing for néw organisae
tion, considering the deﬁand of the -product to be random variable
rather than a static, consideration of situation where the
factors like sales price, fixed cost and variable coét may
chaﬁge which are generally assumed to be constant for breake
even-ana@yéis,considering mul ti-product situatioh etce and in
addition to considering the break-even-analysis from borrower®s
point of views the application of the said analysis to bank

branch is also examinede

ae The study on the extent of application of break-even-analysis
in lending decision shows that the maximum applicaticn is being
made when a new customer comes to banker with perOSal for a

new loane
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be On examining the factors to be given importance and on
judg;gg the correctness of dgcisioh to hypothgtical situation,
it is observed that if the lending officers know that the
proportibn of f£ixed cosis and variable costs is to be éiven

emphasiss; the loan decision will be taken correctiy.

Cs So far as the concept of margin of safety is concerngd.
the general awareness about the subject is found to be low
as compared to easlier questions. It 1s found that about one-
third of the regponding sample has not commented about the
utility or otherwise of the margin of safetye With reference
to the utility of maréin‘cf safety for f;xation of repayment
schedule the parc;ntage of{non-iesponse is lower than the

previous ones

de With reference to the concept of probability the response
to the cases incorporating the concept of probability turns |
out to be very low, as compared to the ovérall response to the
main question. The utility of sensitivity analysis for lending
decisions 1is examined and here also. the non=response to this

question and for cases developed thereon is found to be high.

Ce The plcture of the-response to hypothetical cases sgshows
that majority of the respondents have given correct decision

for the given situation.

£ The analysis of applicaéion of break-even-analysis to

mul ti-product situation shows that a few respondents were
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conversent with this situation. The respondents‘were also not
found much conversent with the situation of uncertainty and the

changing variable situations.

ge 'In addition to examining the apblication of break-evenw
analysis'fionzpoint of view of borrowers. the appl;éapion of
techniques f£rom banker's point of view is also examined. This
shows that the geherél feeling prevails that with increase in
advances it always’ contributes to profit eventhough the amouiit is
borrowed f£rom head qffiée for the purpose of advance. It may be
pote@ that the point here was to emphasise the decision regarding

Yoan mix.

24.-/ﬁ;th_refe;ence.to the utiiity of method qf costing for
stock yuluationo for lending decision it may be stated that, the
perceqtage of non-response to the mainyquestiop is very lows

bﬁt thé percentéée of non-réSponse to the casés }s very high
viz. 62%. Also, responses to éases ma;e‘itvcieér that the
concept iequires more acquaintéh;; with thg iendiné officers.

. 2be The other tools under examination are cashflow statement

- and funds flow statement. The funds flow statement is funds £low
statements and the cashflow statement is cash flow statement.

So instead of its deptho»the use and utility ﬁhereqf at the time
of sanctiph ahd for xépayment‘schedule.is exaﬁined and for both
the tcols; the use thereof 1s found to a higher e#tent for

sancéioning and repayment schedule @ecision.
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26 r/'.I.‘he utility of ratio analysis as a predictor of failure

is well-known .to .the business and banking world and hence here
to have a detailed study the loan amount is divided in four
groups' viz. loan amount upto Rs+25000, loan amount greater than
%;25000 but upto Rse 2 lakhs, loan amount greatter than %; 2 lakhs
but upto Rse10 lakhs and loan amount greater than m.1o lakhs:

and ‘the ratlos under study are 19 wh;ch can broadly be divided

in 5 groups viz. short-term liquidity ratios 19ng~tegm 11quidi§y

ratios, profitability ratioss; turnover ratios and cdverage ratios.

“h., Over these fou:wloan groups it islobser§ea that for all
three groups of loan amount above Rse25000 thé.highest)number of
respondents for application of techniques were for current ratio.
\For loan amount upto Rs¢25000 the maximum number of respondents
in favour of application of ratio are for net pzofit ratioc. For
1oan amount more than Rse10 lakhs, the next to currgnt ratio is

debt equity ratio so far as application is concerneds’

be Over and above examining the:pefcéhtage,of respondents )
stating affirmation to the application of techniques, it is also
attempted to examine, whether.the re;étive affixmatiah to ratios
over four loan groups remain same or not. Hereoifbr ho loan
group the relative affirmation is found to be identicale howevers
it 1s observed that the& are highly and significantly related.
This indicates that when one ratio is applied by higher number
-0f respondents as compared to other ratio for one loan groupes

the situation remalns almost the same for aﬁothar loan group

alsoe
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Ce - The examination of the relationship between the application
of ratios within a particular loan group with -an intenticn of
examining which of the two ratios hold significant rélationship.
for loan group above m.io lakhs shows that the highest relation-
sﬁﬁp exists between‘Return on Common Equity and Return on Total
Asset ratios. The application of the linkage analysis., withfa
view to find out in how many groups these 19 ratios are divided,

shows that they form 5 ‘groups. -

de Tﬁe appliéation of the éhove type of anglysis for loan
amount £alling between Rse2 lakhs and Rs¢10 lakhs shows that the
highest relationship is between Fixed coverage ratio and Times
interest earned ratio? where phi-coefficient is found to be
0.7015 and the application of linkage analysis brings out that

19 ratios are divided in 5 groups.

Between the two loan groups it is observed that the 5
groups formed through linkage analysis are not identical.

2‘;-. After examining the techniques in detall and their extent
of applicatlion by each branch, the use of these techﬁiques for
monitoring and fbllo@uup is examined, because "problem loan
situations can be detected only through éoblow;up procedures
designed to intercept trouble signals.“1 Here, mainly tﬁe three :
techniques viz. cash flow, funds flow and ratio analysis aré

e Sm SR GRS MR W M i R A GRS WR TR W T G TR A R W We AR YR Cus R RSB R AR W W e e

1. Dwyer Russell F. and Ensign James A, Problem Loans and
Losses - Detect the Former Learn from the Latter. Journal
of Commercial Bank Dhending. October, 1971, p. 22..
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considered for our present study and for all these three teche
niques it is observed that majority of the respondents are

using these techniques for monitoring and follow-up. Additionally
it 1s also noticed that in majority of the cases those who apply
the said techniques for sanctioning also apply the same for
monitoring and follow=upe

28. a. In the light of ﬁhis_;t was also considered necessary
to £ind out the effectiveness of the application of management
agééunting»tgchniqnes on the problem credits On account of
.corifédential nature of’dataoltﬁé nuiber of respondents for problem
credit ihférma@idn is not hight however, it is happy to state
that they were more' than ehough for cestmation of relationships
Here, broadly the proportlon of problem credit to total advance
is examined as a function of probability of application of all
‘techniques in depth, taken together for all segments. The
relationship is found to be significant here and this indicates
that as probakility of applicatibn of technidques increasés

problem credit decreases.

be Over and akove the total‘proble@ credit, the problem

. credit for sSI, small -borrowers and ﬁon—priority segment is also
considered and evaluated. In this context the'proportion of
particul ar segment's problem credit to iesPecéivessegment's
advance is considekéd to be function.of probability dﬁ:applicap
‘tion of technique to that segment. When' the relationship is
examined between the,probabilgty of application of technigue for
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: 5sI segment and proportion of SsI problem credit to SSI advance
the relationshlp turns out to be insignificant. This insignifi<
cant . relationship may be on account of the fact that problems
which arise to SSI are more attributable to the internal problems
of.the organisations concerned rather than on account o£~§?e‘
nonsapplication of maﬁagément accounting techhiques‘by oankers
or. otherwise as discussed in Chapter VI. The celationship
.between application of techniques +o0 small borrowers and problem
credit of small borrower's advance as a pr0portion of small
borrower' s advance is found out and the same is found to be
:significant. on examinining the effect of extent of application
1 of management accounting techniques to non-priority segment on
proportion of non-priority probleﬁ credit to non-priority |

advance 1t is foond to be sionificant.

with reference to the disclosure of problem credit there
‘preﬁaiis‘a very fast changing system. ‘The first introduction
:was with reference to Health COdesystem. It is already stated in
Chapter II that there is the emphasis on the transperency of
bank¥s accounts with Narsimham committee Reports The emphasis
is placed on provision to be made for doubtful advances. The
situation preveiiing‘before'introduction'of these transperency
norms is nicelﬁ summarised by Bhabatosh Datta and he states
that "No one knows what the really baddebts amount to, for banks
are legally permitted to show Eheir’baddebts as Nil and then

to'brovide unstated amounts as reserves‘against baddebts s "2

—n--—-—.---—---—---‘i-—u-----—-----_u

2. Datta BhaBatosh., Banks ¢ 18 years after Nationalisation, The
Banker, April, 1988, '

e
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However, with the implementation of the Narsimham Committee
recommendation "with gradual implementation of“the financial
sector reforms based on the report of the Narsimham COmmittee."
the banking sector in Ipdia, is expectgd to undergo a transfor-
mation over the next few yearse ee.e.s Once the bank start |
revgaling the true picture without any window dressing, [ many

will have red spots in their 1995-93 balancesh’eetm“a~

When the accounts of banks becomeg transperent the balance-
sheet and the profit and losg account of the bank naturally
talks about the health of thesames and this directly affects
the public confidence whiéh is the basis for banking business.,
hence the expedient available to the baﬁkers is to improve the

health of advance portolio it.e. reduce the amount of loss assets.

During the course of discussion vwith various lending officers.
it has been noticed that the advances upto Rs.25000/~ are sanctioned
without making much detailled study and this is particularly for
the priority sector advances and schematized advances and also
as mentioned in Chapter’ix the full provision is required %o be
made for advances amount upto R.25000 by Marchs .1994.

In Chapter II we noted that the bank performs many functions
over and above the functions of lending. It is the treasury
function or security portfolio of banks which has become the

noticeable aspect during the period 1992-93. As the amount of

.--Q--—--'--b_—--’---a—---—q—---g-‘—----

3. Venkataraman N.Ve and Nayak Gayatrl, Scheduled Commercial
Bankex The Economic Times., Ahmedabads, 27th May. 1993.
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gross problem exposure 1s put as high as Rs.4024.45 crores by

4

Janakiraman Committee Reports~ a reference to the situation

and causes of the some would not be out of place.

SECURITY SCaAM 3

3
i

The significant features of the environment in which these
irregularitiés took place as per Jankiraman Commlttee are as

~ followg¢s.
 Ae Enwironment s

ihere were large investible funds with the corporate sector.
particularly with Public Sector Units (PSUS). The large public
issues made by the PSUs did not f£ind a ready markets These PSUs
therefore, made arrangements. with banks whereby the banks
subscribed for a significant part of the issues and in turn.,
the PSUs placed the funds raised by the issues with banks who
subscribed to the issues. As many of the bonds issued by PSUs
were tax-free, they alongwith Units under the Unit-64 Scheme of
the Unit Trust of India (UTI), which also provided tax-benefits
under Section (BOfi)'of the Income Tax Act, were mainly held

by corporate entities including bankse.

However., while these large investible funds were available
with the corporate sector, the opportunities for short-term
investment of these funds were restricted. There did not exist

a significant money market- in which these funds could be

gxunaﬂ-ﬂ——-—-a-ﬁ-‘ﬂmﬂ,”'ﬂ‘nn'm-‘------

4. Janakiraman Committee Final Report : The Economic Tlies:
Ahmedabad, 29th May, 1993.
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invested and the call money market was restricted tq_banks
and specified financial institutions. While companies in the
- private sector could igvest in intercqrporate depogit84 these
wére perceived as a risky form of investment for large amounts.
Psds were gene;ally"prohibited by administratiye guidélines
fxohvinvegting.in inter corp&zate depositss. For @eposits with
‘banks there were ceilings on the rates of interest which varied
according to monetary péiicﬁv ihg ﬁagimuﬁ rate of interest which
banks ﬁere”alléwed to pay beipg 13‘peréent=sincefgpril 1992; on
‘"deposifs beyond‘46 days and upto thrée years or mores. Though the.
‘ceiling on interQSt‘rates didnéé apbly to Qertificate of
E Depésit {cDs) issued ?y bankss each deposit had to be for‘a
minimum‘éalué of &.i crore (l&wé:ed to £5.50 lakhs in 1990) and
there was a monetary ceiling on the aggregate amount of CDS,
which could be issued by a bank. On the otherhand, the stock

market was b(doming.

Banks, particularly the foreign banks, were therefore,
quick to identify”'arbitrage"opportuniéies whereby funds could

be borrowed cheap and lent dear.

To exploit these arbitrage opporéunities banks needed to
¢lrcumvent exlisting regulations. The most significant of thesé
regul ations were as under ¢
Qe Banks were not permitted to offer rates of intaresé which
were in excess of the stipghated_xgtgs. @n_th_o;hgz\hand,-Psuq

needed to service the bonds issued and therefore, needed a .



- :;;r;

return on the funds placed with the banks at a rate higher

than the coupen rate on the bonds.

be Banks were required to maintain a significant portion of
their deposits in cash or in specified securities or with the
RBI. During the most relevant time only 36.5 percent of the
deposits was avallable for commercial lending. Even out of thiss
. almost 40 percent in respect of nationalised banks and private
sector banks and a lower percentage for foreign banks was

required to be lent to the priority sector, earning oﬁly a

concessional rate of interest. -

Ce Banks were required to maintaln reserve requireménts (CRR
and SLR) on call and notice mbney borrowings., which added

significantly to the cost of borrowing such funds.

de Banks were permitted to accept funds from the corporate
sector under Portfolic Management Schemes (PMS) where the
depositor could earn high returns but the accpptances of these

funds was subject to the following restrictions.
i. there was a minimum locx in period of one year.

ii. the bank was to act as an agexnt of the depositor to make
investments on his behdlf and the risk of the investment was

to remain with the depositor.
ili. The bank could not share in the profiis or loswes made by
the depositor out of the.invesﬁment and could not charge the

fee (fixed or as a percentage).
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e Banks could enter into ready forward transactions in
securlties only with other banks §nd only in respect of Governe

ment and other approved securities.

f.  The &ield on bank's investments in Government securities
undgr the SLR prescription waslmuch below the prevailing market
rates on long=-term debt instruments., and banks felt the need to
improve the yield both through trading in these securities (at
‘artificial rates) and though the mechanism of ready forward

transactions.

Moreovéer BRS were being used on a greatly extended scale

for the following reasons 3

= In respect of sale and purchase transactions in the
Government securities, normally the sale would be«Supported by
dglivery of SGhL transfer forms. These are orders issued on the
PDO to transfer the securities from the acqount of the seller to
the account of the purchasere. However. the incldence of dishonour
of SGL transfer forms had in.reased due to a pumber of reasons.
The PDO records were ﬁaintained mangally and on some occusions
there was delay in intimating the fact of dishonaur. Eherefore,
for ready forward transactions, banks increasingly resorted to

the issue of BRs rather than SGL transfer forms.

' The SGL account facilities in the PDOs were granted
regionwise. Thus, if the securities were held in the SGL account
with one regional PDO and the sale was made in another regioho

it was not possible to issue the SGL transfer form without first
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transfering the securities from one FDO to the other. Although
the transfers coﬁld be effected by telegram/tekex; a BR needed’

to be issued even for transactions in the Government securitiles.

TheYSGL facilities were restricted to Governmeﬂt Securities.

For purchase and sale of other securities; e+.ge Units or PSU
bonds. 1t was necessary to effect a physical delivery of the
bonds, alongwlth transfer forms. In many cases of PSU bonds.
" the actual issue of scﬁipi.was del ayed for several years and

was only an’allotment letter;m The seller, therefore, could not
.make delivery of part of the bonus covered by the ®allotment
letter' unki'l the scrips were issued. Even where bonds were
aeailable. the exact delivery could not be made 1IEf the scrips
were not avallable in demonimations which permitted exact delivery:
Finally, for large transactions, the physical delivery could be
Cuwmbebgowme ih Fespret oF Feady forward
{transactions which were intended to be reversed within a short
period of times Therefore, in all such “cag es, BRs were

increasingly resorted to.

 Thus, the stage was set for on era of irregular dealings in
money disguised as securitles transactions. There was a triple,
coincidence of wants, first, the PSUs who after the withdrawal
of the Government budgetory support hed to raise funds massively
in the market and had short term liquidity on thelr hands, wanted
an avenue of investment yielding more than the coupen rate on
the bonds they had issued. Secondly the stcck market was booming

) and the *bulls’ desperately needed funds to finance their over
r : .
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bought positions, never minding the high badla rates. Thirdly,
bankers who had acceptéd high cost funds from PSUS;'éaw that the
only avenue which yvlielded the anticipaied high returns was ‘
finaneing the stock brokers in a booming market. What was neded ]
was to devise some innovative techniques to circumvent the

-regulations.

To circumvent the regulations, banks needed the assistancé
‘of brokers and therefore a close nexus had developed between '
cartain brokers agd certaln banks. This was aggravated‘by the
fact that 0perating managers were under pressure to greatly
increase the profitabillty of banks. While in the casé of
foreign banks this arose out of the Qrowth of inteAse competition,
in the case of nationalised banks. there was a growlng awareness
‘that thetfr o§erall performance- compared very uﬁfavouzably with
the perforﬁance of foreign banks and steps were needed to

improve the ?bottom line' of their published results.
Be Findings s

- After examining the envircnment in which the irregularities
aruse the Janidkiraman Committee mentions the irregularities which

are briefly as follows

4

The examination of securlties transactions of the different
banks has revealed a falrly consistent pattern of'irregularities
in mbsg of the banks with local variants. It is also evident that
thaese irregﬁlarities have’largelj arisen'out of attempts to

circumvent the RBI regulations. A number of irregularities
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developed in the. operations of the PMS schemes and a number of
rregularities have also taken place in respect of. schemes which

were designed to circumvent the rigours of the PMS. For example $

as RBI guidelines‘did not permit ﬁanks to enter into :eady
forward transactions with parties other than banks and also
did not permit such transactions to be entered into in respect
of securlities other than Government and cther approved securi-
tiese All banks which had such schemes obviously violated both

these guidelines. )

be In most cases there 1s no evidence to show that securities
which were presamed to have been sold and for which sale
proceeds wexe recelved by the Eank ware in fact delivered or

even spparately kept in trust for the clients.

Ce« In some cases there are instances where at the time of
alleged sale of securlties even the securities were not

L3

identified in the security receipts issued.

The funds collected by banks as also their own funds could
be lént to brokers only in accordance with RBI guidelines. To
circumvent these guidelines, the funds were lent in the auise
of ready forward transactions. As mentioned above the ready
forward tfansactions'could be entexred into only with banks and ownly ivg
pespect of govehnment Securiiies. To circuwvent
Athe first stipulation, transactions wwere recorded as made with
counter party banks but the beneficiarlies of these transactions

were certain brokers. o aceomplish this, certailn banks acted as

' routing' banks for brokers. B
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ds The 'routing' banks purcﬁased securities in their own name
and sold securities in théif own name without indicating that
they were acting for the brokers. Where securities were not
readily avallable, they even issued their own BRs. The cost of
the puréhase was debited to the broker's account and the sale

proceeds were credited to the broker's account.

Brokers also arranged contracts w;th banks where the name
of a bank was given as a counter party seiling bank w;thout the
knowledge of the bank concerneds The proceeds xgceiveé from the
purchasing bank in the form of banker's cheques in thé name of
the alleged counterparty bank were credited by that bank to the
broker's account by virtue_of an existing arrangement. Thus the
purchasing bank was unaware that it was infact dealing with a
broker and not with a counterpérty bank. When delivery was not
effected for securities for which payments had been made, !
liability was denied by the bank whose nhame was shown' as the
counterparty banki A significant part of the problem exposu;é

has arisen on this account.

‘A very large proportion of the trénsacticns entered into
by the banks have been ready forward and double ready forward
transactions. In a ready forwéré transaction there is a present
purchase or a present sale of a security tied with a forward
sale or a forward purchase of the same security with the same
counterpartye. The purpose bshind the transaction is not to buy
or sell the security‘bﬁt to temporarilly creéte finance by selling
the security which finanée is repaid when the sale is reversed

in the second leg of the transaction. In a double ready forward:
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transaction, two securities are simul teneously bought and sold
on a réady forward Basis¢ The purpose behind such a transaction
is not to create liquidity but rather to temporarily‘exchange
the investment portfolios and in the process altgr the holding
rates of the securities. -

As mentioned earlier, banks were permitted to enter into
reédy forward tfahsacfioné only in SLR securitieés (i.e. investe
hénts inxﬁhich SLR reqﬁirements had to be maintained) - and
secondly, such transactions could be entered into on1§ with

other banks. In almost all cases, banks have violated thef first

regulation and have entered into ready forward transactions

in respectléf nén-sLR gecurities like Units and Psu Sonds. Some
of the banks have also violated the second regulation and have

sought to camoﬂflage'this violation by ingenious means.

Normally; even in a ready forward transaction, each leg of
the transaction should be accompanied by actual delivery of
securities or SGL transfer forms. However,.in most cases, there
is no evidehce'bo show that actual delivery of securities or SGL
transfer forms was effected, but on the contrary there is evidence
o suggest that BRS were issued and the same BRS were returned
on reversal of the transaction. In many cases where SGL transfer
forms were issued there was épparently a tacit understanding
between the parties not to present the SGL transfer forms at
the PDO but to return them to the seller on the reversal of the

ready forward deal. In a number of cases this raises a doubt
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whether underlying securities for the transaction existed at all.
"It will be appreciated that ﬁhe ready forward transaction was in
essence a financing transaction and 1f this transaction was not
supported by underlying securities; the transaction was no more

than an unsecured loan of fun&s.

. The BR is intended to be a document which acknowiedges
rege;pt of funds for the sale of a security agd’which'confirms
that ;he issuer has undertaken to deliver the epecifiea securi=-
tieé‘to the purchaser and pending suqh delivery is holdiné
the secﬁri£ies in trust for the purchaser. Indian Banker's

”Aseqeiet;on;(IBA) had presecribed a standard,format for the BR
and_also.preseiibed BR rules and a format for a monthly statement

of BRs held and issued.

In most banks the IBA guidelines were cbserved only iq

their breach. In particulars, the BRs were not issued on security
.‘pape£ or in the prescribed form and more significantly were'got
exchanged with actual scrips but.were returned for cancellation

., on reversal of the original transactions or even agalnst indepen-
dent transactions of equivalent wvalue. There are several instances
where BRS were treated as qegotiable.instrumehts and transferred
hy endorsement and even, instances ﬁhen in support of ﬁurchasesa

BRs issued not by counter party banks bﬁt by * third parties’

were accepted.

There was a close nexus between certain brokers and certain

© banks which enabled the brokers to have unauthorised access o



funds as also undertake unauthorised transaétions to thelr
advantages 4

Apért £rom the nexus #etween brokers and bahks, there was’
a ﬁe#us between different banks whéréb§ one“bank‘would be used
as:é‘éource of funds and the other bank was used as a disburser
of the funds. Most of the funds were obtained from PSUS possibly:
through the intervention of brokerse who in turn were. the
beneficiaries of the funds -dishursed.

A key element in the perpetration of the irregularities
was the BR; for which the guidelines of IBA were obgérved in

their breachs-

Moreover: arising out of the close nexus beyweén the brokers
add the banks, the BRé“were used to generate transactions which
“héd no sechrity backing}‘TﬁuSa the ¢gnise of security transactions
was éﬁvén‘tb*what were in.fact'pure financing transactions.
W#thout even the backing of an underlying security. In many
cases by ommission or perhaps by design no record was maintained
of BRS iséued. Iﬁ other cases there is clear evidencée to show

that the BR supported by BRs was issued at the requést of brokers.

These lax practiées gave’édhéiderab;e scope to bahks and
biokeré to indulge in a number of irregularities in the guise |
of securities transactions. The indiscriminate use of, BRS without
security bééking creatéd ; kind of péper money which circulated
from bank 0 bank liXe a stage~érmy of soldiers and provided an
opportuﬁity to brokers*tb avall of funds of increasingly loatger

<. amowrits.
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_ A second key element in the perpetration of the irregula- -
rities waé the complete breakdown of internal control in a ‘
number of banks. ‘ ' ‘

A,in}almost‘allqbanks a market practice dewveloped whéreby ‘
there was no independent confirmation of contracts between
counterparty -banks and in many cases; de;iveries of .securities,
BRs and SGL‘transfe; iorms were made to and .recelved from
~ brokers, and even cheques for settlement of aues/were'given to
Uor received from brokerss Incidentally this resuiteaﬂin brokers'
de;ayingziglixery'of segurities, BRS and SGL transfer forms as

 also cheques‘for settlement.

A third key element in ‘the perpetration of the irregulari-
ties was the fact that brokers were increasingly dealing on
their own account and currying positions. This was one of the
reasons for the differences between the rates at which the
same centract was booked by two counter party banks and the

large differences paid to or received from brokers.

A fourth key element was the fallure to pgriodically
reconcile the investment accounts. In the absende of this
periodic reconciliation gaps in the invgstment_portfblio remained

undetected.

As a consequence of the various features mentioned earlier,
*hdles' had developed in the investment portfolio of banks.
These holes :emainéd ﬁndetacted because presumubly the portolio

was supported by SGL transfer forms or BRs which were on hand or
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which were to be dellvered by brokers and it was not realised
that the SGL transfer forms or BRs were not backed by securities.
In effect a huge teeming and lading dpegation had developed. fhe
deliveries to be effected and paymehts‘to be made under one set
of transactions being met by the creation of a new set of tranw-
sactions again supported by SGL transfer forms and BRS not |
backed by securities. Thus like a game of musical chairs, this

' *hole' in the overall investmént portfolio of banks was trans-
lfeéred?rom‘bank to bank and was‘detedted'only‘when th% music

stcp?ea.

The event which t&iggeied this‘stoppagé was the equiries
into the securities transactions of banks started by RBT in
Janu;ryb 1992 and this in April, 1992 revealed a shortfall of .
fs» 649 crores in the investment portfolio of SBI which could be

“traced to broker Harshad Mehta.

The discoyery of the shortfall in SBI and the subsequent
disclosure of the payments by NHB created a crisis in the secu-
rities market whereby other brokers also were not able to »

" conceal the *holes' 'in the invéséﬁéﬁﬁ@ﬁ of some banks by
replacement dealss: 2 _’y~ } \

The committee is of the opinio§ that if a proper internal
audit and internal inspecé&on systemihad been functioning, this
overéiﬁe would have been detedted.'This is an activity which is
“considered within banks as hot being intellectually s?imuléting

© or conducive to professional advancement within the bank and
department is often inadequately staffed.
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The RBI had detected some of the irregularities outl ined
in the committee's Reportse Thuss in 1989-90; a detailed
serutiny of PMS transactions by banks revealed many irregulari-
ties. These irregularities were poiﬁted out to the banks and
revised guidelines issued by RBI through a ¢ircular dated 18th™ -

January, 1991.

Tt is obvious that while being aware of the violétiéns of
its directives by certain individual banks, the RBRBI was not )
aware of or did not appreciate the all pervasive nature of the
malady.‘, It treated these as technical violations for which the
individual banks should bé reprimanded and‘the banking system
as a whole cauttoned but it did not comprehend the total
picture whereby certaln brokers had in fact captured the secu-

rities operations to their own maximum benefit.

In so far as the existeﬁéé and quality of investments at
the balance sheet date are concerned, the auditors clearly had
a duty to verify the existence and quality. This required a
reconciliation of the investment accounts physical inspection of
securlities on hand, confirmations of counterparty banks for BRs
issued by such barks and on hand, confirmation of SGL. balances
with the PDO, and control and reconciliation of BRs issued by

the banke.

In the case of an audit, within the restrictions of time
and resources available, the auditor has to examine’phe whole arew

of a bank's financial operations whereas an inspection or
investigation is not limited by time or coverage. '
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The absence of a procedure to provide detailed statements
" of transactions in the accounts to the holders has howefer
hampered the reéular reconciliation of investment balances and
to that extent this has contributed to the failure in early
detection of the irregulatities.

Ce  Recommendations s . = = ’ '

- jWiﬁh a view to reduce the chances of :eﬁurrence of such
lrregularities in futnreo»Jahkiraman Committee has made the
following main recommendations & I

ha.key factor in perpetration of the irregularies. has been
. the system of Bank Receipts (BRs)e The issue of BRs “should be an
exception rather than a rulee. To achieve this Iend. the Committee
recomended thats tﬁere mﬁst be a central dépository for all

securities in which a bank normally deals..
At present the PDO is a depository only for Government securities.

As the irregularities were attributable to the breach of IBA
guidelines for BRS, the Committee recommended that the IBA
guidelines should be strictly followed. Its further, recommended
that the BR should have the validity period of only 3§ dayse
"Alsos it should normally be rédeémed only by aétua; delivery of
securitieé and not bf cancellation of the t:ansactién or by
set~odf 'against another transaction. ﬁareOVeré the committee
also émphasised the reéuiremént for proPef s&stem in each bank
for custody of unused BR “forms and fox cont:ol on their utilida-

tione« It also emphasised the periodical review of existence and
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operations of tontrol by internsl a&d:ito bank supervisors and

external suditors.

On account of the Committee's observation thét the brokers
have acted on their own account and banks have provided facili-
ties for the purpose, it made certain recommendations. The impor-
tant amongst them are, ' i. there must be a compulsory practice
for all contracts between banks to be supported by exchange of
written conflirmations of the contracts. This is expected to
ensure that the name of the true counter party is disclosed to
both contracting parties. 1l. when the bank undertakes a
transaction on behalf of its client, all documentation should
clearly disc¢losa the name of the party on whose behilf it has
been acting. 1ili. The existing probibition on banks issuing
cheques drawn on thelr account with the RBI for third party
trapsactions should be str;ctly enfor&ed. Such payments should
be made through normal instruments like banker's cheques, drafts
or a transfer advice which clearly discloses the identity of the

person on whose beha)f the transfer is made.

On account of thé perpetration of irregularities and non=
detection of the same being largely attributable to inadequate
control in banks regarding securities iransactions and the
-inadequaey of. the internal inspection systems the committee
recommended that in each bank an immedlate review be made, of
the‘adequacy of the intemnal control system re;ating to securityw

transactions and re¢medial steps be tasken expeditiously.
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On account of the commitiee's belief that the envisaged
new Supervisory Board will not have the resources ©o adequately
carry. out on sife iﬁbection of the large number of banks and
brénches; it recommended that formal arrangements should be made
for a closer coordination batween the ~accountancy profession and‘ .
the supervisory anthorities whereby the former can assist the

latter in the‘discharge of their supervisory responsibilities.

From the reconmehdatiens made by the Jankiraman Committee
for security transactions for banking system it is clear that if
thyy are adhered to strictly the changes OL recurrence of such

large irregularities may be reduced. to a greater extent.

Thus on the . one handithe:Narasimham Committee has made the
lsuggestioﬁs'to &ake the advance portfolio sounder alongwith other
suggestions, on the other hand tke Jankiraman pomm&ttee recommendaw
tion will make securlty transactlons heal thier foxr the banking
system,’Aﬁd recommendations of both theée committees Lf taken
‘togethex will lead %o a healthier banking system towards 21st

century towards which the world is marchings .
SUGGESTIONS $

On the basis of the present study the following suggestions
are to be made with reference to the advance portfolioc of
commerclial bankse Hére the comment by’H@llowéy'Douglés is worth
ncéinga even in the Indian Scenario. He states that "Toaay

regulatory serutiny, increased competition and evertlghtening

cocst contxols f£find us in an lncreasingly turbulent and
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unpredictable environment working harder and faster, by itself,
is no longer énough.locan review needs its own form of perestroika

i1£ it is to adspt to the realities of the 1990s."

At this juncture we move to the following suggestions -

1.  With increasing uncertalnties and dynamlc world, the
varlables affecting to the profitability of proposed borrower
nay chénge over a'perioé of projectiong which are to be

" submitted by the borrower to the Bank. Hence looking o the

. nature of industry to which the proposed borrower belaﬁgo
looking to the likely‘changes in government regul ations and .
looking to the inflatibnary trends the projections snould be
examinad with all probable changes and here comes the concept
of probabllity and sensitivity analysls which needs to be

taken care of while appraising the lending proéosals. As
informed to us, by the appralsing offilcers at reglonal officeﬁs
of large public sector banks, the projectlons are verified
critically and trends there in aré‘looked into (awg necessary
changes are made but the factor of uncertainty is not being

taken care of and hence the suggestion.

2. The .second important thing is *o introduce the concept
of !'break-even analvsis' to branch's profitability while taking
lending decision. QOnsidering the complications involved in

applicgtion of this concept it may qot be applied while taking

5. Holloway Douglas P.» From Loan Review to Risk Reviews A
Journal of commercial Bank Lending, Decembers, 1990+ pe. 33
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lending decision for loan amount less than Rs«25000.: however., when
one takes a decision about a loan for big amounts the impact
there of on the branch's profitability and risk-against it should

be critically examined.

It is important to note that "its (interest rate's)
impact on the income is more strong than on its expendlture
with interest income accounting for more than 80 percent of the
total income as against its share of around 60 percent in the
total expenditure."6 Also "the deposit mix and composition of
advances affect individual bank's profitability.“7 Venkataraman
and Nayak observe sugportinglf that "for a very long time after
the nationalisation. banks have been functioﬁing without any cost
'consciouéness.“s And here it is very important to note remark
of Government of Indlia as quoted by B. Satyamurty "Nationalisation
does not absolve the banks from their obligation to maintain
proper financial and monetary discipline. There is a substantial
investment of public funds énd a resonable return on this investe

ment would be expected by the Government.“9
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6. The Economic Times Research Buerea, Interest Rate Structure.
The Economic Times, Ahmedabad, 27th May, 1993, p. 19.

7. Ibides

8. Venkataraman N.V. and Nayak Gayatri. Scheduled commercial
Bankss The Economic Times, aAhmedabad, 27th May. 1993, pe. 17.

9. Satya Murty B., Current Accounting Practices in Commercial
Banks in India, aAn Empirical study Prajnan. April-Juneo
19920 VOlo xxi, No. 1. :

e
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3 Regarding method of costing for stock valuation the

bankers are concerned with the bill value. The stock statements
are being submitted monthly and physical stock inspection are-
carried out at random by bankers to ensure the correctness of

the stock statement. The year end stock valuation is generally
based on LIFO, FiFO or average method which are the accepted
methods according to Accounting Standards. Here also it is pointed
out by some of the lending offlcers that as the stock statement
is to be submitted once a months it may be submitted on lst day
of the month for one month and on 29th of the next month and
'still the formalities are fulfilled. Under the circumstances,

the éomparabiiiﬁy'of’gho monthly statements is distorted.
Moreover, it %s also pointed out by some of the'iendinénéfficers /
that .s0 far as the. stock statement fo§‘the month in which £inan-
cial year ends are concerned they are not generally submitted
~for stock posit&bn as on the year end date, but for some days
before or after and this leaves the éroﬁnd open fof adﬁuétment.
The real situation comes when the balaﬁc?shéet 1s prepared which

is generally finéliseahéﬁter a gap of three to four months.

Hence, two importapt.points:woftﬁ suggestion here are 3
as in the month of year end tﬁe borrowerétshould bé requested
to submit thelir monthly stock statement as on year. end date am
in case the same are not so submitted; the details regarding ’
movement Of goods between the balancesheet date and the date on

which stock statement is submitted should be sought fors
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b. There should be a standardisétion of method of stock valuation
for loan monitoring»pérﬁfolio for blg borrowers. As discussed
in Chapter III under the Accounting Standard No. 10, the decla=-
ration is to be made only in the year of change and extent
thereof to be noted.only if it is materiale. In additicp to this.
the bankers should standardise any of the method out o% three
recognised by Accounting standard No. 10 viz. FIFO, LIFO and
Average stock mefhod; and 1f the borrower is following any
method other than the one standardised by bankers the stock
valuation under the method standardised by bankers should also
be requested £rom the borrowexrs. This will make the contents of
advance portfolio comparable with each othere. This can be
considered from the first stage of advance portfolio i.e. at ' =

the time of sanctioning the advances’

»

4o According to Edward Jesser "there are six specific fbllpwu
up procedures which many lending officers fail to perform and
which only invite trouble. Figst, failure to keep uptodate d
financial filgures. At the time the loan was originally granted,
the company was deserving of the amount requested based on" the
figures presented. However, analysis of subsequent financial

information may reveal the development of advemnse trends."lo

In the light of this it may be noted here that with the
recommendation of Chore Committee. "All borrowers enjoying

working capital credit limits of .50 lakhs and above from ==

10, Jesser Edward Ae., Effective loan Administration, Journal
of Commercial Bank Lending, June, 1973, pe« 21, ‘
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-the entire banking system will now be required to submit the
following statements indicating in advance at the commencement
of eacﬁ quarter the requirement of funds during.that quarter 3
Estimates for the ens@?ing quarter and «ese+ Derformance during

the previous quarter.“ll

Here we would like to quote the finding of B. Ramachandra
- Rao that ‘Fif,ﬁy "two -pérceht ‘of indu,strial borrbv‘wers, d,c? not
‘smbmit the quarterly’ returns at allc“i? In the above background
we would like to suggest that the.systém may be made effective
for the present level and be implemented down the line looking
to the’'demands of the day where ‘pProjections have not turned out
to be correct to a greater extent and this may be’exteﬁded at
least to Rse10 lakhs advance from the banking system to make the

disciplined borrower culture.

5.  The curreht ratio as suggested by the Tandon Committee
norms is improved over three methods from 1:1 to 1.79%1. However.
still it is the second method, in operation for which also the
current ratio 1.33:% which is very low as compared to ideal

standard of 2t1 for current ratio.

The cash credit faciiity eventhough knownas “working capital

advance" and fé; the day 45 day runnin§ of the business éhey

11- Nabhl s How to Borrow from financial and banking_Institutions;
A Nabhi Publication; Pe 285, .

12+ Ramachandrara® Be. Cre&it,Management» Some Issues in Credit
Authorisation Scheme, IBA Bulletin., Vol. iXo Now 11:
‘November, 1987, pe 239 «
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become the life time advance for the business. In addition to
this, when the borrower expands his/her business, with growth of
business the entitlement and demand for working capital advance

.....

increases and not decreases.

It is, therefoiei suggested that after the establishment
of business, l.es over a period‘of five years or s6 the borrowers
should achieve the current ratio of 1.79:1 as prescribed by the
third method of Tandon Committee report and over a period of 10
to 15‘years of éstahlishment of the'organisation théy should
attain the cur%ent ratic of 2:1. This may release somavfunds‘ﬁor
the newly growing organisaﬁions and also when p{oportiéq of
contribufion of the borrowers is to be increased they willk be
much more cautiogs about the growth aspect and hence better

industrial heélth can be attalned. . .

6. Also the remark of Paul Ross is important to note here even
in the Indian.contexta He states that "Lenders should piobably
exert more pressure on Companies to strengthen their balancesheets
through more restrictive loan covenants or higher pricing on

loans to the more highly leverage credit."13

Under the changing banking scenario it is important to note
the following ;emarko it has §e§n ;@pqrteﬁ that more than 12 _
of the 20 nationallised banks are.likely to show losses for the
year ending March 31, 1993. After making bumper profit during

the year under review,as;they are required to make large provisions

13. Ross Paul, Rising Indebtedness of corporate Sectors Journal
of Commerclal Bank Lending, September., 1989, p. 47.
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for Bad debts ahd~hoheperformihg‘assets under the new norms for
prov;eioning introduced’by Reserve Bank of Ipdia. Also the
government has refused to allow tax exemptioh to banks on the

provisions they make fox(: bad debts.“l4

Thus transperency of accounts may be termed to be the

first step in the direction of changee

.7;”‘ Itlis‘to.be poiﬁtédveut that, the interest income on
advances constitutes the major portion of bank' s reéeipte and
hence it can pensaid thet,the bank's érofitability is dependendent
on the same. fhe provision for‘doubtful advances and write-off'

. may be considered as one time step o clean—up the bodks;
however., it is not the permanent solution; what is important

here is the development of healthy advance portfolio.

Alford sinclair's comments eyenthough are pithyj;inguistbale ~
are very important in this context and they are as follows 2
“Catch the bad ones as soon as you can. If you grade your loans

, on the front end, you can catch a lot of potential trouble and

watch the low quality loans more carefully. nl3

“Once a loan has turned sour, act quickly and decisively. A bad

1oan is always worse than you think it is Try to beat the other

‘q:edito;s to what is left of the borrower's assets. "%

-

"Don' t let bad loans suffer from lack of proper\attention from

bank personnelw+Kzep: the original officer involved if possibles

--b-nﬁ----ﬂ“‘t‘---“G----‘.-“‘M-‘lﬂ’“-

15. Sinclaira Alfor& Ces Problem Loans - At the Eye ball to Eye
ball level, Journal oOf. -Commercial Bank Lending, June, 1975,p.38.

' 16. Ibide; pe 384

ES
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but let a sepcialist ride herd over hime. Then you ride herd

over both of them.”lj

8. - In the Indian Scenario the weaying~of'the steps of advance
portfolio is must. The bankg;s need, not become hasty to complete
the advance targets and if these targeés are completed the emphasis
has to be on the good health thereof.ifhe bank lending officers
should be trained up to have a grasp over the early warning

signals for the problem credit.

What is reguired here is that.so far as the blg borrowers
are concerned, stringent norms have to be followed-up by them.
The banks should devise checklist for these big borrowers and
when a particular check is not met with by the borrower, the
necessaiy course of action by the borrower should élgo be declded
in advance, this will eliminate much of the personal considera-
tions: And the objective approach for monitoring and fol low-up
can be established. The main thrust point should be the main-
tenance of a complete his;ory of the bdrrowera The checklist
should mainly check the strength of the borrower in terms of

profitability cashflow and certain important ratios.

For the small borroweis the approach in checklist may be

kept little simple.

One can be optimistic about the help which management ()

i
1

accounting techniques can provide in restraining the sanctioning

of the loan which are probable to become doubtful asset and let

+
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17: Ibidss pe- 394
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the ﬁse of techniques become the early warning singkls for
bankers- to protect their loan portfolio from becoming loss
portfolio and let there be the introduction of the application
of management accounting techniques gradually from big borrowers

also to the small borrowers where the proportion of problem

* . loan is becoming alarminge



