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Introduction

The proposals, after being appraised and sancte
ioned by the right authority, the corresponding amo-
unt has to be disbursed. The lending banker's resp-
onsibility does not cease with the granting of the
loans and disbursing the same to the borrowers. He
has to watch the transactions on a continual  Dbasis
till the lgst paisa is recovered from the borrowers.

The purpose of this Chapter therefore, is to
study the working of commercial banks in the area of
disbursement, supervision and recovery of bank credit
and pinpoint the weaknesses for the purpose of cor-
rective actions.

Section I

Pre-disbﬁrsement Stage

The pre-disbursement stage consists in fixing
the terms and conditions of the loan, and the valu=-
ation of securities.

It is necessary for the banker to specify clea-
rly the terms and conditions on the basis of which
the advance is given. These terms and conditions
should be mutually accepted by both the banker and
the borrower. They cover the amount of the loan or
the maximum limit of the advance, the nature of the
advance, the period upto which it is valid, the rate
of interest to be charged. They also contain the



62

period of repayment which depends on the purpose of
the loan/advance and the size of the loan.

Industrial loans for acquiring land, building,
plant and machinery or agricultural loans are granted
by way of term loans repayable within a period of 10
to 25 vyears depending on the Tepayment period agr-
eed. This repayment depends also. on the cash surp=
lus that the project or the activity undertaken by
the borrower would generate and suitable instalments
are fixed.

For the working capital finance, loans are sa-
nctioned for short periods and are subject to per-
iodical review and/or renewal. The Trepayment comes
from the sale proceeds of the goods manufactured or
produced and marketed.

For the valuation of securities, bankers consu=-
1t outsiders particularly for mortgage securities
( land, building, etc ). Because of the legal side
of securities, bankers should handle with care all
the documents relating to them., They should check
if all the necessary formalities are well filled in
and that the borrowers are liable by their true signe
atures. In some cases, bankers lose their rights
because of their negligence to check carefully all the
clauses and legal instructions they contain. Therey
fore, they should always get the advice of a lawyer,

After charging a security, if required, and cre
eating the necessary legal documents, bankers pass
to the disbursement of the amount of the Permissible
Bank Finance.,
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Section II

Methods of Disbﬁrsement of Bank Credit

Bank Credit in the past was on security basis
only and as a consequence, once othe security was
charged, and a margin fixed and therefore the dr-
awing power determined, the borrower could draw
as much as he wanted and at any time within his
drawing limit. The method of disbursing was - on
c ash credit basis. The funds being available at
the bank, the drawings depended only on the will
of the borrower. This situation made the planning
of cash outflow difficult at the bank level becau-
se the banker did not know at what time his borrow=
er will withdraw how much of the money.

However, the cash credit was convenient to the
borrower on whom there were no constraints to disc-
ipline his drawings and to the banker who had to cr-
eate one account and to ensure that the value of the
security remained adequate.

In case the value of the security goes up, the
drawing power increases and along with it the cap-
acity of the borrower to draw more. As soon as the
value of the security was adequate for the loan am-
ouat, the banker was at ease and therefore ignored
completely whether his borrower was using the bank
credit efficiently or not.

After nationalisation of commercial banks, some
improvements in the system of disbursement of bank
credit have been brought about on mainly the Tandon
and Chore Committee recommendations.
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I - Disbursement of Credit as per the Tandon Study

Group's Recommendations

The Tandon Study Group found that the dishurs-
ement of credit based on €Cash credit, enabled the
borrowers to diverse the bank funds for other purpo-
ses than those for which the credit was allocated .
According to the Study Group, a banker had no control
under the cash credit system over the level of adva-
nces in the cash credit accounts. No notice was re-
quired for drawing within the sanctioned 1limits th-
at remained partly unutilised in most of the cases.

The Study Group therefore suggested that  the
entire credit limit, as a Cash credit for a year ,
may be bifurcated into a loan and a demand cash
credit which should be reviewed annually.

The Tandon Group also recommended that the fi-
nancing should be placed on quarterly budgeting -
Treporting system for operational purposes. In short,
the customer should submit a quarterly budget to the
banker. When disbursing the credit, as per the Stu=-
dy Group suggestions, a part of the total credit re-~
quirement, within the overall eligibility, could also
be provided by way of bill limit to finance receivab-
les . These bills were thought to be on a demand ba-
sis or on a usance basis depending on the marketing
practice in the industry.

The group further recommended that the seller
should be paid off immediately after the sale trans-
actions and bank credit should be extended only to
the purchaser.,

Because of some drawback observed‘in the Tandon
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Group's system of credit disbursement, the Chore Commi-
ttee was zppointed later to go into more details about
the operation of the cash credit system and to make
changes/improvements if any.

1l - Disbursement of Credit as per the Chore Committee

Reco&mendations

The Chore Committee found that the Tandon Study
Group's recommendations reiating to the style of cre-
dit, i. e. bifurcation of the cash credit limit into
a 'core' loan and a portion as a ‘variable' cash
credit portion has not been put into practice -to any
significant extent.2

The Study Group also found that one of the rea-
sons given by the banks for not seéregating the core
portion was that there was no need for bifurcation
of the core portion and its conversion into separate
loan account because the banks were aware of the exte-
nt of the Core portion on the basis of minimum draw-
ings 1in the past years.

Continuing its investigations, the group discow~
vered that banks apprehended difficulties in documen-
tation, registration of charges etc. The interest on
the loan portion being low, as per the group analys-
is, banks stand to lose considerable income on such
core portion and in the prevailing trend of declining
profits, they could not accept such a change.

The study group recommended the enforcement of

27. Chore Committee Report, paragraph 5.l.
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the system of bill finance purchase and discount of
bills - which is quite popular for financing recei-
vables. The Group, continuing its analysis, reali-
sed that the practice of financing book debts by
cash credit was however, still prevalent to some ex-
tent.

Bankers were advised, wherever feasible, that
they should review all such accounts and insist on
the conversion of cash credit limits into bill lim-
its. The Group recommended that to begin with it
should be made compulsory for banks to extend at lew-
ast 50 X of the cash credit limit against raw ma-
terials to manufacturing wunits whether in the publ-
ic or private sector by way of drawee bill.

The R B I accepted the recommendations of
the Chore Study Group pertaining to the disburse-
ment of bank credit, while those of the Tandon Study
Group have been wi thdr awn .28

Therefore, it can be noted that three methods

of disbursement of bank credit viz., cash credit ,

term loans and bills are actually in use in Indian

Commercial banks, But it will be difficult to rep-
lace completely the cash credit system in a develo-
ping country like India inspite of the efforts of
the Reserve Bank of India to popularise the Bill

Market.

The lending Banker, after disbursing the c¢r-
edit, should keep a close watch on the end - use of

28. Based on different studies of materials available
in banks pertaining to the Tandon and Chore Study
Groups. ’
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funds and ensure that the unit is working satisfacto-
rily. In other words, he should supervise the purp-
ose for which the bank credit is used to ensure bet-
ter recovery.

§ection IX

Follow-up and Supervision of Bank Credit

One of the most important tasks of commercial
banks .today is the follow up and supervision of the
credit providedes They are financing large number
of borrowers from different sectors of the economy-
and consequently the supervision of bank credit be-
comes more challenging than it was before.

The main objectives of follow-up and supervi-
sion of bank credit are :

(i) to ensure that the bank credit is used for the
purpose it has been sanctioned for,

(ii) to keep a close watch in the borrower's acti-
vity and particularly to see if the project has
been started in time,

(iii) to evaluate the performance of the unit in terms
of production sales, profit etc. and also to
see if the borrower is in line with the origi-
nal plan,

(iv) to appreciate the management capability,

(v) to get information relating to external factors
like economic situation, government policies
etc., and

(vi) to detect signals of sickness at their early
stage in order to take corrective actions to
avoid sickness.



68

I - Method of Follow-up and Supervision of Bank

Credit as per the Tandon Committee Recommen-

dations.

1 - Main Recommandations

Under the new credit system proposed by the
Study Group, the follow-up and direction of credit
have to be regulated on the basis of the genuine
production needs. The Committee has suggested th-
at borrowers should get their accounts audited and
should submit their annual plans of operations for
the next year. The Group also recommended bankers
to analyse thoroughly the previous year's operati-
ons, So as to evaluate the performance of the bor-
Tower during the past, the quantum of finance fac=-
ility that will be available to him depending on
his operations. On the basis of the projected lev=~
el of operations in the next vyear, the credit
limits will be fixed.

In fact, the information system has really
been introduced only in 1965 when for the first ti-
me in India, the Credit Authorisation Scheme was set
- up Trequiring -the banks to apply to the Reserve
Bank of India for authorisation of the credit lim=
its over Rs. one crore.

But the originality of the Tandon Committee
Report is in that it covers all borrowers who en-—
joy a Credit limit of Rs. 10 lakhs and above and
also those enjoying credit limits of Rs. one crore
or more from the banking system. Therefore, the
Tandon Group divides borrowers into two categories :
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One enjoyiny credit limits of Rs. 10 lakhs and above
and another one enjoying credit limits of Rs. 1 crore
or more from the banking system. This last group
is qualified as big borrowers. Each group of borr-
owers has to submit the prescribed forms.29

Through the monthly stock statement, bankers
check if stocks or receivables are under the presc-
ribed norms. This is very important particularly if
goods are pledged or hypothecateds A rise in the st-
ock figures without a corresponding increase in the
turnover shows that there are some inadequacies in
the borrower's production cycle or their goods are
not being sold well.

The higher the stock turnover, the healthier
may be the business concern.

The quarterly statement of current assets and
current ligbilities shows the working capital gap
(i, e« total current assets minus total current cu-
rrent liabilities, excluding bank loan ) at every
quarter, In this statement, the banker can find out
whether the borrower is holding inventory in excess

29. The first group of borrowers has to submit : (a)
Annual production plan, (b) past and projected
balance sheets once in a year, (c¢) past, present
and projected operating statement once inevery
year (Formla), (d) stock statement in once a mon-
th. In addition to these statements, the Second
Group of borrowers has to submit, (e) statement
of current assets and current liabilities on a
quarterly basis but for the last quarter and
projected for the current quarter (Form Ib), (f)
quarterly funds flow (Form 11), (g) quarterly
operating statements (Form Ia)and (h) half year-
ly proforma balance sheet and profit and 1loss
account within 3 months.
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of normal requirement. This statement also gives a
fund of information whether there is an increase
in sales, whether the borrower has earned a profit
or not. The banker has to be sure that a reasona~-
ble part of the profit shown in the operating st-
atement has been ploughed back.

The Tandon Group recommended toleration of any
variation of + 10 X in the stock or receivables,
But in the case of deterioration in the operating
profit, the banker should discuss the reasons with
the boxrrower.

Alongwith the above recommendations, the group
has suggested when stipulating terms and conditions,
" that the borrower should consult the bank sufficien-
tly in advance to give it an opportunity to examine
its own position.30

The Syudy Group has also suggested surprise
stock inspection by the banker and where a banker
feels, for special reasons, that a detailed stock ve-
rification is called for, a regular stock audit may
have to be arranged with the assistance of outside
consultancy.

it it
Lagind

30, This consultation is to be done in the matters
of (a) making other borrowing-arrangements (b)
taking up new projects or large scale expansion,
(c) making investments in or loans to subsidia-
ries, associate concerns, individuals employees
under welfare scheme, (d) paying dividends other
than out of current!s earnings, after making due
provisions (e) giving guarantee on behalf of th=-
ird parties, (f) disposal of the whole or subst-
antially the whole of the undertaking, and (g)
premature repayment of loans and discharge of
other liabilities.
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Then, the Study Group recommendations through
the Information System seems to enable the banker
to follow=-up and supervise the bank credit. In fact,
the quarterly statements from these borrowers giving
the projection of their activities for the next qua-
rter and also the review of their performance in the
relation to the projection made for the earlier qu-
arter, give the bank an opportunity to supervise and
control the credit such guidelines have not been gi-
ven for smaller accounts.

Inspite of their innovative nature, the techn-
iques of follow-up and supervision of bank credit as
suggested by the Tandon Committee are subject to
criticism.

2 - Tandon Group's Information System : Some Criticism

The Tandon Group has proposed an information
system the objective of which is to prevent an unpla-
nned use of cash credit facility., The recommendati-
on is that financing should be placed on quarterly
budgeting reporting system for operational purposes.

The Information System ( I. S. ) proposed by the
group has already been recommended by the R B I to
commercial banks through the CAS and this is dated
since 1965. The only change is that in the group's
forms, the data are on a quarterly basis.

The L. S. lookswry effective on paper from
the point of view of follow-up , in practice it reg~
uires constant efforts for the borrower to prepare the
prescribed forms and furnish the same to the banker.
Borrowers are more busy in marketing their products,
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negotiating new supply of raw materials at cheaper
price etc,, rather than sitting in for a long time
to fill in all these statements.

At the bank's level also, correct interpretation
will have to be done to see whether the borrower is
correctly projecting the utilisation of the Cash ge-
nerations Any diversion of working capital funds
for investment in the block-assets or for making ad-
vances to the sister concerns and other non-producti-
ve purposes will be reflected in such statements and
these will have to be taken up with the borrowers
immediately.

The banker should also ask for supplementary
information like movement of important items of
inventories, of book debts, particulars of loans and
advances given and also details of sundry creditors,
including statutory liabilities, on a monthly basis,
for the purpose of ensuring that funds provided by
the bank are being properly utilised for production
purpose and the borrower has taken all possible st-
eps to bring gradual improvements to Kis operational
efficiency.

The study group thought all these indicators
will be aveailable to the bank once the information
system starts working. But the biggest problem
f aced by bankers was that borrowers felt that the
bankers wexre poking their nose into their business
and as a consequence many of them were really relu-
ctant to furnish the required information.

It was because of these defects in the informe
ation system that the Chore Committee Report sugg-
ested some modification in the Tandon's Information
System .
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Il - Method of Follow-up and Supervision as per the

Chore Committee Report.

The Chore Commitiee Rheport has extended the in-
formation system to borrowers enjoying working capite
al credit limits of Rs. 50 lakhs and over from the
banking system. The forms prescribed by the Tandon
Committee have been simplified and substituted by th-
ree forms.al ‘

with this reduction in the number of forms to
be submitied, the Chore Committee felt that borrowers
will not face any problem in submitting these statem-
ents in time. The Group als¢ recommended  that a
borrower should be asked to give his quarterly requ~
irement of funds before the commencement of the gua-
rter on the basis of his budget for normal non-peak
level as well as for peak level.

Drawings less than or in excess of the operative
limit ( funds required for a quarter ) so fixed with
a tolerance of 10 % either way but not exceeding sa-
nctioned limit would also be subject to a penalty to
be fixed by the nhBI from time to time. It may be
for the tinme fixed at 2 X . U[Orawings in excess of the
operative limit should howeverrbe subject to a close
scrutiny by the banks and allowed only where they are

- -

31.These forms are : (a) Form I : Estimates for the en-
suing guarter : projected level of current assets
and current liabilities (including short term bank
borrowings). It is to be submitted in the week pre-
ceding the commencement of the quarter to which the
statement relates,(b) Form II : Performance during
the quarter : Statement showing performance for the
previous gquarter with current assets and current li-
abilities. It is to be submitted within six weeks
from the closure or the quarter to which the state-
ment relates. (g) From III : Half yearly operating
and Fund Flow statement. It is to be submitted wit=
hin two months from the close of the half year.
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satisfied that such excess is warranted.

On the Group's point of view, the system of
levying committment charge on unutilised portion of
the Credit as well as penalty on excess drawings may
be imposed by means of directive. The committment
charge may be calculated on the basis of the unutil-
ised portion of the credit limit which shall be the
difference between the indicated 1limit and the aves:
rage over the said quarter, actually utilised by him.
It may be prescribed by the R B 1 .

The penalty charge may be calculated on the
excess drawings in the Credit 1limit which shall be
the difference between the amount actually utili-
sed by the borrower and the indicated limit. It may
also be prescribed by the R B I .

The Chore Group also suggested that banks sh-
ould levy commitment charge only if the utilisa-
tion falls short of 90 X of the indicated limit and
the penalty should be levied on a daily basis only
if on any day, the utilisation goes beyond 110 X of
the indicated limit. The committment and penalty
charges should not be levied Lion advances given by
way of loans. The Chore Group also recommended th-
at if the borrower does not submit the returns wit-
hin the prescribed time, he should be penalised by
charging the whole outstanding in the account at a
penal rate of interest, 1 X per annum more than the
contracted rate for the advance from the due date of
submission of the returns till the date of its actual
submission.

As a consequence of the above, the Chore Commi-
ttee Report has filled the major gaps left by the

/
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Tandon Committee's Information System.

The system based on Tandon and Chore Committee
Reports is being improved from time to time and all
commercial banks are required to send an annual pr-
ogressive report to the R B I .,

The techniques for follow-up and supervision
of bank credit vary from bank to bank. Keeping in
mind the Tandon and Chore Committee recommendations,
the banker c¢an use supplementary techniques according
to the specific conditions of the area where he is
operating.

The success or failure of follow-up and supe-
rvision of bank credit is measured by the capabili~
ty of the bank to recover its dues. This introduc-
es the problem of recovery of bank credit as disc-
ussed in the following section. ’

Section 111

Recovery of Advances.

I -« Dimension of the Problem.

Whatever the techniques of follow=up and sup-
ervision of bank credit used, the main objective for
the banker is to recover all his dues in time. In
this international economic crisis of today, busi-
nesses are facing more and more problems‘than in the
past. This is particularly due to the competition
among firms, protectionism policies laid down mainly
by developed countries reducing the primary exports
of developing countries. As a consequence, the Gov-
ernments of developing countries encounter so many

\
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problems in adjusting their economic policies to the
international economic order.

Even today one of the biggest financial inst-
itution in the world i.e. the International Moneta-
ry Fund is forced to find out a solution to the out-
standing Third World debt. Millions and millions
of dollars of its credit to developing countries in
Asia, America and Africa aTre not certain to be rec-
overed.

The German Magazine Elseviers32 has analysed
the debt ¢risis and found that inspite of the IMF's
debt recovery problems, western banks have 700
billion dollars outstanding in Third World and East
European countries, The most unpleasant situation
was the case of the nine biggest banks of America
which had lent half of their capital to Latin Amer-
ican Countries !

The Tuesday Daily33 reported that the Punjab
National Bank, the Central Bank of India and the
Union Bank of India were having problems of reco=-
very of the 200 millions dollars they had provided
to a business enterprise in Britain.

The Financial Express34 on recovery position

of the banks in agriculture reported that banks re=-
cover just around 51 % of their total advances to
agriculture.

32, Elseviers Weekblad, March 10, 1984,
33. Tuesday, Daily, Bombay, February 20, 1985.

34. The Financial Express, November 1982 on recovery
position of the banks in agriculture shows aver-
age performance as below :

- at the end of 1981, recovery was 52.3 A

at the end of 1980, recovery was 52.0 %

at the end of 1979, recovery was 50.2 %

at the end of 1978, recovery was 50.2 %.
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This poor recovery of advances is explained by
some responsible factors as described under,

II - Responsible Factors for Poor Recovery.

As a result of the different interviews of se-
nior bank Officers at different levels of the commer-
cial banking hierarchy, the factors responsible for
poor recovery of bank advances have been <classified
into two groups, 1i.e. nature and human. This bad
recovery is either the fault of the banker and/ or
that of the borrower.

Table 5,1 gives the list of responsible facto-
rs for poor recovery of advances.

TABLE 51 : Responsible Factors for poor Recovery of
Bank Credit* -

CAUSES RESPONSIBILITY WITH

Natural Human  the 7 the
Banker Borrower

Factors

1. Natural calam-
mities like
droughts,flood
etc. +

2, Misutilisation .
of Funds + + +

3. Timely help not
given + +

4, Over and under
finance + +

5. Wrong estimation
of repayment
Capacity +

contd..
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Table 5.1 contd..

CAUSES L RESPONSIBILITY WITH
Factors Natural Human the the
Banker Borrowex

6. Fluctuation

in Prices +
7. Wilful default + +
8. Lack of super- .

- vision + +

9. Politicsl inte-

erference + + +

* These factors are far to be exhaustive.

The factors responsible for poor recovery of bank
credit as contained in Table 5.1 can .. broadly be gro-
uped into 3, i. e. economic and production, social
and bankers' appraisal and follow-up.

A detailed study of the 3 groups as mentioned ab-
ove will throw more light to the problem of recovery
of advances.

1 - Economic and production factors.

Increasing cost of inputs can reduce profitabilie
ty margins, making Trepayment difficult even for the
successful borrowers. The Government Policies also can
interact unfavourably with the already tight market co=-
nditions. Even if additional credit is obtained from
the banker for adjustment to price rise, the problem is
not yet solved unless the rate of inflation is control-
led and kept down.
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To these factors, it is to be added the vagaries
of nature which make -~ the conditions of borrowers, pa-
rticularly those operating in priority sectors, very
pitiable aﬁd the only thing they can do in this case
is to postpone the loan instalments.

Another factor is the method of calculating the
projected yield of the project. DBankers assume, when
assessing K the viability of the project, that there
will be no meaningful changes in the environment.

The economic and production factors lead to red-
uce the borrower's income and therefore reduction of
the net cash availability.

2 =~ Social Factors.

One of these factors is the political interfere-
nce. It has been pointed out in Chapter III that, ce-
Ttain borrcwers because of their social and political
status, are able in a way or another, to press the hiw
gher bank authority for the sanction of their proposa-
ls. Once the proposals are sanctioned by this way,
the recovery poses serious problems because the borr-
owers will use the same technique t ~escape from the
repayment of bank credit.

There are also some borrowers who take the bank
credit as a gift and therefore when they earn high
income, they meet first their family expenses such
as for example elaborate cercemonies and as dowry etc
and the repayment of bank credit gets only a secondary
place. In the agricultural sector for example, farmers
keep in postponing the repayments from one harvesting
season to another.
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This postponment of payments leads to the accu-
mulation of huge'debts which ultimately become unpay-
able.

3 - Bankers asppraisal and follow-up.

The banker himself is much more responsible for
the delay in recovery. Many a time bank managers ta-
ke an unduly long time in processing the loan case
and as a result the borrower does not get timely he-
lp. In agriculture, this results in delaying the so-
wing the consequence of which is the poor germinati-
on of seeds, hence low yield and low income.

Here also bankers are responsible for the dela-
yed recovery due to political interferences. It is
also observed that wherever bankers have given a loan
under pressures from various levels disgrading the
normal appraisal process, the recovery has been poor.

It has been reported by some borrowers that so-
me times bankers press them too much for the repayment
of bank credit in a shorter period than the one reco=-
mmended, This puts the borrowers in hardship and thus
the defaults in payment. It is also observed that,
wherever the bank has fixed a repayment period say,
9 years and the banker tries to recover it in say, 5
years, this has led to difficulty in recovering the
money.

In many banks, it has also been noted that 'field
banking' is becoming recessive while ‘'cabin banking!
is getting dominant. The case of the company 'Progre-
ssive Construction' mentioned earlier, can serve ag=-
ain as an illustration for the weakness of the follow
-up and supervision of bank credit leading to  poor
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recovery of advances, Because of the political inter-
ferences arnd the negligence of the supervision of bank
credit, the assets of the company were charged accord-
ing to the need of the situation. If the Balance Sh=
eettof the Company showed the total value of fixed
assets as Rs., 2,447 crores with a minimal stock in tra-
de of Rs. 5 lakhs, the securities offdred to various
banks against advance of loans was as huch as Rs. 12.2
crores. That is five times the amount in the books;
'‘Progressive Constructions' had offered the same sec=-
urity as ccllateral to a number of banks. The same fi-
xed assets in the form of machinery had been hypotheca-
ted to the Madhya Pradesh Government as well as to
several other banks. The firm: continued hypothecating
the same security to different banks until the fraud
was discovered. This leads naturally to the difficult
recovery of the advances given by these banks. What is
certain is that, unless the Company's officials got the
colloboration of an M.P. and the complicity of some
bank and government officers, the fraud could have not
been successful. '

111 - Concluding Observations.

An effective strategy for the recovery of advanc-
es can be better determined through practical experie-
nce of a banker in a particular environment rather than
by an academically formulated system. However bankers
should reinforce their follow-up and supervision of bank
credit. There should not be any political inference ei-
ther in the appraisal stage or in the recovery process.,
Bank credit is a scarce national resource. and no consc-
ious politicjan should allow its misutilisation. The
Central and Local Governments should take severermeasures
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in this regard. Whatever tﬁé case, bankers are res-
ponsible for the non-recovery of advances. Any wea-
kness in the follow up and supervision of bank credit
leads to poor recovery., This is illustrated in the
following Chart.

Chart 5~1 ¢ Supervision of Bank Credit for Better
Recovery.

Proper ——>sProper end — lncrease >Better
§uperyision use incremen- Iepayment

tal income

BANK CREDIT
Lack of Misutili- Poor Poor
supervision —— sation of —___ sincre- sTecovery.
: funds mental .
incogg

Such supervision should be done in an efficient
manner and for that bankers should always remember the
word CAKE meaning C = continuous A = appraisal
R-= review and E = evaluation. Appraisal and eval-
uation of security should also be a continuous process.
That is to say, bankers should be very strict with
their borrewers as far as recovery is concerned.

In case the loan is repayable in instalments, a
default by the borrower for the payment of any instal-
ment makes the entire loan immediately recoverable on
the option of the bank. But there are some circumst-
ances under which the bankers recall their advances.
This happens in the case of (i) the death of the borr-
ower or guarantor, (ii) insolvency of the borrower or



the guarantor or liquidation of the borrowing company;
(iii) dissclution of the partnership, (iv) failure to
renew the documents sufficiently before the expiry of
the period of limitation, (v) deterioration of the se-
curity, (vi) deterioration of the financial position

of the party, (vii) failure to maintain adequate margin,
etc.

For the recovery procedure, commercial banks gen-
erally have recourse to their lawyers for legal action.
It is only after this legal action or special authoris-
ation given at the beginning by the borrower to sell
the security in case of default by him, that the banker,
after sale of the security, gets fully or partially his
dues depending on the value of the security. But it can
be noted, among the conditions in which the advance is
recalled, that there are some cases beyond the control
of the borrower and a deep study should be done by the
banker before selling the securitv.

The biggest problem of recovery arises when the
borrower is insolvent. The problem here is to decide if
the borrower's security is to be sold or not., Usually in
the case of hypothecation, Plant and/or machinery are
taken as security. In this case, selling the security
means winding up (i.e. liquidating) the firm and along
with it increasing the unemployment. At this stage ,
the unit needs a big dose of additional finance to rev-
ive. Just like a human being, who is sick and needs to
be examined in order to locate the disease and prescribe
a medicine accordingly. This introduces the role of a
commercial bank in rehabilitating, nursing and monito-
ring sick wunits. This is dealt in the following Chapter.



