
CHAPTER VI

4 OB

ANALYSIS OF data * TECHNIQUES AND SEGMENTS t II

In the previous Chapter (I.e. Chapter V) the relationship is 
examined between the factors which need to be looked into while 
taking lending decision# with reference to segment# factors and 
bank# An attempt is also made to examine how the application of 
management accounting techniques differ with reference to segment# 
specialization of that branch to particular segment# total advances 
of the branch or volume of business.

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

In the present Chapter# it is proposed to examine the depth 
of application of technique. Here each question of each technique 
is analysed. In addition to this as stated in Chapter III# the 
cases which are put in the questionnaire will be discussed here 
alongwith each technique. Over and above examining the percentage 
of correct answer to cases developed in the questionnaire# a 
further study is also made to examine the extent of relationship 
between the affirmative answer to the utility/application of the 
aspect (within technique) and the case (where in this aspect need 
be seen)•

The techniques under study are s business plan# break even _ 
analysis# method of costing# funds flow# cash flow# budget and
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(

analysis of financial statements or ratio analysis. As stated in 

Chapter II budget is not included in detailed questions# for the 

reasons stated there.

Moreover# an attempt is made to estimate the relationship 

between the problem credit and the application of various manage

ment accounting techniques# both in total and with reference to
, f - '

particular segment? on the basis of available data.

The present Chapter is divided in two sections. fflie Seetion-I 

deals with response of various respondents to the questions in 

detail dealing with management accounting techniques and Section-II 

deals with the aspect of monitoring# follow up and problem credit.

SECTION I

MANAGEMENT ACCOUNTING TECHNIQUES

This section examines the depth of application of various 

management accounting technij ues.

A# BUSINESS PLAN 8

Amongst the various techniques under study this is the 

technique where the number of respondents are highest. This is 

because the projections have become so common in the banking world 

that in case any borrower comes# the lending officer will be 

tempted to ask# what is your plan ? what you intend to do ? or 

“Why are you going into this project/bosiness ? and this gives
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very Important clues to the lending officers. This may be the 
reason for highest respondents for the technique of business 
plan.

In order to examine the various aspects of the application 
of business plan while taking lending decisions# seven sub 
•questions have been put to the respondent.

i. importance of business plan for new business *

The importance given to business plan particularly in case 
of new business Is dealt with by Q.7A(i) • It is observed that 
96.05% of the respondents gave affirmative answer to this implying 
thereby the significance of the technique.

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

ii. Judging correctness of the plan :

The emphasis given to judge correctness of plan is dealt 
with by Q.7A(li). This Is required to be examined considering the 
fact that It is quite possible that the proposed borrower may 
give ‘'rosy picturesM as commented by majority of the branch managers 
and they remarked that the plans and figures are ^adjusted in such 
a way that sometimes it becomes very difficult for them to plug 
the loopholes in the plan. Still# an attempt is generally made to 
verify critically whether the plans are developed correctly or not.

In response to this question it is observed that 99*03% of the 
respondents replied that the care is taken to judge whether plans



412

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

An extension of Q.TAfri) is Q.7A(iii)« which states the, 
factors to be taken into consideration to judge whether plans 
are developed correctly or not. While analysing these factors 
it is observed that 100% of the respondents stated that "demand 
of the product*? need, be seal or considered while taking lending 
decision for proposed borrower. The next factor which is given 
importance is **availibility of raw material" . as explained in 
Chapter III this factor is very critical for the success of the 
organisation and this has been realised by the bankers. 95.15% of 
the respondents said that this factor need be considered to judge 
the correctness of the plan. The next importance is given to the, 
factor “cost of production.** This correctness of factor is very 
important to ensure the correctness of profitability projected.
It is observed that 92.23% of the respondents stated that this 
factor need be considered to judge the correctness of the business 
plan. The next importance is given to the factor "units of that 
industry in that area." This factor is very important from the 
point of view of competition. Arid recognising the importance of 
this. 86.41% of the respondents stated that this factor need be 
considered to judge the correctness of the plan.

The next factor is "accessibility of raw material". Biis 
refers to easy availIbility of raw material in the nearby area. 
This has a direct impact on the transportation cost and lead time
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and thereby, on the carrying cost. Here also 75.73% of the respon

dents stated that this factor need be taken into account while 

taking lending decision. Amongst the given factors the least 

importance is attached.to the factor "spread of that industry all 

over India". Obviously this factor need not be given as high an 

importance as that of. factors like demand of the product or 

availibility of raw material. As discussed in Chapter III. this 

factor becomes important in case of industry for consumer durables. 

And here it is observed that 45.63% of the respondents stated that 

this factor should be taken into consideration while taking 

lending decision.

In brief it may be said that while judging correctness of 

Plan submitted by borrowers the demand for the product plays the 

significant role# which is followed by availibility of raw material 

and further followed by cost of production. The least important 

factor amongst the factors under consideration is spread of that 

industry all over Indist.

When interviewed for this particular question the appraising 

officers at region offices of large public sector banks stated 

that all these six factors need be looked into# however# the 

highest weightage is to be assigned to the demand of the product.

iii. Quantified business plan s

The quantified business plan is very important to judge 

correctness of the plan and this was inquired into by Q.7a(1v)*

The quantification of the business plan represents the * budget' as
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such* The business plan which is. just the statements of ambitions 

can* t be taken as base for lending decision* At the time of 

discussion with bank officers# the concept of quantified business 

plan was. required to be explained at many places* Analysing the 

total responses# we have come to know that about 75*73% of the 

respondents said that this quantification aspect need be consi

dered while taking lending decision.

Here also the appraising officers at regional officer of 

large public sector banks have given affirmation.

iv* Periodicity of business plan :

How far in future the lending officer wants to have a look is 

equally important and this is inquired .into by G.Ta(v). Here# the 

information is collected regarding the period for which business 

plan is demanded.

The responses are very much varied here. The options given to 

respondents were# 1 year# 2 years# 3 years and more than 3 years 

period for which business plan are demanded. It,is observed that 

some of the respondents have given two responses depending on the 

type of loan; or facility to be provided to the proposed borrower. 

Hence# for the purpose of calculation of percentage representing 

the number of years for which bbsiness plans are to be sought for# 

higher number of years are considered.

Accordingly# about 4% of the respondents complied that the 

business plan are being sought for one year# about 9% of the 

respondents stated that business plan are being sought for two
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years# about 56% of the respondents stated that the business plan 

are being sought for three years and about 31% of the respondents 

stated that the business plan' are being sought for more than three 

years. The respondents stating that business plan need be looked 

into for more than three years also stated that the business plan 

are being demanded for the period of repayment of term loan. About 

49% of the respondents stated that the business plan are being 

sought for one year in case of working capital and small loans# 

whereas# it is required for three years or more when the facility 

to be provided to the proposed borrower is that of term loan. One 

percent of the respondent stated that for renewal of -working 

capital limit business plan is required for two years# whereas for 

ether facility or for fresh working capital advance# the business 

plan is required for a period of three years# on more* About 5.88% 

of the respondents stated that whereas for the purpose of lending 

decision for term loan the business plan is required for no re than 

three years* for the purpose of lending decision for working 

capital# business plan is required for three years.

The appraising officers at regional office* of large public 

sector banks stated that business plan are being sought for a 

period of more than three years*
r

v* Importance given to current economic situation and future

economic trends *

The emphasis given to current economic situation is examined 

by Q.7A(vi)• The reason for putting this question is already
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discussed in Chapter IIIv It is observed that 8 7% of the respondent 
stated that this factors need be considered* Ho response was, 
received for 2*94% of the total respondent* Here also the response 
of officers at regional offices of large size public sector banks 
was found to be affirmative*

The emphasis given to future economic trends is examined by 
Q.7A<vii). Here it is emphasised that not only the current 
economic situations are to be given importance* but future economic 
trends also need to be considered* On analysis it is observed 
that about 62% of the total respondents have not complied. Out of 
those who complied 77*5% of the respondents are of the opinion 
that future economic-trends need be considered*

Prom all above responses to the main important tool viz. . 
business plan# of management accounting dealing with the decision 
aspect of management# it can be said that# so far as the bankers 
are concerned there exists a good amount of awareness about the 
utility and application of this tool to the important portfolio 
of advances in the banking sector••

6. BREJ^-EVSN-ANALYSIS t

Coming to the discussion of second management accounting 
techniques# viz. the break-even-analysis# the application of this 
technique in lending decision and the depth of application of 
this technique is examined* To examine the extent of application 
of this technique# hypothesised cases are also developed and an 
attempt is made to bring it to near real situation and by each case#
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an attempt is made to examine one specific aspect of break-even- 
analysis,# Case i; and case 2 even though looking alike# there is 
a difference in particular.aspect. Here whereas case 1 emphasises 
only difference in contribution# case 2 emphasises both difference 
in contribution per unit as well as the time difference and 
quantity difference in achieving break-even level. Case 3 examines 
the percentage of installed capacity at which break-even point 
is reached# case 4 examines trie implication of margin of safety# 
case 5 and case 6 examine the same aspect of probability* These 
two cases were developed to simplify the matter# and case 7 is 
put to examine the aspect of sensitivity analysis.

i. Application of technique to various types of organisation *
s

This aspect is examined by Q.?B(i> to Q.7B(iv) analysis
Q.7b(i) examines the application of break-even-analysis to 

established customer having on going organisation.; To such 
organisations the application of break even analysis is very low 
because the beeak even point is to be found at the inception of 
the organisation# to find from which year the organisation will 
start earning profit.

The analysis of response shows that only 45.8356 of the 
respondents opined that this technique need not be used# when 
the organisation is the established and on going one# whereas 
54.17% of the respondents seated that this technique need be 
used even when the customer was established one and the organi
sation was on going one. This incorrect reply may be on account
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of the reason mentioned by many respondents that "eventhough the 

organisation is ongoing but when it has reached break even level 

is very important* Therefore# this should be looked into# but 

they didh* t came out with an argument that it is looked into at 

the inception.

The application of break even analysis to still three diffe

rent types of borrowers is examined by Q.7B(ii)# Q.7B(iii) and 

Q.TB(iv)• These borrowers are (a) known borrowers proposing to 

start a new organisation (b) new borrower having established 

organisation and (c) new borrower proposing to start a new 

organisation, so far as these three types of customers or 

borrowers or organisations are concerned* the break-even-analysis 

should be applied.

So far as known borrower is concerned it is of use &5 

verify whether the break-even point was reached at a projected 

level or not. In the ease of new borrower the level of attainment 

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

On analysis of responses it is observed that 7.62%# 10.48% 

and 6*67% of responding sample have not responded for Q.7B<ii)# 

(ill) and (iv) respectively. Majority of the respondents gave a 

true reply i.e. this technique need be used. For Q.7B{ii) 94.85% 

of the respondents stated that this technique need be used. For 

Q.7B(iii> and Q.?BCiv)# 84.04% and 95.92%# respectively# of the 

responding sample stated that this technique should be applied.
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On interviewing the appraising officers at regional offices 

of large public sector banks# answers to all 4 questions mentioned 

above are found to be consistent with expectations l.e. for 

Q.7B&) the answer is 1 No* and for Q.7b (ii)# (iil) and (iv) the 

answer is .* Yes* •

ii* Various factors with reference to break-even-analysis *

Certain factors need to be looked into while applying the 

break-even-analysis# and this is examined by Q.7B(v). Three 

factors which are considered to be key factors for analysis of 

break even point are pointed out here* These factors are *

(a> percentage of total capacity at which break even point is
>> — * -

reached (b) number of years that organisation will take to 

reach break-even level and (c) proportion of fixed cost and 

variable cost.

The importance of these factors is already discussed in 

Chapter on questionnaire and hence the same is not repeated here. 

Prom the analysis of responses it follows that# the percentage 

of non-response was higher than the percentage of non-r&sponse 

for the previous four questions. Accordingly# for the first 

factor the percentage of non-response is 19*0556# for the second 

factor the percentage of non-response is 17; 14% and for the third 

factor# the percentage of non-response is 21*9%. Out of those who 

have responded majority of' them responded that these factors 

needs be looked into. Accordingly 91.76% of respondents stated 

that the first factor viz. percentage of total capacity at which
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break even point is reached# be looked into? 91*9554 of the 
respondents stated that the second factor viz* number of years 
that organisation will take to reach break-even level be looked 
into and 91*46% of the respondents stated that the third factor 
viz. proportion,of fixed cost and variable cost be looked into*

* Further an attempt is made to examine -(a) the number of 
respondents who stated that all three factors need be looked into 
(b^ number of respondents who stated that only two factors out 
three be looked into and <cj> number of respondents who stated 
that only one factor be looked into*

While taking this into consideration# it is focused that 
56*25% of the respondents stated that all three factors be looked 
into* 30.20% of the respondents stated that only two factors out 
of three be looked into* Here# out of 30*20% of the. the respondent 
13*54% stated that It is the first and second factor which should 
be looked into (i*e* percentage of total capacity at which break
even point is reached and the number of years that organisation 
will take to reach break even point)# whereas 8 *33% of the 
respondents stated that it is first and third factor that need 
be looked into (viz* percentage of total capacity at which break
even point is reached and proportion of fixed cost and variable 
cost) and the same percentage i.e* 8*33% of the respondents stated 
that second .«-nd . third factors should be looked into* Only 13.55% 
of the respondents stated that only one factor out of three be 
looked into Here# out of 13*55%# 3*13% stated that first factor



421S

be looked intm 5*21% stated that second factor-be looked Into 
*

and the same percentage stated that third factor be looked into.

The appraising officers at region offices of large size 

public sector banks also stated that ar;s three factors be looked 

into*

The above response reveals that there exists a good amount 

of awareness amongst the lending officers about the factors 

which should be taken into consideration while applying break- 

even-anal ysis •

Response to hypothetical cases s

Before we discuss views of respondents to various cases# 

it is necessary to explain various assumptions which are made 

while developing these cases. Here while developing the assuro-
vjqs cltHvttl -Pt-eV'n oi£&WYr\)p\\ows i

ptions^buil t^up by A - Rashad - Abdel - Khalik in his article

• The Effect of Aggregating Accounting Reports on the Quality of
, - - . ; i

the Lending Decision - An Empirical Investigation."

The assumptions which are made for hypothetical cases are 

as follows s

a* "Your bank has.very scarce resources and you are supposed to 

sanction advance to only one of the following proposed borrowers”.

This assumption Is put on the consideration that in the cases 

developed in the present study# the two proposed borrower*s data

1. A - Rashad - Abdel - Khalik i 1 The Effect of Aggregating 
Accounting Reports on the Quality of Lending Decesion - An 
Empirical Investigation”# Empirical Research in Accounting 
Selected Studies# 1973# p. 137.
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are very nearer to each other and it is quite possible that the 
respondent may decide to sanction or not to sanction loan to 
both of them* And this has happened daring the .course of discu
ssion with the branch managers!*,. However the intention is to 
examine which aspect of proposed borrower is being given impor
tance# when# there is another similar applicant borrower*

(b) "No other facbor/poliey/applicabie laws compel the bank to 
sanction advance to any proposed borrower"*

This assumption is put keeping in view the targets to be 
completed for priority advance DRI etc* i.e* had this assumption 
not been put it leaves the ground open for the respondent to give 
conditional reply giving grounds for higher interest rate available 
or completion of target* Hence to put the two proposed borrowers 
at par and to examine the issue on which light is being thrown# 
this assumption is put.

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

Looking to the processing time involved and taken at a branch 
level# this seems to be a very ideal situation. However# to avoid 
the argument "if better proposal than their case studies are on 
hand at branch# they will be entertained and not this"# this 
assumption is put forward to get an answer for one borrower out of 
the given two.
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d* “Rate of interest recoverable from both these proposed 
borrowers is equal•" This is the fourth assumption* The reason 
for putting this assumption should be very clear, as there exists 
interest rate variation# naturally the aim of any business is to 
maximise profits# 'Cti.''CSiVZ-~'vr i -i JV VStry.w;) _> 'Zi.:-
, 77SI—# tee bankers will be tempted to entertain the proposals 

to which they can change higher interest.Tx> avoid 1
this situation this assumption is incorporated.

e. "Both the units belong to same industry." This assumption 
is very important because the boom and. recession are different 
for diffesant industries# apart from the overall economic trend. 
Hence# if this end is kept open# the respondents may come out 

with an argument that proposal has to be viewed in the light <£ 
industrial atmosphere. To avoid this argument# above assumption 
is put forward.

f* "Both have requested for term loan of an equal amount".

The loan proposal is appraised on the basis of the facility# 
which is sought for and the amount for which request is made by 
the proposed borrower* To avoid this differentiation this

* * ' V

assumption is put forward*

Discussion of Case *» 1 *

In order to economise space tee hypothetical cases developed 
for the present study are not reproduced here* All cases are 
discussed In detail in questionnaire (.Appendix Mo* I).
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Viewing the ease critically it is seen that both proposals 
are similar in many aspects *

&• The installed capacity ofjboth the borrowers is equal* 
b* Sales price charged by both the borrowers is equal* 
c* The break-even point is also reached by both the borrowers 

at the same level*
d* The sales pattern is also sane over a period of time for 

both the borrowers.

The only difference which can be seen between these two 
borrowers is that the fixed/cost burden is different for both aid 
the variable cost per unit is different for both of them*

The question Is to whom the loan will be sanctioned bi? the 
respondent*

The aim here is to examine the extent to which the respon
dents have digested the impact of factor “Proportion of fixed 
cost and variable cost"*

The correct answer for this is the sanctioning of loan to 
the proposed borrowers * A* because once the break even point is 
reached# profit (contribution) per unit is higher for the proposed 
borrower A as compared to the proposed borrower B.

Analysing the results of Case 1# it is observed that 59,78% 
of the respondents stated that the advance should be sanctioned to
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the proposed borrower A and 40.22% of the respondents stated
J '

that, the advance should be sanctioned to the proposed borrower B# 

i*e* majority of the respondents analysed correctly to whom the 

loan should be sanctioned;
... , /

In the second part an attempt is made to e stablish the 

relationship between the correct response to the third factor of 

Q.7b(v) viz*'‘proportion of fixed cost and variable cost” and the 

coreect response to the .case* For this purpose the phi-coeffi

cient has been worked out# between the two.

The formula to be applied is same as discussed in Chapter V* 

This phi-coefficient is found to be 0.2401922* When examined for 

its significance at 5% level of significance# the value of % is 

found to be 4*326915 which is found to be significant. This indi

cates that those who state that factor "proportion of fixed cost 

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

The views of appraising officers at regional offices of 

large size public-sector banks are found to be in favour of 

borrower B# stating the reason that borrower * B* has lower fixed 

cost and invest&ent immediately required in such a case will be 

lower* One of the appraising officer at large size public sector 

bank stated that if demand loan is to be given# it will be given 

to A and if working capital advance is to be given it will be 

given to borrower B. •
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Discussion of case - 2 *

This is almost the same as that of the Case 1. The only 
differences are for the proposed borrower B# for whom the 
variable cost is reduced by Re.l and made 8s. 24/- per unit frorn^

■Phovr) “R.S- l,t>0 000
Rs.25/- per unit and the fixed cost is changed to Rs. 158400/-^ as 
in case 1. On account of these two changes break-even point for 
borrower B is reduced and it has cone down to 9900 units from 
10#000 units# Now# if a comparision is made of the break-even 
point for proposed borrower A and B# the break-even point of 
the borrower- A is higher as compared to the borrower B i.e. 
the borrower A takes more time to' reach break-even point as 
compared to the borrower B. Hence the borrower * B* should be 
preferred. However# the further analysis shows that once the 
break-even level is reached the contribution per unit is higher 
for the proposed borrower * A* # hence in the subjective opinion of 
the respondent the correct answer should be to sanction advance to 
the proposed borrower * A*. On analysing the response for case 2 
it has been observed that for norms 51.76% stated that proposed 
borrower 1 A* should be ^iven the loan and 48.24% stated that the 
proposed borrower B should be given the advance.

When answer as per the subjective view is scrutinized# it is 
observed that 57.32% responded for the proposed borrower A and 
42.68% responded that advances should be sanctioned to the proposed 
borrower ' B*• as explained in the previous para so far as the 
subjective view is concerned# the correct reply is the sanctioning
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of advances to proposed borrower * A* * Thus from the percents 
of respondents for * A' # it follows that nearly 60% of the 
respondents stated correct answer*

. thc-
Hera when one compares the. proposed borrower * A* and^proposad 

borrower ' B% one sees that# unlike case 1 here not only the 
proportion of fixed cost and variable cost is different but the 
percentage of installed capacity at which break-even point is 
reached and the number of years that organisation will take to 
reach break-even point are also different*

For establishing the relationship between the factors 
presented by q*7b(v) and answers to case 2 by phi-coefficient 
one should have * Yes* or 'No* for the main question viz* 7b(v)•
In Q.7b(v) there are three factors* Hence# for considering answer 
* yes' we have to take respondents who have said 1 yesV for all 
three factors* Now those who have said * yes' for one or two 
{Rose tors but * No* for two or one factor, cannot be put in category 
"NM# and hence it was very difficult to establish relationship of 
(yes yes)# (yes# No)# (No# yes) and (no# no) between reply to 
Q.7b(v) and case 2* Hence this relationship could not be established

Whan the response of appraising officers of large public
sector banks are examined to case 2# the answer as per norms and
as per the subjective decision is towards the borrower A* The
reason given was there are no mandatory norms that the borrower
reaching to break-even point at early stage be given loan and
hence looking to over all profitability the loan decision should be 
taken.
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Discussion of Case 3 *

This case is specifically developed to study the importance 

given to the factor# the percentage of installed capacity at 
which the break even point is reached. For example# if break 
even point, is reached at *70% of the installed capacity# it implies 

that the profit is earned only during working in excess of 10% 
and generally, the 100% of the installed capacity level is not 

reached. The maximum achievement generally ranges between 90% 
to 95% of the installed capacity.

Hence# here in case 3# four different situations are developed 

and each situation has two borrower An attempt is made to examine 

the correctness of responses• Here the determination of. true 
answer is made on the principle"ceteris paribus.the lower the . 

percentage of installed capacity at which break even point is 

reached the better.”

It may be noted that in no situation out of four# the break 
even point is reached fJl, later than 55.55% of the installed 

capacity* In the first situation# the borrower A reaches the 
break even point of 50% and the borrower B reaches it at 55.55% 

■Obviously a banker should prefer the borrower a. So far as situa

tion 2 and 3 are concerned eventhough the percentage of installed 
capacity at which the break even point is reached are different 

the borrower B attains the break even point at lower percentage of 
installed capacity as conpared to the borrower A and hence the 
borrower B should be preferred. So far as situation 4 is concerned
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the borrower A reaches the break-even point at an earlier stage 
than the borrower B does# hence the borrower A should be preferred.

Analysing the response to these four situations it is 
observed that the percentage of correct response for situation 1 
was 85.88%# for situation 2 was 79.49%# for situation 3 it was 

81.82% and for situation 4 correct answer^1 was received for 

82.05% . This indicates that for all four situations the percen
tage of correct answer is to a very high extent and this indi

cates that there exists good awareness amongst the lending offi
cers# so far as this aspects concerned.

tiftien looked into the responses of the appraising officers 

at regional offices of the large public sector banks it is 
observed that the correct answer is given to all four situations*

iii. Margin of safety and lending decision *

Q.7B(vi) intends to examine the utility of concept of ‘Margin 

of Safety* at the time of taking lending decision i.e. at the time 
of sanctioning: the loon ,•

The importance of this question is discussed in the Chapter 111 

hence the same is not repeated here. The analysis of response shows 

that 82*76% M the respondents said that this concept of margin of 
safety is useful# only 17.16% of the respondents stated that this 

concept is not useful while taking lending decision. It may be 
noted that 33.33% of the responding sample did not respond to this 

question and hence the percentage mentioned above are those of 

respondents•



Discussion of case - 4 *

The case 4 reveals that unlike case 1 and 2 the sales pattern 
is different for two proposed borrowers. The other data regarding 
two proposed borrowers are same as those of case 2. The sales 
pattern is-kept different only with a view to emphasising the 
margin of safety* Here the case discusses the margin of safety 
in terms of units and in terms of amount. In terms of units the 
borrower a has higher margin of safety# whereas in terms of amount# 
the borrower B has higher margin of safety for years 2 and 3# •' ~ 
however from year 4 the borrower A has .higher margin of safety.
This higher margin of, safety is inspite of the lower number of 
units sold or lesser projections of sales as compared to that 
of the borrower B. Now if the borrower A is not expecting to fall 
down as compared to the borrower B to a considerable extent the 
borrower A will account for higher profit consistently from year 4 
An wards. Considering the above aspect# sanctioning the loan to 
borrower A is considered to be correct answer.

The analysis of the responses leads to the following obser
vations *

i. The number of non-response in this case is lower than the 
main question. This percentage of non-response is found to be only 

14*29%. .
li. The percentage of correct answer is found to be §7.78%.

Here# also the appraising officers at regional offices of
large public sector banks stated the loan decision in favour of the 
borrower A and this is congruent with our expectation.
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An attempt is made to relate the true answers to ®.7B(vi) 
and the true answer to case 4* i*e* the study is made to find 
out correlation between the answers to Q.7B(vi) and to case 4; 
and for this purpose only those respondents who are common for
both can be taken and hence number of respondents for /whom

srelationship can be established will be reduced* For those who
bs^b not to case, ^ -cmcl tho.ie. \h\v> inot Vo Q-7 8 CVf)
have replied to Q*7B(vi)^but have replied to case 4# the relation
ship cannot be found out. Hence# only £4*76% of the total 
responding sample could be used for establishing this relation
ship* The relationship is found with the use of phi-coefficient. 
The phi-coefficient is found here to be -0*0169193* On applying 
the test of significance# it is further noticed that this negative 
relationship is found to be insignificant*

Thus eventhough the percentage of true answers is more than 
50% for both# i.e. Q*7B(vi) and case 4# the negative insignifi
cant relationship is observed.

Q.TB(vii) is the otherside of Q.7b(vl)/ because Q*7B(vi) 
states about use of margin of safety at the time of sanctioning 
the advance# Q*7B(vii) states about use of the same at the tine 
of deciding repayment schedule*

The analysis of response to Q.7B(vii) shows that the non
response to Q»7b(vii) is lower than the non-response to Q.7B<vi). 
It.is only 11 • 43% • o Out- of thasie-responding#'.81*72% of respondents 
stated that the margin of safety need be considered at the tine 
of fixing the repayment schedule*
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Here the appraising officers at regional offices of the large 

public sector banks stated that the margin of safety need be 
looked into while fixing the repayment schedule*

As this Q*?B(Vii) is also connected with application of 

margin of safety and the case 4 also intends to examine the same 
thing# a like Q.7B (vi) and case 4# here also an attempt is made 

to estimate the relationship* Here# all the respondents for case 4 

could be utilised except 1# to estimate the relationship. When 
phi-coefficient cafcculabed to estimate the relationship between 

Q.7B(vii) and case 4s it is found to be 0*0181566# which is very 

low and also statistically insignificant* Thus we donot find any 
relationship between reply to Q.7B(vii) and case 4*

iv* Introducing probability and sensitivity analysis to break 

even analysis

Q.7b (viii) is about the use of statistical test of probability. 

The break even point is mainly related to an inquiry about the 
level at which the unit will start making profit. This can be 

accurate only if reality aspect of probability (chances) is 

incorporated in the analysis* This question was included with 
a view to examining the awareness amongst the respondents about 
this aspect.

On analysis of the response it is observed that 20% have not 
given any response to this particular question* 0ut of those who 
have complied 48.81% responded that this statistical test of 

probability is being used to get clear idea about the level of
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sales and deviations in profitability level* whereas 51.1954
responded that this is not being used.

/ * *

Here the appraising officers at regional offices of large 
public sector banks stood with the majority stating that the 
statistical tool of probability is not being used evenwhlle apprai 
sing the big proposals. The data are taken statis and hence the 
further response to two cases is not received from them.

W^ith a view to hav:e! r clear idea about the clarity of 
concept to respondents two eases are developed viz. case 5 and 
case 6. ■ ■ >

Here the probability of profit being greater than 0 is same 
for both the proposed borrowers. The mean quantity of sale 
(12000units) and standard deviation of quantity (1100 Units) 
and same. The resulting mean profit and standard deviation in 
profit, eventhough different,the coefficient of variation is same 
mid finally the probability of profit being greater than * 0* is 
also same for both the borrowers. Hence# the decision has to be 
taken based on considerations other than the use of statistical 
test of probable!ty. and as the borrower * A' has higher contri
bution he should be preferred. Considering the loan decision# in 
favour of the proposed borrower 'A* to be the correct reply the 
analysis of responses is carried out and it is observed that the 
percentage of non-response is very high. Here 68.5754 of the 
responding sample has not responded i.e. only 31*43% of the 
responding sample has,:' responded for this case. Out of the
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respondents# it has been observed that 78.79% gave the true reply 

i.e. majority of the respondents were aware as to who should be 

sanctioned the advance# only 21.22% stated that advance should be 

given to borrower ' B* which is the incorrect reply.

Discussion of case - 6 *

First of all let us discuss what is the correct answer. Alike 

case 5 the mean and standard deviation quantity are same in 

case6# however# the mean profit and standard deviation is profit 

are different (this is also so for case 5). Further to this the 

c.vi which is same in case 5 for both the proposed borrowers is 

different here and further to this the probability, of profit being 

greater than 0 is also different for both the proposed borrowers. 

Naturally the proposed borrower who has probability of profit 

being greater than * 0* is higher# is to be favoured as against 

the other. Here in the present case probability of profit being 

greater than 0 is higher for borrower * B*<, >(the correct answer for 

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

On analysis of responses to the case? it is observed that 

73.32% of sample have not responded to the case and it has been 

stated at the time of discussion with the respondents that they 

have no idea about this. Out of the balance respondents around 

26.67%# it has been observed that 50% gave the correct answer 

and 50% gave the incorrect answer. This indicates that even 

amongst those who have responded to this case# there does not 

exist# the accurate awareness•
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Further to this an atteupt is also made to examine the 

relationship between those who say that they make the use of 

statistical test of probability to get a clear idea about sales 

and profitability level and the correct answer to the case*

While examining the relationship between Q*7B(viii) and 

case 5 it is observed that phi-coefficient is negative* The value 

of phi-coefficient comes to -0*0413449* On applying the test of" 

significance# the > # it is found that the value of is 

0*0547008* This value is lower than the table value. This shows 

that the reply to Q*7B(viii) and reply to case are independent 

of each other# i*e* there does not exist any significant rela

tionship between the two*

An attempt is also made to estimate the relationship between 

Q.?B(viii) and case 6. Unlike the relationship between Q.7B(viii) 

and case 5# here the relationship is found to be positive and the 

value of phi-coefficient is 0*278571. The value of is found 

to be 2*0952486# which is less than the table value* This shows 

that eventhough the relationship is found to be positive the same 

is insignificant i*e* there does not exist any significant relation

ship* between the reply that * statistical test of probability* 

is being used to have a clear idea about the level of sales and 

deviations in profitability level, and correct decision taken for 

a given case*

In q*7b(lx) the respondents were required to state about 

the use of sensitivity analysis to determine the effect on profit
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of various factors. In this question the respondents were 
required to state only 1 yes' or * No* about the use of the same.

On analysis of response it is observed that 28 .57% of the 
sample have not responded to this question. Out of the balance# 
37*33% of the respondents stated that this analysis is being 
used and 62.67% of the respondents stated that this analysis is 
not being used. . . .

Here the appraising officers at regional offices of the 
large public sector banks stated that this sensitivity analysis 
is being used while taking lending decision.

To examine the understanding of this aspect a case was 
developed. To make the situation more real# the aspect of pro- 
bility and aspect of sensitivity analysis should be introduced 
together. However considering some exigencies these two things 
were not clubbed in idle same case and hence in the case the 
aspect of sensitivity is only examined.

In the case here# three situations are given t in situation 
1 the fixed cost is assumed to increase# in situation 2, variable 
cost is assumed to increase and in the situation 3 sales price is 
assumed to increase. In general profit will be affected by four 
criteria# variations in fixed cost# variable cost# sales price 
and volume of sales. The volume of sales is generally assumed to 
be increasing by the organisations# however# fixed cost# variable 
cost and sales price are assumed to be constant# when projections 
are prepared and submitted to bankers. What is required to



introduce reality in the projections is a possible variation in 
fixed cost# variable cost and sales price* Hence# incorporating 
these ^aspects# the case is developed*

Discussion of Case - 7 *

The case reveals that in the first situation the fixed cost 
is assumed to increase by 10%# for both the proposed borrowers# 
here the percentage of increase are same but the volume of 
increase in fixed cost is different* Here the original (i*e* 
prior to increase in fixed* cost) break even point is same and 
after increase in fixed cost also break-even point goes to a 
later stage# by equal extent* Hence# on the strength of other r
{i0(.^CvJeV> "tot'®- vrioutc.. Hente- jY) ^4-WVtov) to*! be ictKe^i lvi PaMo-ttY o*
factors only the selection of the/(boroower A# because the 

borrower A has higher contribution* Hence# the correct reply for 
situation 1 is borrower A*

In the case of situation Zi. the variable cost is assumed 
to increase by 10%« now when variable cost is assumed to increase 
by 10% the break even point is achieved at a later stage. The

• t

original break even point is assumed to be same for both the 
proposed borrowers* however# when the variable cost increases by

’ . - 1 , . «r\ •>10% brfesik .even, point is not post poned by 10% (alike the previous
, sJ S

situation)# but for the proposed borrower A the break even point 
is postponed by 11.11%# whereas for the proposed borrower B# 
break even point is postponed by 12%. The new break even point 
for the borrower * A' is 11# 111 units# and 12000 units for borrower 
B. Hence# obviously the borrower A should be preferred under these
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circumstances. $toerefore# the true reply will "be sanctioning the 
advance to the borrower 1 A* •

i

In the situation 3 the sales price is assumed to increase# 
by 10% for both the proposed borrowers. The original break even 
point before these increase is assumed to be same and with 
increase in sales price# the break even point of the proposed , 
borrower A becomes 8333 units and that of the proposed borrowerB 
becomes 7895 units. Obviously# the unit with the lower break 
even point should be preferred# all other things being constant. 
Also# the difference observed in the break even point is not 
marginal but quite high. Hence# the. correct answer Bor situation 
3 is sanctioning advance to borrower B.

The responses are analysed on the following lines *

situationis so far as the percentage of non-response is concerned 
it is found to be very high# Out of total responding sample 58.10% 
have not replied to this question. Out of the respondents 59.09% 
stated that advance should be given to the proposed borrower A. 
This is the true answer as discussed in the previous para* i.e. 
majority of the respondents gave correct answer, ffiie balance 
40.91% of the respondents stated that the advance should be 
sanctioned to the proposed borrower B.

Situation 2 * About situation 2 the study reveals that about 
54.29% of the sample have not responded to this particular situa
tion and out of those who have replied 77.08% have stated that the 
advance should be sanctioned to the proposed borrower A and 22.92%
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of the respondents stated that the advance should be sanctioned 
to borrower *B*« Uhls indicates that eventhough the percentage 
of non-response is very high# out of those who have responded 
the majority have given the correct reply.

Situation 3 t The study of situation 3 reveals that 56.19% have 
not responded to this situation. Out of those who have responded 
58.70% of the respondents stated that the advances should be 
sanctioned to the proposed borrower B. This indicates that the 
correct answer is given by the majority of the respondents.
41.30% of the respondents stated that the advance should be 
sanctioned to the proposed borrower A. This is an incorrect reply.

The response of appraising officers of the large public 
sector banks is as follows $

For situation 1 where the break even point after Increase in 
the fixed cost is also same# he prefers borrower B# on the ground 
of the lower fixed cost* In situation 2 where the new break -even

OS’Cetotjs^M to tHc bel-hevkI«> boH'OV'tO A
point is lower for the borrower A/,1s preferred and under situa
tion 3 where the new Break even point is lower for the borrower 
B as compared to the borrower A# the borrower B -is preferred.

In addition to finding out the percentage of the true answei 
to each situation for case 7,an attempt is also made to examine 
the relationship between * yes* to Q.7B(ix) and the correct ans
wer, to situation 1# 2 and 3 of case 7 taken individually.

The study reveals that when the relationship is estimated 
between the answer * y* and * w* to Q.7B(ix) and correct or
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incorrect answir to situation 1 of case 7# the value of phi- 
coefficient „-is found to be 0.1974661. When- tested for significance# 
this indicates the estimated value of to be 1.48 17264. When 
compared with the table - value at 5% level of significance it 
is found to be lower than the table value. This indicates that 
the answer to Q.73(ix) and decision to situation 1 fo case 7 are 
independent of each other, i.e. there does not exist relationship 
between the answer to main Q.?B(ix) and the reply to the case.

When the relationship is estimated between answer to Q.7B(ix) 
and answer to situation 2 of case 7 it is observed that the phi- 
coefficient is found to be negative. This is -0.020175. This 
indicates the existence of negative relationship. This implies 
that when the respondent states that sensitivity analysis is 
used# -ale answer to situation 2 is incorrect in some of the cases. 
However# when the test of significance is applied it is found 
that the relationship is insignificant# i.e. eventhough there 
exists negative relationship it is insignificant# this conveys 
that answers to the main Q .7b (ix) and situation -2 of case 7 are 
independent.

When the relationship is estimated between the answer to 
Q•7b(ix) and the answer to situation 3 it is observed that the 
phi-coefficient is found to be negative. The value of phi-coeffi
cient comes to -0.116335. when tested for significance# it is 
observed that the value of yc" is 0.546352. Compared with the 
table value# this estimated value of yc* is found to be lower than 
the table value. This indicates that the t _ ‘
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relationship between the answer to Q*7B<ix) and the answer to 

situation 3 of case 7 are not significantly related# i*e. the 

decisions to both are independent of each other* .
i

V* Application of break even analysis to multi-product firm *

The application of break-even-analysis to multi-product 

firm is examined by $.7B(x)* Here# it was intended to find out# 

whether the break-even point is found out for the unit as a whole 

or for the each product separately in the case of multi-product 

firm* when the productiwlse break-even point is found out# the 

allocation of fixed cost is very important* Hence# how this 

costs are being c «•)! <?:c-.ated was also inquired into with the 

respondents*

Analysis of the Responses :

i* About 24*76% of the total sample has not responded. This 

may be on account of non-experience for such large advances. Out 

of the respondents it is observed that 48*10% stated that the 

allocation of fixed cost be made based on production or use of 

material or labour hours# however 51*90% of the respondents 

stated like following *

a* “Detailed productJfwise allocation is not made if loan is 

requested for the unit."

b* "There is no need to look such things in great detail 

excepting very large proposals which will be sent to 

technical divisions•**
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c. "Only composite beeak even point. Is found l.e. productwise
break even point is not found."

This Indicates that more than 50% of the respondents stated 
about non-use of productwise break even point*

33ie respondents from regional, offices of the large public 
sector banks stated that the fixed cost is not distributed 
equally while taking lending decision for multi-product firm. 
However# the basis on tih&ch same will be distributed was not 
indicated.

vl. Application of break even anal ysis to banking * :

The application of break even analysis to the lending port
folio# not from the point of view of borrowers but from the point 
of view of bankers is studied through Q.7b(xi)• Here the applica
tion of break-even analysis to bank branch is examined by empha
sising the change in advance portfolio that can affect to branch* s 
profitability.

On analysis of responses it is observed that the non-response 
was quite low# viz. 20.95% only. This may be on account of easy 
understandability of the concept. Out of those who replied# 48.19% 
of the respondents stated that this technique is being used# and 
51.81% of the respondents stated that this analysis is not being 
used. The response indicates the wide non-application of the 
aspect.

Amongst those who replied that this analysis is not being 
used# they were of the belief that any loan decision increases the
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profitability of the branch and hence* this aspect need not be 
considered by the banker*

The respondents argued that any loan decision will increase 
tile profitability because the rate of interest charged by the 
headoffiee is lower than the rate charged to the customer* However# 
the aim of the bankers should be to increase profitability safely 
and in the longrun.

The appraising officers at region office of large public 
sector banks indicated that the break even analysis is being 
applied at the branch level also to consider the profitability 
aspect*

The summary of response for break-even-analysis is presented 
in the following table t

TABLE VI.1
RESPONSES TO QUESTIONS PERTAINING TO BREAK- EVEN^ftVj A LV SiS-.

Q* Brief particulars Percentage 
of Response

Percentage 
of correct 
answ^

Break even analysis for *
1 • established customer and ongoing 

organisation
91.43 45.83

ii. established customer and new 
organisation

92.38 94.85

iii. new customer and ongoing organisation 89.52 84.04
iv* new customer and new organisation 93.33 95.92

Factors * Achieving break-even point 
at certain percentage of 
capacity

v* 80.95 91.76
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years to reach break-even level 82.86 91.95
proportion between fixed cost and 
variable cost

7B.10 91.76

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

66.67 82.86

vli* Utility of margin of safety for fixation 
of repayment schedule

88.57 81.72

viii* Use of statistical, test of probability 80.00 48.81
ix. Use of sensitivity analysis 71.43 37.33
X. Application of break-even point to 

multi-product firm
70.24 48.10

xi. Use of break even analysis for deciding 
“branch’s loan portfolio

79.04 48.19

SABLE VI. 2
RESPONSES PERTAINING TO BREAK-EVEN-ANALYST S * CASES

Case
No* Brief Particulars Response True 

% Response
%

1. To examine the use of factor “Proportion 85.71 
of fixefl cost and variable cost"

2. To examine the implication of earlier 
achievment to break-even point with
lower margin - Norms 30*95

— Subjective 78.10
TO examine application, of factor 
"Break even point at certain percen
tage of installed capacity"

Situation 1 80*95

58.89

48.24
57.32

85.88
2 74*29 79.49
3. 73i33 81.82
4 74.29 82.05

3
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4. To examine the inplications of margin of safety 85*71 67.78
5. To examine the introduction of probability 31.43 7B.79

aspect
6. To examine the introduction of probability 26.67 50.00

aspect
7. - To examine break even analysis of deciding

brash* s loan portfolio
Situation 1 41.90 59.09

2 45*71 77.08
3 43.81 58*70

.From the above tables it follows that the maximum non-response 
was to the Q.7B<vi) amongst the sub questions and for ca3e 6 
amongst the cases. Maximum response was for Q.7E(iv) amongst 
questions and for cases 1 and 4 among the cases.

Out of the respondents the maximum percentage of true answer 
are for Q.7B(iv) and minimum percentage of correct answers are 
for Q.Tb Cix)• Among the cases the maximum true answers are for 
situation 1 of ease 3(85.88%) and minimum true answer* are for 
case 2 (norms) (48 . 24%) • However* so far as case 2 norms are 
concerned as there are no strict norms compulsorily to be followed* 
and as the position of the borrower A is better than the borrower 
B* who is achieving the break even point only marginally earlier# 
this heed not be viewed harshly* but so far as case 6 is concerned# 
the noh-response is the highest and even the percentage, of correct 
answer is very low.
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It* thus# shows# unawareness regarding applicability of the 
statistical test of probability on the part of the lending 
officers in majority of the cases*

C. METHOD OF CCS TING I

The utility of this technique has already been discussed in 
Chapter 111# hence# it is not repeated here* The only question 
put so far as this technique is concerned is - whether the 
costing technique followed or to be followed by the proposed 
bbrrower is taken into consideration ?

While analysing the response to this# it is observed that 
22*36% of the respondending sample have not replied to the main 
question* Out of the balance# 67*90% of the respondents stated 
that the method of costing is to be inquired and used for the 
lending decision# whereas 32*10% of the respondents stated that 
this technique need not toe inquired into or used for lending 
decision*

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

To study the extent to which the branch managers are responding 
correctly to the cases# three cases are developed — case 8# 9 
and case 10*

Discussion of Case - 8 s

The method of costing the issues (for consumption) of stack 
is FIFO for the borrower A# and LIFO for the Bbrrower B. The 
inventory value as reflected in the balancesheet is greater for
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the borrower A as compared to the borrower B* Current ratio for 
the borrower A is greater than the current ratio for the 
borrower B*

looking to this# to have a decision about the sanctioning 
of the loan# eventhough the current ratio of the borrower B is 
marginally lower# the borrower B should be sanctioned the advance# 
because it values its inventory on LIFO bases and hence the 
profitability will be lower# cash outflow on account of tax- 
liability will be lower and hence loan requirement will be lover# 
this will reduce the interest burden# and this will again improve 
the liquidity of the organisation*

Thus# eventhough there does not exist hard and fast norms# 
sanctioning advance to the borrower *B*# has b§en considered to be 
correct reply and on the basis of this the further analysis is 
carried out*

Discussion of Case - 9 *

In connection with case 9# no fresh or separate data are 
given* However# the data for the borrower A in case 8 are consi
dered for both the borrowers# the only difference being in the 
method of valuation of stock* The borrower A follows the FIFO 
method and the borrower B follows LIFO and still the value of 
inventory shown in the balancesheet is same. This necessarily 
Implies that the stock in quantity terms is higher for the 
borrower B as compared to the borrower A# i.e. r~ the strength 
of the borrower B is more than that of the borrower A*



448

Hence here# considering the above logic#, the correct answer 
is considered to be “sanctioning advance to the borrower B#“

Discussion of case - 10 a
The way in which the different systems of costing can affect 

the stock valuation is articulated here* The complete.details 
about the purchase# issue and stock are given here. The data about 
the purchase# issue and stock quantity are the same for both. The 
difference lies only in valuation. This indicates a considerable 
difference in stock voluation of two borrowers. -This makes a 
difference in profit figure. This has the effeet on net working 
capital# current ratio and quick ratio.

The profit of the borrower A is higher# as compared to the 
borrower £ .the;: s.to ckr: v al uati on of borrower A is higher as 
compared to that of the borrower B. The net working capital of 
the borrower & is higher as compared to that of the borrower B# 
current ratio of borrower A is higher as compared to that of the 
borrower B# whereas quick ratio is higher for the borrower ' B* as 
compared to that of the borrower A. The answer to this case# was 
required to be given as per norms and as per the subjective 
decision.

No standard norms exist about analysing the impact-of costing 
technique# with reference to bankers. The profitability aspect is 
attributed to be the factor of highest importance. Also# the 
current ratio has proved to be the ratio of highest importance as 
compared to quick ratio; as the following analysis shows#
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considering this for norms decision# loan decision in favour 
of borrower A is considered to be the correct decision* However# 
so far as the subjective decision is concerned# it is clear 
from the case that the strength of the borrower B is more than 
that of the borrower A* This is reflected in higher debtors 
and cash for the borrower B as compared to the borrower A* sven- 
though the borrower has less stock in comparlsion with that 
of the borrower A# the stock in terms of quantity is the same 
for both the borrowers.

Analysis of responses to Cases 8# 9 and 10 s

The analysis of responses to Case 3# 9 and 10 indicates the 
following 3

i• so far as all these three cases are concerned the percentage 
of non-response (from the responding sample) is considerably 
high. For case 3 the percentage of non-response is 55.24 » for, 
case 9 the percentage of non-response is 60r for case 10 (norms 
decision) the percentage of non-response i'< 61.90; and for case 
10 (subjective decision)# the percentage of non-response is 

62.36;*.
ii. From the reply of respondents# it is observed that the correct 
response is only for 27*66% for case g? 42 .8 6% for case 9# 57.5% 
for case 10 (norms) and 46.15% for case 10 (subjective), 'fhis 
indicates that the percentage of correct answer is very less •
Shis necessarily implies that the method of costing is not being 
widely used in the banking world.
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An attempt is also made to examine the situation when the 
response is ‘yes' to the main question and when response is • No* 
to the main question# i.e. if it is stated that method of costing 
are being looked into what is percentage of respondents stating 
correct answer to all 7 (i.e.calfe 8# case 9# case 10 (ni>rms) and 
case 10 {subjective}* What is the percentage of respondents 
stating correct answer to any three 7 What is the percentage of 
respondents stating correct answer to any two 7 What is the 
percentage of respondents stating correct answer to any one 7 
What is the percentage of respondents stating correct, answer to .¥<?/ 
ease ?

Similarly when it is stated by the respondent that method 
of costing is not being looked into while taking the lending 
decision what are the percentage of respondents giviggtrue reply 
to all four situations# percentage of respondents giving true 
reply to three case or situations# percentage of respondents u'

t.0 tWo (Uises 1 teiji ondtnts-{giving correct reply to one case and percentage of respondents 
giving correct reply to no case*

For the purpose of analysis* one can take only those 
respondents# who have replied either yes or no to the main question
and atleast one case {either true or untrue reply)« The percentage

asof such situation was very low-(compared to the total responding 
sample# which came to be 45*71% of the responding sample. Out of 
the responding sample 83*33% stated that they use method of 
costing for lending decision- The analysis of response to the cases 
is briefly summarised in the following table.
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TABLE VI.3

"PERCENTAGE OF CORRECT ANSWER TO
REFERENCE TO TECHNIQUE 8 METHOD OF

THE CASE WITH
COSTING

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

Correct answer to
i. All four situations 12.5 %
ii. Three situations 20.0 % -

iii. Two situations 17.5 % 37.5 %
iv. One situation 50.0 % 37.5 %
v. No situation 12.5 % 12.5 %

**

100 % 100 %

2* he ’ table indicates that there were no respondents 
stating true answer to all four situations even when it was 
stated by them that they consider the method of costing for taking the 
lending decision 20% of the respondents stating that they consider 
method of costing while taking lending decision gave correct
answers to three situations. 17.5% stated the true answer to two

' "'O'

cases, as many as 50% of the respondents gave true reply to only 
one situation and 12.5% have no true answer.

Out of those who have stated that method of costing is not 
being used 12.5% of the respondents stated true answer to all four 
situations# 37.5% of the respondents gave true answer to two 
situations# 37*5% of the respondents gave true answer to one
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situation and 12* *5% of the respondents did not give true answer 

to any case*

Relationship between response to main question and cases *

Over and above the percentage analysis an attempt is also 
made to estimate the relationship between main question and 
cases or situations and between the cases or situation*

The following table represents this relationship,

TABLE VI.4
RELATIONSHIP BETWEEN QUESTION AND CASES AND
BETWEEN CASES 3 METHOD OP COSTING

Main
Question Case t 8 Case * 9 Case * 10 

Norms
Case * 10 
Subje ctite

Main Question
Case % 8

1
0.0269
(0*0341)

1 -

Case t 9 0*0786
(0.2593)

0.6077*
(15*1433)

1
i 1 ■ V',

Case s. 10 
’(Norms),

-0.1417
(0.7826)

-0*3776*
(5*5615)

-0.1224
(0*5543)

1

Case s 10 
(Subjective)

-0.0930
(0.3288)

0.0913
(0*3171)

0.1690
(1.0285)

-0.3652*
(5.0678)

( {Figures in brackets indicate the value of %
* ** indicates the significant relationship) I

From the above given tabler it is clear that the relation
ship is significant and positive only for case 8 and case 9* The 
relationship is found significant and negative between case 8 and
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10 (Norms) and case 10 (Norms) and case 10 (Subjective). Remaining 

estimated phi-coefficients are insignificant. Hence it may be 

said that for majority of the cases# the response to different 

cases are independent from each other*

As there do not exist standard norms so far as method of 

costing is concerned# this negative co-efficient (between case 10 

(Norms) and base 10 (Subjective)) need not be viewed harshly. 

However# this conveys that the decision will be taken in favour 

of the same borrower# under; both the circumstances.

The response of the appraising officers at regional office 

of the large public sector banks have given response as follows s

Fore case 8# advances will be sanctioned to proposed borrower A# 

for case 9 it will be sanctioned to proposed borrower B# for 

case 10 (Norms) decision will be in favour of the proposed borrower 

A and for case 10 (subjective) the lending decision will be in
■ i i

favour of the proposed borrower B.

The answer to case 10 as per norms and as per subjective 

approach is different. This indicates that# as there do not exist 

any standard norms for impact of costing technique to be considered# 

the general norms and tradition about higher profit and higher 

current ratio play the role# whereas heart in heart bankers also 

understand the s^trength of the organisation.



454

D* FMNPg-' h#ow statement *

The importance of this technique is already explained in 

Chapter III hence here the analysis is presented directly*

During the course of discussion with various branch managers 

it was felt that they were vfell conversent with this tool and 

hence there was no need to put different methods of preparation 

of funds flow and put a case for the same* However# only four 

questions were put tc examine the extent to which this technique 

is used*

i* Period for which funds flow information is required s

This information is inquired into by Q. 7 (DX.t) . The options 

given here are
ayewif's

funds flow demanded for the period of 1 yearJ{ and more than 2 years •

On analysis of the response it is found that 8*57% of the 

responding sample has not replied to this question* Out of the 

responding sample 20*83% stated that funds flow are being sought 

for a period of one year# 15*79%, of the respondents stated that 

the funds flow statements are sought for a period of 2 years#

17*71% stated that the same are being demanded for 3 years and 

20*83% stated teat it, is being demanded for a period of more than 

2 years* Only 4*17% of the respondents stated teat it was sought 

for 5 years# whereas 11.46% stated teat they-believed# in taking 

funds flow details for the period of repayment in case of term 

loan# whereas exceptionally 4*17% stated teat it is not required 

at all# Slid 1*04% stated that the funds flow were sought for 

l¥2 years •
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Eventhough In the question no separate column was kept 
regarding 3 years# 5 years# l1/2 years or not required the 
respondents were given freedom to put the things separately# 
if their choice, do not fall within the options given cjnd hence 
the information received is presented above*

The response of appraising officers at regional officers 
of the large public sector bank is towards requesting funds flow 
for; more than 2 years*

ii. Use of funds flow as a monitoring tool and experience 
about the correctness $

Variance analysis is a very good tool for better monitoring 
and controlling* Considering this aspect the second question is 
put regarding the comparlsion of actual figures with projections*

In the analysis# it is observed that 7.62% of the responding 
sample has not responded to this question* Out of those who have 
responded it is observed that about 82*47% stated that actual 
figures and projections are compared# whereas 17*53% stated that 
actual figures and projections are not compared* This indicates 
that majority of the respondents are comparing actual figuees 
with the projections *

As the appraising officers at regional offices are dealing 
with big loan proposals naturally the response was positive that 
the actual positions are compared with the projections.
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Q. 7D (ill) is regarding extent: to which the projections 

and actual figures are found to be in line with each other. The 

response was requested to foe replied in 3 groups viz. projections 

found correct for less than 50% of the cases# projections found 

correct for about 50% of the case* and pfej actions found correct 

for more than 50% of cases. Many respondents were hesitant to 

give response to this question. It is observed that 21.90% of 

the responding samples has not responded to this question. Out of
*r

those who have responded# 50% of the respondents stated that#
y

according to their experience projections were found to be 

correct for less than 50% of the cases of their loan portfolio• 

About 30.49% of the respondents stated that according to their 

experience# the projections nhen compared with actuals were 

found to foe correct for about 50% of the cases of their loan 

portfolio and about 19.5% of the respondents. stated that when 

projected funds flov; was compared with actual funds flow# 

projected funds flow is found to foe correct for about more than " 

50% of the cases of their loan portfolio.

This indicates that 50% of the respondents belongs to one 

group only viz. the projections found correct for less than 50% 

of the loan portfolio.

The experience of the appraising officers at regional 

offices of large public sector banks indicates that the projections 

are found to be correct in less than 50% of the cases.H
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iii. Utility of funds flow to decide repayment schedule »

Q.7D (iv) is regarding the usefulness of funds flow to 
decide repayment schedule# i.e. here the respondents were 
required to state whether the funds flow statement is useful or 
not to decide the repayment schedule. On analysis of response 
it is found that 9.52% of the responding sample has not given 
response to the question.- Out of those responding 3 5.26% stated 
that it was useful to decide the repayment schedule and 14.74% 
stated that funds flow statement was not useful to decide repay
ment schedule.

appraising officers at regional office of the large public 
sector banks have stated that the funds flow statements are use
ful in deciding repayment schedule.

E. CASH FLOW STATEMENT *

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

2business competing for the cash flow generated*"

Utility of cashflow statements is discussed in greater 
detail in Chapter III and hence in this chapter the analysis of 
response is discussed directly.

2* SI 1 wo ski Leonard J.* Using the statement of cashflow to 
understand a closely held business# Journal of Commercial 
Bank leading# May# 1991# p. 53.
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i. . Period for which cashflow statement requested *

This aspect is Inquired into by Q.7&(i)* The options given 

were monthly budget# quarterly budget# six monthly budget and 

yearly budget.

In response it is observed that about 12.38% of the 

responding sample have hot responded to this question. Out of 

those responding it is observed that 6.52% of the respondents 

stated that cashflow is sought on monthly basis# 22.83%stated 

that the same is demanded on quarterly basis# 6.52% stated that' 

it is demanded on six monthly basis# whereas 36.96% stated that 

the the same is demanded on yearly basis. Like fundsflow statement 

here also separate specifications are made by some respondents•- 

Accordingly 1.09% stated that cashflow statement is requested for 

two years# 6.52% stated that the same is sought for three years# 

3.27% stated that cashflow statement is demanded for a period 

of five years# 5.43% of the respondents stated that the cashflow 

statement is demand for a period of five years# 5.43% of the 

respondents stated that the cashflow statements are to be demanded 

for three years In case of cash credit and for five year in case 

of term loan. 5.43% stated that cashflow are to be sought for 

only in case of sick companies'and there is no need to collect 

cash projections for sound companies 1.09% stated that for 

sanctioning the advance for amount less than 50 lakhs# there is 

no need to collect the cash projections* 2.17% stated that cash 

projections are to be collected for 10 years# whereas 2*17%
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responded that cash projections are not required at all*

From the above going responses It can be said that there 
does not exist any thumb rule regarding the period for which 

cash budgets should be sought for* the only highest parcel age 
were 36*96% stating that cash flow statements should be sought 
for one year*

'the cash flow statement as indicated in Chapter ZXX is 
an important indicator about the vi abiding of the organisation* 
Xt indicates that when funds will be required# how much it will 
be required and why it will be necessary* Hence „it is suggested 
that irrespective of the financial status of the borrower *(i*e* 
sick/sound)# the amount for which loan is requested# the period 

for which it is requested and the legal status of the borrower 
4orae guidelines are required to be framed and training to the 
lending officers be given regarding how the information in cash 
budget can furnish him with important clues about the strength 

of the organisation*

Xhe appraising officers dealing with big loan proposals 

at regional offices of the large public sector banks stated that 
cash budgets are demanded on quarterly basis*

ii* relevance of point of time and cash budget t

0*72(11} is regarding the point of time at which these 
cash budgets are demanded for. While analysing this question# it 
is observed that 9*32% of the respondents have not responded be
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this question. Out of those who responded# 80% of the respondents 
stated that cashflow statements are demanded at the time of 
sanctioning the advance# whereas 20% of the respondents stated 
that cashflow statements are not demanded at the time of 
sanctioning the advance. About requirement of cash budget at 
the tin© of sanctioning the advance# the appraising officers at

’ , ftregional offices of the large public sector banks stated that 
it is not required*

iii. Utility of cashflow statement in deciding repayment 
schedule s

Q.7e (iii) is about the use of cashflow statement in 
deciding repayment schedule. Here also it is observed that 9*52% 
of the respondents have not responded to this question. Out of 
those who have responded# it is observed that 84.21% stated that 
cashflow statements are useful to decide the repayment schedule •

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

iv. comparing projected cashflow V/s actual cashflow t

Q.7E (iv) is regarding comparislon of actual position with 
the budget submitted by the borrower* On analysing the response# 
it is found that 9.52% have not responded' to this question. Out 
of the respondents# it is observed that 68.42% of the respondents 
stated that these comparisions are made# i.e. projected cashflow 
statement is compared with the actuals whereas 31.58%- stated
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that no such comparision Is made.

About the comparision of cash budget with actual cash 

position# appraising officers at regional offices of the large 

public sector banks stated that such cornparisions are being 

made for monitoring purpose.
A

E. , RATIO ANALYSIS *

Q.7F relates to the use of important management accounting 

technique viz* ratio analysis. The utility and analysis of this 

technique is already discussed in Chapter III and hence the same 

Is not repeated here.

In this question over and above the basic questions regarding 

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

borrower# the information is also collected regarding the use of 

the same with reference to the amount. Here against cash ratio* 

four columns were provided with reference to amount. This aspect 

of amount ^jas introduced particularly with consideration that 

with increase in amount of loan the depth of scrutiny increase*

'This technique is analysed from following angles s
i

i. For basic general question percentage analysis is carried 

out.
' - •> , •

ii. For each ratio depending on amount the percentage analysid

is carried out.

iii. Based on percentage of respondents stating the affirmative 

reply regarding the use of the technique ranking of ratios was
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made for each loan group. This will give the relative importance 
assigned to ratio# with reference to ofisrer ratios and thereafter 
RCCs are found out to examine the relationship between each loan 
group. This is because it is not proper to compare percentage 
directly for each ratio; between the loan group because more the 
amount of loan wider the use Of ratios is made.

iv* -Over and above this an attempt is also made to estimate 
the relationship between the ratios# within a loan group with a 
view to examine the simultaneous application of two ratios.

* i;

This is carried out with the use of phi-coefficient. This is 
restricted to only two loan groups# vis. loan amount exceeding 
Rs.2 lakhs. This was with a consideration that# it is only above 
Rs.2 lakhs that wider use of ratios is to be made.

v. with the use of stage (iv) it is also attempted to find
* .out the ratios which form a group# i.e. while faking the loan 

decision whether all the ratios form one group Or not. If not# 
which ratios go together. This is examined with the use of 
linkage analysis.

i* Regarding the general question the respondents data are 
as follows t
a. 98•95% of the respondents stated affirmation regarding 
the use of ratio analysis while sanctioning the loan. Out of 
total respondinggsample 9.52% has not replied this question.

b. Regarding the question whether ratio analysis is being 
carried out periodically until the loan is repaid# 52% of the
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respondents stateed that it is being carried out. The percentage 
of non*response here is 28*57% of the responding sample* 
c* So far as advances in the nature of cash credit are 
concerned# larger application of this technique is found as 
compared to term loan* This is clear from the fact that 86.31% 
of the respondents stated that this is used continuously when 
there is an account of cash credit* Also the percentage of non* 
response was lower as compared to term loan# which is found to 
be only 13*33% . •

d* About selection with reference to borrowers the question 
put is whether information about various ratios is. demanded or 
not from all the borrowers. Here 74*42% have stated that the 
information need not be for all the borrowers* However# it has 
to be only for a selected borrower. This is eeflected in the 
next question* - - .

Here# 90*54% of the respondents stated that it is applied 
only for the selected borrowers. Here the percentage of non
response was 29.52%*

According to the appraising officers at regional offices 
of the large public sector banks# the tool of ratio analysis is 
being used while sanctioning the loan# also the information is 
demanded until the loan is repaid in case of term loan# and 
continuously on yearly basis when there is an account of cash 
credit*



464

About the question whether information is being demanded/ 

worked out or not from/for all the borrowers or selected borro

wers# it is stated that the information is worked out only for 

selected borrowers i.e. for loan amount in excess of Rs*2 lakhs.

ii* Percentage analysis according to loan amount group * *

Here# the respondents were requested to“reply separately 

for loan amount less than Rs* 25000# for loan, amount greater than 
Rs*25000/- and less than Rs*2 lakhs# loan amount greater than 

Rs*2 lakhs but less than Rs#10 lakhs and loan amount greater than 

Rs* 10 lakhs*

Table VI*5 gives the, information regarding the percentage 

of respondents for affirmation to the use of technique’ and non

response to that particular ratio for that loan gronp*
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TABLE VI.5

RESPONSE IN TERMS OP PERCENTAGE FOR EACH RATIO FOR EACH
LOAN AMOUNT group

- . - L O A-N AMOUNTBess tKari Greater than Greater than Greater than
Rs. 2500,0R AT I 0 Rs,25000 but, 

less than
Rs.2 lakhs

Rs.2 lkhs but less planRs. 10 lakhs
,Rs.10 lakhs

...; . 4......... * "y n.r. y N.R. y N.R. y N.R.
% % % % ! % % % %

1. CurrentRatio 25.00 12.38 81.52 12.38 97.80 13.33 100.00 12.38

2. Acid 3.37
test ratio 15.24 32.58 15.24 67.05 16.19 83.15 15.24

3. Absoluteliquidity
ratio

0 17.14 26.44 17.14 47.67 18.10 65.52 17.14

4. Inventory 12.64 
to working capital

17.14 39.08 17.14 70*11 17.14 85.23 16.19

5. Current liabili
ties to 
net worth

12.64 17.14 54.02 17.14 77.01 17.14 . 80.68 16.19

6. debt in
equity

-18.18 16.19 71.11 14.29 91.11 14.29 97.80 13.33
7. Fixed 

Assets to Tangible 
net worth

4.60 17.14 48.28 17.14 72.22 14.29 86.81 13.33

8. Net worth long ierm 
liabilities to net block

6.74 15.24 37.08 15.24 67.42 15.24 82.22 14.29

9. Grossprofitratio
29.35 12.38

/

72.83 12.38 91.21 12.38 95.65 12.38

10. Netprofit,
ratio

31.52 12.38 72.83 12.38 92.31 13.33 96.74 12.36

11. Return
onInvest-> 
raent

10.11 15.24 34.83 15.24 60.23 16.19 69.66 15.24
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12. Return 
on common 
quity

13* Return 
on total 
assets

14. Inven
tory Turn 
over

15. Receiva
ble Turn 
over

16• Average 
collection 
period

17. Asset 
turnover 
ratio

18 • Times
interest
earned

19. Fixed
coverage

6.90 17;14

6.74 15.24

13.48 15.24

11.49 17.14

8.14 18.10

8.05 17.14

3.45 17.14

3.41 16.19

22.99 17.14

19.10 15.24

51.69 15.24

56.32 17.14

58.14 18.10

33.33 17.14

22.99 17.14

26.14 19.19

43.02 18.10

47.73 16.19

78.65 15.24

83.72 18.10

75.58 18.10

58.14 18.10

43.02 18.10

49.43 17.14

61.36 16.79

66.29 15.24

94.44 14.29

95.40 17.14

86.21 17.14

77.01 17.14

55.17 17.14

59.09 16.19

* *'Y- indicate affirmation for application of ratio 

N.R. indicates no response

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

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

use of various techniques is very low. as compared to the percen

tage of affirmation for application of technique, for other 

groups.
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Here the highest percentage is found for the net profit 
ratio which is 31.52% only and so far as the absolute liquidity 
ratio is concerned# none of the respondent has stated that the 
ratio is being used.

For all remaining three groups the highest percentage of 
affirmation is observed for the current ratio# which is 81.52%# 
97.80% and 100% respectively for loan amount less than Rs. 21akhs# 
loan amount less than 8s* 10 lakhs and loan amount greater than 
Rs.10 lakhs. - - ‘

For loan amount more than Rs. 25000 but less than Rs* 21akhs# 
over and above current ratio nly for six ratios more than 50% 
of the respondents stated that the use of those ratios is being 
made, ihese "are# current liability to net'worth (54.02%)# ‘debt 
equity (7l.ll%)# gross-profit ration (72.83%)# net profit ratio 
(72.83%)# inventory turnover ratio (51.69%)# receivable turnover' 
ratio (56.32%)# and average collection period (59.14%).

For loan amount greater than Rs.2 lakhs but less than Rs.10 
lakhs# only for 5 ratios it is observed that less than 50% of 
respondents stated the use of ratio. For remaining 14 ratios 
more than 50% of the respondents stated the use of ratios. For 
four ratios the affirmation was even,more than 90% viz. current 
ratio (97.80%)# debt-equity ratio (91.11%)# gross-profit ratio 
(91.21%) and net-profit ratio (92.31%)•

For loan amount greater than Rs»10 lakhs# for all the ratios 
respondents stating that the use of ratio is made while taking
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lending decision were above 50% « Out of 19 ratios under study 
for 6 ratios the percentage of affirmation was above 90%* They 
are t current ratio (100%)# debt-equity (97*80%)# gross profit 
ratio (95*65%)# net profit ratio (96*71%)# Inventory turnover 
(94*44%) and receivable turnover (95*40%)*

The percentage of non-response for all the ratios and for 
all loan group lies between 10% and 20%•

Regarding the use of various ratios the appraising officers 
at regional- office of the large public sector bshies have stated 
•that *

a* for loan amount less than Rs*25000# only three ratios are 
looked into viz* current ratio# debt-qquity and net-profit 
ratio*

b* For loan amount more than lb*25000 but less than 6s* 2 lakhs# 
the ratios in use are current liabilities to net worth# fixed 
asset to tangible net worth# receivable turnover and average 
collection period# over and above the ratios stated in (a)•

c* For loan amount moire than Rs*2 lakhs# fifteen ratios out of 
ninteen ratios (which are included in the questionnaire) are 
being used# These four ratios not in use are s gross profit 
ratio#, return on common equity# return on total asset and times 
interest earned*

d* For ho an amount more than Rs*10 lakhs it is replied that all 
19 ratios are in use*
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iii. Rank Correlation between Loan Groups s

The percentage of respondents stating that this ratio 
should be looked into differs to a considerable extent between 
each loan group? however# the relevant importance given to 
that ratio within loan group is an important point#

Here an attempt is made to establish the rank correlation 
between each loan group. For this purpose the ranks have been 
assigned withies each loan group to ratios based on the 
percentage of respondents stating that the ratio be looked 
into for taking loan decision# starting from rank 1 to the 
maximum percentage of respondents.

The results of the RCC are put in the following table.
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TABLES VI #6

RANK CORRELATION COEFFICIENTS BETWEEN THE LOAN

GROUPS * RATIO ANALYSIS

T<o—
1

oo<

H T

LOAN GROUP f----- *
... i •4

Less than
Rs* 25000

Greater than 
Rs.25000 but 
less than
Rs.2 lakhs

Greater
than
Rs.2 lakhs 
but less 
than
RslOlakhs

Greater
than
Rs* 10 
lakhs

Less than Rs. 25000 1
- ‘ V

Greater than Rs. 25000 
,/L,'but less 

than Rs* 2 lakhs

0.8241*
(5.9986)

1

Greater than Rs* 2 
lakhs* but less than 
Rs* 10 lakhs

0.8298*
(6*1309)

0*9680*
(15.9042)

1

Greater than Rs*10 
lakhs

0.7609*
(4.8359)

0.9175*
(9.5141)

0.9513*
(12.7259)

1

............. (Figures in brackets indicate estimated t-»value and

* indicate significant relationship)*

The table VI *6 makes it dear that the degree of relationship 

is very high* The estimated rccs are greater than 0i7 and all &be 

statistically significant* If implies that the application of 

various ratios to different groups are highly related to each 

other* In brief/ the relative application of various ratios for 

different groups are highly related*
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iv. Relationship between the ratios s

Over and above studying the relative iirportance of ratios 

between the groups by estimating rank correlation coefficient/ 

an attempt is also made to estimate idle relationship between the 

ratios within loan group. Here the study is specific to the 

loan amount above Rs.2 lakhs and below Us• 10 lakhs and loan amount 

above Rs.10 lakhs.

a. Relationship between ratios for loan amount more than 

RslO lakhs. -

To examine the type and degree of relationship between 

application of various ratios while taking loan decision# the 

phi-coefficients are estimated. Table VX.7 gives the phi-coeffi

cients between the ratios for loan amount more than Rs.10 lakhs.

It may be noted from Table VI.7 that the relationship of 

current ratio is not estimated with other ratios. This is on 

account of the fact that for loan amount more than Rs.10 lakhs 

all the respondents stated that this ratio is to be applied
est e, vi c wv £ V\ cv.to V-

and hence looking to the formula of phi-coefficient^will become 

zero and hence phi-coefficient will become °o (infinite) and 

hence# it could not be estimated.

Table Table VI.7 indicates that there exists both positive 

and negative relationship amongst Ihe ratios. The highest posi

tive relationship is observed between return on common equity 

and Return on total assets# i.e. here the situation was found 

that when the respondent is of the opinion that Return on common
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equity be looked into# for majority of the cases he is also of 
the opinion that Return on total assets be looked into and when 
the respondent is of the opinion that Return on common equity 
need not be looked into# for majority of the cases they are of 
the opinion that Return on total assets also need not.he looked 
into* • ■

Out of. 153 phi-coefficients# 77 were found to be signifi
cant* All,these were the positive relationship. All these 
significant relationships are marked with ' ** in the table. 
Between certain ratios# these exists negative relationship. * 
Hoever# toe tests of significance reveals that all these negative 
relationships are insignificant.

While examining the relationship between quick ratio and 
inventory turnover ration# it is observed that the relationship 
is insignificant. However# the percentage of respondents falling 
in toe category of (yes# yes}# i.e. both the ratios are being 
applied by the branch manager# comes to 79*55%. The percentage 
of respondents failing in the category of (NN) was very less 
which is 2.27%.

Similarly the relationship between quick ratio and Receivable 
turnover ratio is also found to be insignificant* Hpwever# here 
also# 78*82% of the respondents was foiling in the category of 
(y# y)# whereas only 1*17% full in the category of (N#N># this 
situation reduces phi-coefficient because about 20% of the 
respondents fall in the category of either (y#N) or (N# y).
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Similarly# the relationship between inventory to working 

capital and Net profit ratio is found to be insignificant# based 

on phi-coefficient# however# the percentage of respondents falling 

in £y#y) category# are 82.95% of the respondents.

The ratio inventory to working capital and Inventory turn

over are insignificantly related as shotm by phi-coefficient. 

However# here also# about 81% of the total respondents fell in 

the category of (y#y). Similar is the case between Inventory 

,to working capital and Receivable turnover ratio.

The ratio current liabilities to net worth and debt-equity 

shows the negative relationship. However# it is observed that 

78.41% of the respondents fall in the category of (y#y)• The 

relationship has turned out to be negative# because there is no 

respondent in the category of (n#N) and hence the first part of 

the numerator becomes 0.

While examining the relationship between current liabili

ties to net-worth and net profit ratio also the relationship is 

found to be' insignificant. However# here also out of the total 

respondents 78i41% were falling in the category of (y#y) •

So far as the relationship between debt-equity ratio and 

net worth plus long term liabilities to net block# debt-equity 

ratio and gross profit ratio# debt-equity ratio and net profit 

ratio^ debt equity ratio and receivable turnover ratio and debt 

equity ratio and average collection period are concerned the 

phi-coefficient is found to be negative# however# if we look to
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the data 80%/ 93%# 94%/and 84% of the respondents fall in the 
category of (yes# yes)# but there was no respondent in the cate
gory of (N N) and this converted the relationship into negative 
relationship* *

Similar is the case with the relationship between gross - 
profit an«S inventory turnover ratio and gross profit and « 
Receivable turnover ratio# where 90% and 91% respectively are 
falling in the category of {y# y) however# there is not even 
a single respondent in the category of (n N) and hence the phi- 
coefficient becomes negative*

Classification of Various Ration *

After estimating the phi-coefficient between ratios# an 
attempt is also made to examine which of the ratios go together# 
through the tool of linkage analysis* As the method is already 
discussed in detail in Chapter IV# the same is not repeated 
here* The results of this linkage analysis are as follows s

The total ratios tinder study are 19# however# on account of 
the reasons explained in the beginning of this section# phi- 
coefficient between current ratio and other ratios could not be 
estimated* Hence so far as linkage analysis is concerned# 
remaining 18 will be divided in the groups On application of the 
linkage analysis# it is observed that these 18 ratios are 
divided in 5 groups.

Group I contains t net profit ratio# return on investment# 
return on common equity and return on total assets*
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All these are the measures of estimating the relationship 
with net profit, of various factors# where net profit may differ, 
slightly from one to another i.e. for net profit to sales and 
for return on total assets# net profit is taken directly# whereas 
for return on common equity and return on investment# earning 
after tax is taken*

Group II is formed of average collection period# times interest 
earned and fixed coverage.

Here# average collection period is the measure of time i.e. 
it indicates the time taken to collect the recoverable from 
debtors# whereas times interest earned and fixed coverage# both 
are in the nature of coverage ratio.

Group III is of :

Net worth + long term liabilities to net block? Gross 
profit ratio and assets turnover ratio.

Here the ratios of different categories are forming one 
group. The first ratio is the measure of long term solvency# 
the second one is the measure of profitability and the third 
one is the measure of turnover.

Group IV consists of s

Inventory to x^orking capital# debt-equity ratio# fixed 
assets to tangible net-worth*

The first one measures the short-term solvency of the 
organisation and the next too measure, the long-term solvency
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Group V consists of s

Quick ratio# absolute liquidity ratio# current liabilities 
to net worth# inventory turnover ratio and receivable turnover 
ratio; The first three ratios measure the short-term solvency 
of the organisation and the last two measures the turnover of 
inventory and receivables respectively.

Thus on the whole it can be said that at no point of tine 
the profitability ratios and short-term solvency ratios are 
going together. Here# if may be mentioned that when the annual 
financial statements are received by the lending officers along- 
with the profitability analysis# equal weightage be given' to 
short term solvency ratios and vice-versa to have more thorough 
clue about the short-term strength of the organisation.

v. Phi-Coefficients for loan amount more than Bs.2 lakhs but 
less than Rs.10 lakhs.

Similar to above an attempt is also made to estimate the 
relationship between ratios for loan amount more than Ss.2 lakhs 
but less than Rs.10 lakhs.

Table VI.8 gives phi-coefficients between two ratios.
The cable indicates that# out of l7l phi-coefficients 

computed 5 phi-coefficients are found to be negative. On testing 
for significance# all these five negative phi-coefficients are 
found to be insignificant i.e. pair of two ratios indicated by 
these five phi—coefficients were behaving independently to one
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another* Out of 171 phi-coefficients# 117 were found to be 
significant when test of significance is applied to this* ®ie 
highest phi-coefficient is found between times interest earned 
and fixed coverage# both of which are the coverage ratio*

The next highest relationship is found between receivable 
turnover and average collection period* both of which indicate 
the something in a different manner* The first one receivable , 
turnover ratio indicates for. how many times receivables have 
been rotated# during the year# when we take sales for one year 
and average collection period is the time measurement i.e* 
what is the time taken for collection of receivables* The next 
highest relationship is found between return on investment and 
return on total assets# where coefficient is found to be 0*6199o 
The rest of estimated phi-coefficients are below 0*6199*

When linkage analysis is applied to this# the 19 ratios 
are divided in 5 groups as follows :

Group i comprises of times interest earned and fixed coverage 
ratio*

Group XX comprises of inventory to working capital# inventory 
turnover ratio# receivable turnovers ratio# average collection 
period and asset turnover ratio.

Group XIX comprises of quick ratio# absolute liquidity ratio# 
current liability to networth# return on investment# return on 
common equity and return on total assets.
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Group IV consists o£ fixed assets to, tangible net worth# net 
worth plus long term liabilities to net block# and#

Group V consists of current ratio# debfe-equity ratio# gross 
profit ratio and net profit ratio*

Contrary to the group of ratios formed for loan amount 
greater than Rs* 10 lakhs# here it is observed that the ratios 
indicating short-term viability and ratios of profitability 
go together# which is Indicated by two groups viz* third and 
the fifth*

SECTION It

MONITORING# PO»iOW-UP AND PROBLEM CREDIT

A* MONITORING AND PCLLO&MJP *

After examining the application of techniques in detail 
from various angles# the application of techniques to monitoring 
and follow-up is examined because "the lender's responsibility 
doesn*t end once the loan is made and documented* Because 
circumstances change both# within the borrower* s business and in 
its external environments# the lender must monitor the fluctu-

,3ating quality of a given credit as a result of those changes." 
Also# "bankers have learned through long# hard and often bitter 
experience that failure to require pay-out can be most embarra
ssing and often disastrous both to the bank and to the

3* Bettinger Cass# What it takes to be a professional lender# 
Journal of Commercial Bank Lending# March# 1988# p* 9*
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4borrower." This calls for the need for monitoring and follow-up*

Based on the discussion with lending officers in pre- 

questionnaire session# it was gathered that the cashflow state

ment fundsflow statements and ratio analysis are to be used for 

monitoring purpose. Hence# these three techniques were included 

specifically in the questionnaire and respondents were requested 

to further specify any other technique if used for the purposeof 

monitoring and follow-up.

For all the above mentioned three techniques the percentage 

of non-response was the same viz* 23.81%. The most applied 

technique based on responses is fundsflow# where 81*25% of the 

respondents stated that it is being used for monitoring and 

follow-up. The next one is cash flow where 70% of the respondents 

stated that it is to be used for monitoring and follow-up and 

next found is the ratio analysis* Here 68*75% of the respondents 

stated that ratio analysis is to be used for monitoring and 

follow-up.

Over and above this#,an attempt is made to examine the 

relationship in application of technique at two stages viz. 

sanctioning and monitoring* In other words an attempt is made 

here to examine# when the eashflow is used for sanctioning 

decision by the lending officer# whether it is being used for 

monitoring the loan portfolio and soon.

4* Hensel John G*# bedding Developments and Loan Quality# 
Journal of Commercial Bank Lending# March# 1973# p* 26*
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Here# for all these three techniques the relationship 
between there two stages is found to be insignificant. The 
relevant phi-coefficient and value of chi-quare are given in 
the Table V2.9*

TABLE VI*9

relationship regarding application, OF TECHNIQUES
BETWEEN TOO STAGES : SANCTIONING AND MONITORING

Technique Phi-coefficient Chi-square

Cash-flow 0.1406 1.5214
Funds-flow -0.0739 , 0.4490
Ratio Analysis 0.1709 2.2792

However# when the percentage of respondents stating the 
application of techniques at both the 3tagea is found put# they 
are found to be 61.04%# 79.48% and 69.23% respectively for cash
flow# funds flow and ratio analysis.

This necessarily indicates that when a technique is applied 
by the lending officer for sanctioning decision# it is also 
applied for monitoring purpose in majority of the cases*

In addition to the information regarding the above three 
techniques# the respondents were also requested to furnish 
information regarding any other tools being used for the purpose 
of monitoring and follow-up.

Here# it is observed that in majority of cases stock state
ment was given as main tool for monitoring. Over and above
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monthly stock statement some of the respondents talked about 
the QIs# information regarding sales# production etc. and balance- 
sheet analysis at an yearly interval.

B* PROBLEM CREDIT t

AS discussed in the chapter on questionnaire# Q.9 is
regarding the regularity aspect of loan. This was considering
the comment by Bala Shanmugam that# "like death and taxes#
problem loans are Inevitable but early recognition can avoid

5the adverse impact of such loans*** i.e. Loan officer “is 
responsible# however# for controlling credit risk to an 
acceptable level and for protecting the bank against losSt' when 
the quality of loan deteriorates.

According to MacDonald "there are four principle reasons 
credits get into trouble s

1. Lack of overall management balance

2. Lack of secondary repayment sources 

. 3. Faculty dorientation
74. LaCk of early identification of warning signals"

Robert Benbow states in this connection that "the more you 
depart from credit guidelines the greater the likelihood of

5. Shanmugam Bala# Managing Problem Loans - The Banker - 
December# 1987# p. 25.

6. Pace Edmond E. and Simonson Donald G.-# Solving problem loans (a trainig feature)# Journal of Commercial Bank 
Lending# July# 1977# p. 24.

7* MacDonald D«J.# Problem Loans s Their prevention# handling 
and cures# Journal of Commercial Bank Lending# December# 
1977# p. 55.
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8trouble and loan losses." Michaeil violano also mentions the
following as signs of a company in trouble, i. Missing or
delayed financial reports ii. large,variances in forecast
versus actual expenses or sales lii. Denial of any (financial#

9market# customer* staff) problems.

Regarding the indicators of problem credit Flockett and
* -• . • . * 5

others states the following * i. A deteriorating financial 
condition from one statement period to the next ii. The late 
submission by a borrower of this financial statements iii. a 

deviation from established borrowing patterns and particularly 
an inability to payout seasonal line of credit is another 
indicator of financial strain.^

B.A. Hedges has pointed out following types of risks with 
reference to commercial banks, via. credit risk# interest rate 
sensitivity# commitment# liquidity and taxable incone. Even- 
though all mayonot be applicable in Indian & (Scenario# credit 
risk has its application which indicates the# "risk of loss of 
principal or interest causing at some point a negative effect on 
profits."11

9. Vide# Violano Michael# The loan rangers : system that fight bad risk - Bankers Monthly# January# 19i91# p.20*
TO. Holman John F.# Fifield Ralph B. Jr.# and Toekett F.

Walker Jr.* Problem loans * "centralised vs. Decentralised 
Approaches# Journal of Commercial Bank! Tending# June#
1975# 'P»' 21. -

11. Hedges Bob A# . Risk Management# Part 2# Identifying loss 
exposured# Journal of Commercial Bank Tending# November#
1985# pm 20.

8. Benbow Robert F.* Preventing Problem Loans Before They Happent 
25 Flags# Journal of Commercial Bank Tending# April# 1985#
P . 1«.
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Considering all above aspects# an attempt is made to gather 
the information about the number of cases having regular repay
ment schedule# and amount thereof. Number of irregular cases 
and the amount thereof and the number of cases where repayment 
schedules are not fulfilled and the amount thereof. The diffi
culties in gathering this data are already pointed out in 
Chapter III and based on the available data the study is 
carried out.

The objective here is to examine the relationship between 
the probability that management accounting technique will be 
applied and the proportion of total advance that have become a 
problem-credit. Here# as the precise data about "Irregularity” 
or "Non-fulfilment” were not available# some respondents 
provided the data about * overdue* while some prpvlded the data 
about “protested bill "and some provided the data about#
"advances considered bad and doubtful of recovery plus suitfiled 
debts including decreed debts (excluding previous category)
plus advances recalled - sick and stidky advances (excluding

' / ’ •

previous two categories)". Some respondents provided the 
information regarding cases and amount both*"whereas some 
respondents provided the information .only regarding, amount. The 
absolute figures of amount of problem credit is not taken here 
directly for analysis# however# the proportion of problem, 
credit to total credit is used# because it is the relative 
measure. The branch with a very high loan portfolio may have
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large amount of problem credit in absolute terms but its share 

in total advance may be less than the same for a small branch*

To circumvent this possibility# the proportion of problem 

credit, to total advance was taken*

It is generally argued that with the increase in the 

applicability of management accounting techniques# there is a 

fall in the problem credit* An attempt is made here to examine 

the effect of the application of management accounting techniques 

on the problem credit* In order to examine this, four different 

regression equations are estimated which are as follows *

i* Proportion ©f total problem credit to total advance is 

regressed on average probability of application of management 

accounting techniques*

il* Proportion of SSI problem credit to SSI advance is
, of

regressed on the probability of application^management 

accounting techniques in SSI segment*

iii* Proportion of small borrower’s problem credit to small 

borrower* s advance is regressed on the probability of applica

tion of technique for small borrower* s advance*

iv* Proportion of non-priority problem credit to non-priority 

advance is regressed on the probability of application of mana

gement accounting technique to non-priority segment*
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i. Regression of proportion of problem credit to total
advance on average probability of application of techniques

Here on the one hand the proportion of problem credit to 
total advance is found out and on the other hand the average 
of probability of application of techniques for various seg
ments is taken.

On running the regression it is found that the constant
value is 0*167027. This indicates the intercept. This implies
that in absence Of the application of the management accounting
techniques the problem credit will be nearly 16.7% of total
advances* The value of X-coefficient is found to be -0*13060
and is statistically significant* The negative sign indicates
the inverse relationship i*e. as the average Pi (i*e» average
application of techniques) increases the proportion of problem

2credit to total advance decreases. The value of R is found 
to be 0.077714. This suggests that over and above# the applica
tions of management accounting techniques other factors are 
important in explaining the variations in the problem credit*
So far as the effect of other factors on problem credit are

' ' t ' , *

concerned following two comments are worth noting * Bhabatosh
Datta states that "then there are political pressures against
which the bank management do not stand-up. There are records of

’12large loans granted on verbal instruction from the top."

,12. Datta Bhabatosh# Banks f 18 years after nationalisation *
The banker# April# 1988# p. 24*
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I# Satya Sundaram also notes that "the government is

forcing the banks secretly and unofficially to lend to those

priority sector borrowers who dp not meet the banking 
13criteria#"

ii# Regression of proportion of SSI problem credit to SSI 

advance on probability of application of management 

accounting techniques to SSI Segment s

Here an attempt is made to estimate the relationship 

between the proportion of problem credit pertaining to SSI 

advance and the probability of application of technique in SSI 

segment. Considering the proportion of SSI problem credit to 

SSI advance as a function of probability of application of 

technique in SSI segment the regression results give intercept 

to be 0*3146# It shows that in the absence of the application 

of management accounting techniques 31% of the SSI advances
' * s«/

are likely to be turned into a problem credit#

1 The value of X-coefficient is found to be -024264. This 

indicates the existence of negative relationship i.e. as the 

application of management accounting techniques increases# the 

proportion of SSI problem credit to SSI advance decreases# 

though it is not statistically significant. This insignificant 

relationship may be oh account of the fact that even though the 

application of management accounting techniques is high to SSI
<■» mm mm mmi mm mm -mm <mm mm mm mm mm mm mm mm mm mm mm mm mm mm *3* mm mm mm tim mm_ -mm mm mm mm mm mm

13. Satya Sundaram I.# Priority sector lending t Problems and 
Remedies * The Journal of the Indian Institute of Bankers# 
January - March# 1984# VOX. 55# No# i# p# 18.
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segment, (which is reflected in high average composite index for 
SSI segment) the proportion of SSI problem credit Is not 
controlled! this may be on account of the fact that approximately 
7% of SSI units financed have turned out to be sick to which 
about 15% of total SSI credit is advanced# Out of those which 
have become sick about 90% is non-viable and the amount advanced 
to these ncn-viable units is about 270%#*4

For problems arising for SSI units B.D* Dikshit states
that "the majority of the units fail because of internal problems#
which are capable of being sorted out by them* Prevention of
sickness could thus be said to be# to a large extent in the hands

isof the entexpreneur himself#"
o, The value of R is found to be 0*0791#, This indicates that 

about 8% of variations in problem credit are explained by 
application of management accounting techniques*

iii# Regression of proportion of small borrowers problem credit 
to small borrower* s advances on probability of application 
of management accounting techniques to small borrowers

i /

advances s

.14# Reserve Bank of India* Bulletin 1992# Supplement to Report 
on Trend and Progress of Banking in India# 1990-91, (July-June)f RBI# p# 77*

15. Dtikshit 3*p«# Financing of Small scale Industries* some 
Tirust Areas - State Bank of India# Monthly Review#
March# 1989# p* 136*
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For a very few branches a detailed break-up and details 

about the problem credit for small borrowers were available* 

However# on reference to matrix of Q.7 it is clear that we have 

BMRT# SEPR# TO and EDU which are generally incorporated in the 

group of small borrowers. Hence the average Pi for above four 

sub-segments was calculated* The proportion of small borrower's 

problem credit to 3mall borrower's advances was also found out 

for those branches and an attempt is made to find out the 

extent to which average probability of application of techniques 

affects the proportion of small borrower's problem credit to 

small borrower's advances.

On running the regression# the value of constant is found 

to be 0.315419. Shis indicates that 31% of small borrowers 

advances will, turnout to be small borrowers problem credit in 

absence of the application of techniques. The value of X-coeffi

cient is found to be -0.23182 which indicates that with the 

unit change in Pi# proportion of small borrweite problem credit 

to small borrower's advances changes by 0*23 units* The negative
eoefffc.i'£v»t the. oP Vn-tgoitTva-

^relationship# which indicates that as probability of application 

of techniques increases the proportion of small borrower's 

problem credit to small borrower's advance reduces.

The value of R^ is .found to be 0.134273. This indicates 

that 13% of vacations in small borrowers problem credit are 

explained by variations in probability of application of manage

ment accounting technique • in this context it is important to
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note the comment by Rajagopal that "the priority sector loans
‘ . , i A

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

18of the unit-in-term of monetary value."

iv. Regression of proportion of non-priority problem credit
/ ' • 1

to non-priority advance on probability of application of 
management accounting techniques to non-apriority advances.

>#iile analysing the problems of corporate sector which are
the significant portion of non-priority advance. M. Ramaswamy
states that "regarding the corporate sector the banker applies
all the tools at his disposal like i. funds flow analysis
ii. balancesheet analysis and ill. working Capital analysis
in terms of Tendon Committee recommendations. The chances of
advances going sticky in this sector are normally not so
frequent as all available precautions are taken by the banker 1
including registration of charges with the Registrar of Companies
Political interference* interference of bank* s board of
directors and other extraneous considerations may dilute the

17rigour of the analysis and bring distress to the bank.”

The a bove statement necessarily indicates that here the 
management accounting techniques are being applied to a consi
derable extent. In continuation to i# ii and iii above# an

16# Rajagopal* Changing Dimensions of Banking Finance in India# - 
Banking Finance# January# 1988# p. 8.

17. Ramaswamy M.# Recovery of Bank Advances# The Journal of
Indian Institute of Bankers# vol. 49# No. 1# January-March# 
1978# p. 25.
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attempt is also made to examine the effect of probability of 
application of technique for non-priority segment oh the 
proportion of non-priority problem credit 
;; -•'.ri.v. to non-priority advance.

On running the regression# the value of constant is found 
to be 0*425703. Shis indicates that in the absence of the appli
cation of the management accounting techniques# the problem 
credit as a percentage of non priority advances will be as high 
as 4%.

She value of x-coefficient is found to be -0*53834 which 
Indicates that with an increase in the probability of applica
tion of management accounting techniques by one unit the 
proportion of non-priority problem credit to non-priority 
advance reduces by 0.53 units* On the basis of this we may 
argue that this sector requires the application of management 
accounting techniques to a greater extent to reduce problem 
credit*

On applying the text of significance it is observed that
2the relationship is significant. She value of R is found to be

}? - -

0*198130 which indicates that about .?Cg,7'%r:of J. variations 'in
xproportion- of non-priority problem credit to non-priority advance

6 cis explained by change in probability of application of- tech
niques*

The results of these four regression run are summarised 
in the following table.
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TA31S VI ,10
REGRESSION RESULTS OF PROPORTION 03? PROBLEM CREDIT 
ON PROBABILITY OF APPLICATION OF TECHNIQUES

- constant X-coeffi-
@nt

B*

Regression of proportion of
1. eotal problem credit to 

total advance on average 
probability of applicac 
tioa of technique

0.167027 -0.13060*
(-2.09323)

0.077714

11* SSI problem credit to SSI 
advance on probability of 
application of technique 
for SSI segment

0.3146 -0.24264 (—1.45543 )
0.0791

ill* small borrowers problem 
credit tso small borrowers 
advance on average proba
bility of sub*segment of 
small-borrowers segment

0.315419 -0.23182*
(-2*22782)

0.134273

iv. Non-priority problem 
credit to non-priority 
advance on probability of 
application of techniques 
for non-priority segment

0.425703 -0.53834*
(-2.27789)

0.198130

(Value in bracket; indicates the estimatad t-value and 
* indicates significant; relationship)

Cases of problem credit with reference to segment and amount *

Based on the available data about branchwise problem credit* 
of the total only 0.16% of the cases were for Industry (non- 
priority)* 3*55% were for other priority* 6.51?% of the case were 
for SSI* 64*0O?o of the cases were for small borrowers and 24.9854 
of the cases were for AGRI• This conveys that so far as the



494

cases are concerned the highest number of cases among the 

problem credit were for small borrowers. When looked into the 

amount# 18.87% of the amount was pertaining to the industry#

4.28% of the amount was pertaining to non-priority others# 57*39% 

of the amount was pertaining to SSI segment# 17.89% of the amount 

was pertaining to small borrowers and 1.57% of the amount was 

pertaining to AGRI. i.e. the highest percentage of the, amount 

of problem credit was for SSI*

The amount wise problem credit is divided by these respon

dents in three groups. The three groups are » the loan amount 

outstanding more than Rs.25 lakhs# loan amount outstanding less 

than Rs.25 lakhs^ but more than Rs.5 lakhs and loan amount out

standing less than Rs."'';5 lakhs.

So far as the cases for amount outstanding more than Rs.25 

lakhs are concerned# they constitute only 0.25%# however# amount- 

wise they constituted 67.09% of the problem credit. So far as 

the cases for amount outstanding more than Rs.5 lakhs# but less 

than Rs.25 lakhs are concerned# the cases constitute only 0.27% 

of the cases of problem credit and amount constitutes 5.32% of 

the problem credit and so far the amount less than Rs.5 lakhs is 

concerned the cases constitute 99.48% of the total number of 

cases having problems and the amount consitotes 27*59% of the 

total amount of problem credit.

This indicates that# segmentwise it is the small borrower* s 

advance# which generally has higher number of accounts having
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problems and amountwise# loan accounts with facility and amount 
outstnading less than Rs.5 lakhs# has higher problem accounts.

CONCLUSION *

The present chapter thus examines the depth and extent of 
various management accounting techniques in lending decision. 
Relevant hypothetical cases are also developed to examine the 
views of lending officers and practice of lending in the business 
world.

On analysis of responsesit is observed that the business 
plan is the most received and widely used technique amongst the 
lending officers. The application of break even analysis is 
examined for various types of proposed borrowers. In addition to 
this# the consideration given to uncertainty in determination
of break even analysis and the introduction of sensitivity

' * '

analysis to break even analysis is also examined* The analysis 
reveals that these; two concepts are still greek and latin to 
some of the lending officers* In order to economise the space 
the detailed findings regarding application of method of costing# 
funds flow# cash flow and ratio analysis are not presented here. 
However# on the whole it can be said that business plan# fund 
flow# cash flow and ratio analysis find their application to a 
greater extent in the lending decision.

On examining the application of various management accounting
itechniques for the monitoring and follow-up of loan portfolio#
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it is found that funds flow# cash flow and ratio analysis is 
used by very high percentage of the respondents.

The problem credit is a burning problem for bankers and 
for the authorities# at present in the Indian Scenario. An 
attempt is also made to estimate the relationship between the 
application of management accounting techniques and the 
problem credit. Here the relationship between proportion of 
problem credit to total credit and average probability of 
application of management accounting techniques is fo&rut-' 
significant. Also the effect of application of management 
accounting techniques for small borrowers on proportion of small 
borrower* s problem credit to total credit is found to be signi
ficant. The relationship is found to be negative. This necessa
rily implies that so far as above two types of problem credit 
are concerned the PROPORTION OP PROBLEM CREDIT REDUCES-: AS 
THE APPLICATION OP MANAGEMENT ACCOUNTING TECHNIQUES
INCREASES


