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In order to establish the credibility of the client a banker
will always attempt to verify facts provided by him. The
reasons are simple. A prospective borrower, optimistic of
his future, may give information that may be too ambitious
or hopeful. Conversely, with the intent of defrauding the
bank the information supplied may be totally false. The
banker will check all statements made as the acceptance of
an unverified statement destroys the credibility of the analy-
sis and bankers are aware that such an action can put their
money at risk.

Several years ago a well-spoken gentleman approached
the branch manager of a private sector bank and informed
him that a mutual friend had recommended the bank to him
for a loan to finance working capital. This was not verified
because the person appeared genuine and respectable. The
loan was arranged securing it to the hypothecation of
stocks, book debts and fixed assets. There appeared to be
adequate cover. A few years passed. The demand for the
company’s goods fell and its inventory became obsolete.
The result was that the client became bankrupt. When the
bank took steps to seize the inventory and fixed assets it was
found that another bank had a first charge on the fixed as-
sets. The bank manager was not aware of his inferior collat-
eral as he had accepted the client’s word without verifying
it. It was later found that the client was not even a friend of
the person the manager knew. He had merely dropped a
name and the manager had bitten the bait. In this case the
elementary precaution of verifying facts led the bank to lose
a large sum of money.

Bankers verify facts and information provided by the cli-
ent through various sources:

» Bank checkings which refer to the opinion of the bank
where the new customer is known and the dealings he
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Management

¥ " he single most important factor from a banker’s point

1 of view when he considers an application/proposal for

Bl credit facilities is the “management” of the firm. For, it
is upon the quality, competence and vision of the manage-
ment that the future of a company rests. A good, competent
management can make a company grow while a weak, inef-
ficient management can destroy even a thriving company.
Corporate history 1s riddled with many such examples. The
Ambanis with their vision and acumen have made Reliance
1 global giant. Others who tried to emulate them with gran-
diose plans are heard of no more. Chrysler was, in the early
tghties, an ailing giant. Lee Tacocca, with tough and compe-
ent management policies turned the company around. In
te first quarter of 1993, the big blue — IBM — dismissed
15 Chief Executive Officer, Akers, who was blamed for the
<mpany’s dismal performance. Lou Gerstner, who was also
President of American Express and then took charge of
R].R. Nabisco after a multibillion dollar leveraged buy-out,
s invited to become the new chief executive Officer of
EEM. Mr Gerstner successfully turned IBM around. In India,
“Metal Box, Killick Nixon, Nirlon, The Gadgil Western
~3 pup, the Kamanis and many others have been brought
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and averse to change. This is no longer true. The sons and
the grandsons of the founding fathers have been educated at
the best business schools abroad and are thus exposed to
modern methods of management. Consequently, in many
family managed companies, although the man at the helm is
a scion of the family, his subordinates are graduates of busi-
ness schools — professional managers. This combines, to an
extent, the best of two worlds and many such businesses are
very successful. The frustration for the professional manager
in such companies is that he knows that he will never, ever
run the company — that privilege will always be with a
member of the family.

Professional Management

Professionally managed companies are those that are man-
aged by paid employees. In these companies the chief execu-
tive officer, normally, does not have a financial stake in the
company; he is at the helm of affairs because of his ability
and experience. The professional manager is a career em-
ployee and he remains at the seat of power so long as he
meets his business targets. Consequently, he is always re-
sults-oriented but his aim is often short-term — the meeting
of the annual budget; he is not necessarily influenced by
loyalty to the company. As a professional he usually is
aware of the latest trends in management philosophy and
tries to introduce these in the company he runs. He tries to
run it like a lean, effective machine striving for increased
efficiency and productivity. As a consequence, profession-
ally managed companies are usually well organized, growth
oriented and perform well. Their investors receive regular
dividends and bonus issues. However, there is often a lack
of long-term commitment, and sometimes a lack of loyalty.
This is because, in time, the professional manager has to
step down — retire — and he cannot therefore enjoy the



