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Abstract :

The Research paper at “Gopinath Patil Parsik Janata
Sahakari Bank Ltd” i.e., “To study what type of loan
appraisal mechanism use by bank for sanctioning the
loan. It help to knowing how loan are sanction and
what type of policy use by bank for sanctioning the
loan. It emphasizes on what is a “Loan appraisal
mechanism”. The objectives of the project is to study
the credit appraisal and document require for
sanctioning the loan, to study various type of
securities and valuation charges for securities. In
today’s world the credit appraisal is important to each
bank, banks profit is depend on Loan appraisal
mechanism. To study the credit appraisal mechanism
iS very important.

Key Words: Credit Appraisal Mechanism, Loan,
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INTRODUCTION:

The Credit Appraisal is a very important element in
the Bank Finance activity. It is the key factor on
which the credit decisions are taken. Credit appraisal
means approving the credit to the customer. It deals
with evaluating the credit worthiness of the customer,
verification of documents, sorting of discrepancies,
approving the deviations, disbursing the files. The
evaluation of creditworthiness of the customer is the
most important task as utmost care is to be taken so
that no wrong customer is funded. Bank of Baroda is
more concerned with the quality of customers rather
that quantity of customers. This policy has made the
credit appraisal an critical job. The bank has fixed
certain parameters for evaluating the credit. These
parameters are

customer segment, minimum period of employment,
purpose of loan, age of the customer, security,
minimum loan, maximum loan, loan , multiple, tenor,
interest, method of payment, securing
documentation, conditions.
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Bank operations involve sanctioning of loans and
advances to customers for variety of purposes. These
loans may be for short or long term commitments and
consumer finance for purchase of durables, property
and vehicles. Other types of loans provided by banks
are micro credit For small borrowers and contingent
obligations that are off balance sheet transactions.

The loan sanctioning process commences
when the bank receives a loan proposal from the
customer. The loan requirement may be for
equipment purchase or for working capital finance
requirements. If it is for equipment purchase the
amount will be paid directly to the supplier. If it is a
working capital requirement, an operational bank
accounting the name of the customer will be opened
and permission will be granted to draw the amount as
and when required.

The loan proposal will be evaluated using an

internal rating system or the credit rating offered by
external rating agencies. The loan sanctioned may
become a default or a bad loan if the outstanding
payments are overdue by 90 days. Thus credit life
cycle, credit opportunity, credit assessment, credit
management and credit implication. Credit worthiness
of the borrowers will influence loan commitment by
the bank. The pre requisites for the loan sanctioned
depends on the credit worthiness of the borrower.
The Credit risk related to :- Borrower capacity,
Total Amount of loan, Installments of Loan, Expected
profit, Probability of default, Expected Loss to bank,
Other risk.

OBJECTIVES:

1. To study the credit appraisal.

2. To study the various types of loan facility in
G.P.Parsik bank Itd.

3. To study the various types of borrowers of loan.
4. To study the loan policies of the Bank.
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5. To study the various type of securities and
valuation charges of securities.

6. To study the documents required for loan
sanctioning procedure.

RESEARCH METHODOLOGY

Research Design

Type : Descriptive research design (Observation
method).

Descriptive research design is a type of
research method that is used when one wants to get
information on the current status of data or an object.
It is used to describe what is in existence in respect to
conditions or variables that are found in a given
situation.

Sampling
Sample size  : 40 Loan proposals
Research period
From 1% June 2013 to 31 July 2013
60 Day’s [2 Months]

Research Area: - Finance / Loan Department.

Data collection
Mode : 1] Primary data collection:-
The information about the bank is gathered from the
discussion with the Branch Manager/staff/customers.
2] Secondary data collection: -  The secondary data
collected-
From Annual Report of bank/A text books of
Research Methodology / company loan appraisal
Banking Laws and Practices and also Balance sheet
as on the date of 31 march 2012- 2013.
DATA PRESENTATION
The bank of sanctioning unsecured advances is
comparatively more risky and needs special care and
attention on the part of the financer. In the absence of
a charge over a specific asset, the safety of advance
depends upon the honesty and integrity of the
borrower as much as upon the worth of his tangible
assets. Though such enquiry is also necessary in case
of a secured advance but its urgency is greater in case
of an unsecured advance for obvious reasons. Such
creditworthiness is judged by the banker on the basis
of his:
CHARACTER
CAPACITY
CAPITAL
CHARACTER
In assessing the creditworthiness of a person, the first
consideration is that of the character of the person
concerned. The word character implies and includes a
number of personal characteristics of a person e.g. his
honesty, integrity, regularity and responsibility, good
habits and the reputation and goodwill which he
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enjoys in the eyes of others. If a person possesses all
these qualities, without a doubt or suspicion in the
minds of others, he possesses and excellent character
and will be considered creditworthy by the banker.

CAPACITY
The success of an enterprise largely depends upon the
ability, competence and experience of the

entrepreneur. If the borrower possesses necessary
technical skill, managerial ability and experience to
run a particular industry or trade, success of such unit
may be taken for granted and the banker will consider
him a deserving case for granting an advance.
CAPITAL

The importance attached by the banker to the
adequacy of capital of the borrower is not without
significance. Banks are the depositories of the public
money and lend the borrowed money. In case of
failure of the business enterprise the financer will be
able to realize his money if the borrowers own capital
is sufficient.

COLLECTION OF CREDIT INFORMATION
For the purpose of assessing the creditworthiness of a
borrower, a financer has to collect the above-
mentioned information from a number of sources.

1. CREDIT INFORMATION BUREAU

The RBI has established within itself the Credit
Information Bureau, which collects credit information
from banks. Banks & financers are requires to furnish
such credit information, the mention the nature of
facility, security & charge along with outstanding
balance.

2. BORROWER

Much information may be secured from the borrower
directly. The loan application from seeks basic
information about the borrower and his business. A
personal interview with the borrower will also enable
the financer to get a clear picture of his state of
affairs.

3. BAZAAR REPORTS

Financers try to find out the creditworthiness of the
party by making enquiries from the brokers, traders
and businessmen in the same trade or industry
opinions may differ but a balanced opinion may be
formed about the borrower on the basis of the feelings
expressed by a number of such persons.

4, BALANCE SHEET & PROFIT & LOSS
ACCOUNTAN

analysis of the Balance Sheet and Profit & Loss
Account of the borrower for the last few years will
reveal his true financial position. Competent
accountants should certify these statements.
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5. EXCHANGE OF CREDIT INFORMATION
AMONGST BANKS / FINANCERS

It is the practice and customary usage amongst
financiers to exchange credit information relating to
the constituents in their mutual interest. But the credit
reports exchanged by the banks are brief and
superficial. They are in general and guarded terms.
PROCEDURE FOR SANCTIONING LOAN

In loan account the entire amount sanctioned is
debited to the borrower’s account Interest is also
debited to the account. It is the credit repayment made
on installment basis. Following procedure is adopted
for sanctioning of loans.

1. PRE SANCTION
INSPECTION

Loan facility is available on the basis of security
offered or on the basis of period of which it is
required. Security offered by the customers may be
fixed asset, plant and machinery, equipment, house
etc. Depending upon the purpose of loan, the banker
conducts a pre-sanction survey and inspection. During
this survey bankers inspect the security offered by
seeing the location of factory, business premises,
inspect documents and letter of goods etc. such survey
helps the bank to know about the customers.

2. PREPARATION OF LOAN APPLICATION
The loan application has to be prepared and handed
over to the banker by the borrower. In a loan
application the following details are to be furnished -

SURVEY AND

1. Name of the borrower

2. Occupation

3. Purpose of loan

4. Period of loan

5. How borrower proposes to repay the loan

6. Projection of cash generations over the loan

period

7. P&L Alc, B/S, for the period of loan in the form
of projection

8. Details of security offered.

3. APPRAISAL

Loan applications have to evaluated and appraised to
decide whether they can be sanctioned of rejected.
The loan department in the bank does this work.
During appraisal the loan department concerned
applies various methods of scrutiny to find out the
details given in the application are true and the
projections hold good. Thus market information, sales
forecast, etc. would be independently assessed.

4. SANCTIONING

The loan department scrutinizes the loan application
and decides whether the loan is to be sanctioned or
not. Norms for sanctioning the proposal are indicated
by RBI.

87

ISSN(Print) : 2347-8039

5. PREPARATION OF SANCTION LETTER
Sanction letter contains the following points-

Name of the borrower

Limits sanctioned

Period of loan

Security offered by the borrower

Terms of repayment

Margin to be maintained

Rate of interest

. Stock statements to be submitted at periodical
intervals

the borrower is informed about these aspects and a
copy of the letter is sent to be borrower.

6. ACCEPTANCE OF TERMS
CONDITIONS BY THE BORROWER
Normally the borrower is in continuous touch with the
bank though be has banded over the proposal to the
bank. They accept terms lay down by the bank. They
are not requested to inform the bank in writing of
having accepted the terms.

7. PREPARATION OF LOAN DOCUMENTS

a. Demand promissory note

It is an important document and a common document
for the bank. The borrower accepts his liability
regarding the funds lend by the banker through this
document. It contains data of execution, place of
execution, name of the payee, the loan amount, rate of
interest, address of the borrower etc.

b. Loan agreement

These are standard printed documents running into a
No. of pages. They contain all legal aspects regarding
the rights of both the parties and liabilities of the
borrower.

8. DISBURSEMENT OF LOAN

When the loan is sanctioned at the time of
disbursement of loan of loan a/c is opened in the
name of the borrower. The loan a/c opened is debited
and savings a/c is credited for equivalent sum.
9. PERIODICAL INSPECTION
SUPERVISION

After the loan is disbursed borrower utilizes the loan
amount to generate the funds and profits so that he
can repay the loan. Therefore bank inspects the keep
supervision whether the loan amount is been utilized
in a productive way or not.

ONDUAWN R

AND

AND

IMPACT OF CREDIT SCORE ON LOAN
APPROVAL
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ELIGIBILITY CHECK BASIS DOCUMENTATION °

DOCUMENT REQUIRE FOR SANCTIONING
THE LOAN
1. PROOF OF INCOME

Salaried

Latest salary slips for the last 3 months.
Self-employed: o

Copy of income Tax return for last 3 years,
and Blank Statement for last 6 month

16 AFORM
2. RESIDENCE PROOF

Check address on proof of residence with that on
Application Form and FI Report. Either of the
following with borrower name and address clearly
mentioned.

Telephone bill

Electricity bill.

Ration card

Driving License

Passport

Rent agreement

3. IDENTITY PROOF

Passport size photograph

Copy of Driving License / Company identity cart /
PAN card clearly showing Photo of customer.

Aadhar card.

4. POST DATED CHEQUES

Bank account should preferably be at least 6 months
old and reflect good amount of credit transaction.
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PDCs only from the account in which salary is
credited.

In case bank account has been transferred recently,
take copies of bank statement of previous bank
account.

No case to be done without PDCs, nor short cheque
should be accepted.

Bank branch location address must be mention clearly
on the cheque

5.SHARE HOLDER CERTIFICATE

Minimum 1 or 2 share of Rs.50 each of G.P.Parsik

bank
6. INVOICE
Final invoice of dealer must be taken, before

releasing disbursement.
The invoice must be in favor of borrower.

Amount financed should not exceed cost of product.
7. INITIAL PAYMENT RECEIPT

Copy of initial payment receipt issued by dealer to
customer must be taken on record.

This is essential to cross check with computation at
the time of disbursement and also to ensure that dealer
has actually collected initial payment and not deferred
the same.

8. DELIVERY CHALLAN COPY

Hypothecation must be clearly mentioned on delivery
challan.

Signature of loan required acknowledging delivery.
Must be obtained within 2 weeks of disbursement.

SECURITES REQUIRE FOR SANCTIONING
THE LOAN

Assets of tangible nature when offered as a security
for any bank finance by the borrower could be either a
‘primary security’ or ‘collateral security’

Primary security:-

A primary security is an asset which is
offered by the borrower against which bank grants
finance or an asset which is acquired out of the bank
finance and is given as security to the bank for the
said finance.

Collateral security:-

Security obtained from the borrower to
additionally secure the loan sanctioned to him which
may be a clean loan or loan secured by primary
security, could be called collateral security.

Securities and Valuation charges of securities
Following are type of securities and valuation charges
or fees charge by the Gopinath patil parsik janata
sahakari bank for sanctioning the loan.

1] Home Loan
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Security Require:- Registered Mortgage of Flat to be
Purchased / House to be constructed.
Valuation charges:- on the basis of value of flat /
house.
2] House Repair and Renovation Loan >
Security Require:- Movable / Immovable Property
Valuation charges:- On the basis of value of property.
3] Gold Loan
Security Require:- Gold
Valuation charges:- No processing charges except
Gold Valuer’s Fees.
4]Car / vehicle loan / Auto Loan
Security Require:- Vehicle and / or Salary.
Valuation charges:- on the basis of Invoice Value +
Registration Charges. >
5] Education Loan
Security Require:-  Tangible Collateral security
owned by Parents or Guarantor.

'Whole Life' Insurance Policy on
the life of the student, for loan amount.
Valuation charges:- No Process fees & Valuation
charges apply.
6] Cash Credit facility
Security Require:- Closing Stock, Debtors, Movable /
Immovable Properties
Valuation charges:- As per current value or Market
value of Stock/Debtors and property.
7] Article Loan
Security Require:- Article / Furniture to be purchased
& Salary.
Valuation charges:- No valuation charges apply.
8]Term / Cash Credit Loan for Builders &
contractors
Security Require:- Movable / Immovable Property 4

Machinery / Equipments. o
Valuation charges:- On the basis of Invoice price of
Machinery / Property. o

9] Professional Loan
Security Require:- Movable / Immovable Property.
Valuation charges:- On the basis of value of property.

FINDINGS

While doing study it was found that the Bank
following credit appraisal mechanism while granting
loans and advances.

Bank appraise loan to borrower on basis of,
Character

Capacity

Capital

While doing study it was observed that the Bankg
follows certain specific procedure for granting a loan.
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Like, The procedure start with Pre sanction survey
and inspection and end with Disbursement of loan
and Periodical inspection.

While doing study it was observed that bank sanction
loan only for share holders of the bank, so borrower
should take minimum 2 share of Rs.50 Each for
getting loan from bank. While doing study it was
found that bank does not charge EMI more than 20%
of borrower’s monthly income. Bank takes various
types of securities for sanctioning the loan. Bank
charge various valuation charges for sanctioning the
loan.

Bank taking various type of document for sanctioning
the loan, such as -Proof of income, Residence proof,
Identity proof, Post dated cheques, Share holder

certificate, Transaction invoice, Initial payment
Receipt.
CONCLUSION

The study and analysis done above helps us to
know various aspects relating to the loans. The
finding above helps us to analyze the study and draw
proper conclusion.

Bank has granted loans in various sectors i.e.
Home loans, Auto loans, Personal loans, Business
Loans, Education Loans but The major cases of loan
are of housing loan and auto loan in Gopinath patil
parsik janata sahakari bank. Bank follows very good
loan appraisal mechanism for sanctioning the loan as
per bank policy and rules & regulation. From the
above study | come to known the all details of loan
Account Holder.

What type of loan have they taken?

How they taken the loan?

How much amount they prefer to take the loan?

What are the problems they face while taking the
loan?

Reasons behind selected bank.

The study is helpful to Banking and Financial
Institution to solve the problems by giving loan to
borrowers. It is supportable to take decision
regarding.

To focus on Credit Appraisal system.

To follow the KYC Norms.

To study the borrower account.

To increase new strategy by giving loan to borrowers.
From the study it is also possible to know the
borrowers behavior and Banks policy at the time
of sanctioning the loan.

RECOMMENDATIONS AND SUGGESSIONS
Bank should be target marginal customers instead of
their regular customer for sanctioning the Loan.
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It was good that Bank follow credit appraisal policy
strictly. They should be continuing their same loan
appraisal mechanism for sanctioning the loan.

The documentation formalities should be made easy
and only required documents to be asked for sanction
the loan.

Terms and conditions should be explained properly to
the customers to avoid misunderstandings between
customer and bank.

Bank should convey in writing the main reason for
rejection of loan application.

Look for symptoms of dishonesty which can be
revealed form the financial statement, cheque drawn
by the party, securities held vies-a vies bank finance,
etc., in such case the proposal should be rejected even
if the proposal was sound in other respects.

Not give credit limit before the investigated
borrower’s family background , such as:

1. Size of the family.

2. Number of the dependent in the family.

3. Standard of living.

4. Detail of family business / profession, if any,

5. Earning member in family, etc.

Seminar, personal visits, programs should be made
frequently for create awareness related banks loan
facilities and new loan schemes.

LIMITATIONS OF THE PROJECT

Practically difficult to data collection.

Limited time for completing project is one of the
constraints.

Time consumable process for collecting data.

Project data not fully reliable but it helps for
understand the loans and eligibility for loan and other
things for taking loan.
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