Ethical Dilemma
There exists a principal-agent relationship between the bank manager and the shareholders. The agent's role is primarily to maximize profits and increase the value of the bank while minimizing the risk. The ethical dilemma presented by the situation is whether or not to advance a loan to him.
Option 1. Advance the loan.
Several reasons suggest that the manager should approve the loan. First, as a family friend, there is an unwritten desire to advance the loan to him. Second, Ebenezer has an established relationship with the bank based on the initial loan of 500,000 dollars. Third. Sales and earnings have increased for the last three years.
Option 2 Deny the loan.
Based on the due diligence of the business's role as the agent for the shareholders, he should decline to approve the loan for the following reasons. First, Although the current assets other than cash have grown at a higher rate, revenue and operating cash flow have been reducing over the last three years.
Second, the unproportional increase in account receivable versus cash flow suggests the company has fraudulently increased the value of inventory and receivable to conceal its actual financial performance and position.
Third, the increase in account payables suggests that the company is facing a problem in settling the short-term obligation as and when they fall due. Therefore, the business does not have an optimal current ratio.
Recommendation
The decision to award the loan should be based on the careful consideration of the business's financial performance rather than friendship. Consequently, due to the high risk of default involved, the loan should be declined.
