


APPENDIX - I 

BANKS' FINANCING OF SMALL SCALE INDUSTRKES IN 

TAMILNADU WITH SPECIAL REFERENCE TO SWAGANGA DISTRICT 

(Administered to the owners of small scale industries) 

1.PROFILE OF THE UNIT: 

1.1 Date of establishmcnt of thc unit: 

1.2 Industry Category: (tick I 1 the relevant item ] 

1.2.1 Food products, Beverages, & Tobacco products 
1.2.2 Textile products 
1.2.3 Wood, paper and leather products 
1.2.4 Rubber, Plastic, Petroleum, and coal products 
1.2.5 Chemical products 
1.2.6 Non-Metallic mineral products 
1.2.7 Engineering products 
1.2.8 Other industries 

1.3 Investment category: 
[ i.e., investment in plant and machinery 1 

1.3.1 Very Low [Below Rs.1 Lakh 1 
1.3.2 Low [Above Rs. 1 Lakh to Rs.2  Lnkhs] 
1.3.3 Medium [Above Rs.2 Lakhs to Rs.5 Lakhs ] 
1.3.4 High [Above Rs.5 Lakhs to Rs.30 Lakhs 1 
1.3.5 Very high [Above Rs.30 Lakhs 1 



1.4 Form of Ownership: 

1.4.1 Proprietary 
1.4.2 Partnership 
1.4.3 Private Ltd., Company 
1.4.4 Co-operative Society 
1.4.5 Public Ltd., C o r n ~ n y -  

1.5 Mode of acquisition of business: 

~... .. . ~~~~ ~. - . ~ 

21 the time of 
:ommencement/ 
4cquisition 

1.5.1 Started by the Proprietor/Partners/Members 
1.5.2 Inherited 
1.5.3 Outright purchase 
1.5.4 Taken on lease 

1.6 Give reasons for starting the unit: 

1.6.1 Possessing technical qualification 
1.6.2 Possessing technical experience 
1.6.3 Availability of concessions from the Government 
1.6.4 Availability of finance from own resources 
1.6.5 Financial accommodation from institutions 

other than banks [please specify the name oi 
the institution] 

1.6.6 Financial accommodation from banks 
[please mention the name of the bank and its 
address] 

1.6.7 Market potential 
1.6.8 Any other [please specify] 

1.7 Location of the unit: 

1.7.1 Semi-urban 
1.7.2 Rural 
1.7.3 Industrial estate 

It present 



1.8 Factors which influcnccd thc location of the unit: 

1.8.1 Easy availability of landlbuilding 
1.8.2 Own land / building 
1.8.3 Government concession for industrial estate 
1.8.4 Raw matcrials availability 
1.8.5 Labour availability 
1.8.6 Good market than in the other arcas 
1.8.7 Availability of good infrastructure 

1.9 Nature of busincss: 

1.9.1 Manufacturing 
1.9.2 Job  work 

1.10 Whether the unit is registered under Factories Act? 

1.1 1 Do you have any other business other than this? 

1.12 Number of persons employed in your unit: 
Mcn Women 

1.12.1 Casual labour 
1.12.2 Labour under muster roll 

1.13 Do you receive any concession for employing women for more than 
30% of the work force 3 

YES/NO 

If yes, in what way? [please specify] 



2. LOFIG TERM FINANCE: 

2.1 Amount of long term linance obtained lor purchasc oi llxcd assets : 
~ ~ ~- 

At  the beginning At present 
(Rs. lakhs) (Rs. lakhs) 

. - -~ ~- . ~ .  ~ ~~ 

2. Ci- Own funds 
2.1.2 Commercial banks 
2.1.3 Financial institution 
2.1.4 Friends and Relatives 
2.1.5 Private financiers 
2.1.6 Other sources [pl. specify] 

2.2 Did you reccive composite loan [both long term and working capital 
loan a t  a time] for setting u p  of the unit? 

YES / NO 

If yes, from which source? 

Source: Name: Amount Rs.: 

2.3 What special benefits you have availed of from this schcrnc.? 

2.3.1 Speedy sanction / release of loan 
2.3.2 Low rate of interest 
2.3.3 High moratorium period 
2.3.4 Any other (Please specify) 

2.4 Please specify the time lag bctwccn the loan application and loan 
sanction :- 

2.4.1 Before 30 days 
2.4.2 After 30 days 
2.4.3 You did not remember 

2.5 Subsidy received by your unit: YES/NO 
Amount Rs. 



2.6 Did you apply for bank/institutional loan lor an existing unit or for a 
new unit to be set up. 

2.6.1 For a n  existing unit 
2.6.2 For a new unit 

2.7 Purpose/utilisation of long term funds 

2.7.1 Acquisition or land 
2.7.2 Construction of factory building 
2.7.3 Purchase of machinery & equipment 
2.7.4 Other [please specify] 

2.8 Was there any diversion of long term loan for any purposc other 
than for which it was sanctioned? 

YES / NO 

2.9 What was the starting equity [own funds) to long tcrrn borrowings 
ratio? 

2.10 What is  the present equity ratio? 

2.11 Do you know the basic requirements or capital structure - for 
instance proportion between own runds and borrowings that the unit 
to have a strong equity, etc., ? 

YES / NO 

2.12 How much did the bank /financial institution insist as your 
contribution (give in percentage). 

2.13 Are you aware of the following equity financial schemes of the SIDBI 
Government? 

2.13.1 Seed capital assistance scheme 
2.13.2 National equity fund scheme 
2.13.3 Mahila Udayam Nidhi scheme of SIDBI 
2.13.4 Special scheme of assistance of SIDBl to 

Ex-service men 



2.14 Did you avail of any financial assistance from any of the above 
schemes mentioned? 

YES/ NO 

If yes, how much? [please mention the name of thc scheme] 

2.15 What wcrc the problcms that you faced for gclting tcrm loan? 
(plcase rank the item as 1,2,3 ). 

liank 
2.15.1 Dclay in processing the application 
2.15.2 More formalities 

\ I 

2.15.3 High cost of financing 
I I 
[ 1 

2.15.4 Cumbersome procedures I 1 
2.15.5 Security insistcncc [ 1 
2.15.6 No problems faccd I I 
2.15.7 Any other (please specify) I I 

2.16 What are the problems Lhal you faced in repaying t h C  tcrin loan? 
[please rank the item a s  1,2,3 I .  

Rank 
2.16.1 High cost of financing I 1 
2.16.2 Low moratorium period I 1 
2.16.3 High instalment due 1 1 
2.16.4 Under financing I I 
2.16.5 Non-realisation of accounts 1 1 
2.16.6 No problems faced [ 1 
2.16.7 Any othcr [please specify] I 1 

2.17 Have you a t  any time failed to repay the loan instalmcnt due? 

If yes, state the reason 

2.18 Have you faced any recovcry action from the lending 
institution? 

2.19 Any harassment shown by bank officials in the recovery of loan? 

YES / NO 

If yes, can you say in what way? 



2.20 Any long term loan received by your unit as the loan for rxpansion 
/diversification, etc. 

YKS/NO 

If yes, give details 

Name of the institution: Security givcn: Amount of loan: 
(in rupecs) 

2.21 What are the measures taken by you to improve/strengthen the 
equity? 

2.2 1.1 Making use of surplus profit to increase equity 
2.2 1.2 Increasing promoter's contri1)ut~ion 

\ 1 

2.2 1.3 Any othcr [please specify] 
[ I 
I1 

2.22 What suggestions would you likc to offcr to strengthen cquity? 
1 .- -.. .. -~ 

3.WORKING CAPITAL LOAN : 

3.1 Which is the main factor deciding your working capital needs? 

Raw materials/Wages/Stock of finished goods/Power / Any other 
(please specify). 

3.2 What is the periodicity of your working capital necd? 

Per Month / Quarterly / Half yearly / Ycarly 

3.3 How do you determine your working capital needs'? 

3.3.1 Past experience [ as a O/O of production / sales I 1 1  
3.3.2 Some rule of thumb 
3.3.3 Any other [please specify] 

I 1  
I I 



3.4 Do you have any accounting method to calculate your working capital 
needs? 

YES/NO 
If yes, what is it? 

3.4.1 Cash flow stntcmcnt / Fund flow slntcmcnt 
3.4.2 Any other [please spcciSyl 

3.5 Bank loan:- 
1993 1991 1995 
Rs. Rs. Rs. 

Sanctioned 

3.6 Are you aware of the basic requirements of management of working 
capital - e.g., cash planning, inventory control, debtors management, 
etc. 

YESINO 

3.7 Do you bring own money to the business for working capital? 

3.8 Have you borrowed from relatives / friendsfand othcr unorganised 
sector for meeting the working capital needs? 

If yes, please mention the amount Rs.--. and at what rate of 
interest? 

3.9 What is the credit period you allow for your sales? 

3.10 What is the credit period you avail of for the purchases? 

3.1 1 The shortage of working ca* is felt in the area of: 

r-- -. .~ ~ . 

i I Seasonal 

1 3.11.1 Cash 
3.11.2 Inventories 1 3.11.3 Any other [please speciQl---.---- 



3.12 The shortage of working capital affects the unit in: 

3.12.1 The cost of production 
3.12.2 Delay in the process of production 
3.12.3 Losing the sales opportunity 
3.12.4 Any other [ plcase specify 1 

3.13 Do you conduct periodic review of working capital3 

3.14 Which of the following ways of financing for working capital do 
you consider a s  the best method? 

Cash credit / Over draft / Bills finance / Export finance / Local 
money Lenders/ Friends and Relatives / working capital lo:m/own 
business source/ Others [please spccify]. 

3.15 At what percentage of intercst your bank sanctioned working capital 
loan? 

3.16 What i s  the reason for slow repayment of loans ? 
(please rank the items a s  1, 2,3] 

Rank 

3.16.1 Slow moving stock 
1 1  
I 1  

3.16.2 Higher credit period for customers 
3.16.3 Lower credit period from suppliers 

I I 

3.16.4 Advance payment to suppliers 
I I 
I I 

3.16.5 Any other [please specify) I I 

3.17 What kind of problem did you encounter in raising working capital 
loan? 

3.17.1 Under financing 
3.17.2 Delayed financing 
3.17.3 High cost of financing 
3.17.4 Untimely financing 
3.17.5 Morc formalities 
3.17.6 Insistence on security 
3.17.7 Any other [please specify1 

Rank 



3.18 In the light of the past experience what suggestions would you like to 
offer to improve the amount of working capital? 

4. OPERATING PERFORMANCE: 

4.1 Your unit's performance in terms of: 

1094 1')95 1 c j 9 0  

Net Sales R s 

Gross Prolit K s  

4.2 What did you think a s  the reason for increase/ decrrasc in profit? 
[please specify] 

4.3 Do you export your products? YES/NO 

4.4 What was the amount of your exports during the past 3 years? 

1993 1994 1995 
Us. Rs .  Us.  

4.5 Any National /State / District level awards won by your unit: 
[please give details]. 

4.6 Which is the main constraint that prevents ycur organisation to 
develop further? 

4.6.1 Financial constraints 
4.6.2 Technical obsolescence 
4.6.3 Poor market for the product 
4.6.4 Stiff competition 
4.6.5 Shortage of raw materials 
4.6.6 Frequent power cut 
4.6.7 Any uther [please specify] 



4:7 The problem of finance ariscs in your unit , duc to: 

4.7.1 Inadequate bank crcdit 
4.7.2 Higher cost or materials and operating expenses 
4.7.3 Delayed payments by rustomcrs 
4.7.4 High cost of borrowing 
4.7.5 Any other [ please specify I 

5. WSCELLANEOUS: 

5.1 In which bank the account of your unit is operated? 

Name of thc Bank Current A/c Savings Bank A/c 

5.2 Do you operate thc bank account of the unit in the namc of the  unit? 

YES / NO 

If not, statc the reason 

5.3 Do you have any personal account other than the account of unit for 
the unit's transactions? 

YES / NO 

5.4 Who looks after the accounting function of your unit? 

Sell / Accountant / Manager 

5.5 If you do not adopt proper accounting systcm, is it bcc.nuse of thc 
following factor [sJ? 

5.5.1 Not much busincss transactions I 1 
5.5.2 Not necessary a s  the business and the personal 

money are the same 1 1 
5.5.3 Highly expensive in the form of stationcry 

and employees' salary 1 1  
5.5.4 Any other [please specify] 

5.6 Are you a member of any SSI Association/Chamber ol Commercc or 
any other business association? 

YES/NO 
If yes, mention its namc. 



APPENDIX - II 

BANKS' FINANCING OF SMALL SCALE INDUSTRIES IN 

TAMILNADU WITH SPECIAL REFERENCE TO SIVAGANGA DISTRICT 

DATA SHEET 

(Administered to the bankers in Slvaganga district) 

PROFILE 

1. Name of the bank: 

2. Mailing Address: 

3. Designation of the respondent: 

4. Location of your branch: 
Semi-urban I Rural 

5. Total no. of industrial accounts with your branch as on 31.3.96 

6. Total no. of SSI loan accounts with your branch as on 31.3.96 

7. No. of SSI units financed by your branch that were sick (with classification if any) as 
on 31.3.96. 

8. Is your branch, a separate SSI branch ? YES / NO 

9. If no, does your bank have a separate section for SSls ? 

FINANCIAL ASSISTANCE 

1. Amount sanctioned, disbursed and outstanding by your branch to SSI units (i.e.. to all 
categories under SSI sector). 

(-Rs. in lakhs ) 
- 

- .- 
-1 

YEAR 
1993-94 1994-95 1995-96 

Sanctioned 

Disbursed 



2. List the schemes that are in operation for financing SSI units in your branch 

I. Refinance scheme: 
(a) Single Window Scheme 
(b) General Schemes 
(c) Any other schemes (pl. specify) 

II. Bills schemes 
(a) Bills Discounting 
(b) Any other schemes (pl. specify) 

3. Where do you get refinance for advances made to SSI sector ? 

SIDBI I NABARD I OTHERS (pl. specify) 

4. Total amount of loan sanctioned to SSI units as on 31.3.96 
No of Ncs  Amount Rs. (in lakhs) 

(a) Term loan only 

(b) Working Capital loan only 
(i) Open Cash Credit 

(ii) Cash credit 
(iii) Overdraft 
(iv) Any other (pl. specify) 

(c) Both term loan and working 
capital loan 

(d) Any other schemes of loan 
(pl. specify) 

5. What kind of problemlhardship do you face in dealing with SSI loan accounts (please 
rank the important ones as 1,2.3. etc.) 

RANK 
Working Term Composite 
Capital Loan Loan 

(i) Provision of inadequate secur~ty for loan 

(ii) Irregular repayment of principal and interest 

(iii) Closing down of units 
(due to poor management) 

(iv) Diversion (i.e., misuse) of loanlfunds 

(v) Under utilisation of working capital limit 



Working 
Capital 

(vi) Not knowing the financial management or 
general management principles (as proper 
utilisation of funds, ploughing back of profits, 
etc.) 

(vii) Poor maintenance of accounts 

(viii) Any other (pl. specify) 

RANK 
Term Composite 
Loan Loan 

6. What in your opinion, is the reason(s) for the low rate of recovery of bank loan, 
particularly with SSI accounts ? 

Any other (pl spec~fy) 

Factor 

(i) No assured marketing 
- 

(ii) Sub-standard quality of 
Materials I goods 

(iii) Loopholes in recovery ActslLaws 
. ~ 

(iv) Misuse of funds 
--- 

(v) Mis-identification of sick units 
- 

- 

(vii) Under finance 
- 

(viii) Lack of consortium advances 

(ix) Expecting some subsidylconcessions 

(x) Delay in sanction 

S A A N 

.- 

- 

- .- - 

~~ ~- 

.- -. - - 

-- -- - 

.- - - ~ .  ~ 

~ - 

(vi) Lack of integrity of borrower 

(xi) Under utilisation of plant capaclty 
- 

(xii) Low profitability 
- .~ - . - 

(xiii) Vulnerable to sickness 
- -- 

(xiv) Wilful default 



7. How do you rate the recovery of loan to SSI units in your bank? 

Excellent /Satisfactory / Poor 

8. What is the percentage of recovery of loan against demand? 

9. What are the services you render to SSI units other than loan facility? 

( i )  Marketing assistance 
(ii) Training programmes 
(iii) Counseling services 
(iv) Regular meetings 
(V) Monitoring and follow-up 
(vi) Technical assistance 
(vii) Any other (pl. specify) 

10. From your rich experience in the field, what suggestions would you like to offer to 
tackle the problems in financing the SSI units? 

(I) EDP training 
(ii) Courses on financial management 
(iii) Close monitoring of units which may turn sick 
(iv) Power to inspect the premises and to have access to 

books of accounts of units which are irregular in 
repayment 

(v) Marketing assistance to units which find hard to 
market their products 

(vi) To provide compulsory ombudsman services meant for 
SSI units 

(vii) Any other (pl. specify) 

11. Have you ever before instituted any legal proceedings against the defaulting SSI 
units? 

YES / NO 

If Yes, give the number of suits in the legal courts during the previous 3 years. 

12. No. of suits settled during the year 1995-1996 (if any) 

In favour of the bank: In favour of the borrower: 

13. After how many defaults, have you resorted to legal action through courts ? 



14. If you do not file a suit against the defaulting borrowing units on the basis of number 
of defaults made. do you take legal action against the defaulting unit with reference 
to time period involved ? 

YES 1 NO 

If Yes, What is the time period affer which you would prefer to resort to legal action ? 
1 Year 12 years I ..... 

15. How do you consider about the Law of Lim~tat~on ( in relation to SSI advances) ? 

(i) The law compels a banker to file a suit for default in repayment of bank loan. (ie.. 
within 3 years) 

(ii) The Law makes it necessary to renew the contract for loan every three years 

(iii) There is a chance that the loan may become time barred 

16. Would you like to suggest that the law of limitation for loan from banks should be 
for more than 3 years ? 

Yes I No 

If Yes, suggest the time period 



APPENDIX -111 

AJOK MDUSlXY 
GROUP CODE 

IUMRER O F A l E  

20 & 2 1  

22 

23 

24 

25 

26 

27 

211 

29 

30 

3 1 

32 

33 

34 

35 

36 

37 

3 8 

ENISTRY CI.ASSIFICATION 01 SMAI -- 
D E T A I I ~  0 1 :  1NI)IJS'I KY 

~ ~ 

2ood products - 

kvcmges,  tohocco and tohacco pr(~ducL? 

iotton textiles 

Wool. silk & synthetic lihcr tcxtilch 

Jutc hcmp. & Incsla textiles 

I'cxtilcs products (including 
Weaving appnrels other than 

Wood and wood products. fumiturc 
and lixturcs i 
Paper :ind pnpcr production. printing 
Publishing and allied nctivitics i 
I-eathcr and fur products (euccpt repair)) 

Ruhbcr, plastic, pcrrolcum and cu 
products 

Chemical &chemical producls (exccpt 
Pmducts of petrolcum and coal) 

Non-metallic minerdl products 

Basic metal alloys -. 
Mctal products and parts (exccpt 

Machincry and transport equipmcnts ) 

Machinery and machine tools and parts 

(exccpt electrical machinery) 

Manufacture ~Celcctrical machincry and 

Apparatus (and supplies and parts) 

Transport cquipments and parts l 

Olhcr industries 

;ood products and ncvcrlrges = I 

Wood. papcr and leather 3 

Kuhhcr, p l . l \ t~~ ,  petroleum and co;d 
products 4 

Chemical & chemical products 
(cxccpt products of pctruleum and 
coal) - 5 
Non-mclallic mineral products - 6 

Other induslrics K 

Source : Directory of Category of Small  Scale Industrial Units Registered (As on  31.12.1987) 
Small  Industries Development  Corporation of Tamilnadu. Chennai .  



APPENDIX -1V 

than 9 workers 
! 

1 1 ! ' 2  

I i 2 I 

1 Above 9 less 1 B 1 I 

WORKERS'STREGTH IN SAMPLE SMALL INDUSTIRAL UNITS (TALUK-WISE AND FINANCE UTILISATION-WISE) 
No. of workers 

L I I -- ! I 
: F ' 1  1 1 than20 , i T 1 

FUC 

I 
I I l 1  1 I 1 

I 1 I I 
I j 

Male 1 Female workers -+ 

Above 5 less 1 B t i 1 8  13 13 i i 1  11 i : 10 / 2 i 1 ++- i 

Elayangudi I i Karaikudi 

Less than 5 
I 
I workers 

i 

! 

M F 

18 111 B 
-- 
F 
- 
0 

workers 

Sivaganga Tiruppattur 
[ 

M 

3 

Manamadurai ( Devakottai 

F 

1  
i 

0 i 4 i 2 I i 2 

M 

22 

3 ! 3 

1 i ! I I i I : I I ' '-4~A 1 
I B 

--yT7 ---T- 
i 2 l 1  

1 1 1 ! 1 i ! 1 I 
I 

I 
I 

11 

! 

I 
1 ! 1 1 

M 

, 
F ! " L _ _ _ _ _  

3 , I  j ; 2 
! 

1 
I 

7 2 

F 

i 1  

M 

5 1 110 

1 

, 5  6 

F 

4 5 

I 

1 '  I '  ; 1 

2 

Source: Primary data 

12 I I 
I ! I I i i ,  Above 20 

I 

; 3 

2 

workers 

1 

1 W z 
I I 

0 / 1 i 



APPENDIX - V- 

M ; ~ n y  cntlepreneuis '11 e hiyhl!. ~nut iva ted  to l ro rk  tor long hour\. but t h e ~ r  busmess sonsems often 
col l ;~p\c I1cc;luse they bpend n r u c l ~  t1111c on  perfwnttng non-man:tgcn~cr~r tasks and nc-Iccr !he essentnl. 
Inore ~ l ; t ' l i cu l t  :md very c l i a l l c r ~ ~ i n ~  IJA o i  inanasenxnl ,  wh ich  br ings the t i rm  l o  .I dcaircd shape. 
h l ~ ~ i a ~ c m u i ~  ul' firiancc I\ ,111 i t n p o r l m  l i ~ n c i i u ~ ~  III .L bus~ncss concern  I'or a amall indusrrn l  IIIII~. with a 
Ic,?s \ v ~ ! i ~ % m d ~ n  ~ N L Y .  II IS lh1;1iI!. I!npurt;l:tt to Ihave 3 close look on  the iil;iliagctlienr o i t i n n ~ i c c .  In india. 
III M a r c i ~ .  1 W 2  o f rhe  rotnl rtulnber o i  s ~ c h  industr~al  unlrs. (encompasmg al l  scales o f  indusrr~al  unllr,. a 
large rn:t!nrily o f  these sick ;ndustr~;il unlrs rcprescritittg 09.19'0 wcrc i t1  thc SSI sector. 21 study conducted 
by rlic ?cderat~on o l  l i i d~an  ('1t;mlher o t C o m  ncrce and l r i d u ~ r r y  (1:ICC'II 111 1988 identitied r l i u  t l ~ r  !nost 
~ n ~ p r ~ a n ~  rc.i.son ut'aickners in hmnll scale mdusrrial u n ~ t s  was the insu l t i c~ent  amount o l ' w o r k i n ~  capital. 
Iarc recc~p l  01 wurkmg c;1p1rd and he:~vy dependence on other sources o l t inancc.  The stud! furtlicr d~sclosed 
thar probler~is both in long tcrrn and short rerrn l i l~ancc  a c c o ~ ~ t ~ t c d  for 4: percenl o is ickncss is SSI scctor. 
I t  1 5  eviilcnt ilia m a l l  scde industr~es sector is vulncrablc to slckncss 11ta11ily due to linancral insufficiency. 
H c ~ ~ c e .  ;I p r o l ~ c r  i i i ana~c l l i cn t  o i l i ~ ~ . r r ~ c c  in srnall .>c.,lc industries :sector ; i i sumci  Srrnter \ixnificance. 

Work ing  c s p d  r e p r c r c m  t l ~ c  pc~rt lon o f  capital that circul;~tcb fro111 one r u m  l o  ano~her i n  the 
ordinary co~ iducr  o i  bu5111rss. l ' l i ~ s  idca e m b r a c ~ s  the recurring t rar is i l io~l  l r om cash to inventorres to 
recctv;~hlc\ to c:lbil 11131 IUIII,\ ;I ~ ~ ~ n v ~ t i t 1 ~ ~ 1 ? : 1 I  ch:ltn o f  b u \ l l l e s ~  ~lpel; l l i l l l l \ .  

T l ic  jource, u f  i l i J u s ~ r ~ ; i l  I i i lance (for long term and short term) !nay be conveniently grouped 
under two Ihcads, namely, i n s r i t t t l ~ o n ~ l  l i n m c e  and nul l- inst~tut ional linance. The institutional finance is 
d i rec~ed .ind Cont ro l l~ .d  b y  the central Government through the central banking system, namely, the Reserve 
R;mh o f  lrtdia 

N o r k i n g  c3p11al i t \ ~ ~ s ~ a n c e  111 SSI i s  available from commercial banks. as we l l  as from the specialised 
financing ;lgencies like Smal l  Industries L>evelopmcnt Bank o f  lndia(SIDL3I). Srnte Financial Corporations 
(SFC) which earlier concentrated on ly  on  refinancing and term leuding Financial assislance to  SSI units is 
ov;\tlahle ag:\inst pledCe o r  l ~y~o rhec ;~ r i o i t  o f  stock o i r x w  malerials, semifinished goods and f inished goods. 

l l ~ c  Nayiih IOIIIIIII~ICC .,cr up t o  t iwk  I I ~ ~ U  tltc credit f l o w  10 SSIb has recommended thal alleast 
7 W o  u 1 ' 1 x o ~ u t e d  r l~mual  II~III V \ C ~  .,!I~I~CCI to 3 l i r n ~ i  01 '  I<I Onc i r o r e  (c:~rlicr Ks 50 Lakhs, subsequently 

- - - . .- 

* This research paper, published in 'Abhigyan'-Autumn 1996 issue, 
. . - ,. . 



ratsed l o  this l imi t )  shall hc provided ;is working capital. l'ltc SSI 11nirs would he required to hring in 54,, of 
prolecred annual turn over asmi~rgin,  but in reality, [ i l ly  onitsget only 34.band even units with 5 to I 0  lakhs 
{urn over fet only ahout I 2  to 13% o f  their [urn over on working capital. Where- banks financing of 

1 

I working capital to total turn over in respect of large and medium industries was about 19.4 percent as in 
March. 1990. the similar ratio for SSI sector as a whole was 0111) 8% percznt which is not evcn a 509-; 
requiretitent o f  the large and medium sectors. 

1 nctcrrninanls o f  work in^ Capital  

The Factors determining lhc working capital may differ Cruni industry to indurtn.  A catefitl appr lwh 

I has to bc made to decide the opt in t i~m lcvel o f  rcqi~ircment o f  working c;~pilal. The fol lowing factors 
I nnmtally dcctdc on the amounl o f  worktng capit;~l. they arc. cost o f  raw ni:~tur~:~lr. puwcr. wagi.5 c r c d ~ i  

1 period to customers, credit period of'dcbtors. stock o f  finished goods. h~ock o f  raw rnnterials rcqu~rvd lir 
uninterrupted and so funh. 

- Cash 

hloncy requircd to nicet the day today expenses is dcetncd hcrc a\ cnsh Resides thc funds r c q ~ ~ t r c d  
for procuring raw ~natcrials, and the funds that would he l~ icked up in sem-finished ~ ~ o ( ~ i l c  itltd I;.t~~sIicd 
goods. a minimum level o f  cash is required for rnisccllarteous cspcnses over the counter 11 ;~lii, dcc~des on 
the lcvel o f  workin: capital r c q ~ ~ ~ r c r l  fur a n  ctitcrprisc. 

lnvcntory 

lnvcntory occupics the most inlportatit role in dcc~din: the iinluunt o f  work~r ig cap~la l .  It t n c l ~ ~ d c ~  
raw rnatcrials. semi-finished :oods and finished s t ~ ~ c k  0 1  :o~ds. TIIC opttliiunl i i l lc~cal~nri o J \ ~ o r k 1 1 1 ~  c:tp~[ill 
on inventories w i l l  maxmlae profit Ovcr in\ ,cr tmen~ or under ln\estrncnl tni:~! Incrcasa t l ~ c  c o i l  o l ~ p r ~ ~ d u c t t i ~ n .  
Hence. to hring dowti cosl o f  produclion. Inventon nl.in.tpc!ncnt hccor~tes ~nc\wahle in a ma~ttl i . ictur~ng 
i~tdustry: pan~cular ly in small scale mdusrn which is IIIU\I \ u I t~c r i~ l i l c  tn stck~~ess. So, ;I sm;~ll tna~iapcr's 
cnnccrli wi th regard to inventory should bc lhc fnl lowtng:- 

- To  find out the Economic Order Quantil! [EOQ]. T h ~ s  wt l l  help in avoiding accut i~ulat~on or 
shonage or raw materials. For decidmg the above orderui: level. cotlsidera[ion shall bc r iven to the nature 
ofthe product. time taken for conversion o f raw materials to finished y~rnds. the prevail~n; market condition 
for raw ~iiaterials and the like. 

A small cnlrcpreneur is warncd o f  to havc a pruper 'm:in~feti ient ofrcce~v;thlc\'. If 'rcceivahlcs arc 
not realised wi l l i in  a reasonable tintc, tlic 'cost o f  interest' (on the amount 10-Led \v i l l i  c i tmnier )  w i l l  tic :In 

additional burden to the cntrcprcneur. Normally. small husinc\\ owncrs mert such c ~ p r n c l i t ~ ~ r c s  fn lm thu~r 
personal i ~ i c o ~ ~ ~ c  or family money and thcy lakc h.~ck I m i i e  tlic muncy \ o  put, wltcncver tlicrc I S  ctiiru:.h 
cash in!lo\\, ( i c  . after realisation o l  s:~les). 

Short T r r m  Inrestntents 



C u r r e n t  L iab i l i t i es  

Work i n2  capitnl rcqturcnicnt 15 a l \o  decided 1)) r l ic cr l r rcn l  11, ih i l i l ic  such ;IS iu:lgcs, powcr,  dcbtots 
r tc .  The crcdit  perlod a l l o w d  hy debtors. the n o r l n ~ l  c o ! ~ s ~ ~ ~ i i p t ~ ~ i  o f  p~nbcr .  1Iic expenditure on  wage5. 
taxes rent. ctc.. detern i~ne the s l lo r~  term l i ; ~ l ~ ~ l i l i c \  t1I.1 i1t15ilicss. 

W o r k i n g  C a p i t a l  I<equired 

I n  accountln: terms. wo rk i ng  cap~t ; l l  ITI;I) Ihc c l . ~ s ~ ~ l i c d  3s r o s s  work lng  capltal arid net w o r k ~ n c  
capital. Wl i t le  tl ic formel- relcrs to the capital rcqul red for lioldin&! current a5seth. thc lattcr refer5 to the 
S A C ~ S S  o f  current arsets over current l i ab i l i t~cs .  [.'or practrc;tl ptlrpirscs. worklli.: c:ip~l;l l riccds 01.1 urut III:IV 

Oc nscssed as i b l l o u \  :- 

\ V < i r k ~ l i g  c : i p ~ t d  r c q u ~ r c d  tin, to he calculated bascd on  the .lvcr;l;c i iulnhcr ol.i lay5 rcqutrc<l io r  
kcep~n; taw tnatcr~als. finished goods ctc. i n  s t o c k  ' i l ~ i ~  cal l  lhc c.~ lcul ;~tcd with .In c\; !~nplc. 

Examp le  : 

Min imu ln  stock o f  raw iliarerials :0 &I)\ 

Produc t~on per iod laken to Conven 

Raw lnaterials into l i n k h c d  gxxlr 

Avcrazc stock per iod o f  l i n~bhcd  goods IOday5 

The nurnhcr ofJa)c t.ihcn i n r  : n operating ~ . vc l c  ( i e  . l i m i ~  ~UICI~:ISC to sales rcal isat iot i)  has to be 
m m ~ l r ~ p l ~ e d  h y  total ,1muu111 ~ ~ ' C X ~ C ~ ~ S C S  rcqulred for a 1tio111li .in0 t l ~ v ~ d c d  hv  ~ i ~ r t n h c r  o i d n y s  in a ~ n o n t h .  If 
expence\ o i  :I U,III l o r  .I l i ionth is Rs.50.000 rhett. 

I icrc .  Rs.1.15.000 would he the workin: c : ~ p ~ t a l  r e q ~ ~ i r c r l  i o r  ;In c~~ tc rp r i s c .  I lu t  t l i is l im i t  is suh~cct  
to an e q i ~ i r y  ~ n a r ~ i n  upro 25°/0 b y  the entcrpr ise Th is  w o r k ~ t i g  i h r  the assessment of work ing  capital is 
bascd on  the recommendat i~rn made hy Puri C o m m ~ t t c c  to [ l ie Reserve I lank  o f  l r i d ~ a  for the very small 
borrowers. 

The study t c ; m  of State Bank o f  India wh ich  was lheade(l by Mr. J.S. Varshaeya. conducted a 
Study dulin; 1975, identi f ied iliat. entcns~ve sicknes? in small  industry w n  due to lack o f  management 
expertise and lack o f  adoprion o f  sound business principles i n  rur ln ing the entcrprise. Hence. proper 
manage~nc~ i t  o f  wo rk i ng  cap~ta l  w ~ t h  some principles o f  accou~ l t i l tg  niay save the smal l  businesses frorn 
running sick. 

C u r r e n t  Proh le rn  In W o r k i n g  C a p i t a l  F inance 

The  sninll scale indr ls t r i i l  units w i t h  a reasonable capital base ( i  c . ahovc Rs 5 lakhs investnient) 
have a ;enera1 access to wo rk i ng  capital finance o f  banks. Bu t  s l n i~ l l c r  unit.? i n  SSI sect~r( i .e . .  T iny  units) 
have very l i t t le  access t o  w o r h n ~  capital. The reason\ for i t  arc. (I) lhcy  rcqulre only very l i t t le  an?ount o f  
"Orking capital finance. wl i ich the i x i nken  do  not 1p1cli.r to finance: morcovcr. the bankcrh in5151 nn  collater.~l 
ecu r i t y  a long w i t h  the ~CCOIIIII\ ( ~ I ' t l i c  business wil l1 r c p r i l  to d c h .  \ t < ~ k  1i1111ks.ctc. w l ~ i c h  tho ttny unit% 
do not norm;l l ly 1i;lvc l i t )  l l i c  1111, unlls do  1101 I l kc  10 rurl p l h r  10 post l o t  a mea(11.e amourlt, w h i c l ~  is 



availahlc t o  i l i en i  froni 1111. I ~ ~ ~ ~ I - I I I ~ I ~ I I ~ I I ~ I I : ~ ~  S~IIICCS. 13111 I C I C  1 1  i\ i l ~ 4 1 e a r t ~ r i ~ ~ i j :  to 1 1 0 1 ~  \Itat lhc! pir> 
interest r;ln;in; hctwccn ?.lon l o  60% p a  l o r  the loan i u i i ~ ~ ~ ~ ~ i t .  Ihc  t t r l !  cntrc,prc,trcrtrs w i l l > 4 l l y  20 Vor 
this source o f  finance f i e .  local nionc) Icnders)only l o r  t l ic i-c:tion that. II is :tv:til;thlc :at tire rt;lll t ime So. 
the hanks should be ready l o  finance m a l l  units w i t h  a t r i i ~ i i m ~ m  po\\thlc proccdurcs!timc. Srnall units 
shall i r y  t o  equip lhcmselvcs to have a sound accounting 1nctl1rrd.5 wllercvcr pms ih lc  ( i i i )  srnallcr un i t r  
approach hanks. on l y  al the titric o f  starling l l i c  unlt ,  their l i t lk  w t l i  !he ha~ i ks  e l id \  I I ~ I I I ~~~ IO IC I~  alter IIIU 
repayment o l ~ h c  seed loan. They do  not  move to the hanks for t w o  reasons. one is the hitter espcr ic~ icc  xvith 
h e  hanks i n  ava i l ing  o l a n t l  rcpaynienr o f  loan and seco~ id  IS tli;rt the banks are not read! 10 p rov ldc  l u r t l ~ c r  
lerm loans o r  wo rk i ng  capital loan l o  such 'l itt ic irrcji lt l:~r' un i t r .  l lor this. there is o n l y  otic remedy nli l l lc 
hank sick tl iat is. to have a close n ioni tor  on ll ie units lili:irrccd ;mrl to c~ t i rh l i s l i  a i , tpport \ v t l l i  t l w r i  in  
l inancing and rcpaymcnt. They also have l o  guide itnil trit it i t in) units to niarnt:i1tl Iptopcr iic~o11111\ attd 
adopl iot i  o f  sound p r~nc ip l es  o f  acco t~ t~ l i ng .  The i ~ n i t s  slrould also cor~nsel  \\ill, ti;tn!. ~i l~l icr,r ls. 'I lie! sl1~~111d 
take c \ c n  rcasonahlc step t o  kccp the units f i~ ianc ta l l y  s t ;~hlc ~IIS~ISC or ~ I \ C I S K I I  [II i d s  ~ l t ~ w l ~ ~  hc  
;rvoidcil. i h c  a h w c  said sug?cstiotis wou ld  greatly help the l1;11ik\ i t r  f~t ia~ictn: the \ ~ i ~ i r l l e r  u i i ~ l s  

The y n c r ; i l  complaint r i l o t hc r  u ~ i i t s  in  srriall scale !ndu\tr ic\ \vct<,r is .  I ~ I I ! . ~  iri:~(t (In c o l l a t ~ ~ r ~ t l  
sccuri ly despite the propert ics o f  the uni t  as sccur i ly .  It has bcconic qutte nurm;t l  \v i l l i  11i;i11$ o l  l l l c  
cnlrcprencurs l o  pledge their residential liouscs, lands, ctc.. ;ts securlt! l o r  hank Io;tii Stnal l  scalc ~ ~ ~ d u s t l - t i  
units w i l h  sound f inancial posit ion \>,ere able l o  set itdcqunte crcdit I3ut 11 I\ vcr! ~II 'I~ICUII to  x c  sr,cIi 
\itu;rtiorr\ i n  man! cases. Tlicsc units may hc called 'out?~ant l in-  SSI i ~n t t \ ' .  tire! arc :rhlc to d ~ c t n t c  tcrt115 o f  
credit due to favourahlc hu<~r icss condit ions [hey e l i loy 
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