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APPENDIX -1

BANKS’ FINANCING OF SMALL SCALE INDUSTRIES IN

TAMILNADU WITH SPECIAL REFERENCE TO SIVAGANGA DISTRICT
QUESTIONNAIRE

{Administered to the owners of small scale industries)

1.PROFILE OF THE UNIT:

1.1 Date of establishment of the unit:

1.2 Industry Category: (tick | | 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

—— ——— — iy — ———
[

1.3 Investment category:
j i.e., iInvestment in plant and machinery |

1.3.1 Very Low [Below Rs.1 Lakh |

| ]

1.3.2 Low [Above Rs.1 Lakh to Rs.2 Lakhs] ]
1.3.3 Medium [Above Rs.2 Lakhs to Rs.5 Lakhs | [ 1]
1.3.4 High [Above Rs.5 Lakhs to Rs.30 Lakhs | [ ]
[ ]

1.3.5 Very high [Above Rs.30 Lakhs |
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1.4 Form of Ownership:

'At the time of | At present
commencement/
Acquisition

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., Company o (1

1.5 Mode of acquisition of business:

Started by the Proprietor/Partners/Members
Inherited

Outright purchase
Taken on lease

-
0o
WK =

1.6 Give reasons for starting the unit:

Possessing technical qualification
Possessing technical experience
Availability of concessions from the Government
Availability of finance from own resources
Financial accommodation from institutions
other than banks [please specify the name of
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]

el alialies
o000
B Wk =

—— —

1.7 Location of the umit:

1.7.1 Semi-urban
1.7.2 Rural
1.7.3 Industral estate

— — —
e — —
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1.8 Factors which influenced the location of the unit:

Easy availability of land/building

Own land / building

Government concession for industrial estate
Raw materials availability

Labour availability

Good market than in the other arcas
Availability of good infrastructure

[ T et
% f0 00 20 0 00 %0
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1.9 Nature of business:

1.6.1 Manufacturing
1.9.2 Job work

1.10 Whether the unit is registered under Factories Act?
YES/NO

1.11 Do you have any other business other than this?
YES/NO

1.12 Number of persons employed in your unit:
Men 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 ?
YES/NO

If yves, in what way? [please specify]|
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2. LONG TERM FINANCE:

2.1 Amount of long term finance obtained for purchase of fixed assets :

r Source At t};};egm;u;lg At 1:)1‘(355“@}?T
(Rs. lakhs) {Rs. lakhs})

1 Own fundsu

.1
.1.2 Commercial banks
.1.3 Financial institution
.1.4 Friends and Relatives
N
.1

.5 Private financiers
.6 Other sources [pl. specify]

. Total N )

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

YES / NO

If yes, from which source?

Source: Name: Amount Rs.:

2.3 What special benelits you have availed of from this scheme?

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

2.6.1 For an existing unit
2.6.2 For a new unit

[R——
[

2.7 Purpose/utilisation of long term funds :

2.7.1 Acquisition of 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 purpose other
than for which it was sanctioned?

YES / NO

2.9 What was the starting equity [own [unds] to long term borrowings
ratio?

2.10 What is the present equity ratio?

2.11 Do you know the basic requirements of capital structure - for

instance proportion between own funds and borrowings that the unit
to have a strong cquity, etc., ?

YES / NO

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

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

Sced capital assistance scheme [ ]
National equity fund scheme [ ]
Mahila Udayam Nidhi scheme of SIDBI 1
Special scheme of assistance of SIDBI to

Ex-service men []

NN
L
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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 the scheme]|

2.15 What were the problems that you faced for geiting term loan?
(plcase rank the 1tem as 1,2,3).
Rank

2.15.1 Delay in processing the application |
2.15.2 More formalitics
2.15.3 High cost of financing
2.15.4 Cumbersome procedures
2.15.5 Security insistence
2.15.6 No problems faced
2.15.7 Any other (pleasc specify)

2.16 What are the problems that you faced in repaying the term loan?
[please rank the item as 1,2,3 |.

z
=

— p— T T— p— T, — 8.

2.16.1 High cost of financing
2.16.2 Low moratorium period
2.16.3 High instalment due

2.16.4 Under financing

2.16.5 Non-realisation of accounts
2.16.6 No problems faced

2.16.7 Any other [please specily]

2.17 Have you at any time failed to repay the loan instalment due?
YES/NO

If yes, state the reason -

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

YES/NO
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 expansion
/diversification, etc.

YES/NO
If yes, give details -
Name of the institution: Security given: Amount of loan:
(in rupees)
2.21 What are the measures taken by you to improve/strengthen the
equity?
2.21.1 Making use of surplus profit to increase equity

2.21.2 Increasing promoter’s contribution
2.21.3 Any other [pleasce specify]

—_—— —
— et Vo—

2.22 What suggestions would you like to offer to strengthen cquity?

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 need?
Rs.
Per Month / Quarterly / Hall yearly / Yearly

3.3 How do you determine your working capital needs?
.1 Past experience [ as a % of production / sales |

3.3
3.3.2 Some rule of thumb
3.3.3 Any other [please specify|

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

YES/NO
If yes, what 1s 1t?

3.4.1 Cash flow statement / Fund flow statement [ ]
3.4.2 Any other |please specify]|

3.5 Bank loan:-

1993 1994 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.
YES/NO
3.7 Do you bring own money to the business for working capital?

YES/NO

3.8 Have you borrowed {from relatives / friends/and other unorganised
sector for meeting the working capital needs?

YES/NO

If yes, please mention the amount Rs.
interest?

_and at what rate of
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?

3.11 The shortage of working capital is felt in the area of:

“Always Seasonal

.11.1 Cash
.11.2 Inventories
.11.3 Any other [please specify] =

W W
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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 [ plecase specify |

- e
- [ —

3.13 Do you conduct periodic review of working capital?
YES/NO

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

Cash credit / Over draft / Bills finance / Export finance / Local
money Lenders/ Friends and Relatives / working capital loan/own
business source/ Others |please specify).

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

3.16 What is the reason for slow repayment of loans ?
{please rank the items as 1, 2,3]

Rank

an
[ ]

1 Slow moving stock [ ]
2 Higher credit period for customers [ ]
[ ]

(]

{1

3.16.
3.16.
3.16.3 Lower credit period from suppliers
3.16.4 Advance payment to supplicrs
3.16.5 Any other [please specify]

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

3.17.1 Under financing R
3.17.2 Delayed financing

3.17.3 High cost of financing

3.17.4 Untimely inancing

3.17.5 Morc formalities

3.17.6 Insistence on security

3.17.7 Any other |[please specify|

—_—————— &
__l_-._l——llv—li—l—l:
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3.18 In the light of the past experience what suggestions would you like to
offer to improve the amount of working capital?

1.
2.
3
4. OPERATING PERFORMANCE:

4.1 Your unit's performance in terms of;

1994 1995 19906

Net Sales Rs.

Gross Profit Rs.

4.2 What did you think as the reason for increase/ decreasce 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
Ks. Rs. Rs.

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

4.6 Which is the main constraint that prevents your 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 specily]

— p— oy —— o ey
O T e L R
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4.-7 The problem of finance arises in your unit |, due to:-

4.7.1 Inadequate bank credit

| ]
4.7.2 Higher cost of materials and operating expenses | ]
4.7.3 Delayed payments by customers [
4.7.4 High cost of borrowing [
4.7.5 Any other [ please specify ] [ ]

5. MISCELLANEOUS:
5.1 In which bank the account of your unit is operated?

Name of the Bank Current Afc  Savings Bank A/c
5.2 Do you operate the bank account of the unit in the name of the unit?

YES / NO

If not, state 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 alter the accounting function of your unit?
Sell / Accountant / Manager

5.5 If you do not adopt proper accounting system, is it because of the
following factor |s]?

5.5.1 Not much business transactions b
5.5.2 Not necessary as the business and the personal

money are the same [ ]
5.5.3 Highly expensive in the form of stationery

and employees’ salary |
5.5.4 Any other [please specify]

5.6 Are you a member of any SSI Association/Chamber of Commerce or
any other business association?
YES/NO
If yes, mention its namec.
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APPENDIX - li

5 BANKS' FINANCING OF SMALL SCALE INDUSTRIES (N
TAMILNADU WITH SPECIAL REFERENCE TO SIVAGANGA DISTRICT
DATA SHEET

(Administered to the bankers in Sivaganga district)

PROFILE

1. Name of the bank:

2. Mailing Address:

3. Designation of the respondent:

4. Location of your branch:
Semi-urban / 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 35! units financed by your branch that were sick (with classification if any) as
on 31.3.96.

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

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

FINANCIAL ASSISTANCE

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

T oo (Rs iniakhs )

YEAR
1993-94 1994-95 1995-95

Sanctioned

Disbursed

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

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

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

3. Where do you get refinance for advances made to SSI sector ?
SIOBI/ NABARD / OTHERS (pl. specify)

4. Total amount of loan sanctioned to SS| units as on 31.3.96
No. of Alcs Amount Rs. (in lakhs)

(a) Term loan only

(b} Working Capital loan only
(i} Open Cash Credit
{(ii) Cash credit
(i) 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 problem/hardship do you face in dealing with SS! loan accounts (please
rank the important ones as 12,3, etc.)

RANK
Working Term Composite
Capital Loan Lean

(i) Provision of inadequate secunty for loan
(i) lregular repayment of principal and interest

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

(iv) Diversion (i.e., misuse) of loan/funds

(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 ?

T T T I
Factor A N D| SD°
(i) No assured marketing
(i) Sub-standard quality of
Materials / goods )
(iii) Loopholes in recovery Acts/Laws
- 1 B
(iv) Misuse of funds
(v) Mis-identification of sick units
(vt} Lack of inteqrity of borrower
- - “‘ "'[‘“’“‘“‘"F‘“‘“*—J
(vit}  Under finance
— f_L,_...____ P N —
(vii}  Lack of consortium advances
(x)  Expecting some subsidy/concessions
_— 4
L—
{x) Delay in sanction
(xi) Under utilisation of plant capacity
. i S
(xii) Low profitability
(xiii)  Vulnerable to sickness
(xiv)  Wilful default
o) Any other (pl. specify) L

SA = Suwongly apree A - Apree N Newinal 1) - Bissagree ST = Stoorply dis-apree
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7. How do you rate the recovery of loan to SSl 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 SS1 units other than loan facility?

(i) Marketing assistance
(i) Training programmes
(iii) Counseling services

(iv) Regular meetings

{V)} Monitoring and follow-up
{vi) Technical assistance
(vit) Any other {(pl. specify)

— — p— T P— — —

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

{lI) 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

p— p— p—

repayment []
(v) Marketing assistance to units which find hard to

market their products []
{(vi) To provide compulsory ombudsman services meant for

SS! units

—r—
[ —

(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 setftled 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 ?
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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 / NO

if Yes, What is the time period after which you would prefer to resort to legal action ?
1 Year /2 years/ ...

15. How do you consider about the Law of Limitation { in relation to SS| advances) ?

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

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

(i) There is a chance that the loan may become tme barred.
16. Would you like to suggest that the law of limitation for loan from banks should be
for more than 3 years 7

Yes/ No

If Yes, suggest the time period.
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INDUSTRY CLASSIFICATION OF SMALL INIUSTRIES

MAJOR INDUSTRY
GROUP CODE

DETAILS OF INDUSTRY

3 \

coal

~

.

:

—_—

PRESENT STUDY GROUPS

Faod products and Beverages = 1

Textle products = 2

Wood, paper and leather -3

Rubber, plastic, petroleum and coal
products = 4

Chemical &  chemical  products
{exeept products of petroleum  and
coal)= 5

Non-metallic mineral products = 6

Engineering products 7

NUMBER OF $1DO o
20& 21 Food products

22 Beverages, tobacco and tobacco pmducu}

23 Cotton textiles

24 Wool, silk & synthctic liber textiles

25 Jute hemp, & mesta textiles

26 Textiles products (including
Weaving apparels other than footwear)

27 Wood and wood products, fumniture
and fixtures

28 Paper and paper production, printing, L
Publishing and allied activities

29 Leather and fur products (except repair) J

30 Rubber, plastic, petroleum  and
products

31 Chemical & chemical products {(except
Products of petroleum and coal)

32 Non-mectallic mineral products

33 Basic metal alloys

34 Mectal products and parts (except
Machincry and transport equipments )

35 Machinery and machine tools and pans
{except eleetncal machinery)

36 Manufacture of electrical machinery and
Apparatus (and supplics and parts)

37 Transport cquipments and parts

38 Other industries

L.

Source : Directory of Category of Small Scale Industrial Units Registered (As on 31.12.1987)

Other industries - 8

Small Industries Development Corporation of Tamilnadu, Chennai.
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WORKERS STREGTH IN SAMPLE SMALL INDUSTIRAL UNITS (TALUK-WISE AND FINANCE UTILISATION-WISE)

No. of workers 1 FUC Karaikudi ] Sivaganga _[ Tiruppattur Manamadurai | Devakottai | Elayangudi |

il | |

Male / Female workers M F L M F M M 1 F T M ( F | M F ol

Lessthan5 | B 18 |11 22 1 KT 5 5 s Js !4 3 1|

i \ |

1 i | !

workers F 3 '3 3 1 2 1 1 1 |1 f

| : ! | | | |

! o 11 J 2 2 / 7 2 J 3 f 4 i1 :‘
| [ . | ] L

}‘Above Sless | B 8 3 3 K i 10 2 E ] J |

; | I L l : ¢ ! | ;

" than 9 workers | F f : 2 1 1 2 ; ( i

| — S S | | | i |

. 0 ‘ 3 |2 | ! | 2 | | |

| | | S | I

Above Oless | B TJ:H 1 ]1 ! K i |4 '3 ¥ 1 / |

; | | L : | i i ' :

.~ than20 F I 1 [ . KT 1 | ;

i workers o) j}r 4 | 2 ! 2 1 12 | | | |

| - | SR U p—— S S N S i

’ 1 B 2 | | 1 { 1 3 ‘ 1 1 { ‘;

| 5 1 | i e 5 | | E

Above 20 J F 2 1 | | 2 | | ; : % |

! ! i ' 1 1 ! |

workers J 0 1 1 J L -‘ | , «’

L L | | | )

Source: Primary data.
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APPENDIX -V

Management ol Working Capital in Small Scale Industries in India

R. Neelamegam
R. Maria Inigo

I hndia dlaree magongy of the sick industral units representing 99 1%, were n $51 sector. The most
iuportant reascnn o sichioess an sl scale mdustrial unis was e mseticiont amount v workme capial,
Lt reve ol woarking copital and Feavy depemdence onother seuarces of Binance . 10is evident that small
scale mdusines sector s vadnerable o sichness mamly due o fmancial nsulficencey. Tienee, a proper
manadrement of e ol seade tunnes sector asames prerier sizniivange

Financing deseribes the management of capital sources. Invesuny deseribes the management of
capital uses. The set of management duties and responsibibities that centers arcund these two functrons is
referred 1o as Linancal management,

Miny entrepreneurs are high!y motivated to work for long hours, but their business concemns often
conlapse because they spend much time on perfornung non-management tasks and neslect the essental.
more ditficult and very challenging task of management, which brings the firm to a desired shape.
Management of finance 1s an mmportant function i a business concerit. For a small indusirial unit. with a
low withstanding power, it s ighly important to have a close look un the management ot tinance, In india.
in March. 1992 of the total number of sick industrial units, (encompassing all seales of industrisd unitsy, a
Jarge majority of these sick industrial units representing 99.1% were in the SS1 sector. A stuvdy conducted
by the Federanon of {ndian Chamber ot Com nerce and Industry (FICCTL) i 1988 identified that the most
nuportant reason of sickness m small seale industrial umits was the insutficient amount of working capital,
late receipt ot working capital, and heavy dependence on ather sources of tinance. The study turther disclosed
that problems both in lung term and short term finance accounted for 43 percent of sickness is $51 sector,
iy evident tha small scale industries sector is vulnerable to sickness nainly due to financral insufficiency.
Hence, a proper managerient ot finance in small seale industries sector assumes greater signaificance.

Working capual represents the portion of capitat that circulxtes trom ene furm o another in the
ordinary conduct of business. This idea embraces the recurring transition from cash o inventores to
receivables to cash that forns a conventional chain of business operations.

Sources:

The sources of indusirial finance (for tong term and short term) may be conveniently grouped
under two heads, namely, institeconal finance and non-institutional finance, The institutional finance is

directed and Controlled by the central Government through the central banking system, namely, the Reserve
Bank of India .

Warking caphal assistance to SS1 is available from commercial banks. as well as from the specialised
financing agencies like Small Industries Development Bank of India(SIDBI), State Financiai Corporations
(SFC) which carlier concentrated only on refinancing and term lending Financial assistance to SS1units is
available against pledge or hypothecation of stock of raw materials, semifinished goods and finished goods.

The Nayak Committee set up to look uito the credit flow 1o S81s has recommended that atleas
20% ot projected annual win over subject 1o a limit of Rs One crore {earlier Rs. 50 Lakhs, subsequently

This re%earch paper, published in *‘Abhigyan -Autumn 1996 issue,

rs Y

Y T T T
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Anitiyan

raised 10 this limit) shall be provided as working capital. The SSIunits would be required 10 bring in 5% of
projected annual wrn over as margin, but in reality, tiny units get only 3% and even units with 510 10 Jakhs
wrm over get only about 12 1o 13% of their turn over on working capital. Whereas banks financing of
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 551 sector as a whole was only 8% percent which is not even a 50%;
requirement of the large and medium sectors. '

Determinants of Working Capital

The Factors determining the working capital may differ from industry to industry. A careful approach
has 1o be made 10 decide the optimum level of requirement of working capital. The following lactors
normally decide on the amount of workimg capital: they are. cost of raw materiais, power. wages. credit
period to customers, credit period of debtors, stock of finished coods. stock of raw materials required for
uninterrupted and so forth.

Cash

Money required to micet the day today expenses ts deemed here as cash. Besides the funds required
for procuring raw materials, and the funds that would be focked up in semi-finished goods and finshed
roods, a minkimum level of cash is required for miscellaneous expenses over the counter. It also decides on
the level of working capital required for an enterprise.

i

Inventory

Inventory occupies the most important role n decidime the amount of workine capital. It includes
raw matenals. semi-finished coods and finished stock of coods. The opumum allocation of working cipual
oninventories will maximise profit. Over investrnent or under investment may inerease the costof preduction,
Hence. to bring down cost of production. inventory management becomes mevitable 1n a manufacturing
tndustry: particularly in small scale industry which ts most vulnerable to sickness. So. o small manager's
concern with regard to inventory should be the following:-

- To find out the Econpomic Order Quantity [EOQ]. This will help tn avoiding accumulation or
shortage of raw materials. For deciding the above ordening level, consideration shall be given to the nature
of the product, time taken for conversion of raw materials to Ginished roods, the prevailing market condition
for raw materiais and the like.

- The production cyele decides on the stock of fimished coods as well as the "work in progress™
The optimum level of working capital required w cope up with the situation shall be arranged by predicting
the production cycle.

Receivables

Small business concerns suffer shom of workine capital because ol non reahsation of sales atthe
right ume. Due to such difbiculty faced hy SS1T unuts, the Delaved payvimients Actwas passed. 1t enables the
SSHunmits 10 get money within a period of 30 days from the date of sales 1o bir units. But in practice, many
units do not go for any litigation even it the pavmient is delaved bevond 30 davs, The reison is they da not
want Lo lose the large customers for this sole act.

A small entrepreneur ts warned of to have a proper 'management of receivahles'. If receivables are
not reahised within a reasonable time, the 'cost of interest’ (or the amount locked with customer) witl he an
additional burden to the entrepreneur. Normally, small business owners meet such expenditures fram their
personal income or family money and they take back home the money so put, whenever there 1s enough
cash intlow (i.c_, after realisation of sales).

Short Term Investments

Many of the $STunis do not invest in shortterm securities. breause already they are in financinl
shortare. May be few SSls, resort o this way, as a scurce of working capital. Such securities may by oselul

N
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ro a wut which can be realised to cash at a shorter neuce when there is a short tenmn financial shortage, But
mvestment has to be made caretully onlv when there 1s enough cash inliows into the business.

Current Liabilitics

Waorking capital requirement is also decided by the current hiahilites such as wages, power, debtors
etc. The credit period allowed by debtors. the normal consumption of power, the expenditure on wages,
taxes rent. etc., determine the short term liabilities of 4 business.
Working Capital Required

In accounung terms, working capital may be classilied as gross warking capital and net warking
capital. While the former refers to the capital required for holding current assets. the latter refers to the
excess of current assets over current liabilines. For practical purpases, working capiial needs of a unit mayv
be assessed as tollows -

Monthly expenses that may be required tor purchase of raw materals, and pavment for power.
waues and other operaung expenses has to be calculated bv estunatinn based on past records.

Warking capital required has to be calcuiated based on the average number ol davs required tor
keeping raw matenals, finished goods cte. in stock. This can he caleulated with an example.
Example :-

* Minimun stock of raw materials 30 days

Production period taken to Convert

Raw materiais inta finished goods 5 davs

Averagze stock period of finished goods [0days
Credit on sales 30 days
Total no. of days tor an operating cvele 75 davs

The number of davs taken for zn operating cyvele (e [rom purchase to sales realisation) has to be
multiplied by otal amount ot expenses required for a month and divided by number of days in a inonth. If
expences ol a unit tor a month is Rs.30.000 then,

50,000 x 75
30
Here, Rs.1,25,000 would be the working capital required lor an enterprise, But this limit is subject
to an equity margin upto 25% by the enterprise. This working for the assessment of working capital 1§

based on the recommendation made by Puri Commitice to the Reserve Bank of India for the very small
borrowers.

= 1,25.000

The study team of State Bank of India which was headed by Mr. J.S. Varshaeya, conducted a
stedy during 1975, identified that, extensive sickness in small industry was due to lack of management
expertise and lack of adoption of sound business principles tn running the enterprise. Henee, proper

1 management of working capital with some principles of accounting may save the small businesses from
unning sick.
Current Problem 1n Working Capital Finance

The small scale industrial units with a reasonable capital base (i.c., above Rs § lakhs investment)
have 3 general access to working capital finance of banks. But smaller units in 851 sector(i.e., Tiny units)
have very little access to working capital. The reasons for it are, (1) they require only very little amount of
working, capital finance, which the bankers do not prefer to finance: moreover, the bankers insist on clnllmcral
Security atong with the accounts of the business with rezard to sales, stock books,ete. which the tiny units
do non normally have (it) The tiny units do not hke to run pillar to post tor a meagre amount, which is
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available to them from the nen-mstitutions! sources. Bt here, 1t s disheartening e note that they pay
interest ranzing between 24% 10 60% pa. for the loan amount. The tny entreprencurs willy-uilly 2o for
this source of finance {i.e. tocal money lenders)only for the reason that, it s available atthe rieht time. So,
the banks should be ready o finance small units with a mimmum possible procedurestime. Small units
shall try to equip themselves to have a sound accounting methods wherever possible (i) smaller unis
approach banks, only at the time of starting the unit, their link with the banks ends inmedunely after the
repavment of the sced loan. They do not move to the banks for two reasons, one is the bitter experience with
the banks in availing of and repayment of loan and second 1s that the banks are not ready to provide further
term loans or working capital loan to such 'lile irregular” units, For this. there is only one remedy on the
bank side that is, 10 have a close monitor on the units financed and 10 establish a rapport with them in
financing and repayment. They also have 10 puide and wrain tiny units to maintain proper accounts and
adaption of sound principies of accounting. The units should alse counsel with bank officials. They should
take every reasonable step to keep the units financially stable. Misuse or diversion of funds should be
avotded. The above said suggestions would ereatly help the banks s financing the smaller units

The egencral complaint of other units in small scale imdustries sector is, banks sist an cellateral
security despite the propertics of the unit as security. It has become quite normal with mun¥ of the
entreprencurs to pledge their residential houses, Tands, ete.. as securnity for bank loan. Small scate ndustral
units with sound financial position were able 10 get adequate credit. But it s very difficult 1o see such
sitnations in many cases. These units may be called 'outstanding SS1 units’: thes are able to dictate terms of
credit due to favourable business conditions they enjoy.

Sometimes even units with a good track record of sales. were Toreed 10 go for 'money lender!
finance 10 adjuss with the short term crunch ir funds, Henee, 1o augment free Dow of warking capaal and
management of finance the following suegestion are made -

On The Part Of The S81s
- To mawntain proper accounits s 10 sales, stock ete.

- To feel free to talk with the bunk officials of the problems in working capitai. and consult as to the remeds
for the fimancial problems.

- Not 1o nususe or divert funds,

To manave finance with proper accounting principles,

+

As far as possibie to be reeular in repayment,

- Toavend money lenders” finance carrving hieh interest.

On The Part Of The Bankers

- To closely maoanitor the unis financed.

- To make speedy disposal of loan applications and snnpliiy procedures.

- To finance SSis at the right time,

- Not o insist on collsteral securny,

- To provide workme capital with Tritle equity margm (e 3% e as per Nasab Comminee’s recommendations)
-To finance even small amounts without hesitation

-To Call for counselling and provade teainme and weehnical wdvice to 851

U the above things are put o action, by avatling of credit i Gis curable oo e soall scale
industrics sector with ercat contrithutions o tenms of mereased producnon, cmplovinent. export and so
forth would strenzthen our cceaomy.
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