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EXTENSION SERVICE AI'D DEVELOPMENT FINANCE FOR SIALL INDUSTRY;

...... L N -

AN _INTERIATIONAL COIPalATIVE &.ALYSLS

I — - - . - -

l, IHTRODUCTIOIL

- Reoognition of the importance of srall industricc is accompaniecd, in many

-oountries, by a variety of mcasurcs for their development. These measures are both

protective and promotionals the protective measurcs seck to provide concessional
treatment to small industries at the expense of the lurge=scale acctors The pro-
motional programmec, on the other hand, sechs to raise the efficicney and productivity
of small units by means of ;rowth=pronoting: mcasures, These arc broadly distin-
guished under two functional heads: Extension Services and Finaencing Faciliticse The
extension services comprise, an industrial advisory or counse llin g scrvice; pro-
grammes for training of entreprencur-managers, supcervisory nersennel and other
workers; industrinl rcoearch serviece; orocurcment of matcrials and cquipment and
marketing and sub-contractiiy; uids. Financing tacilitics, on the other hand, includc
provision of lnr,-, medium and short=torm finanec, crcdit substitutos such as factory
sitcs and sheds, machinery hirc-purchasc programmes and scrvices in repard to pre=
investment and post=financing opurations.

"4 besic trait of an intcgratod small industry develevpmont programme is the
mutual, almost built—-in, complencutarity amonst individual « loments and their mutual
reinforecing attributes. This is the reoult of 4 ,:“neral recocunition of the futility
of a 'single=tactor' approach to small industry dovelopment,

Perhaps in uc other spheres is this prineciple more prenounced than between the
two bread elements of the integrated programme: Extension Services and Financing
Facilities. For the succcssful operation of the finaneing programmc, say, financing
of a new enterprise, clements of Ecewomic Counscllin, progremme (pre=investment
studies, project identification and formulation), of Tochnical Advice and Guidance
(sources, prices, sclection of wachincry) and Hanagement Development programmc
(raising of capital, production planning and control, coet aceounting, marketing aids)
arc all called fore. Converscly, for the cffictive implementation of any ~nc element
of the Extcnsion Services programme, say, the adoption of & ncw costesaving or by-
product utilisation process, or that arising out of a suggestion to diversify preduct~

lincs, the necd for Pinancing Services becomes imperative,
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It is the emscnoc of an intugrated small industry development programme that
it secks to be sclective in the types of industry to be devcleoped, in the locations
where these can be developod and in the measure or combinction of measurcs, co=
ordinated provision of which would improve small industry productivity, modernigze
their operation anl cnhance their competitive ability. Gne urca of basic inter—
rclationship underlying »a wutorretod small industry development programme, viz,

botween the hxtunsion Scrvices and Financing Focilitios, 1s the focus of this papers

11+ SOURCES AlD METHODG OF Fi.wiCluG OF SMALL (NDUSTRY

Availadlc data on the share of various sourccs 1 fincnce in typical smalle
scalc cnterprisco shows that intornal tunde (noin promoter's funds and ploughcd
back profits) nccount for by far the laroee shere, uith ubout 81% in the casc of

srll industrice in Indin and rouchly under 400 in the case of Japan. This 1B

tollowed by non—institutional sources such as cquity or loan funds from fricnds and
reletives, money lenders und other individual financicrs and trade credits., According
to rn cotimate made by the Central Small lndust ivs Orpanization of the Government

of India, these nen-institutionsl sourccs contributel cbout 646% of totil srall
industry rooourcee in 101, Trice ercdits constitute o substantial source of total
small industry rosourses, cspecially in industoialized countrics such as Japan,

whore it fomeol tbout ?,;’{‘,': of the liabilitics or 36% of thc combined liabilitics and

net worth of manuiccturcr: cnpleying 50 to 299 workers in 1960,

Commyreiel Banks

Amon, the institutional sources of small industry finance, the commcrcial banks
have been the loree ot supplicrs, Considering, howevier, their total credit advanoes
or advanc.s to industrics, Ar ggeia the overall financing ncoeds of the smallescale
scetor, the actunl commercial bank advances to this coctor is rogarded as MCagre.

In Indin, the 76 schoduled barks with o network of ncarly ¢,000 branchcs toe
gether with the 24 non=cchedulid (lecil) banks, had total outstanding advances in
March, 196, of Re,J0T.6 million (ubout US$ 121 million) to small industrics, on
about 26,000 loan accowitse Of this, the Government owned Stotc Bunk of India,
with 1ts over 1,600 brenchos ast ubsidiary officci, accounted for Rs.491 million
<(U.S.3(»") rillicn)s As 2 pereentae of total bank credit outstanding in 1966, it
formed less than 4 per coent. Outstanding bank credit to small industrius in 1650

formed only 3 per cent of the value of ¢ross output of registered small
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factorics, -15/

In Japan, though ocommcreial bunks constitute one of the important supplicrs of
orvdit to small industries, the proportion of manufacturing loans of all banks going
to enterprisc: with a capital of ¥ 10 million (about US$28,000) declined from about
324 in December 1903 to 20, in 1963, Of the Lwo cateories, vig. the city and local
banks, the proportion of total menulteburing loow. , oinss to amell units waes nearly
one~fifth in th. cane of the former anl wan obout 455400 the ¢ s of the lattere The
total advancus of local birks Lo small wnits in 1000y formed about 29 per cent of
the institutional leanc outetanding to vmull ronufacturing enterprisve that year,
Locul henks in Jopan arc kaown to be mere leniont in tioir standerds than the city
banks, who cator rainly to laric unterpriscoe

In Pucrte Ricr only nbout t,e of 211l commcreinl baak loans to manutacturing
goncerns was ddvasoiu to crall unterpriscs.  Likowiso, in Columbia, the proportion
of commercinl bank credit goirng: to smull nits is reported to be insignificant, both
under the "popular crudit" schomes and that of "mediun” term development credite In
Korea, however, 27 per cent of tank loans outstunding to industry in December, 1961,
went to small cutirpriscs,

As « rulc, at least t11l roceutly, owing to their nced for liquidity, commercial
barks cngagud only in sclf-liquidating short~term credit, comprising discounting of
trade bills or other well scoured short torm lebts. For vxample, in Japan, 383 of
0oity bank finanrcing wos in the form of discount bille, 60% on single name notes and
the remainder on overdraft or decds.  Likewisc, in Pucrto Rico, the bulk of the
loans to small cnterprises was for financing inventory cnd reccivables. In India,
89.6% of the sutstonding commercial bank advances in 1966 wan by way of cash credit
overdraft anl bills discountede In rogard to the Stete Bank, working capital loans
amountcd to as much as ncarly 91 of the total outstanding to this scetor in March,
1966,

i/ As on March, 1967, thc total schcduled commercial bank advances to small
industrics was Reel779 million on 50,659 lcan accounts. The State Bank of India
accountcd for Rse604 million. This sudden risc over the 1966 figurcs is
attributed in large measure to the upward revision of the capital limit of the
small unit definition from the curlier onc, which stipulated a maximum of
Rs. 500,000 in fixcd assets including land and building to Rs. 750,000 machinery
and cquipment only.
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In Japan, louns for plant and cquipment 2s a pcrecntage of their total oute-
standing advances to small units was about 3,5 in the case of city banks and about
45 in the casc of locl buiks, theno toge ther constituting about 120 of the total
institutional plurt anl cquipment loans outstanding, to small manufacturia; units in
1960, 1In the cuse of Indin, torm loans accounted for about i0.4,) of total comnercial
bank outst. nding advenees to smwall industries in 1265, O the Stote Bank outstanding
advances to small industrics <uring the came yoar, about 9 ner cont was for melium
term and cquipment louns,  In Colwabia only 1 ¢irtly some modium=torm and ingtalmont
credit is being providoed to the sqmll ceale soctor,

Mcdium=torm louns ey boe extondod freom nbout a ycar as in the casc of
Colunbia, to, from 1 to T yoars wo in the cene or India and many other countrics
including Japane  1u mony countrics siort=term loans, initially meant to be for a
fiw months are continuow:ly rencwel,

Sceurities ceceptod inclulde, in mogt countrics, rcal cstate, industrial building,
inventorics stored in the unit's prerascs s well as in speeial warchouses and
fuarantees by othor erciditworthy individuals or orr:anigzations. In Japan, for
example, aduitional sceuriby up to 20 to 30 per cont of the valuc of the advances
1s insisted upon, even in the casi ol discounting of commcercial bills. 1n India,
overdrafts upte a poeriod of € montho initially, but oftin rencwed for longer pcriods,
concbitute the most commor form of chort=tern credity inventorics and goods in
proces often form thc cceurity, with no.reoins ranging from 60 to 25 per cent de=
pending on their neture and murkctability.

A special short=torm financing scheme is operetod by the State Bank of India
where no seeurity is incist ol upon except bills realizable from cupplics to govern=
ment departments with o puarantec from the Nationzl Small Industrics Corporation.
This schome is also oxtorded to include financing of purchases of siores and raw
materials for excouting governmont orders, A liboralized scheme for financing small
wnits also includcs "fuctory type™ and the "lock anl key"™ types of advanccs, where
advances against inventories and worh=in=process are financed with a margin as low
ag 23%, asainst normal rcquirnents of about 4075,

Interest rates churged vary from country to country but normally, the effcective
rate ranges betweon § per cent in the casce of India (working capital loans) to about
12 to 13 pcr cent in the case of Japane The term loans bear an effective rate of

9% per cent in Lidia,
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Of latc, there appears to be a weloome change in the attitude of commereial
banks in rcspeot to financing of smallescalc unitce. In India, and to a certain
cxtent in Japan, this shif't has becn browsht about ot lea.t partly by public opinion
and partly by thc opening up of niw wenues for utilizing surplus rosources cgpecially
during times when the goncral moncy narkot i elacl.

Thus in Jupan, most of the city barks cnploy reoulor siaff te netive ly seck out
the beet small ecnterprise in most promising lircs of industiry. City bank attention
to small units stoms Lfrom o voricty of reasons, inportiat zion. thors beiy, pressurc
oxcreised by large caterprises to serve smell unit., .oociwted with thery, a desire to
have deposit clicnte; as an outlet for surplus fundc when the ~noral moncy market
is slack, and public opinion buckcd by srovernmeint porsussions

In Indio, almost all major commercici bunks have ciroady oot up, or arc in the
process of sotting up, inlependent divisions to wadortale Tinuncin,; of smull unito,.
This is attributed, in o mijority of caces, to tiw recontly pasacd Social Control of
Commercial Banks (1967) Act which stipul-tes priority to boe civen in the allocation
of crcdit to "ncgloct A" scetors, including: agricuiture, cnall irdwstry and oxports.

The State Bank of Indin has been working towards libe.ulization of 1ts tormas of
lending; and operations to suit the necls of small=scale indwstrics cver since it
formation in 1955. Todiy, it ope vatis two schemes, vize thoe superviscd ercdit schome
and the technician-entreprencur schumcs  Initicily, the fermcr aimed ot providin: all
the working capital credit needs of a small units From 1962, torm=loans for tho
acquisition of ruchincry anl cquipnent = wnler the instslment er. dit and ne liws=term
loar - have also been addels The technician=cntreprencur schome wes initioatod in
1967, It aims at cnabling ~ntorprising, yowyr, qualifi.d ani/nr cxpericneed toech-
nicians to start small manufacturing activitics. At present the schone is on an
cxperimental basis, but the responsc appears to be encouragin; (sec Appendix I for

details on these schumes),

Specialized Ingtitutions

Most Governments hove devised special institutions somctimes kanown as Dovelopment
Barks to catur to the long=term credit and equity capital requiremcnts of small-scalc
industrics. These arc modelled after what are known as the Commercial Finance
Companics operating successfully in a number of countrics like Australia, France,

Mexico, the United kingdom and the United States of Amcrica, among others.
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Financc Companics:

Finanoc Companics combinc their lenling operations with a varicty of scrvices
includin;; collection services, alviec on or.dit  rieks, budgeting, financial manage-
‘ment, and often informul wdvice on rerchenlising, prouuction, pcrsomncl and other aspeots
of busincus cpcrations, They aloe oorforn pootetinoce cuperviesion and gencrally
finance morc risky onterprisos theon commcreial bonbas nermally undertzke, Their
financing; may involve noreal short=tome rocoiverles but wiliv. commercial bank
finaneing, it involv .s wily « ljwstments for bills coll et d an! inveices reeeiveds
their financing may alec covir tormecr dite on wenbile wwods to consumcre and cquipe
ment to industrico.  In fuet, cquipment financin is enc of their main spccialisation,

Some financ. companic:i alio provilo ciuipment=Lioaning focititice,

DeveLopni .t Banks:
The Development Bankinyg: comparivi, incorporutin. substantial government parti- |
cipation in cquity an! intoercet=free or low intorest lomne, ;runcrally cxtend long- |
term eradit ond cquity financin,. Inrspcet to their or;anization, cpcration, range §
of scrvices performed anl achiovencents, these specialized financial inotitutions |
diffor atonmet cowntrion, |
The Mexicun financiern (finance companics), most of which arc subsidiarics of
commereial banks or rormed hy closcly associatil £roups of industriaiists, wore one
couraged by the Gove rament for financine industrizl lovelopmernt. Their major ¢oti-
vity, howcver, continues te be short=tor: londing: FMinencicrag arc induccd to finance

small industry development by the rodiscountir. fncilitics offci.d by o spceially

or.maniud inctitution, 1M Fonde l¢ Garantia Y Fomonto o la Industria Mcliana Y
Pequena, (The Fondo).  Only loam: over o duration ot one or two yeors arce cligible
for rclmountig, and as of 1901 over 7@3 of the totzl amount discount.l was for
periods of onc to throe yeors, Lending institutions bear the ontirc londing risks,
for whick & mar;in ot Aﬁ ia allowel to tham botwecn the rates they charge to their
borrowers and theo discounting ratis  Vhou h the Fondo's cpoerations have not been
able to influcnce the londin rates ax‘gjggyggfgpgvsubstantiully, 1t is believed to
have cnablol cxoensive loans to b made available te substantial nuiaber of descrving
small units,

The Small Busincss luvertnment Companics (8BICs) in the Unitod Staites owe their

origin and opuration lar;cly to incentives and assistanc. provided by the Small i
Busincss sdministration (8BA). Government assistance hac been both by way of tax

concegsions and loans: tax concessions to investors in SBIC sharcs, to thc SBICs in
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the event of losscs arising out of indiviluil loan operations anl to sharchollers in
the cvent of losses on the sale of SBIC sharcs, Financial assistance is nade
available by way of matchin, sontsibution in 831C capital, by way of low-intcrest
and long=maturity subordinatcd dcb aturcs in proportion o it pald=up coepital and
reservese  Tho 8B4 olso alvanc.o low=rate long=torr loans to tic SBICS up to 50, of
their paid-up capital includn, rosorv o or $4 millicn which.ver is lower. Strict
supcrvision of the opcration: o7 the 85ICs by the S04 oo ro uloted the types and
scalce of units to ve cssist ol enl types of financia;, to boe oxtondcd,

The State Finanoo Corporaticie (SFCs) in Indic pronatod by cach stite povernment
under a special statute (The St ot Financizl Corperatiorn Act, 1901) typify officially
sponsorcid development finasnice companics ducignel to finance long=torn and cquity re-
quircments of smull and medium irdustrics in Guvelopin. countricie The bulk of the

sharcholdin s of thcse corporations (Rs.l4b nillion = USSloeT nillion = in 1966)

wags with the respective State Governments (46,.3,7); vcheduled bunks, insurance
companies ctce hcld the next hiheust proportion (32.59,)), the Reserve Bank of India
(17.%%) anl others including the public, cccounte i for the rovts Lo addition to
participation in shere capital, the State Goveruments unrantee repayment of principal
to other sharcholiers and payment o minirun annel Qividenle rancine botween 3% and
4‘”0

In 1966, the SFCr pail-up capital togcther with roscrves formcd about 26 of
their total resourcese DPorrewin;s, includin . bonls from the Rescrve Bank of India
and refinancin,. facilities from the lndustrial Development Bunk of Tulia, formed as
much ag 70%, the romaining 2% constituting. Jdeponits frowm the publics  Light of these
corporations advanced funde unlcer the State=Aild=to=Inlusztrios act on bohalf of ree
gpective Stutc Governments wndor ascney agproem nits,

Total loans sanctioncdl by the 15 State Fincice Corporations (liereh 1966) was
about Re.1058 million (about US$141 million)s The sharc of small=scale uwnits in
these was about 19 per cente The rest of the loans went to mediwiesized industries.g/

Nine SFCz in 1966 zlso did some underwritirg: of cquity and proloronce sharcs,
In 1966, 11 issues of cquity and preforence shares totelling Rsede4 million

US$586,667) were underwrittern by five SFCs,
?

E/ The loans sanctioned and liebursed by the 8 8FCs which had agenoy arrangements
with the respective State Governments amounged to Rse80 million and Rse.59 million
respectively.
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Loanal/normally extund for a period of about 10 - 12 Yyears, and arc made for
financing fixcd asscts, thowsh up to 255 of u loan may also be uscd for working
capital purposcee The norml rarsin requir.d for loans from the SFC's own funls is
50%; for thosc unler Asency arran, cicat, the mergin is 25%. SFCs normally demand
charccn on the entire wsget of the burrowing unit iocluding liguid assets.  This has
imposcd considerable difticulty iov DoYrowing weits to obitain lliitional working
sapital roequircmento fron cther sourcos.  Guaranteos of dir ctors, partners or
manaciles aents of Lonistod esneerns o also rCYUlrd .e

The interost rate £or loans out of their own rsources is Jo with a rcbate of
A% for prompt ropaymcnts for loans under Ajency o recment intorost rates vary between
¢ ounl 6.8, Leral charses (¢specially for leial nort age) veluation fees, stamp fees,
to.wther conctitnte - signiricant addition to UOXTOVINT COSTS.

The nmain provloms of BFCe appear to be lnadequate qualificd and traincd staff,
Anxicty to koup down their alministrative vpenses and Llossor anl dopendence on
Lovirnnent subventions wppears to weih heavily with the SPCe, in not having adequate
qualiricd porscmicle O the other hand, their screcidiys tochniques arc =laborate,
having boen modelled aftor those of the Industrial Finenoc Corporatien of India, an
institution catiring to the Lom~ters financial pwode ~f lare uniti's Thesc short-
cominn have ledl SFCe to pluce wnduc rolisne: on collst. ral sceurity. For thig very
reason, participation of SFCo in the erolit fuarantoe scaeme and t cir relative cone
tribution te small inlw:try developmont finuneine has been incdequite.

Japan ir perhaps tnc only country wkich har o varicty of spociulized levelop=-
ment financinge institutions te cator 1ol lerni=tern finarcial and capital neods
of small-scale unite, In oddition Lo the Industrizl Bank of Japan which played a
leading: role in finunciry small Inluctry dovelepment in the pro=war period, the other
specialized financial institutisons includs the Hypethic Bunk of Jupan, the Small
Busincss Investuent Compunice (851Cs) th. Contral Tark for Conmcreial and Industrial
Cooperatives (SHCIC) wnd the Smeli Pugines: Finanoc Cerperation (SBFC). The role of
the Industrial Bank of Japan in fineneiny small industry is not marked in the volume
of accommoalation of ferad; but its help in sutting up now specializad ingtitutions
such as the CBCIC anl SEFC s also in its appraisal tcchniques and follow=up pro-
cedures have been of cubs tuntial valuc.

. . S - ——

'}/ Normally single loans grantcd by SFCe do not cxccod Rse2 million, the minimum %
rangct from Rse10,000 to e4100,000,

i o
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The Hypothic Bank of Japan sct up in 1957 nakns long=term loans to umall units

against the security of rcal cstate, The SBICs arc statutory corporations
(authorizc.d in 1963) primerily desimned to finance small anito by purchasin,: newly
issucd sharcs end eonvertiole L nturcs, While the CECIC cxt nds pricipally work=
ing capital requircementy of sncll uniti, the SBFC (votablished in 1954 as o wholly
goverument ownud corporction) cxtende only torm financd up te 10 years cithor directly

throush asuncy arrangoncnts with cther inctitutions anl vanks, The main objcctive
of SBFC is to provide cheap torn finance 1o smarl wnits.  Lts initial rate of iriterest
of 107 haz beun v aec. te 9% and 1t iz statutorily Hbvlico bl gradually to bri:g: it
dovn 1o T/ Thou h SHEFC loans erc fully oo cura!, s conl mortea s are also acceptele
Its dir.cct loan cporaticne suppleacat leoans throud: o ency arvangementse 1t controls
the latter by allecating: amnnual finoncing: limits wnd by layirn down rogulations as
to scale and typc of cnternrisce to be financ. 1, mexiam Joan size, use of funds, rate
of intercet, perind of lonne, cceurity and guasantccs,  The Acent roceives a commission
for his risk anl wdminisirative cxpoages or 299 of the intcroest in the case of leans
unler ¥ 3 million (abeut US$S,300) anl 257 for loaus chove this sum, the maximum

sizc of loan being reotricted to abeut US28,000,

bouity Financing:

Financial institutions, whetlir private commercial banks, finance companics or
the development banks, in moct countricr, extond short-—-term working capital require-
ments and long=-term fived assct financing for small=scule industricr, Participation
in the equity capitul financing liw been meapre and ivolated. A larier cquity base
normally has th lvantege of incrcasodl borrowing cushion znd relative financial
stability., Reluctunce on the part of promotors t. share owncrship with other ine
dividuals, and their organizetionai forn being mently proprictory or partne rshilp,
precludes their shares boing floetid in stuck narlcts. 4 fow countrics, such as
El Salvador, India; Japan and the Hetherlands, have cxporimented with special pro-
srammes for cquity particivaivion "1 small=scalc units.

In India, the Orivsa Htete Covernment, through ite State Finance Corporation,
operated a special scheme unlor its statce--aid-to-iniwctiries funds sinec 1957. By 141,
about Reeded nillion 1as i1avest.d in about 37 firme. Under the sonene, the pronater
himsclf cr throw:h Lis fricnls aud rele tives, is xpected to bring in at least 109
of the toial investuent, +the Stale contributing the rost by way of cquity to be re-
sold to the promoter subsequently. The ronponsibility tor mana:ing the cnterprise

rests with the promoter, with a 3oarl of Dircctors on which Government was ropresented,
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Lack of carc in the sclection of crireprencurs for assistance under the scheme, the
low stake of 104 imposcd on tho entreprencur, the saidling: of the managcment with
governent supe ~vision (somctires intorferice with mana ccrial tusks) were some of
the problems confronting the scheme which rrompted 115 suspensicn. .

Anothor cxperiment in this roopoecet tiet dollde promisc of sucecoss 1s the one
being, implomented since 1956 by the Mahacachtra Small Beale Industrice Development
Corporation, ILildis, Tiuo corperaztion aur preovited cquity copital to threc new smalle
scalc units, one ~f which has alroaly declired 2 meiden lividenl of 6pe  The scheme
is applicable te privete linited companier, Profercnce is iven to a fow priority
lincs of industriec holiling rowth prospects. Location of industry is ;encrally
favourcd in under=lcvolepol recionse  Saferunrds such «s prior consunt of the corpo-
ration in the appointmer.t of senior officicls and ccllir - and purchasing agents, and
subnission of periodic financial and opurctional statoments, arc insisted upon. 411
administrative control and operntions of the unit are 1oft to the cntreprencurs The
corporation proposcs to vithdraw itc investuents cradually in 2 planned manncr.

Yot another speciaiiz d institution, which sccks to augment the cquitydase of
of a small unit in the initial years, is the State Inmdustrial and Investment
Corporation ol Mabarashtra (SIC0M), Intic. It nrovides up to 25 of the capital cost
¢f a preoject by way of & lonc-term quasi-cquibty loan. TFor purpoges of institulional
borrowing, this iz rognrled wo cquity capital and henee cnhances the borrowing margin
of the wiits Repayment ctarte from the 5th vear = but half the amournt is duc in the
8th and 9th years The schome hus just becn initiotod and it in too carly to pass
Judgements  However, ac a measure lesi.medl to augment the borrowing powcr of small

units, it appeors to be novel,

Othur Institutional Sources:

Uther institutions which occasionally provide or have tlic potentiality for pro=
viding finance to small ntorpriscs nr.: savings banks, insurancc companius, trusts,
mutual fundc and sinilar iustitutions, In many cocuntrics funls from these ins’i-
tutions arc channclledl undior officicl requlations mostly into what arc known as the
"approved" sceuritics.  Sproad of commorcial banks into rural arcas have, however,
restricted ihe grouth of most of these institutions,

In o fow countrics saviam baks arc crneoura ol in the ficld of small industry

financing, cspecially with overnment uarantecs. In Usanda, the government-ownced

Credit cnd Sauvinge Bonk utilizes both sevines anl spoeial development funds to finanoce

firms which cannot qualify for commcreial banl loans. In Japan, however, mnutual
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savings and loan banks, crcdit associations and ercdit co=opcrative asgsociations arc
reported to be only sicond to commcrcial banks as a source of institutionzl finance
for small manufacturcrs,

Insurance cwmprnice forsm another imporbtent source of grall indwstry finance in
mary countrics, -ircctly ain some and inlivoctily in otheis. In 1nlia, the national-
ized Lif'e Incuimance Corporation firance: smail industry dovelopment by granting loans,
with State Govermment or Roaorve Bank cunrantoo, to comoporatives of emall units for
the contrivutiorn of intustrinl « ~fat.on,  They alse subseribe to the bonds issucd

by thc Stote Iinineo Corporctions (57C: ) o

Additional meusur s ror institutional invalvenent

amorn, alliticnal nesasures Losisnol to induco areeter involvement of institutional
agencics in small industry fincncing moy be mentioned the onc scckinge to channel
government funds throush eonmcrcial bankse For -xample, in the Philippineg, the
Iniustrial Dovilovment Cuntre mokes funds 2vailable to commereial banks for approval
loanz to small enterpris.s. The Forlo lc Garantia ¥ Fomonto a la Industria Mediana
Y Pequena in Mexico an! the Dovelopment Hoor! in Singupore hove arranuments for oxe
tending funds te conmercial banks which provide approved loans to small entorprisco,
In India, part of the funls unler the State A1l to ludustrice Act of various state
governments arc pluce! ot the lisposal of the Stote Finance Corporatinng Lmd/or
approved commercial banks il co=opuerztive banks and lan' mortsaz . banks for being
disburscd to small cnte rpriscs, unler &jiney arrmngusente, which provide for sub-
silising; intur.st rates, charin, of rigkd, and subvention to mect operating cxponscs
of thuse institutionz,

aAnother measure deviscd in India attempts to cnlargc commercial bank rcsources
by providin,: spicial anl concessional r liscourt fecilitics. 4 rceent measure ox—
cludes funls provilcl to small industrics by banking institutions in the computaticn
of liquidity ratios of inlividual baiks.

The United Stotes AID progcramme has csteblished soceial funds for financing emall
industry throuch commercicl banks in several countrics incluling China, Greeee, Iran,
Isracl, Jordan an! Korea. In Japan, commerciuvl barks alloecate ant aiminicster a large
part of th: SHEPC Loan funls. & fow countric: such as Columbin anl Iran also make
funls available to the banks at concossionzl retus ani allow them to chargc markct
rates of intorest.

Chann.1ling of govirnment funds throush commcreial hanks scrves suveral objectives,

In the first placc, it inculcatus a scnse of responsibility on the borrowers in loan
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Utilization anl loan rcpayment; sueond, it rclicves government officials of the
dutics involvel in screoning allocutions and Supervision of loan transactions; third,
it puts the commereial banks in touch with small cntorpriecs anl acquaints thcm with
the structural, orponizational and sperational conl.tions of small units; it alsc
familiariz.s bank officizls in variowaspccts of finaneing: criall units, and finally.
it proviles ¢ measure ot th risk irvolvol in fininein;: wmzll enterpriscs, so that

at a latcr stege, thes:e banks can be inlucod 1o channcl their own reS0Urc: S

oy
L
...................... —-—

P

Credit Juaruntee anl Crolit Insurance orm measurcs designed to minimize and
sharc lending: risks,.

The erclit guarantoe programme, which detcs back in Japan to the mid=1930s, is
haniled by the H2 crelit suavantee associations, 46 of which arc sponsorcd and
financud by the Proefiectural Governments anl 6 by municipal administrations. Unlike
in most other countrice vhere the csuarantce or anizations cxtond cuarantee cover on
the basis of the ecrcenin. lone by the londing or anlat.tion, the crcdit guarantoo
asgsociations in Japan themsclves cvaluate the loan applications on the basis »f which
guarantcoe cover is provilel to the londing institution, The associations arc
cquipped with the nceccsary staff antd exporionee 1o be zble to approve loans in cascs
where collat ral or finwneicl roports which applicants san provide are inadcquatc
by bank scanderls. The csoceciations nermally insist on collatiral but the collateral
requirements are not ac ich ac misht be roquird by banks,.

1t is normnl for londing institutions (comrcreial barnks, official spceialized
institutions, or ..t ausoclations, or rmatnual savinge institutions) to have rcsular
contracts with suarantee associctions and to roquigition thoir scrvices in any of
their operations. Guarant. . periods ran e from under one year in the casc of worke
ing ocupital loans, up to threc years in the case of plant and cquipment loans.
Guarantce charges range botween 1,75 te 2.5/ per year for loans over ¥ 500,000
(about US$1,400) and from 0% to 1.4, for smaller loans. Guarante charges arc
borne by the borrowers,

The Siwll Business Crodit Insurance Corporation (SBCIC) sct up in 1958 by the
Central Government insurcs the guarantees extonlel by the Quarantcec Socictics,
besides cxtonding loans o thems The duration of insurance normally coincides with

thosc of tihc juasrantee cover. For somc time insurance on similar lincs was provided

to the londing institutions alse but wes later abondoned sincc it proved uncconomic.
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The rclit Guarantec Scheme administered by the Rescrve Bank of India, on be-
half of the Contral Government, aims at stimulating larger institutional (espuciclly
commereial bank participation in financing: smell iwiustry lovelopmont, Initially,
the maximur period of quarantce and the maximum ameunt eoverel wae eot at T yenrs
znd Rs.10C,000 (~bout US$13,333) cr 709 ~f the loan reopectively.  Subsequently,
however, the poriod was xtinded up to 10 yeors snd the amnount of 1oss rocove rable
to R54200,00C (nbout US§26,666). TIhe charice for the  usantce functions are kopt
at ¢ nominal rate of I/Ath of onc por eonts The juarantec ie cxtondel cutematically
on application by the londin,; institutions cac the eining are settlold promptly.
About 452 ingtitutions, incluling th. Statc Bank of Iuaia and its cubsidiarics, most
schoduled and & fow othor banks, co=ope cative banks onl all the State Finance Core
porations, a2r. rvcosmized for wvoiling of the prograimc.

The programie. Jdopunds on thie prudence of lending, institutions and their scrcen=
in,c mcthods beth for channclling resources into desirel inlustrics and to oligible
units. The lendine, instituticns arc, however, rcquirel to submit details to prove
the crodit=worthiness of the loance units who arc requircd in turn, to submit periode
ical rcturns to the suarantce orpunization as to proper utilization of funls, pur—
formana and progreen of the projecte.

In practice, cxoupt for the State Bank of India, which covers practically all
of its small industry locns under the puarantec scheme, the responsc from cther
institutions, inclulin,: the State Finance Corporations, docs not appear to tw on=
couraging. Espoeially, the rosponse from the commercial banks, whos. involvement in
a substantial scale was the pricce objoetive -f the seheme, has been lukewarme  This
is agceribued to the schenct's fuilure teo unburden the inctitutions of their sercening

responsibiliticvess Cemmorcial boanks 1

—

v India extent moctly short torm working, capital

¥

loans, which arc adcquutely coverel by collateral sceurity. In any case, banks lend
normally only to thos¢ units with whom they have had fairly long financial lcalingse
Sceondly, the docuncntation redguirements insistold upern by the Resorve 3Banic tc accome
pany cvery term loan accommolation, is not only considercl curibersome anl time—
consuming, but nrc of the type which arc neither obtaincl from the clients nor arc
rcadily obtainable, The finaneial late required inclulc in aldition to balancc shiets
an. profit and loss accounts, cvilince of tuchnical feasibility of the project bheing

financed anl cstimates of future cash flows wnl other “ata testifying to the vaability

of th¢ projecot. The poor riesponse from the State Finance Corporations is nlsc attrie

butel to thesc factors. Allitionally, onc of thu scotions of thu SFC hct (Scction 25(2))

3
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enjoins un them to have all their loans sufficicntly s.ourcd by a plelge, mortgage,
hypothecation or asgi,nrnent of tan-ible asscts or by a ¢uarantce as to repayment of
the principal anl inturcst by the Stete Government or o schelulold or co~opurative

banke. Since it is manlatory that all alvinces by SFC's without juarantees of State
Government or cthivr pregeribel institutions shoulll b suficicntly sccurcd against

ton ible usscte, the SPCs o not finl allitional awvintages in the guarantee schemes
Crulit Substitutes

Hire Purchase of Machinory:

The machinery hirc=purchasc programme is unlertalion in several countrics in
various forms by commereial banks and financinl companivss The alvantage here is
the assurance that the cntrepronour buing very apceciric zbout his ncclis, will be in
a position to carn cnouwch 28 ¢ result of the o 'tition of the particular machinery and
equipment, to ropny the cost of the machine recorline to sche lulce. Sceonlly, the
problem of alequate collaternl is (liminate ! with the acceptance in advance of a
proportion of thc cust of the rnachinery o8 mar:in moncy anl the machinery in question
remaining as the proverty £ the lenter, t111 the ontird amount is repails Supcr—
vigion is casy an! lir et sincc the upkeep of the machinery is as much, if not more,
a concern of the hirc=purchascr as thot of the institution proviiing these,

In Inlin, the Hational Smatl Ialustrics Corporction (¥SIC) has, as onc of its
main functions, the provision =1 nechinery on hirc-purchase for small inlustrics. 4
few State Snall-senlc Iwlustry Devilopnent Corvorations hove lso unlortoken this
function latily. Twenty por eunt of the cost of machinery is requirul of the
applicant to be pail ag arnoat tioney, but this ic rolucel to 5% when accompanicld by
a guarantee of the State Unvernment concorne e The belance of the cest of the
machinery is roquired to be nail over a puricd of ceven years in half=ycarly instal-
mentse  WSIC chargos an intoreat of 6, per annwa on the value of machinc suoplicad,
besides 3 of the CIF price of the importe.! ne.chinery as clearing charges.

Whilc the jro ranme hus o ci . lly been w zuccess, the inording to wlay involved
has comc in for sriticiine. ancther criticism rolites 10 the low rate of intorest
chargel which, in allition te irmposing financial strain on the B3IC, is alsc likely
to engender inliscriminat. lomanle. Inei'onoc ol ufoults have been high (as much as
15% of hir=purchas. inst lments)s  Inaliquatc scroonin of applications anl lack of
supporting supcrvisory sorviee s hnve contributel to the hijh rate of lefaults, The |
cmergence of 3tote Small Industrics Corpurations as a competitor, ospecially in

arranging hirc=purchase of indigsenously manufictured mechinery anl cquipment, has
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rcduced the NSIC to the position of offering mainly importcd cquipment, lemand for
which has rceeently buen on the lcelinc., ‘

Another country where assistance in the form of hirc-purchasc of machincry is
provided is Burmn, The orocsramre ic a ministoped by th¢ Inlustrial Loans Boarl of

the Industricl Development Corporition.

Lnlustrisl Botates:

Industrizl <stutcss have o muack wider bearin; in their objectives and utility
then mercly being o substitute for provision of lireot financial assistanccs The
alvantages of an inlustrisnl cotete ws an instrumont for e ll inlustry Qovelopment
arc many. By proviling suitnble factory nremises on montal or hirc=purchasc basis,
they substitut. for lircet finencinl assistances The o leniont of risk invelvel is
the mininum since failurc of onc unit 'ocs not block investmont = tie fretory shed
with 1ittle or neo alt.ratim ecan uswally bo pe=pircd to ucthor unite The verious
common faciliticu provilcl in these estates vnable small wnits to shar speeinlizoed
mackincry anl cquipment, obtain spocialize ! Job=werke lene ot reasonable cost, take
advantage of speciwlize!l tochnicianz an! porsonnel to attoenl to thoir tochnieal and
other probloiie,

For lcvelopmental authoritics, an inlustrial cotote ir . sonveniont means for

v

the provision ¢f inte ratel levelopmental mezsurcs to onsure sustain | smell indwstry
growth. For cxample, nrovision of alvicory, rescurch anl finanein;; «orvieon, train-
ing programmcs or common iancilitics necegnary tor a croup of srall cnterpriscs can

be conveniently provided at inlustrinl cstates.

III. EXTENSION SUPPORT FOR FLiALCIHG OPERATIONS

Agencies ongieysol in finoncing smell cnterprisce need the support of cxtension
services and facilitius, both in their pro=—investment (sercening) an! post~financing:
(followbup) operations, The pre=investocnt functions of 2 financing: g.tuncy consist
in ¢cvaluating a financiw- proposal in re ar! to ito profit=curning: potuntisl and the
rate of such profits to ascertain ropayment prospects. The profit—carning potontial
depends on the tcchnical an commireizl sounliness of the projects  sn ind-pondent
assessment of thoe soundness of the pregjeet invelves - nopraisal of the projeet in
respect to suitatility of location, market prospects for the proluct, t.chnical
feasibility, commecrcial anl cconcmic viability =nl the compctence, into-rity and rc-

sourcefulness of the promotcrs  Promoters of small entoerpris.s canrot anl normally
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do not, provide exhaustive and well=documented project feasibility reports to baok
up their loan reque.ts. On the other hand, financing of small entcrprises is normally
attended with sreater risks: wncertaintics f continuity of manacement, : rcater suse
ceptibility to external factors sucl o compctition, changes in supply situation;
absenee of recorded data to verify sat performance and irability te provide adequate
collatcral cocuritys  On ocoount o both theco luaitin - fuctors =nd also Lecause of
the small rargins avzilible 1 srell loun cperationg, the coct ¢ the financing, agenoy
in its operntion: relutod t» sncll wnite ton! to be Cxeessive, The significance of
the support of extincion sorvices aad faciliti.. in finaneing operations related to
small enterpricos 10 to be viewod in this DGk TOuUNd

Extongion sorvieo. provided at the Pre=investiaent stase consists of asgistanoce
to the promoter 2t the various stegee of projeet ldentification and fortulation; those
rendercd at the poct=finonein: vlace conpriges assistance 1n projeet implementation

and sperutinon.  (Sce Awnox 11 = A fodel for Appraisal Techniques end Aspcets Covered)e

Frojeot Llontification

At the progoct identification sta e wasistance rondered consists of (a) pre=
investment stulio o and (L) documentation wn infornztion zcrvicc, The former come
prigin: regionnl or apen surveys, lidustry feavibility studics, market surveys,
Inaustry uide shocts ond molel vchemes, provide o irame of rifercnce to the screening
personnel, in mebtere of cneral suitability of the location, rowth prospects for
the industry=-line in reopeet of demand and merket conditions and the general requires=
ment of input cnd supportin: sorvicos ind fucilitie: o Tho documentation and infor—
mation service collat . this  information nnl ‘dsoeninates it through various media
such an neross the counte v uquirics, meil sorviece and pressg=publicitys It also proe
vides information relatin b the various treiliticn wvailatle to an intonding: pro-
moter and the forrwlitics to be undor, one,

A nwibcr or countrics srovide the.e facilitics, Among the countries where pre-
investment stulics and Surveys of one type or the other are undertaken may bc men=—
tioned: 3cl -iwn, Burma, Colombin, India, Indonesia, Italy, Japan, lalaysia, Mexico,
Pakistan, Puerto leoy, Turkey, A varicty of int. reconncot. 1 methods are adopted in
dissvmincting: the infomation. Ip Iondia, the results of the proe=investnent stulics
and surveys wndertak. by the Snall Industry Serviece Institut. s (SISIS) arc passcd on

to the State lnlustry Department (5D1) who in wurt, Jdisseninate thesc amongst their

district industry officers and other institutions concerned with small industry do-

velopment. (Sco cuse stuly I, appendix III),
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The Departmcnt of Pucrto Rican Industrics has a local industry promotion staff
of about 24 which asuists cntreprencurs in the cstablichment of new enterprises or
in the cxpansion of existin oncs, The Geenomic Develonment hAdministration (Epa),
a government department, provides o cucstion=nnd--pswer service for busincssnen. It
also providus information on the feasibility of industrial rrojects bared on studies
carricd out oy the of'tice of Beonomic Roicarche The cxtencion asent of the Caja de
Credito Aprario, Inlustrial Y Minero (Caja) in Colomliu, sccks out possibilitice for
establishment of new enterprices in cxisting indwstrics or vew industrics bascd on
new uses of cxisting raw materials. 1o the detherlants a sovernment sovonsorcd Toche
nical Consultin:,: 3crvice (RigksniJue hcidxliunst) throu:h a ;orcun of field officers
advizes small units on oo variety of probleme, Lincluuin: expansion, diversification
and establishmont of new enterprises.  There are 12 ficld offices in principal towns
throughout the country prouped in 4 listricts, It also naintains o documentation and
information service sct up within the vatont oftice at the Hayrue, whose library is
made available to small=gcale indwstrialicts arnd field officcrs, The scrvices of two
enginecrs are also made availaile te alvise and help te find decumentation litcraturu:

In countricc such s Sweden, Italy, Mexicr, Costa Ricu ond Israel, cfforts arc
mainly concentrated or diccinination of infermation throush information centres,
documentation and citalogue servieces, library fueiliti-s and vostal question and
answer scrvicoess  In Japan the Simaller Enterprice A oncy juides smell tirms in respoct,
among others, of growth and dive reification notuntial throwsh ite team of SUCVLYOrs;
it also assists cmaller erterorises ree of charge by collectin;, analysing and Jlig-
Seminating information; and finances prefectural and local zovornment ageneies to

Support advisory scrvicos to swall enterprisce,

Project Formulation

At the project formulation stag , c¢cxtension assictance consists in assisting
tlie promotcr in the formulation of a project feasibility report, which sccks to re-
late the proposcd venture to its locational, cnvironmental, input and other project
requirements, tying up of oroject requirements with sources of supplics, including
official eclearences, The specific 1rntails provided by the nroject feasibility report
on the fechnical, financial, comacrcial anl or anizational rcguircments of the pro-
poscd venture, scrves as a basis for cvaluation of the pruject by the financirys a_cncy,
(See case study nos I at Appendix III1),

With the dctailed feasibility report and with the lata providced by the pre-

inveetment studies, the screenin,. personncl are better cquipped to rework and crosg-
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check  varicus aspects of o rroject. This makes for speedy disposal of financing
propesnls nnd minimizes oxpenscs incurred in cvaluntion, Besides, o realistically
drawn foosibility reoort imperts a measure of Stobility to the various assumptions

uaderlying the o oot inclusin: project coot -nd rrofit bility .
J = i J 7 L B

iroject Implcment it 1.n

Extonsion sorvices 4 the rroject im;loemontntion strg¢ include assistance to the
promotor in the scloction of machinery, provisior. of lay=out plans and help in
installition of ichinery and initinl trizl runs,  The siinificance of the services
at this strte consists in ennbling: the cntroyroncur to mplenment the rroject
crfiecicntly nd with Spoaty soothat the project is implomentoed within the feriod
envigeced and ~loc within tho cstimotor of jrojoct costs (scc casc study Nol.2 nt
Appendix 1IT).

Extension nsoistne: @4 the vorious stoges mentioned nboeve, thoush dircc’«2 at
the promotor, ~r. of sinificant rolevinee to thoe financing aeneys.  However, these
freilities do net substitute dircet initintive on the rert of the personnel of the
finnaneing nucney in its rre-investmont functionse. It is the task of the screening
persenniel Yo draw on these freilitics nd nrrive ot an independent judgement on the
finaneing proyosnle Thiy is senerally true of <11 ngpects of A rroject, but more so
in regard to the nescssmont of the entreprencuricl qurlitics of theo prometer, on whoso
initintive, depondability, o ompotence ~nd roscurcefulness, the successful implementation
of the projeet and its officient creratien thereaficr, larmely hin s,

A review of tho prectices r.nd nothods cmployed in evaluntingy financing propognls
by institutions in o fou countri-:s, sug esta thoet tho ntpects covered, by and large,
uniformly fcous on the teechnienl, 1 in nieind, markct nad ms orind afpectse  In rogard
to s enelee ompleyed, breadly twe pettorus omer or these depending on the services of
an external ageney ond thes. emi Loying ownecxportis.. For cxample, the Danish
Gevernment Loan pro romme snd the Stote Bonk oo Indin, depend «n the cssistance of
externl agencics, wherons the Cjn do Crudite Agraric, Industrinl Y Minero (an:x)
in Cclomein wmd th. Sm-11 Busincoe Finnnee Cemirny (S'LSFC) in Jrpoan, enplcy their own
staff, However, while the Donich Government Prooorommo depends e the Cepenhasen
Technelegienl Institute (CTI) in reoard b cppradsal of both teehnienl g financial
aspceta of o prepesily the Stote Benk of 1lndin cmpleys ite own stoff for 2valuating
finaneinl asjects, whilc dependin,: on the serviecs f tho Smn1l Industrics Service
Institutos (S1STs) fer tochnicnl nd commvroinl ~epoctss Thers is yet onother basie

differences Whilc the CTI saperts work with units, helpine thom 1lentify their

financial nceds and related nen-tinancizl probloms, ond then fermulate an appraiszl,
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the SBI m-inly rclice en the infermaticon supplicd by the applieant, of ccurse
supplemented by discussicng, This boasic difforonce in netheds is nlso noticed
between the procedurcs adejtod by the S3FC in Japan cnd the Cajn in Cc lombia,
though beth depend on their own oxiertico,

These difterences in the booic appronch cppenr decisive in the offectivenese
ef the scroenin: technique in boing siiert, simyle, spooly and incexjpensive ud henee
in the measure of success of individunl progromncss  The cxpericuec of G- which
financoes betlo new entorpriscs os well ~s those dosirows of oxprnsicn, snd that of the
Danish Gevernmont Pro,:canme, which fincnoes culy exjonsion needs swroert thal what
makes for the onccess of o progromme is not tho cryanisntionnl nechanism ovolved for
appreising lean applicntions but the mebhed ciployeds  Bnsically, the suecuss depends
vn the personal contaects and the inintive exorcisod by thoe sereouin,; personncl,  This
enables the sereening: stiff tc understond the request for finanei:l nssistance from o
promctor in the wider eentoxt cor the cvorsll opercilontl problems of too wnit. It
rlso onnbles jersensl ropptrt Letweon the prometor wnd the scrocnings staft, nd honco
provides the sereening stofr the opportunity to have ooronl 'foclt! of the various
facters eonditioning: the cporotion of the unite A fircnein: propesal based on such
understanding «f the apjplieant wnit rer:ly neade olaborate appraisal precedurcse  The
finawneindl ind technienl dot: necdod is nurnnlly culled cut from the unit's records
~nd supplemented oy diseursions, Jdcoumentations maintoined ot the offiew of the
financing awency ~nd by rocourse to verious rre=investnent surveys nd studicse

Such jorsinel contrets are impertont even in evaluntins 1-an requests from new
promotores  Wh  io impertont hero is ot enly oorijrert botween the finaneing ngency
mmd the prometor, but ~liosc cocrdination botwe v tlo [incnein, »nd crtension ngeney.
This cnables coencentration of ~ttontion on curtiin koy nrens such as market prospocts
and nmarketing preblems typieal to the industry, tochnical rensibility nnd finanecial
vinabiluty of the projeet and rolatinge thesce t0 the managerial ¢ mpetenee ~nd
roscurcefulness of the prometors  Knuwledge of the probloms tbe rroject mny have to
enconnter in the coursce <7 its implementaticn and nlse of the cpabilitics and
limit<tiona cof th. prometer, proeparcs the evaluating stoff tc jear the project to
these cventunlitics mnd the extension staff e be ready to assist the promoctor in the
solution of probloms,

Clescr opernticnal integration botween the finaneing nd cxtension neencien also
cbviates the nced for o financir: wency to hove an cliberate tochnicnl oxportise in
its staffe With the help of vrrious jre—investment studics and the sorvices normally

oxtended to promotors by the oxtension ageney, the finoneing agenoy can uperate
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efficivntly, with o staff of gonornlists trained in eveluation tochniques geared to
the developmental financing necds of smill unitse

Hewever, when individunl as;occts «f screening is done by difforent agencics,
there is noed for the finonein, - werey to iave nocore of technienl oxpertise to
coordinatc the tuchnienl »nl t'incneinl -, ;rriscl and if neeessary to undertake
re~appraisel of the jrojects This cxpurtis. ean ~lsc rerfoerm o vitol role in
coordinstin,, jost-innnein s o1 U rts,

An impoertont pro-requisite ir the nppreistl methods ncotod sbove is the
requirement of ~ minimum hish lovel of skill, training, mctivation and sinocority of

purposc on the pert of the | orsonncl engngsed in evaluation,

Fcllow=-up functions

The ost=finaneing follew—-upr functicns of o Tinancing agency commence soon
after the finarcinl nssistance is srneticneds  These arise cut of the need to cnsure
proper utilig-ticn « £ the funds, cpeedy implementoticn of the prcject, and its
efficicnt cperstien thoreafior, the ultime-to cbjeetive, frem the view point of the
financin,; ngency being: fulfilment of the basic ~ssuiptions as t¢ costs, profitability
and repayment schedules, )

Prcjeet evilunticn is the crusent estimate of future performance of an cntorprise,
These estimates nre based on soveral ~ssumpticns as t¢ secnomic environment including
factors ~ffecting demend and srowth yresyeets of the irdustry, tochnolegical
developments and entropren wurisl crinbllitics, 211 or ny one of whieh may change in
the course of the imploment-ticn of th rrejects These chinges moy Lave adverse
effect on the project in reoerd te tims tniicn in imjlementation, cost, prcfitability
and hence repaymont schoidules, Obvimuuly, seme clomontas of chanic can be forcseen and
adequately providod forg there are othurs that cannit Lo ferescone  Ruscurcefulness
of the promotor -nl cxtor-.l wsoistuice ean miticnate the mmpaet ¢f such changes.
(Sec Casc Study 3 ~t Appondix I11).

Yot nnother source f basic ungert-inty in most develorin,: countrics, is
entreprencurinl inadaquicicse  This ie reonrded 28 an imboertant fretor to bo
reckoned with. In countris whore, with the cxronsion of the industri:l base,
promotors with ~ bocksrewr! unconncetod with 1ndustry -nd often unsuited for
promoting o enteryrise and its wIficient m-nooment, oo breucht inte the industrial
scenes  Prejeet fereenst wnd ~asumrtions ey run wide off the mark unless such
prometers are cuidad ~nd mssisted in the PTOCCSS e

Post-financing follow=up functicns, thorufurc, foerm an cxteonsion of the proe

investment screening functicns of a financing agercys  Since the safety of the
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ler.ding agency's moncy 28 alsc the assurance of its repaymont s wnvisaged depends on
the speed of implementation f the projgoect ond its officiont creration thereafter,
the need for follov—up assilctinee, net only as o 'polieo! function, but as 2 mewsure
of positive assistance to promotors, nesswics crucil 51 miticrnces  Thewth the need
for such nssistonce is recognined by rinnncing mooneics in moeot cruntries, nction in
tails sphere appenrs to he feripherzl, cosumin- n o joasiv rele of onsurin; projper
utilization ~f the tunds -nd v ping treck of the rorformane. of 4, unite

When v finsneing »ooney comnines cruns 1lire; Sneticons vtk Sinemein, - cperations,
28 in the cose of € jv in Colombi, thriwh its o, steff, the rosults - jpenr to be
highly satisfacteory, On the Ctlor traady when the increin s ~aeney doponds on onn
external ngeney in rospect te - 51 nifient arcna of its gcruening functicns, ns in
the case of State Bank ~f Indi-, and en its oun st-ff For follow=up functions, the
latter function relapses into a 'iclice? Tunetion; Ne active nssistuice cithor in
the diagnosis of the problems cr in its sclution c.n be expeeteds, The hely rendered
by the extunsicn agoney in its nomel cperation, unless netively sclicited -nd
coordinnated by the fincncing agency, generally tends to boe cuenfined te o few chanco
CnBCB,e

The cerux of the problem ngain is the dogree of integration offcctod botween the
financing and extension ajencics. This is ~lsc berne out by the rengcnably successful
cporaticn of a fow intogratud prosrommes (Intnsive Industrinliz-tion Pro rommes,
Government Storcs Purchasc Progromme, Expoert Promotion Proocramme nnd the Supcrvisod
Credit Schcmu) in Indine Sincou finwnein- l.eiciong on rxaests from indiviidual units
ultimately rosts with the financin: ~uthority, the initintive for chonnelling the
services cof the oxtension usoney sheuld rost with the ‘inzneir, wooncye  While it may
nct b cecnemicnlly and organizotionslly foseinle for o Finaneing weney tr ongnge on
clnborate counsclling expertiso, in th required rumbers, at the requircd i lnoes, it
“ppears desirable that it should hove ~ nuclous of xpericrnced n2ni trained ceunsclling:
expertise of its own, to cperate s o coordinnting: woency botwoon its screoning staff
and the jromotors on the one hand, ~nd botween the uxtensicn - wmey nd prometors on
the cthers Its moin task will boe to identify irogect fomul~tion 'nd imjlementstion
problems cnccuntercd by the prometors -nd nssist thom in the scolution of th..sus
themselvas sclving thosc that they can convornintly tackle ond .auiding: the promotors

t¢ arrropriate axtension or other external ~zency, when the probloms are complex and

need expoert assistanca,
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III. FINANCING SUPFORT FOR EXTENSION ASSISTANCE

Just as finmncine crerntions enll for the active suprert of extonsion scrvioos,
8¢ do the provision of oxtension assistonce sive risc to financing neceds and require
the netive bockin: of fir-neing noencies for the effeetive utilization of these
8uervices,

The voricus freilitios -.ad scrvices rendered by the cxtension agencies nim at
upsradins the overall <fficiency of the unit or scok to fill £l saps in thesce
These rolato te menngericl, tochaiend, narketing, training and rescarch noeds cf an
cnterprisce Assistonec rondered in the s:luticn of "y cne of these nspocts not only
results in dircet finanei:nl cutley in its sclution, but ecrlle fop brlnnein, chonges in
othor sphercs, with rosult it finaneinl needs in their soluticns Lock of financial
suppert to o ounit ney thw-rt its cfferts - ncecept extension agsistance in the
solution of speeific ireblimse This cntrile wasto I seorce resouwrces: in not
cetting the best roturns for investment ~lrendy made in the unit snd ~additional
investment ropresentod in the extoension scrviee faecilitios being wasted. Henee, the
need for adequate ~nd timely fincneind suprert from instituticnnl sources ta back up
implementation of mensures sus estud or neec tinee of frcilitios rendered,

Annlysis ¢f finnnei-~l im;licntions “rizing out of typicnl cxtoencion nssistance
«r freility (from oo studics) indicrtos thnt by ~nd larse, tho bencfits aceruing to
individunl units irvericbly cutwel © the cost invelved in the neceptnnes of oxtension
freility v assist nce. Busides, in most csos' oxtonsion nssistence porforms o
catnlytic functicn: onlarcinge tho markos arcny, holrp in introducticon of A new jroduct,
diversificnticn of rroductivity nind rrefitability by entbline the units tc corive
maximum boncfits cut of xisting mochinery and cquipment, men nd materinlyg
entbling units to arteke in the bonefits ¢f technienl ~nd tuchnclogzicnl dcvclopmcnts;
abeve nll, throush o111 thoso, help smell units cutarow their present circumscribed
internal and externsl orernticnsl cnvironments,

Whot arpears to be significant in this ,roccas is tho catalytic role of the
resultant finaneinl requircments and the inst tutional mochanism nceessary to meet

these ncods,

In-plont Studics:

Some of the extensicn services which need counterport finnncinl support arc
discernod below, with illustrations., Onc of the scrvices rendered by the extension
ageney, in many countrics, is the facility of diagnostic studies of individual units,

Thesc studies, conducted for poriods renzing from cne to four wocks. b a team of
! - %) ] y
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oxperts, occmprisins preduction tochnclogists, mancsoment and marketing: speeianlists,
arc designed tc study the operaticn of o unit in 11 its aspects and te sugrost
specific measurss of improvement, Implomentaticn of tho su/sesti-ne made by such
vozms often lend to chonges in roduction +¢chnrlg;y, inercascd m~chine hour
utiliz~tion, labour productivity, lay-—cut chonses, process contrel, wnste recevery,
developrent of now Iroduact, recrconizetion of morkoabing: tcchniquus, ameryg cther
nspectse Token individu-li, . r in combin tion, thoue elrn ve nvelve f1reneial
cutlaye ¢ither an the fora off 00 idion-d bl-neirn. Gguiiment or mnjor ndlitiong of
new equijnent, or subst-ntial werking: eapitnl reguiremonts, Genercslly, tke benofits
arisine cur of sug ested chrn.ws hy wry f ineroosed vreduetivity, lorecr turncver
~nd incrensed refitability, more than compons-te for the “dditionsl investment
invciveda

To indicate the nature of improvemonts su,s ested and their fin:neial implications
in typicnl "inglant" studios, results of twe such stwiios uncertaken by team3 from the
Sm~11l Industrics Extension Troining Institute 4/ (SIET), Hvderzbad (Indin), ~re
rrovideds The first easc iliustrates - tyiiel toeinicd mannoment problem of
Ilant lay-cut, machine utilizc~ticn ~ne producticn ecntrcl,  The sceoond examplifics
iroblems centercd arcund utiliz-otien f uaste materi-ls, development of & new procgss

o1 manufacture and o new product,

Tochnical Maono,emont

The unit lcontod nt Banglore, manufacturod non-forrcus partg on an ancillary
basis r'or suppiying lorgsce units s nlsc brass utcneils including: pressurc cookers and
cuffee porcrlators. Invostment in i1t ant mnchinery was abeut Rs.250,000 (zb(uf
US$ 34,000) ~nl ennunl turncver around As. 300,000 (nbout 1783 40,000). It cocupied
two sheds in an industrinl estate, cnch off 50% & 80'. But “nhorc wes ue provision for
sxtending the shed to inerensc floer are o  This wns the mein preblem of the
preprieter, whee was an oxperienced technician. Th- unit he n well equipped foundry
~nd o machine shep, but it contractel wut machining work werth about Rse 25,000 (about
U8 3,400) ~nnunlly,

Y Mitorinl chtained frem the Small Industrios Extonsion Training Institutc,
Hydurabad, -nd used in this raper with the kind permission of the Principal
Dircetor and Dircctor (Development) of the Institutec.
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The SIET tenm which studied the unit for threc weeks, however, eame to the
conclusicn that the ronl prebloms freing the unit were low machine utilization,
inadoquate euntrel snd supcrvicien f jroeducticn < por-ticns ~nd faulty foundry lay-ou

It sugpest ol -noamproved loy-cud plony estimeted v recover mbout 355 sqeft. of
8pacc, the chon: inv lvine x oxjenditurc of beut Rs.2,00C (b ut US) 367) It
Bug estod the ypeintment o one wl2itional cporoator and - ot 1lur ist (cost
Rs. 11,000 - US3 1,467) “nnunllye The metallur--ist wrs requircd to orconize snd
supervisc th. foundry creroticng the cperatir to work o th c:pst-n luthe, The toam
nlse recommended the addition of - fow mochinery -nl equirment, to rostore balance in
the different machinin - @ jorations (v milling mzchine, o snopdn s nachine, o meterized
pgrinding 2ill) to :other cstimatod te cest b ut Rs, 38,000 (bout USS 5,000).

With the su_estod 1hy-=cut plony ~dddtion of -~ met-llur ist anl an cperntor and
the installrtion or cruliment su; usted, the tomw ostimrted - 50;. inerunge in proe
ductivity, drublin', «f moelin. utilizati.n il o 706 inercnsc in out=jut,

Tetnl ~vlditionel {in-neir requirenents were eotinntol -t Rs,40,000 (=bout
UB$ 5,400) in machinery rnd couipment and ~bout Rs.25,000 (abcut USE 3,400) ns maxgin
for working crpitnle Tho prorricter wes contomplatin s to Appronch the State Bank of
India for obtainins -~ssistinec in the purchase of millirg -nd shoping machines, the
rest of the cquipment to b purchhsed from his cwn rescurcese He antieipated no

difficulty in (btninin- brak freilitios for werking capitnl,e

Utilizotin of Industrinl Woste

Onc of the (rcbloms celertlly confrentoed by small units is the oxocessive waste cof

raw materinls res.1ting from o Cofootive corp cutmoded | roducticon technelogy and
inadequate knewledise anld know=how, Guidrrcs in this sphere is, therefore, of utmost
importanee, Koreever, if dili ontly jursucid, measurcs aiming ot reduction of wasto
may result in the development of new rraducts uithout substanticl ~dditionnl investment

on fixced asscta, 1t mnyy hewever, lewd 4o lopor manufncturing ccste This is b

out by the cxpericnee of tn. fellowins unit manufacturing cramelware, mainly scup and
rice plates, snnit-rywares -l hos 1talvwares,

The unit lcentoel ir o distriet town, in Hydcrebnd complnined that in its proscnt
method of monufacturine reurd blwnks, subst-nti-1l wstooe of mild steel shects
resulteds Tt roquestod muidance to roduce this whsto.

An "Inplont" tonm Srom the SIET, ~ft.r studyin: the cperaticn of the plant

found thot the wast: ¢ invelved 105 ns i h ns 230 Tor overy ton of mild stcel sheot

useds Aftor oxperimoentin: with voricus ~lternntive yrocesses, 1t sug ested the

replacement of the oxisting .uilletine shearing: ~nd circle~cutting method by
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blanking which was cxpeeted tc reduce wasto raco substuntially. An oxomination of

the present machine utilizntion rovenled that « ton~ton Pcwer Pross was hardly being
umf utilized. The usc «f this press was suggested for blanking of 12 em rice rlates,
- sorvice spocns ~nd » varicty of small dishes = the 1ust twc being new 1toms suggested
| oy the team to bo monufacturcd (ut of rotrioved SCT)se

It estimatod that fer svery ton of mavorinl used for the menufacture of 12 om

rics plates, an amount of 18.93.92 (U8 $12.94) - not ' Re.100 (~bout US $13) to be

m § incurred as bl-nking cost, could be snved n tiLcraw matoricl, and the recovered scrap
r cculd rroduce 3,645 sm2ll spoong, Arinst the oxicting cost of R3418.51 (abcut

: US ©2.47) incurred in the manufaetur of reund blocks {ron cne ten of motorinl the
]

sugicested mothod was cstimated to cont Rs.24.59 (“bout US 23,30), but the cxtra cost

will h~ve been mere than somponsctol by the ~diitionnl gnin.

The team recommended the ~ddition of -~ 30 ton geared cleetric powoer press,
ccsting about Rse9,000 (~bcut US $1,200) tc imploment its suggestions. Against this
investment, cstimntod gnins wore: Rs.7,680 {abcut US $1,024) per annum from not
reecvery of row matorinls;  deubling of cut;ut (currently estimated arcund Rs4350.000
(~beut US 847,000) 1l fullor utilization of the oxisting deuble notion press
(curcontly utilized ot 57%),

Sveuring intor-fimm contracts

. i .

Fostering inter—-fim rneillary roelationship ferms cne of the important functicns
of axtension agoncics in mest countries. To anablo the small unit t¢ perform its
:f;f sub-contracting nseigonment ruccessfully, the oatorsion ageney assists the small unit
{ in various rospeets,  Ofton the suall unit may need additionsl producticn fucilitics,
incluling processing: faeilitios, in order to undernke the subeontrect order.  These
orders will bo repetitivae, provided the large it 1o satisfic? as to the quality,
ng price nnd delivery schedule. The finaneci 1 imylicntions f increased production
' facilities ncoessit~ted by the rreeurement of & svb-contract crder to a small unit is
illustiated by the following example.

Through the offorts of the luenl Small Industrics Sorviec Institute (S1S1I), a
sm21l firm in Jrmnagar, manufacturing piston rings for cil vngines and automobiles,
obteined an offer from cne of the ~utomebile mraaufrctvrere for the supply «f piston
rings. The automobile manufacturer ffored specificntions and nskod for o samrple.,
The crlery if procurcd, would have more than deubled the annual outiut of the unite

The unit had two hoearth furn-.ces nd with tic helyp of ¢ight skilled werkers nnd
“ fuw loeally fabrieated m~chining nnd proccssing focilities, cnrried on its present

minufacturing activitics, mainly for the replacement market. Howcver, the specifications
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suggostod by the ~utomebile manufacturcr dictated high quality and finish,

A8 is custimrry in cases whore nncillary orders nrc [reeured, the SISI at
Ahmedabad, Guyarat (Indin), lcputed an engineer to ascertain the xisting facilitics
available with the unit ond to moke sugeestions but the recquirements of additional
cquipment, finishing ~nd procossing faeilitios, t¢ noble the unit to oxecute the
ordere  The ongincer, ~ftor stulying the unit, suggusted the ~ddition of a shoper and
4ogrinder nd o fow tools, immedintalys  He recommended the rrocurcnent of costings
from o ncighbouring mediumese 1l unite Tl finishing freility wns found to be
satisfetoryse  He ~lso reecommendod rocruitment of an 2xjericneced foreman. The total
additicnal investnont in mechinery ~nd cquipment emme to around Rs 622,000 (nbout
us 33,000).

This ~lsc ontniled nn additionnl investront of about Rs+8,000 (-bout US $1,067)
cnoneccount off the reeruitment of new stoff’y besides the woerking cnpital rcquirement
of about Rse20,000 (“bout US $2,600) for initinl purchase of raw materinls,

The unit wis holped t0 jurchasce the machinery through the hire=purchasce scheme
of the Neticnnl Small Industrics Corporntions The rroprictor had to pmy - margin
mency of wbout Reed,500 (ibcut US §600).  The unit, hewever, found difficulty in
obtrining its ddition:l working ¢ty it-1 requirements,  The manajer of the loea
broneh of - subsilicry 1t tho Stot. B-nk, hiwever, took a sympathetic viow ond
grantod a clenn limit to the unit which was subscquently converteld inte o factery
type loanse

The unit was thus cnobled to exceute the (rlor succussfully ~nd having come up
to the cxpeetations of the ~utemebile manufacturcr, cst-blished regular ancillary
rolationshije Todny, ~ftor threo years, the unit hes o fairly equipped machine shop,

a modern foundry ~nd enpleys about 45 workers,

Marketing Assist nce

Undertakin,; market surveys on behalf of small units is ancther important
nssistinc: rendercd by oxtonsion ngencivs in mest countrios.  Such surveys, in
addition t. indicating the general growth trends for specifie preducts and the market
sharc for individunl firms, alse previde valuable guidelines on rolntive unit
realization which, when ~nnlyzed ~longside of unit=cost, mny indicite the idenl
product=mix - ttorne Additicunlly, suel surveys nlso indic-to ressible changes
that may have to be introduced in price yrliecy, distribution and s:los jelicy and

ales prometion offortse In the tw cnses prosento! belew, the first focusses on
the fincneinl implienticns of changes in product=mix and rel-tod prchlemse  The

scocond cn the implications arising from a change in price, sales and distribution
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Arpropriate product-mix

A manufrcturcr of sugar-mill components and parts in Kclhapur, Mahorashtra
Stte, India, indicated to - visiting scnior officer ¢f the Sm-ll Industrics Scrvico
Insitute (SISI), th~t he wished o hnve ©omarket study conducted to indiento possible
lines to diversify his out ut ittorns He ~lso wanted 0 knew ns to whiich among his
iresent produets ylolded him thoe highest not returns, s that, ir rorket conditicns
permitted, he cculd cuncentrate «n thosc,

At tho instance of this «fficer, the STSI undertock 2 market study for the
rroducts monufacturcd by the wiit, with an cye on diversific-.tion jpossibilitics into
related lines. The stuay revenlod thet amongst itc three main rroducts, the product
with highcst growth rotentinl was molasses pumps, followad by mogma pumps and sugar
dischargers. On the busis of markot petentinl, the unit could diversify into related
iroducts such as thresh jl- os ~nd centrifugnl shafts ~nd o veristy of improved
agricultur~l implements,

On the sccond jrint of refercnee, viz. the idenl product-mix, on the basis cof
2 cost and contributicn study, it wns discovercd thet the individual ccntribution of

the threce main products in the monthly profits f the unit woas

Magmz pumps Rs. 12,000
Molasses jumps T,500

Dischargor (=) €00
Ree 8,300 (~bout US $2,450)

- ——————————————

The tcam, therofore, recommended the discontinusnco . th. manufacture of
dischargers nd suggested thot on the basis of cxisting m.chin.g cnpacity and market
rotuntial, the unit shculd work on A product-mix of 25 molagcoes lumps and 16 mogma
pumpss With the nddition of new machinery suggestod, the unit ceuld ~lsc take up
the manufacture of thrash plates ~nd centrifugnl shofts (about 15 cach to start with),
Rescheduling of product-mix by itsclf woull involve an ~wdditional exjenditure of
R52500 (nbout US 367) rer menth on the selory of ~ now fitter and holper, but weuld
incroase the net menthly profit by about Rs.2,000 (~bout US 8$267), Hewever, if
Hvorsificntion ~nd expansicn was te¢ bo undertaken, which was oxpented to inercnsc
‘utput by nbout 32%, an dditional investmont of R3434,000 ("brut US £4,500) in now
Oquizmunt, such ~s = heavy duty lathe, radinl drilling machine, wrould be nnlled Fore

On an cxisting asset v-luc (written down) »f ~bout Rs456,000 (~ocut US 87,500),
with o lien on two machines (worth obout Rs425,000 - US 83,400), th. proprictor found
1t diffioult to soek additional finanee to the tune of Rse34,000, from commercial banka,
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The unit wes, however, advised to approach the M-harashtra State Industrinl and
Investment Courpornticn, which had just announced a scheme of quasi-cquity participation,

which incrcnscd the berrowing copacity of unitsce

Appropricte Mark.otinge Prlicy

Morkoting: =tudies ~ro of ecnsidernble value to basce a reorganization of the
m~rketing ;oliey f o univ, specially when the unit is facing increasing coempetition
from wot-blish o wonuf- cburcre -r when the unit wonts to cxjond its shore of the
mirk.te A rocrgonization of marketing olicy on rotioncl lines mey result in signie
ficant incronse in total golos snd unit renlization. The additicensl costs involwved
are often more than compensatoed by inercrscd realizntion. The following cuse
illustrates o pottern of reorgnnizotion of merketing policy pursucd by o small unit
manufaeturing fractionnl horsc=power mcetors and beneh ;rinderse Both the jroducts
are nssosscd t¢ have exeullent market 1respectss The qunlity of the products conformed
to standards 1ni1 down by the Indian §tandnrds Institution and are fairly reputod for
thoir quelity.

A toam of oxperts from Smnll Industrics Service Institute, Bangnlore (Mysoro),
vho woers roquested by the unit tc study its mnrket prospects nnd suggest possible
lines of reorgnization of its morketing policy, so that it can exrand its market
aren, mule detniled recommendations about cnch espect of its manufacturing: policy, a
summary whercof is jrovided belows

Price policy

Wull=known bronds (Kirlosknr and Crompton) werc priced about 20% to 2%
higher thon the compny's productse The price of ~ Coimbatore mnke was higher
by ~beut Hee Consumers of the products n~re quality conscious and net price cone—
scious. The Company can inercasc its jrice to the level of the Coimbatore

produccer,

Distribution

The jresent distribution set up through stockists is inadequates It ncods
tc be supplemented by more dircet techniques, Appcintment of two salesmen with

technicnl background was recommended,

Discount rate

A standard rate of discount at 2% on sclling price should be maintainoed,
The mere well=known brands carry = discount of 20% to dealerse The 5% highor
discount offered will moke the Company's product more competitive with stockistse

An additionnl disccunt ronging from 2%% to 5% over the flat rate be Ziven to
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stockists on incrcasced off-take cn a sliding scalce

Aftcor-sale scrvice

The compony should arr~nge with its stockists to provide aftere-sale sorvices

to buyers; in the appointment of new stockists this should be made o conditione

Additional Prometionnl Measurcs

The suggestions weres  Direcet sclling ~t industrinl osstates through salesmens
intensive jropagnnds thrceugh dirset meilin: in ~11 industrinl ost-tes, impertont
machine tocl monulacturers, cngincering colleges, roilway werkshopse  Advertising
may be carried cut in Journnls, locnl newsporers wnd trade bulletins, The
emphnsis should b to create o brand imagce

Additionnl rutl-y on the suggested reorrniz-tion wes ostimntel ot
R8426,000 (nbout US $3,500) = Rs.16,800 on two snleomen, Rse3,200 on the
technicnl literaturc, Rse1,000 on mailings ~nd Rse5,000 on ~dvertisinge. The team
estimated an inercase of <t lonst 20% in the sales realization = currently around
Rs.500,000 (~bcut US $£€7,000).

Expert Promction

Measures desizned to premcte the experts of smell units is yot another extonsion
scrvice of considernble sicmificanece to the unitse In mnany developing countries
including Indin, spceinl oftferts are meale to eduente the small units in export
irospeets, in the rroccdurcs involved nd the facilitics wvailables Orders are alsco
cbtained for the products of smll units from (vorsens morketse All these offorts
would be wasted, if the unit is net Loelred to find the initinl resources to oxcoute
the order, as illustrat.d by thoe fellowing :xmmplce

A unit manuf-cturing dynamce rollurs in Ludhinnn, was attunding o specinl eourse
on éxport promoiion conducted by the loenl Sm~ll Industrics Scrvice Institutce The
featurcs of the uxport premotion pelicy undert-ken by the 8ISI in coll-boration with
the State Trading Corporetion, the procodurcs invclved, os nlso the assistance that
was ~vnil-ble from variocus ogencice were being explnined in the coursce The propriotor
“pproached the officcer-in .charge of the coursc and indionted his desire t¢ be enlistod
a8 an cxporter,

The production frcilitics avnilable with his unit wore oxaminced ~nd found
sntiefctorys His name nlong with detnils of his jroduct was scnt to the State
Trading Corporation (STC).  After about threc menths the STC wrote to the SISI,
intimnting that there were renscnable jrospects for procuring export crders for the
rroduct, provided the¢ unit wns able to mointnin quality ~nd was ~ble tc supply at the
rote of about Rse270 (abcut US 337) per 1000 picces. Dotnile cof spocifications
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obtained by STC throu ' their agents aobrond was enclosed and a counter sample asked
for, |

The unit was infermed of this communicmtion. Boing convineed about the quality
dspoots, an 3181 officer went into Jdotoils of cost of rroducticn of the unit, It was
found that, cvon witheut ~ny faciliticos of essh subsidics, the unit cculd supply at
the price queted by STC. 4 counter-sample wns submitted which was apjroved by STC
and nan initinl order of 200,000 piccos wes ploceds  Tho dalivery period was three
months and during this poriod the unit hed to keap its normnl cutlets foede It
decided teo work -11 the throo shifts, reeruiting 4 ~Jdditionnl operatorse It roserved
the output of the third shift (manned by its cxperionced honds) for the oxport orderse

But soon the unit focol finnmeinl difficultios fop presuring raw materials and
storcse This was just the periol, when, duc to recession in the cecenuny, recoveries
were slow and credits were to b oxtondod for longer durntion, botween 6 and 8 monthse
The SISI, hewever, sot the unit in touch with the loenl bronch of the State Bank of
Indin and procurcd o guar~ntoc from the IIntisnnl Small Industrics Corporation. He was
oiven a elean loan of ~beout Rs416,000 (~bout US $2,400). With this the unit produced
200,000 jicees in nbout two menthse The STC 5ot the quality of the product verified
nd gave shipping: instructicns. A4n egquelly cmbarrassing situation for the rrorrictor
was werted by STC clveneing 90 of the volue of the gouds sown ~ftor despatch,

Frem the lustrotiong, it appoars thot whore the leniing jractices and preccdures
of fin-necin:; institutions ~re genred te dovelopment- 1 requirements, the ~dditional
finnneinl requircments of small units arc met witheut much difficulty, oxcept whon the
unit kapjons to be wverborrewed, cr where the existing enpital structure lous not
rrovidegadditionnl borrowing cushion. 1n such situntions, twe ~lternative solutions
fuggest themselvess  One is the device of o felonn advanee ! for o tumporary pericde
This is done in countrice, incluling Indin, by the Stote Bank of 1ndin -nd commereial
banke However, this facility is oxtonded only whore the unit is nirly acquaintoed
with the finmneinl institution througch poct dealings, or where a counter-ruarntoe is
broourcd. The Nationnl Small Industries Corporation performs this vitoel function in
Indin especinlly in regard fo finmnec required in the oxecution of gevernment stores
purchnsc programme or export tronscetions,

The second nltoernntive is to onlarge the oquity basce of the unit, so thnat its
borrowing jowcr is stroengtheneds  In the bscnce of the support of public participation
through stock—cxchango flontntions, the only mathod availabls to small units has beon

to accert finaneinl bartnershipe The limitnticns hore arc that 1 osmall industrialist

1s nomally averse te accepting finaneial partnership mnd that such individual investors
& Q
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arc fow and far between in most developing countricse Institutionnl agencies ocan
play a very useful role hoere by extonding cquity or qursi-cquity prrticipation.
Whethor in the relnaxaticn of the morgin requirements oroin Llowering: the cquity/
debt ratios, the problem once again veils down to thet of equate kmowledgo of the
operational environments of the unit, cenfidence in the integrity and resourcefulness

of the ontreprencur, nnd of coordination of cxtension and finoncinl assistance,
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APPENDIX I
THE STATE BANK OF INDI,4 CREDIT SCHEMES FOR SMALL INDUSTRIES

The Statc Bank of Indin hns been working towards liberalization of its terms of
lending ~nd cperntiins t¢ sult the nceds of smallescrle industries, cver since its
fermation in 1955, T 1y, it «perntes twe schiomes, the Supcrviscd Credit Scheme and
the Technicrl Bntropron.cur Scheme

Initi~1ly, the Sujcrviscd Credit Schome ~imed ~t providing 11 the werking
capit:l eredit nceds «f o osmnll unit, from the strge of purchase of raw matcerials
tc the stoe of despotel of tfinished zo-ds and ronlization of ducse From 1962,
term=lcans for the acquicition «f mochinery wnd cquipment = under the instnlment
credit wnd medium=term loon = hrve ~1lse beca nridede

The instalment eredit schoeme, meant for the jurchase of individunl picces of
cquipment, requirces bwn payment <f 20 4o 255 of tho cost of cquipmant to be
purchnscde Its -mertization poricd is five yonrs, with cqunl -nnunl instalmentse
The intercest charged is 9% n o reducing balanece rmethode The loans arc sccured by
a charge over the cquijment t¢ be purchascde

The medium=term 1oan differs from the inst~lment crodit schema, in thnt it is
granted on o 'Projeet! bosis for exjonsion of existing; units or £for now unitse It
can ccver acquisiticor o f lund, building, mnchinery and cquipmente Thoe repayment
period extends from 7 te 10 yenrs »nd carrics o flat rate of interest of 8%% cn the
actunl cutstonding ~mount.

The Tochniecinn Entroprencur Schome was initinsted in 1967 It adme at cnabling
enteryrising:, young, qualificd ~nd cxperienced technicinns to start small manulacturing
activitics on thoir ~wne Th. scheme is on an cxperiment-l focting and is cperated in
n foew metropelitan contres onlye Asgistonce under the scheme = chrnnelled through the
Bank's schimes for workin, cojitel and medium=t.orm 1 ~ns = is ~wvoil-ble for priority

industry lincs includin,:

’

those entering definee requirements, oexpert, imp rt-substi-
tuting, ngriculturc ricnted cr supflyin,: osscntirl consumer goodse The intending
technicinn-premetor is oxpected to0 £ormulnte o 'focl proof' tichnicnl scheme and be
rendy to invest ~beut 200 of the tctnal cost of the project (including working carpital)e
Fer the prosent, pre jeets invelving investments under Rs.100,000 (nbout US $13,400)
are normelly centertained, But this mount docs not include the velue ¢f 1and and
buildings, sincc «nc «f the implicd eonditicns is thot the unit should be located in
oac of the industrinl cst-tes, in o rented shode

The 'superviscd! credit progromme, which stnrted on o pilot basis in selceted
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centres in 1956, was cxtendod ~11 over the country frem 1959, where the Bank or onc
cf 1ts subsidiarics had 2 branch officce

On the finnneinl side, the scheme embadies eensider~kle liberalization of lending
rractices and toechnigues in matters f tyjos of coll-ter-l sceurity ~rd mergins
~ceepted, in the dur~ticn ¢f lean, in the nsscsrment f crodit-worthiness ~nd so  n, |
Orcraticnally, it is bascd on the ~etive nd coerdin ted ¢ 117ber-ticn (:w,t lenst
initi~lly) 0 <thor development~l @nd loncing “oencics, such no the St-te Dirceterate
«f Industrics, the Smnll Industrics Scrviec Institutos, the St:.t. Finawneo Corperaticns,
the State Smnll-scnle Industrice Cirporsvicn wnd thie & cperntive Bonks,.

A threo=ticrel organizotionnl structure cocrdinntos the ~etivitios 2t different
lovels: the Contrnl Cocrdinaticn Committee -t the pex lowvel, the Lee-l Coordinoticn
Committoe nt the regicnal levels and the working: »roups .t these brouches (hlsc known
18 the Intensive centroes) where the woerk connectol with the finmneing of smell=scnle
industrics is substrnti~l cr where there is sceje for thio type f work to cxpand,

At thoese Centres, o survey team comprising represent-otives < f the Stote Bank «f India,
Smnll Industrics, Service Institutce and the District Industrics Officer, forms the
cperational unit,

The tunctions «of the apex 1lovel and regi nal coordinntion committeos are to lay
dewn neliecy dircetives, review programme operations -nd te coordinate the working of
loenl grcups or survey tewms. The {uncticns <f the survey tonm re t0 visit individual
units .n the arca (thu list boing: 1rovided by the District Inlustrics Offic\:r), tc
wseartain their Cinaneil neuds ~nd to cxplain the rrovisions 2 the Lank!'s
liberalized schemes On the bisis of the findlags £ this team, the Stato Bank's cor
the State Pinonce Corper~tion's ropresentotives pay fuarthor vicits to the unit
indicsting neel for finmnec, Dot-ils <t requirements ~re wo rked cut and the unit
helped te £111 up the {imms,

The ecllaberating fin~ncing ~gencics (Strte Bink, State Fincnee Corjorations
nd the Cocrerntive Bank) apportion amcags themselves the rospensibility for prevision
of particulnr tyje f loan cr ngres on any one of them takineg up fin-neing the entire
nced of o particul~r unit. The ~uncics ¢ reurnedl with the provision of technicel
iosistrnce and ccunsclling foeilitics (the Smnll Industrics Scrviee Institutes ~nd
the represcntotives of the State Dircetcrate ¢ f Industrios) provid. tochnienl and
managerinl asscssment £ the ~pplieant unit. Additicn:lly, thesc nguncies help the
urits ot /oricus stoges f the project evriuaticn, construction ~ne operaticn,
| The Statc Bank of India, under the Scheme, cxtends nssistance to the Statc

Finance Corporaticns (which do not undertake commerci~l banking functions) in
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facilitnting SFC's participation in the Scheme. The assistance rendered includes

barnking functions such as opening of accounts in the names of SFCs, into which SFCs
could credit the amounts to be disbursed to their borrowers, furnish credit reports
on the borrowers of SFCs; assist SFC borrowers in making banking arrangements; and
post-financing assistance such as, periodical inspection of the securities pledged

by SFC borrowurs.

g3
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APPENDIX II

A MODEL FOR APPRAISAL TECHIIQUES AND ASPECTS COVERED

Economic Considerations

Considerations involved herc are the relative priority o” the project in, and
its contribution to, the national cconomy. The priority of the proposed (new or
sxyansion) project is assessced in teorms of its 'product', as normally laid down from
time to time, in nationzl policy stiutomentej it is also assassed in terms of the
rolative contributior ot the proposcd pro,:ct in terms of creation of additional
job opportunities, import substitution, export promotion, -wumenting supplics of
scarce commoditics, promotion of regional dovelopment, utilization of lecal raw
mat.rials or industrial by-products, introduction of a row teehnology, or a new
processe. Small industries normally being aot subject tc licens:ng proecdures, the
responsibility fer seraening projects frem the consideration of their contribution

to the national cconomy devolves on developmental financing agencicse

Market Considerations

Market consideration is one of the important detcrminants of ocommercial
viability of a projecte An cvaluation of the market covers such aspects as the
scope for the product in tcrms of overall sizc of the market, quality and prico
comp:tition and regional factors. What is :mportant is that the market details
available for the particular industry on a national or regional basis from pre=

investment and other studics should be reworked in terms of the specific project,

18 to quality, capacity, pricc, natural marxet arca and S0 On.

Managcrial Aspects

Of all aspccts of =z project, the managericl aspect is the most important and
vot the most difficult to cvaluates A project may be ideally located, hishly viable
in tecchrical and cconomic agpects, ademately :ndowed in financial resources; yet
all these do not constitute an adequatce safcguard against possible future failure of
the project, if it is saddled with a management lacking in intcgrity, competence or
resourcefulness. At the same time, unlike the other aspccts, the sources of
information and ;uide-~lines for asscssing the managerial agspecte arc vajue and
undefincd. A study of the promotor's business and i'inancial record coupled with a
critical inspection of the enierprisc by technical staft may be helpful as a starting
point. This may nouv be available in thc case of new ontrants to manufacturing line.
The familarity of the promotor in the line selocted in regard to technical cxpertise,

trading in this or similar products, may be uscful in tackling the operational



ID/WG.17/14
Pa,~: 3&

problems of the project. Probings here should start with an examination of the manner
in which the applicant has formulated the project and his cxposition of essential
aspcets of the projeet, The job of management is not only to keep the plant running;
mor.: important is their perspicacity in mansgsing the problems such as marketing,

labour rélntiong, finaneinl planning -nd so on. What neods to be found out, therefore,
is the capacity for leadership, sincority of purpose and a keon sense of Jjudgement.

An apprecintion of those impercoptible traits in a small cnterprisc owner-manager can
be gained only by close association nnd personal contncts of the staff of the financing
agency. The savings in operational costs and avoidance of delays involved in
evaluations based on pursonal and intimate knowlod.e betwoen small entrepreneurs and

financing agency 1s considerable.

Tcechnical dspects

Most details of a project concerning technical aspects are normally found in the
various pre-investment surveys in a general form. The project feasibility report,
which rclates these general details in terms of specific locational, market and other
environmental requisites of a projcet, ncuds to be subjected to further scrutiny -
both to accord with the managerizl capability of the promotors and other variables
likely to affeet the projeet in respect to dcsign, production build-up, availability
of overhead and infra-structurc facilitics. The type and varicty of technical details
sought or the insistonce on & comprchensive rroject report vorics depending on the
size of the project (in tumms of investment and volume of output) and also on the
assessment of managerial background -nd capacitics. Normally, whon the loan sought
is less than 2 specific amount, or when the cgquipment sought to be purchased are of
a balancing n:turc, or whon short-teorm working cipital accomodation is requested,
oxhaustive technicnl details may not be insisted uponie In other cascs, detaills on
following nspeets are insistod upon, =nd these ~re subjected to thorough scrutiny:
uses and npplications of the product, process involved, toechnical composition, quality
and sizc range, size and sealc normally applicable for cconomic product.on, initial
capacity and facilitics ncoeded to be provided for futur: <xpansion, proluction
build-up, integration possibilitics, byc-product utilization, product-mix, locational
considcrations including accessibility to market and sources of supplics, availability
of overhcad facilitivs such as power, water, developed land, offluent disposul
facilitics, railway siding =nd other communicational facilitics; details of plant
and equipment in respeect of their techinical and operational performance, c¢ngincering

details including specifications and quality, make, origin, adaptability for being

used in other raw materials or for turning out rclated products; plant lay-out




ID/NG.17/14
Paso 39

including provision for cxpansion, material flow, adequate inter=process and aftor-
process storage spase, lioocur amenitics otce.; suppiics including; raw matorinl as to
quility, type, adequacy of supplics over 4 jerind -nd the y¥rice, byo=products ~nd
thelr utilization, neads of complementary inputs, lubour aveilability, waie rates,
power rates wnd s8¢ on,

Wnile familarity uith the genersl conditions in the varticular industry and
reclevent informution contained in various nro-~investnont studics vwill te of considere
able nssistanco, comperison of deteils from othor similar projcets exaumined in thoe

pact by the institution will be o1 importancce

Financial Aspects

Fincneial aspects of evaluation include ostimation of the totel cost of the
project, its means of finanecing and its profitability. Evaluation of cost of projoet
02lls for tochnical nnd financial expertisce Expericnce concerning other projects in
the same or similar industry is valuable nere, as in other sphores, Ther: may be some
amount of ccrtainty nbout dir-qct cost of plint nd aquipment, but rot so in may others,
Typical probloms and questions that may have to be roselved arc: cost of 1and including
site development cxpenses;  type of building structures »caquired and thoir cost based
on detailed estimatee by architeets, cost of plarnt and aquipment bascd »n far ~s
possible on firm quotations Lrom gupplicrs, expenses on -neillary facilitics such as
Jodowns, vchiclus, power sencrotors, tube wolls ote., depending or the location;
expenses which may Lo requirad ror plunt crection, trial rung, training of porsonncl,
ndequate provision for pre—production expenses and those conncted with raising of
finance for the projocts Adcquate margin for eontingencics which myy nrise from dclay
in construction, incrcasc in prices of capital items and other unfor.scen axpenditure,
mey have to be provided tfor,

The workin: chpitil requirements of the project, which would includc provisions
for normal raw matorial and firishod good: stocks, trade credits depending upon
practices peculiar to the particular industry, ~uwd the work-in-proccss depending on
the length of the production process and upen the estimated normal production of the
unit, have to bo provided fore

A tentative projection of the futurs production cosis anu profitability has to
be made, on the basis of which, wticipatvod int'low and outflow of 2nsh is madce In
the casc of an cxpnsion programme of ~n existin. unit, th. past trende in production
costs, profitability ~nd cash tlows form the basc fer projection of cost of production
and profitability for the output arising out of the :xpansion programmce For new

projects, the dircet manufacturing cogt and administrative nvcrheads can be estimated
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with ~ fair degree of rcliability. The cost of servicing loan financ: * ag also tho
tax-burden has to be tentatively estimated. In estimating the prices of raw material,
the domestic supply and demand position, past trend in prices and likely future
position hac to be tiken into account. While the raw material requirements con be
asscssed fuirly aceurntoly, depending on the technolocical ratios for the industry,
labour requirements, siilled, unskilled and supcrvisory, have to allow for the normal
efficiency of locnl labour, the degrec of skill attained by it and th: period
required for it to ~itain rnorm-l eofficicney,  The futurce cost of the rroduct and the
production build=up cnvien, vl will be largely detormined by market factors.

The over:ll menns of fin~ncing is detemined by the requirements of finance for
the initial cost of the project as also the need to mect 2ny cash losses as revealed
by the profitability statements and the provision for working capital rcquiroments

in the initial yoars.
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APPENDIX 111

Case Study Hue1:

Projoct Identificat ion uvidange

The type of assistance noodod by an internding promotor may vary in dogrec
dopending on the prospoctive lecation or thve urit, such ag o metropolitan city,
urban centre or o rural rowmship, the oockIround of 4ic promotor, the typo of
industrv-line and tho volwne ol investmoent contomplated, ut basically these are
the same as typifiea by the followin: illustrotion from Bombry city, Indine

4 young gradw te catbeon sontra “tor un ono o tn Coentral Goveornment Offices
in Bombiy was lookin.; around for an Cpporitunit; to sturt nanutcturing unit from
out of his ncoumul-tod savings (of ~rourd R=.10,000 ~ -bout US $1,333). He heard
about the activitics of the Small Industries Scrvies Institute (SISI) it Bombay, from
2 businessman who oceasion:l 1y dropped in at the conteen whonever ho visitew thoe
Government office on work.

Or n visit to the lozal SISI office, he was offured thres or rour industry-lincs,
such as manufucture of wire nailiy nylon socks and ~otion covering of conporewirc,

Ho could toke up "ny onc of thus:, since thoy involvod simple proecogsis, had roady
market and were within the investmont range of Re. 15,000 (about 1S $2,000)

to R3420,000 {about US 32,700) indicotnd by hine H. was given moucl sehomes tfor cach
of these and was asked to study them and revisit the SIST ~fter he had made up his
nind,

On re-visiting SISI offies aftoar cbout n fortnight the cotiictor indieat 'd his
desire to takc-up the cottan covering of ecopper wiro, According to the Model Seheme,
he had two alternativess () 2ither 4o set the wire from 1 leawing unit, in whichk cnse
his total investment would be ~round :42C,000 (~bout US $2,70C) in machincry and
equipment, or (b) to instal - wirc=Arawing mochin., which would raise the project coet
by about Rs.15,000 (~bout US $2y00C). o wos told tit if heo got himsolf registered
with the State Dircctornt. of Irdustrics, he could for thoe present got nis supplies of
copper wirc from - wvirc=drawing wit wd at - lator s Ny, e ean instal a drawing
machine himsclfs He aorecd to this fuggestion. e was asked if h: had any work=sned
in view and 1f not he wae advised to appronch n particular privatce industrial cetato
where shede of his roquirament in riodernt s monthly rentnls were likely to be available,
He was also given two sots of forms, cne cach for isetting registered with the
Dircetorate of Industrics -nd ancthor sceking o loan of Rs.4,000 (about US $533)
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from the sume sourcc. He was also asked to approzch the Shops and Establishment
Dopartnent to be enlistede 4L list of supplicrs of machinery = o winding machine,
two doubl: cotton-covering nuclidnes, n yarn filling minchine and othor accossorics
wis also provideds 4o ownsoasited $o visit the 8181, if he had any Jlifficulty,

He visited the SISI frocuently thoreafter to scok assistonce or Juldance,

I the course of threc months he obtained th. loan from the Dircctorate of Industrics,
ot the machines cad had thom instolled, reervited four vorkers and commenced
production,

Four rears later, he wis fairly statilizod in the linc:. his totnl investment
incrensed to about Rs. 75,000 (zbout JS #1710 OOO), ninual sales around Es.150,000
(~bout US 320,000); onployed 12 workers. He hnd o copper drawin,: machino installed,
inercnsaed other items of machinery. His customers included the Railways, and eight

manufacturcrs of transformers,

Cuse Study No.2:
Guidance in Frojoct Formulation and Igp;cmenfation

In & prodominantly ~srioculturc=bnsed district in Mohnroshire State, India,
situated on tho connt-lin., two formcer workcrs in toxtile frctories in Bombay,
doeided to set up - co=oporstive rooiing tile maunwseturing unit,  Cloy of the
requisite type was awvoiloble locnlly and the dictriect provided ~ na*ural market
outlet: nn arca survey eonducte:l by the Small Industrics Service Instituts (s1s1)
indicated monthly import of neorly 200 y0C0 picces of tiles from the noighbouring
stntes of Mysore -nd Yur.ln, Ly san.

They discusscd tne propossl with the District Industrics Officur of the State
Governmont, who confirmod that thore wore {"ood prospeects for sottir.: up n roofing
tile tfactory, as rovenled by the arca survey (carlicr mentioned) but the same survey
indicatod thot the investaent involved was of the order of about Rs4190,00C (about
Us $24,300): comprising Rul70,00C (about US $9,30C) in land and building,

Rs.2%,000 (~bowt US 212,700) in richinery and oqud smont ond R$4249,000 (nbout

US 83,400) irn vorkinge crpitile  Since tho Co-operntive Department advancod roughly
about four times the shurs=capital of o socicty, thoy rockoned that, with bank
accomodation for workin: cnpit-l, +hoy may have 1o ecllect about 1%450,000 (about
Us %6 600), by wiy of shar: c.pitales They nceordingly started raleing sharc capital
trom amon:: the membors of the socivcty, but were able to r-isc only about Ree23,000

(about US $3,100), Having friled to colleet the minimum amount of sharc capital ard
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with ro immediztc prospects of increasing the amount alroady collcected, they wanted to
Tind out if the total project cost could be reduceds,  With this ob jectivz, they wrote
to the Small Industrics Scrvice Institut.; 2t Bombay, which ~rranscd to sond one of
its Ceramic cxpurts to the nre.,

After discussing with whe min brometors, thic oxpe~t visoted places with clay
deposits and chininod samples of cliy feor being tostods He @ lso vieitod the probable
£ltes for thue fuotoury v solectod one vhicl, was norr Whe el deposile and lso had
A fairly deop woll, Also, who plot of innd belongsd to tin sovernment and he suggested
that the promoters ~pprcach the concornod department to ebicir the land froo of cost,
He also fourdd that considerable savings could be had on aeccount of the building, On
the basis of faciliti.s available ot the proposcd location, he re-worked the detnils

from the Modcl Schemse as undors

. Somparison of itum-wisc cost

4s provided in the ' As ro-worked by tho
Modcl Schoeme i Cernmic uxpert

In Rupecs

Land 3,000 Trec

Factory Shod 60,000 22,000

Well 7,000 500 (for rupairs)
Furnacces ~nd Chimney 35,000 35,000

Other Me.chincry and
vquipment , including

drying cquipment (C,000 ' 53,000
165,000 (US $22,000) 116,500 (US $14,700)

zT= s

He re-worked th.. profitability ratus and found that on account «f the saving in
thoe transportation cost of clay, lowsr wegos 1o workers and lowor deprecintion and
interest charges. the annual net profit worke  out to 14% against tho 11% indicated in
the Modcl Schomoe

Having obtrinoed a revised scheme which indicated a total investment of about
R4 140,C0C (abcut US 3i8,70C), including working capital margin, the promotors
approached ther co=operative department for the loan and obtrincd Rs.99,000 (about
US $13,000).

The SISI officer wes requested to suide the seeicty in the creciion of the
factory. Since the soci-ty cculd not afford to cngage the servieces of o specialist
erector, the SISI uxpert associated himgolf actively in the various stoges in tho

implomentation of the project,
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Ho advised the socicety about the reeruitment of o qualificd manager, provided
machinery epecificotions, assisted them in the seluction of machinery and cquipment
and in the construction »f ~hc furnace, .rew up loy-out plan, supervised the ercction
work, commiscioncd the plant caui wadertock trial proluction. In 21l these stages, he
associntod th. now oppointed factory mannger, so that lotor he will be able to tackle

maintonanc: and production problems himsclis

Casc Study Noe3:

An Example of n Poust-Finanoing Problom

A Tormer managar of o Puarmnccutienl concern Loft the position owing to
differcncet of opinion cnd witl: the onccuragement siven by friends and acquaintances
(doctors and ;ﬁmmmacouticnl doolers) decided to set up a unit for the manufacture of
medicnl products suck as distillod wator, injectiblos, ointments, among other productse
He purchosod o plot of lond, velucd ot about Rse20,000 (nbout US £2,700). Ho
aprronchod o term=londing institution with o letailud project roport, convisaging a
total investment of Ro.A400,000 (ctout US $53,400). ie rcquested an assistanec of
R 200,000 (~bout US $26, 700) from th. institution. o proposod to arrunge for the
balanee cof Re,200,000 (~houwt US QZG,YOO) by inviting two doctor-fricnds of his to be
dircetors in the comprny.

Aftor serutinizine bhe projoet, the Tinancing institution agreed to oxtend the
assistonce roousstod fer. Ag 2 condition, lowever, an undertaking was obtained from
tiw promotor thot he would bring in Rs.200,000 prior to the disburscment of the loan
ganctionoed by the institutione

As the implomertation of the projeet vrosresscd, some daffercencos of opinion
arosc botwoen the promotor :nd the Joctor-frionds, who withdrew from the projccte
The promotor had to npproach his dealer-acquaintinces o make jeood his undertazking to
the londing instituticn,  The deslers, howover, stijulated that solo selling ageney
with oxclusive torcitorinl rights slould Lo entrusted 1o thom (thrco dealers nll
having up—country offﬁccs), which wrs corood teoe  Implomentaticn off the project was
comploted, Shore hein,s odelay of about six morthse Initinl production start-up
problems lolayed commercinal production by ~nother oix monthse

Finally, when the product e-ame into thoe market, the dealer-financiers domanded
unjustitiably hih discount r~toes, nd stipulsted other sales and despatching
conditions, which woo not nccoptanls to the promotore The sales cfforts of the sole

gelling agency censcaquently sngiode There was lso considerable market resistance




ID/WG.17/14
Pr oo ab

on account of compctition from branded products of large unitse Stocks of manufacturod
goods accumulsted; additionsl vorking capitnl facility was obtained which increascd
operation cxpensvse With the velume of snles restrietol, production had te b
curtciled severcly, which rosulted in the wnit-cost boein substontinlly Fijhr thnn
thosc of tiw competitors (rnl ~lse those wosumeld in the prefitabllity projoctions ).
Another factor recponsible for pushing up the wunit—cost was the loeatienal dis-
rdvantaszos (About 40 miles auny Crom the source of row moteriels ol market) which
ontailed higher tronoport: tion costs on raw metorinles {finished products.  Ho
tried to procure government tonders but wos unsueccsstul.  There woo re for
receruitment of additional detailin: otalf, introluciion of o wniling sorvice and o
vigorous alvertisemont ecampai-n ln tho lay press wni professionnl journils, A1l these
needed additionsl fwsls which the promotor wos hord jub to cntiidne
Annual rroduction in the first throo yoars avers;el 15.150,000 (about

US $20,00C), R=e250,000 (about US $33,4CC) -nd Re.300,000 (nbout 1S $40,000), agninst
the anticipetel Liiures of H8e450,000 (about US $60,000), Rs.650,000 (about
us 387,000), and Re o 800,060 (~vbout US 3107,000) respeetivelye  Roepayment obligations
which woere to commence from the sccond yenr hnd to boe postvoned and the working
rosults could not oven sustain interest repayment cbligoetions.  The carlicr repayment
schedule was based on thio assumption that the unit will ~ttain an onnual scles of

Re. 600,000 (mbout US $80,000) durin: its sccond year of cperation, which would have
yiclded o net prefit adequete to fulfil an annunl repayment obli.nticn of Rse30,000
(Us 34,000), comprisin, s intcregt nd onnusl ropayment of the prinecipel anounte In
the altered situntion, to ackicve v snles 1.val of Rse$00,000 crtailed adiitional
apital of about Rse100,00C (sbout U'S $3,400)e sut th cxistii; eapitnl structur. of
the unit did not permit addition .l borrowir; cushion (the cquity—=leht rotio purmissible
being a minimum of 1:1). The tincrein; institution, in the meantime, hes permitted

the unit to postponce instalment pnymentse
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