
















































































































































































































































































































































































































































































































































































































































































206

The industries located in and
around Bangalore, Mysore and
Hubli have been selected.

(4) Location of Industry

(5) Year of Establishment

The SSIs established during
late seventies and eightees
have been selected.

(6) Performance of the
units - While selecting the units for
field survey care has been
taken to see whether the unit
is running profitably or
running under loss or sick.

The wunits financed in the
range of Rs.0.50 lakhs to Rs.
60.00 lakhs have been

selected.

(7) Quantam of Assistance

Further due care has been taken while selecting the
units that they do not fall under tiny category or in the
verge of transforming into MSI category. The wunits with a
turn over from Rs.1l0 lakhs to Rs.50 lakhs have been given

more stress. The same can be seen in the Table-5.1.
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TABLE - 5.1

VALUE-WISE AND INDUSTRY-WISE PROFILE

(Production)

Sl. Range INDUSTRY TYPE
NO.{(IN LaKhS ) === m oo e

1 <=5 0 0 3 0 0 1 0 1 3
2. 6-10 1 2 0o 1 o0 1 1 2 1
3.11-15 0 6 1 1 0 0 1 1 2
4.16-20 1 0 1 0 0 1 0 2 0
5.21-25 5 2 3 1 1 0 1 o 4
6.26-30 6 0 0 0 0 0 0 2 1
7.31-40 1 0 1 1 1 1 1 11
8.41 -5 0 1 1 1 1 0 0 2 2
9. 51 & 1 0o 0 0 1 1 0 3 2
Above

5.2 OBJECTIVES OF THE FIELD SURVEY :

The survey is to assess the impact and magnitude of
financial assistance provided by the Financial Institutions
to the SSIs. The utilisation of finance depends on various
aspects like promoter - his background, raw material and the
availability of the same at a reasonable price and on time.
Hence the survey apart from the above mentioned major

objectives have also made an effort to -
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assess the background of the promoters education as

well as experience,

constitution of the unit and its bearing

on the

running of the unit in terms of source of funds and

the working of the unit,

to analyse the time taken for implementing the

project Vis-a-visa the time taken for obtaining the

loan from the Financial Institutions as well as the

time taken for the complete release of the

source of raw-material, its availablity

impact on the running of an SSI concern,

loan,

and its

securing finance, both term loan and working capital

loan at an appropriate time,
the total <cost of project, total
assistance obtained and the analysis in

profit or the working of the SSI concern,

the problems faced to obtain the loan,

financial

terms of
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- what are the major heads of working cost of an SSI

concern?

The format of the questionaire is enclosed as an

annexure to this chapter.

The findings of the field survey are presented in the
form of the profile and then an integrated analysis of -
various factors like - promoters' background and its impact
on the running of the concern, time taken for
implementation, Ratio of employment - office to factory and
its effect on the working cost of the unit are given. The
data collected have been analysed with the help of the

computer.

Hence, in this chapter an effort is made based on the
field survey to present the impact, nature of financial

assistance and the problems faced while obtaining the loan.

5.3 PROFILE OF THE FILED SURVEY:
The profile of the surveyed units based on the
promoters' background, Industry type and wunit type is as

follows:
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.1) Type of Promoter

(a)
(b)
(c)
(a)
(e)

Below SSLC
SSLC

Graduates

Post Graduates

Technically Qualified

(2) Unit type

(a)
(b)
(c)
(e)

Proprietory
Partnership
Private Limited

Public Limited

(3) Industry type

(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)
(i)
(3)

Food

Electrical and Electornics
Chemical

Textiles

Engineering.

Hotel

Leather

Rubber

Paper

Others

46

22
24
10

44

15
14

10

14

14

15
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It can be seen from the above that as much as 9
industrial groups are covered in the field survey. These are
major industrial groups. Majority of the SSs1 units
established are in this area and is the true representation

of SSI industries group.

(1) Promoters' Education and Background: Of the 100
units surveyed, the educational backgound of the promoters'
is as follows - 46 are Technically qualified, 24 are
Graduates, 7 are Post Graduates, 13 have studied upto
Matriculation, and 9 are below Matriculation. Of the 100
entrepreneurs, 87 have changed their profession i.e. to say
there is no relation between their earlier profession and
the present profession and only 10 people have continued in
the same profession i.e., they have started the present
concern based on their previous concern. We could not
ascertain the background of the remaining 3 entreprenerus.
This clearly indicates that the promoters' education or
background should not be an over riding factor while
deciding about a project. More than anything else it is the
promoters' commitment and motivation that matters in the

successful running of an industrial concern.



211

(2) Implementation - a Micro Report:

Of the units surveyed an effort is made to know the
time taken for implementing the project. This is further
linked to the problems with Financial Institutions in delay
in implementation if any. The table below shows the time
taken for implementing the project among the surveyed units
which ranges from 1 month to 63 months. The average time is

12.65 months.

After having carefully observed the Table-5.2 the

following points crop up :

(i) 39 units have taken time ranging from 1 to 6 months.
(ii) 30 units have taken time ranging from 7 to 12 months.

(1ii) 8 units have taken time ranging from 13 to 18
months.

(iv) 4 units have taken time ranging from 19 to 24
months. '

(v) 17 units have taken time ranging from 24 months and
above.

The reasons cited for the delay in implementation
are :

a) Problems with machinery suppliers - with regard to
quality and installation. It has been observed during
the field survey that majority of the machinery

suppliers do not adhere to the delivery schedule and



IMPLEMENTATION MICRO REPORT

YEAR OF DATE OF COMME-  DIFF.
UNIT NAME ESTABLISH- NCEMENT OF COMML. (MONTHS)
MENT PRODUCTION

1 2 3 4
PAVITHRA FABRICATORS 01/02/89 07/09/89 7
MORZARIA PRODUCTS PVT LTD 01/12/69 01/01/70 1
KARNATAKA ELECTRONICS 01/05/80 01/01/81 8
SMAK PHARMACEUTICALS LTD. 01/01/88 01/01/89 12
SUDARSHANA AUTOMOBILES 01/01/76 03/01/77 12
SUSHRUTHA ELCOMA PVT LTD. 01/12/79 04/01/85 62
COZY POLYSTONE LTD. 01/12/89 01/01/91 13
APPOLLO FOOTWEAR PVT. LTD. 01/09/82 11/11/83 15
B.L.L.C. PVT. LTD. 0r/12/77 01/01/80 25
SUSHRUTHA NURSING HOME 01/02/87 01/01/88 11
SUNIL ROLLER FLOUR MILL PVT LTD 01/08/89 05/01/90 5
GREARS & TRANSMISSIONS 01/01/74 04/04/74 3
KUKREJA ENTERPRISES 01/01/88 01/01/88 9
PERIWAL PLASTICS PVT LTD. 01/03/70 01/01/71 10
SRI SAI COIR 01/01/89 31/05/89 5
LEWIS NATURAL FOODS 01/12/87 01/01/91 38
NAPTHA RESINS & CHEMICALS 01/09/74 01/05/75 8
BINFO ELECTRONICS 01/11/87 01/01/88 2
AGRO CHEM INDUSTRIES 01/06/85 01/01/86 7
SHRINIDHI CONTAINERS 01/08/90 07/03/91 7
THYLI INDS PVT LTD 01/01/75 01/02/75 1
ULTRA FABS PVT. LTD. 01/04/82 06/01/83 9
ASHWINI INDUSTRIES 01/06/82 01/01/83 7
HIGHLAND GRANITES 01/03/88 01/01/91 35
GANESH CONSULTANCY & ANALYTICAL SERVICES 01/02/85 01/12/86 22
HOTEL POORNIMA RESTAURANT 01/01/91 01/10/91 10
SRI GAJANANA GRANITES 01/04/86 01/08/86 4
S.P.S. GRANITES 01/12/84 01/01/89 50
VARADARAJA SILK THROWING FACTORY 01/10/90 08/01/91 3
DAVANGERE WIRE ROPES 01/08/86 11/06/87 10

c1e



TECNO TOOLS
GEMINI DISTILLERIES
AUTOMATION TECHNOLOGIES
SUSHMA PVC VERISERS
NATURAL & ESSENTIAL OILS
GANESH ENTERPRISES

DURO TRADES & RUBBERS
PIONEER PLASTICS INDUSTRY
ALOIS PRINTRONIKS (P) LTD
FALMA LABS PVT LTD

VENUS FISHERIES PVT.LTD
KARANATAKA VENEERING IND.
SEQRONICS (I) PVT. LTD.

KHOBA CHEMICALS & SYNTHETICS

ADVANCED COMPONENTS
ALUMINIUM TRANS PRODUCTS
MYSORE MACHINE AIDS
AGRO THERM PVT LTD
DUTTA INDUSTRIES

KINGSLY EXPORTS

NILGIRI DIARY FARM LTD
VIGIL FILAMENTS PVT LTD
DIXIT'S ENGS COMPONENTS
SKANDA OFFSET PRINTERS
HOUSY FABRICATION

MARI GOLD FOOD INDUST.
PRINCESS RANJU ELECTRO
KODAGU FOODS P LTD.

MBM POP RIVETS
KARNATAKA RUBBER INDS.
METALLIC SOAPS & CHEMICAL
KANVA INDUSTRIES
HOYSALA FASTNERS
PERFECT ENGG. WORKS
CIRCUITRON PVT. LTD.
MYSORE NAILS & FASTNERS
SYNTHORG (P) LTD

WOLROM MULY PRODUCTS
SPARELLI DAPHNE LABS LTD

01/08/83
01/05/84
01/08/86
01/10/85
01/07/80
01/08/88
01/05/86
01/08/83
01/07/88
01/02/88
01/01/86
01/01/73
01/01/84
01/11/87
09/10/75
01/02/78
01/05/85
01/02/87
01/02/86
01/01/88

01/01/89

01/04/84
01/08/90
01/12/88
01/04/84
01/10/85
01/03/82
01/10/80
01/12/78
01/12/80
01/12/78
01/11/74
01/12/84
01/10/70
01/11/88
01/09/79
01/08/77
01/12/85
01/12/86

01/09/85
01/02/85
01/09/87
01/04/86
01/02/81
15/02/89
01/12/86
01,/02/84
01/03/89
02/11/88
01/08/86
01/09/74
01/01/86
11/06/91
01/01/79
01,/08/81
01,/08/85
01/09/87
14/09/86
01/04/88
01/03/89
01/11/84
01/11/90
01/06/89
01/09/84
01/01/86
01/10/82
01/01/81
01/10/86
01/01/83
01/01/81
01/01/75
01/09/85
01/12/70
01/01/90
24/04/80
01/01/78
10/01/87
01/05/90
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SUKUMAR SOFT DRINKS
CLASSIC LAB

AMARNATH ENTERPRISES
NILGIRI CANCER CENTRE
SPECTRO COLOURS
SHANTHI ENTERPRISES
FUE PROS

AKSHAYA RUBBERS
VINEETHA ELECTRICALS
SANKETH ELECTRONICS P LTD
CHANDRA PRAKASH AGARABHATTI WORKS
ARIAN AGRO AGENCY
SHEKAR AUTOMOBILES
APCO HAND LOOMS
UNITECH APPLIANCES
SYSTAMASTIC ENTERPRISESS
THE MYSORE CONSLTANTS
SUNDER AGENCIES

RAMCO ENTERPRISES
TERMOTIC INDUSTRIES
ZAN-TECK LUMBERS
PALAVI TRADES

MSORE BOX COMPANY
SYSCON ENTERPRISES
KALPANA ENTERPRISES
SHAH ENTERPRISES
HONEY PRODUCTS

RAJ INDUSTRIES

RAJ GARNITIES

RUPESH ENTERPRISES
MAHAVEER INDUSTRIES

01/05/88
01/06/87
26/07/87
01/02/86
01/11/79
01/08/89
01/12/88
01/12/88
01/08/86
01/01/85
01/08/90
01/01/81
01/09/83
01/02/84
01/11/82
01/09/89
01/11/89
01/10/79
01/01/82
01/11/78
01/01/81
01/09/81
01/01/82
01/05/81
01/05/83
01/12/85
01/11/90
01/01/82
01/08/89
01/01/85
02/05/81

12/02/91
12/12/89
01/08/88
07/08/90
07/01/85
04/02/90
01/05/90
01/06/90
01/11/86
15/08/85
03/12/90
15/04/81
02/04/84
21/08/84
10/01/83
13/02/90
10/02/91
10/04/80
10/02/82
01/03/79
03/04/81
02/01/82
01/03/82
01/12/81
09/09/83
12/04/86
03/04/91
12/02/82
01/02/90
09/03/85
01/06/83
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poor after-sales service. The machineries once
installed normally will not function smoothly in the
initial stages. There will be some initial teething
problems in the smooth running of the machinery.
Generally all the 1leading manufacturers of various
machineries required for the industry will have Sales
Engineers who take care of the problems arising during
the initial time or the problems arising
intermittantly. But in case of the machineries
supplied to SSIs, it has been observed that the
suppliers have rendered poor after-sales service.
These problems at the initial stages of production
will further compound the problems. The problem is
more pronounced if the machinery 1is imported or

supplied through the dealer.

Too many formalities, procedures, clearances from
various government agenciegAike - FPO 1licence for
food based industry and if more than 20 persons are
employed the unit will come under the Factories Act
and the PF regulations, ESI regulations have also to
be followed. These types of problems after the
installation of machinery and construction of building

will put heavy burden on the successful running of the
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unit in the form of unneccessary interest burden, loss

of production, losing to competitors in the market

etc.

The procedures of the financial institutions before
the first release like documentation is cumbersome and
costly. Before the first release, the loanee has to
sign several documents 1like, Hypothecation Deed,
Guarantors Deed, Loan Agreement and if the loanee is
offering a collateral security, the original documents
of the property like Title Deed have to be deposited
with the Financial Institution. Apart from this the
entrepreneur has to provide, No Encumberance
Certificate on the property from the Sub-Registrar,
Tax Paid Receipt on the property from the Municipality

etc.

It was also expressed during the field survey that
Financial Institutions charge interest during
implementation period which causes a lot of heart burn
and leads to <cash crunch as the wunit will have

teething problems during the implementation stage, and
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e) Unhealthy competition through under or over invoicing
(i.e., inflating or selling the product at a lower
rate) and selling without proper bills. There is a
provision in the Sales Tax Act if the particular
commodity is used for industrial purpose, there is
differential tax rate. The normal Sales Tax at present
is 8 per cent. But for industrial wuse it is 4 per
cent. The traders use the 'C' form (which certifies
the use of the product for industrial use) to buy the
product at a lower rate and sell it at an higher rate.
If a trader is selling without legitimate bills, he
will not charge the taxes to the buyer and hence will
be selling at a lower rate. This will certainly affect

genuine and honest manufacturers.

(3) Raw Material: Raw material is an integral part of the
production process in a manufacturing industry. It is the
quality of the raw material that will determine the quality
of the product and then the sales. It is a vital element in
the production process in terms of - quantity, quality,
availability, delivery schedule. Therefore an effort has
been made in the field survey to know the source of finance
for raw material i.e., whether the raw material is procured

through working capital or through internal accruels or
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other means and also to know the source and the nature of
problems faced by the entrepreneurs while obtaining the raw-

material. (See Table-5.3).

TABLE - 5.3

SOURCE OF RAW MATERIAL

S1.No. Source Number
1. Open Market 30
2. Governmental Institution 17
3. Imported 21
4. Scarcity 32

It can be observed from the table above that 30 per
cent of the units got their raw material through open
market, 17 per cent through government institutions and 21
per cent of units got their raw material through import. The
implications are that majority of the SSI concerns are
obtaining their raw materials from the open market which is
costly. Whereas the supplies from the government

institutions are cheap but cannot be relied on quality and

timely delivery.
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TABLE - 5.4

INDUSTRY-WISE RAW MATERIAL PROBLEMS

S1. Industry Scarce High Imported Seasonal Others

No. Price

1 Food 8 2 0 2 0
2 Ele. & Elect. 0 1 1 3 2
3 Chemicals 3 2 1 2 4
4 Textiles 5 3 1l 1 10
S Engineering 1 0 9 6 11
6 Hotel 8 14" 4 1 0
7 Leather 9 0 7 2 3
8 Rubber 3 2 2 0 13
9 Paper 17 1 2 9 12

10 Others 2 2 19 10 17

The table - 5.4 shows that 56 units to be dependent on
scarce raw material, 26 units faced the problems with the
price, 36 units faced seasonal availability of the raw
material. There are certain raw materials like, Wax, Special
Steel, Wood, Asbestos, which are scarce and controlled items
and the SSI units have to plan their purchase in advance.
This will affect their production schedule. There are
certain other industries like Fruit processing, Food/Agro
based industries which are dependent on those raw materials

whose availability is seasonal like fruits and agro based

articles.
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It was also observed that majority of wunits obtained

the raw material through working capital assistance.

(4) Marketing Problems:

The concept of marketing begins even before
conceieving the product and continues hence. The successful
marketing efforts has a beéring on the successful working of
the industrial concern. During the field survey it has been
tried to assess various marketing problems 1like severe
competition, pricing, distribution, awareness etc. Most of
the units surveyed have expressed that they are facing
severe competition. As much as 37 units have stated that
they have problems with pricing i.e., to say they are not
getting remunerative prices for their product. 22 units have
informed that they have problems with the distribution
network. i.e., higher lead-in-time for payments from
distributors. The remaining units do not have any
distribution problem because they are handling the marketing
themselves. Surprisingly as much as 55 units have struggled
in the initial stages to gain the awareness of the endusers

both in terms of product and the company.

(5) Capacity Utilisation, Break-even Analysis and Trends
in Production and Profit:

The utilisation of funds from the SSI units financed

by SFCs/Commercial Banks or other Financial Institutions
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reflects from the capacity utilised (utilization of various
factors of production like land, 1labour, capital and man
power), Break even point (the point at which the costs are
equal to revenue) and the production. Hence, an effort has

been made in the field survey on these lines.

It is pertinent to note that 26 of the units surveyed
have achieved the capacity utilisation in the range of 81-90
per cent. The capacity utilisation is below 50 per cent for
only 13 wunits. 14 units have achieved the capacity
utilisation of more than 90 per cent. Rest of the untis (45)

have utilised capacity in the range of 51-80 per cent.

In order to know the health of the units, a question
was asked during the field survey on the Break-Even Point
(BEP). It is the point at which revenues are equal to costs.
In the sense at a particular level of production, the point
at which the wunit will break-even the cost and any
production beyond that point will be the profits for the
unit. Interestingly, 6 units have revealed that their BEP is
at 98 per cent, because these were sick units with
accumulated losses. The BEP in the majority of the units
surveyed is in the range of 34 per cent - 65 per cent.
Higher the BEP, lower will be the profit margins for the

entrepreneurs. Hence it 1is always the concern of a
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successful entrepreneur to keep the BEP level at the minimum
by cutting down the unneccessary costs. The BEP for 27 units
is in the range of 66 per cent to 85 per cent. This is
mainly because, these units are highly raw-material oriented
and the prices of these mateirals are subject to frequent
fluctuation. This has affected the Break-Even Point of the
unit. It is pertinent to note here that >these are the
industries which are based on scarce and seasonal raw
material whose availability is subject to fluctuations and

the price is also subject to wide variations.

The production figures of the 1last 3 years viz
1988-89, 1989-90, 1990-91 have been collected from the
units. 13 units have registered negative growth rate and 27
units have registered positive growth ranging from 2.05 per
cent to 12.13 per cent. In case of remaining units either
there is no change in production trends or the trends are

not available for 3 complete years.

The industry-wise production trends are given in the

Table - 5.5.
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TABLE - 5.5

INDUSTRY-WISE PRODUCTION TRENDS

SL.NO. INDUSTRY POSITIVE NEGATIVE
VARIANCE* VARIANCE* *
1. FOOD 05 01
2. ELECTRICAL AND ELECTRONICS 04 02
j. CHEMICALS - 04 04
4. TEXTILES 00 00
5. ENGINEERING 06 02
6. LEATHER ‘ 0l 01
7. RUBBER 02 00
8. PAPER 02 01
9. OTHERS 03 02

* The production trend in these cases for the three years
assessed indicates the increase over the previous year.

** The production trend in these cases for the three years
selected indicates decrease over the previous year.

The negative trend is more pronounced in Chemical
Industrial Sector and positive trend is more pronounced in
the Engineering Sector. This can be attributed mainly to the
factor that the chemical industries are more prone to
variances in the availability of raw materials and wide
fluctuations in the prices of both raw materials and
finished products. Normally in the Engineering industry it

is more job work oriented and hence there are less
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fluctuations. The market for Engineering industry is vast
whereas the market for chemical industry is 1limited. There
is also considerable manufacturing risk and loss due to the
rejections in the chemical industry. Coupled with this there
are problems with effluents and pollution. The Engineering
industry has greater scope for diversification and with
little investment and minor adjustments it can diversify
its production as per the market requirements. The chemical
industry is dependent more on raw material whose prices are
subject to greater fluctuations whereas the Engineering

industry is dependent on limited raw materials like iron and

steel and depending more on the skill of labourers.
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(6) Profile of Working Cost of the Surveyed Units:
In the table below, industry-wise working cost of the

SSI units is presented.

TABLE - 5.6

DISTRIBUTION OF WORKING COST IN PERCENTAGE (%)

S1. INDUSTRY RAW LABOUR TRANS- ELEC. ADMN SALES OTHER
No. TYPE MATERIAL COST PORT CITY COST COST COST
COoSsT COST CcosT

1. FOOD 19 11 13 7 21 15 12
2. E & E 23 12 11 12 07 24 11
3. CHEMICALS 31 21 9 13 13 10 12
4. TEXTILES 20 13 19 10 11 14 13
5. ENGG. 28 10 1 10 22 19 10
6. HOTEL 13 13 0 41 1 11 0
7. LEATHER 15 15 1 3 24 11 31
8. RUBBER 26 17 11 22 14 10 0
9. PAPER 21 10 10 31 10 17 10

10. OTHERS 10 11 9 11 22 26 11

In case of Food Industry the major cost is towards

raw-material, transport, sales interest payments and
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administration cost which together constitute 68 per cent of
the total costs. 1In case of Electric and Electronics
Industry major costs 1is towards sales followed by raw-
material cost and then labour and electricity. In case of
chemical industry the major cost is towards raw-material
followed by labour cost and the other costs including the
servicing of the loan. In the textile sector sales and raw
materials are the major components of the working cost. Raw
material and adminstrative cost are the major working costs
in case of enginering industry. The administrative cost is
more in case of leather industry. In Rubber industrial
sector raw-material and electricity costs are more. In paper
industry majority cost is towards electricity. Over all raw
material, selling, administrative cost and servicing the

loan are the major costs.

(7) Ratio of Employment:

The ratio of employee in the office to that of the
factory will give an indication of the overhead costs of the
industrial unit. By collecting this information in the field
survey, an effort has been made to assess this factor. The

Table - 5.7 presents the industry-wise ratio of employment.
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TABLE - 5.7

RATIO OF EMPLOYMENT

SL. INDUSTRY TYPE FACTORY OFFICE RATIO
NO. STAFF STAFF  [OFFICE : FACTORY]
1. FOOD 210 31 1: 6.77
2. E & E 88 37 1 : 2.38
3. CHEMICALS 208 164 1 : 1.27
4. TEXTILES 10 2 1 : 5.00
5. ENGINEERING 116 45 1 : 2.58
6. LEATHER 88 86 1 : 1.02
7 RUBBER 31 10 1 : 3.10
8. PAPER 19 10 1l :1.90
9. OTHERS 649 105 1 : 6.18

The ratio of employment in office to factory is
higher in food industrial sector. The 1lowest ratio is in

leather industrial sector, (See Table-5.7).

(8) Financial Assistance Profile:

Another parameter for selecting the unit for field
survey is the Financial Institutions which have financed.
KSFC and Commercial Banks are the major financial agencies

providing credit to SSIs in Karnataka. Hence, 46 wunits are
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those which are financed by KSFC, 32 units are those which
are financed by Commercial Banks and 22 wunits are those
which are financed by other Financial Institutions like-

Industrial Corporative Banks.

It is also observed that only in 19 cases the term
loan 1lending institution is providing working capital
facility. In 81 cases they have obtained term loan and
working capital loan from different financial institutions.
It is pertinent to note that normally SFC's do not lend
working capital and commercial banks mainly provide working
capital facility. They provide term loan where they will get
refinance from IDBI or SIDBI. It is generally felt that the
units after obtaining term loan and the wunit is put into
operation they apporach for working capital loan and there

will again be another appraisal.

Hence it is convenient for the SSI entrepreneurs if

the term loan lending institutions provide working capital.

(9) Pattern of Assistance:
An effort has been made in the field survey as to the
pattern of Financial Assistance i.e., whether the finance is

more towards land or bulding or plant and machinery. The
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table below shows that of the surveyed units more 1loan has
been given to land and bulding and very less on plant and
machinery. For miscellaneous purposes as much as 22 units
have obtained the loan. More loan towards land and building
indicates that it is an un-productive expenditure whereas an

investment on the plant and machinery will be a productive

one.
TABLE - 5.8
PATTERN OF FINANCIAL ASSISTANCE

SL. INDUSTRY TYPE LAND BUILDING P & M MISCELLENEOUS
NO.

1. FOOD 04 08 06 02
2. E & E 03 07 06 . 01
3. CHEMICALS 03 04 04 02
4. TEXTILES 04 05 05 01
5. ENGINEERING 03 03 10 04
6. HOTEL ' 02 04 01 00
7 LEATHER 02 04 05 01
8. RUBBER 01 02 03 02
9. PAPER 05 07 09 04

10. OTHERS 02 06 01 06
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(10) Assistance Profile (Term Loan and Working Capital):

As can be seen from the table below, majority of the
units have availaed Term Loan ranging between Rs.10-20
lakhs. It can also be observed that more food units have
obtained less loan (i.e. within Rs.10 lakhs) and good number
of Engineering and Electrical and Electronics wunits have
availed more loan in the range of Rs. 40-60 lakhs. 1In the
sense food industry is less capital intensive compared to

other industries.

In other words the expenditure on fixed assets for
food industry is less because they are raw material oriented
industries and are more capital intensive industries.
Whereas in case of Engineering and Electronics industries
the investment on fixed assets is on an higher side. 1In
order to house the sophisticated machineries, they require

to construct building at considerable expenditure.
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TABLE - 5.9

FINANCIAL ASSISTANCE PROFILE (TERM LOAN)

SL. INDUSTRY TYPE UPTO Rs 10 - 20 Rs 20 - 40 Rs 40 - 60

NO. Rs. 10 lakhs lakhs lakhs
lakhs '
1. PAPER 5 1l 4 1
2. CHEMICALS 2 4 3 ; 1
3. FOOD 8 3 2 2
4, RUBBER 1 1 0 1l
5. LEATHER 1l 3 1 0
6. ELE. & ELECT. 4 6 1l 3
7 ENGINEERING 1 6 4 3
8. HOTEL 0 1l 2 1
9. TEXTILES 3 2 0 0
10. OTHERS 2 5 6 2
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TABLE - 5.10

FINANCIAL ASSISTANCE PROFILE (WORKING CAPITAL LOAN)

WORKING CAPITAL LIMIT SANCTIONED

INDUSTRY TYPE UPTO Rs 10 - 20 Rs 20 - 40
Rs. 10 lakhs lakhs
lakhs
FOOD 03 08 01
ELE. & ELECT. 05 06 03
CHEMICALS 05 03 02
TEXTILES 03 02 00
ENGINEERING 09 : 02 02
HOTEL 01 00 01
LEATHER 02 02 01
RUBBER 02 02 01
PAPER 08 03 03
OTHERS 10 03 ' 02
It can be observed from the Table-5.10, that

Engineering industral sector has availed 1less  working
capital loan compared to other industrial groups. The
working capital intensity is more in food, paper and

Electrical & Electronics industrial sector.

(11) Promoters' Contribution:

The success of the project hinges mainly on the stake
of the promoter especially the financial stake in the
project. Normally the means of finance is 75:25, i.e.,

minimum promoter's contribution should be to the extent of
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25 per cent of the cost of the project. But in case of
technically qualified entrepreneurs it may be 90:10. But
after implementing the project we have tried in the field
survey to assess the exact stake of the promoters. Of the
surveyed units there are 13 units with 10 per cent
promoter's contribution, 14 units with 15 per cent, 35 units
with 20 per cent, 14 units with 25 per cent and 14 units

above 20 per cent.

(12) Time taken for Sanction and Release of the Loan:
In the following table, average time taken for

sanction (Industry-wise) is presented.

TABLE - 5.11

INDUSTRY-WISE PROFILE OF TIME TAKEN FOR SANCTION
(MACRO REPORT)

SL. INDUSTRY Average No. of Days
NO. taken for Sanction

1. FOOD 254

2. ELECTRICAL AND ELECTRONICS 137

3. CHEMICALS 165

4. ENGINEERING 121

5. TEXTILES 338

6. HOTEL 141

7. LEATHER 133

8. RUBBER 180
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INDUSTRYWISE PROFILE OF TIME TAKEN FOR SANCTION
(MICRO REPORT)

Unit Name Date of Date of No.of Days

Application sanction  Taken

1 2 3 4

Sri Sai Coir Consumer 01/04/89 01/05/89 30
Lewis Natural Foods 04/10/89 01/12/89 58
Naptha Resings & Chemicals 06/11/74 01/01/75 56
Binfo Electronics 11/08/87 01/09/87 21
Agro Chem Indistries 01/12/85 01/01/86 31
Srinidhi Containers 10/09/90 13/09/90 3
Thyli Inds.PVt Ltd. 05/10/89 01/11/89 41
Sudharshan Automobilies 12/03/87 18/08/87 159
Davanagere Wire Rope Ind. 15/02/91 06/07/91 141
Techno Tools 01/01/83 14/04/83 >103
Automation Technology 01/04/90 03/08/90 124
Sushma Pulverisers 01/10/85 01/01/86 92
Natural & Essential 0ils 01/12/79 01/01/80 31
Ganesh Enterprises 01/05/91 09/09/91 131
Duro Treads & Rubbers 13/03/82 09/09/82 180
Poineer Plastics Inds. 01/02/88 01/05/88 90
Alois Printroniks P Ltd 01/10/89 01/06/90 243
Falma Laboratories Pvt. 27/10/87 05/05/88 191
Karnataka Vennering Inds. 13/09/88 02/02/89 142
Seqronics (I) Pvt. Ltd. 01/12/84 01/01/85 31
Khoba Chemicals & Synthecis 18/07/87 01/06/88 312
Advanced Components Inst. 01/11/90 09/06/91 221
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1 2 3 4
Aluminium Trans Products 09/12/80 01/04/81 113
Dutta Industries 08/04/86 01/09/86 146
Kingsley Exports 01/01/88 01/11/89 300
Nilgiri Dairy Farm Ltd 01/10/89 03/08/91 671
Vigil Filaments P Ltd 01/10/84 01/11/84 31
Dixit Eng. Components 01/07/88 14/10/88 327
Skanda Offset Printers 04/03/79 09/08/79 158
Housy Fabrication Comb. 02/12/85 04/04/86 123
Mari Gold Food Printers 13/02/87 19/09/87 218
Princess Ranj Electro 01/01/89 01/10/89 273
Kodagu Foods P Ltd. 01/01/88 01/10/88 274
MBM Pop Rivets & Fastners 01/01/85 01/01/86 365
Karnataka Rubber Inds. 01/01/85 01/01/86 365
Metallic Soaps & Chemicals 11/11/88 01/04/89 141
Kanva Industries 04/10/80 05/03/81 152
Haysala Fastners 01/01/85 01/02/85 31
Perfect Engg. Works 12/02/90 14/06/90 122
Mysore Nails & Fastenrs 09/11/83 10/04/84 153
Synthorg (MYSR) Pvt. Ltd. 09/12/89 18/07/90 221
Woltrom Muly Products 01/14/86 01/07/86 91
Sparelli Daphne Labs Ltd 25/05/87 25/11/88 550
Sukumar Soft Drinks 09/12/90 10/03/91 91
A J Bantex (P) Ltd. 01/02/88 21/06/88 141
Mysore Polimers Rubbers 20/09/82 21/10/82 31
Classic Lab 06/05/89 01/09/89 118
Amarnath Enterprises 01/11/89 15/01/91 75
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1 2 3 4
Nilgiri Cancer Centre 13/04/90 31/03/91 352
Harry's Food Producrs 13/04/90 26/07/90 104
Spectro Colors 01/12/90 05/03/91 94
Ganesh Consultancy 07/01/87 31/03/81 83
Hotel Poornima Restaurant 12/11/83 01/04/84 141
Varadaraja Silk Tﬂroning 01/01/90 01/01/91 365
S P S Granites 11/01/82 17/05/82 126
Sri Gajanana Granites 01/01/89 23/06/89 173
Pavithra Fabricators 03/01/91 10/07/91 188
Smak Pharmaceuticals Pvt. 11/01/86 01/08/86 202
Cozy Polystone Ltd 31/03/85 09/12/85 984
Applo Footwear Pvt. Ltd 01/01/83 31/03/83 89
Sushautha Nursing Home 01/07/88 31/12/88 183
Sunil Roller Mill Pvt. Ltd. 01/01/90 01/06/90 151
Gears & Transmiss 01/01/74 31/03/74 89
Kukre ja Enterprises 01/01/87 01/01/88 365
Peruwal Plastics P.Ltd. 06/01/87 09/03/87 62
Amrut Food Product 14/01/86 16/02/86 33
Harison Allied industries 18/03/84 20/05/84 63
Amar Traders 10/12/83 17/01/84 38
Star Glass & Tiles 07/05/83 08/07/83 62
Dyana Diesels 15/10/82 09/12/82 55
Trikaya Adds 07/06/86 16/08/86 70
Madan Hardware 02/09/85 06/12/85 95
Sudhir Steels 01/07/89 02/12/89 154
Deepak Tools 08/09/87 06/01/88 120
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1 2 3 4
Manjula Furniture 09/12/83 10/04/84 123
Swagath Agencies 26/02/89 31/03/89 6
Darla Sales & Agencies 10/01/89 11/05/89 121
Bhavasar Enterprises 12/12/86 14/04/87 123
Rupesh Silk Weaving 03/03/90 05/01/91 308
Malothra & Sons 07/03/91 10/04/91 34
Kumar Chemicals 08/12/87 01/01/88 24
Raghu Pharmaceuticals 10/07/88 01/02/89 206
Venlon Ployster Film Ltd 13/09/89 14/01/90 123
MSR Poultry Farm 02/06/79 03/10/79 123
Pavithra Fabricators 09/01/80 10/05/80 122
Morzaria Products Pvt. Ltd 04/02/80 06/06/80 123
Karnataka Electronics 09/02/80 10/04/80 61
Smak Pharmaceuticals Ltd 12/12/82 09/04/83 118
Sudarshana Automobiles 09/05/78 10/10/78 154
Sushrutha Elcoma Pvt Ltd 05/09/81 10/12/81 96
Pavithra Fabricators 04/12/85 05/05/86 152
Syscon Engineering 09/04/88 10/07/88 92
Kalpana Enterprises 02/03/91 06/07/91 126
Raj Granites 10/01/87 09/06/87 150
Shah Automobiles 09/01/86 10/05/86 121
Honey Products Pvt. Ltd 02/12/81 13/03/82 101
Raj Industries Equipments 12/12/86 01/04/87 110
Landmarks Associates 09/05/83 12/12/83 217
Pavithra Fabricators 02/03/81 04/06/82 459
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It can be observed from the Table - 5.11a maximum of
338 days has been taken for sanction in case of a textile
industry and a minimum of 133 days in <case of a leather

industry.

If we look at the micro 1level as presented in the
Table-5.12, it is with a minimum of 3 days to a maximum of
550 days. Here in case of micro analysis, the average time
taken is 157 days which is on the higher side. This is
because the réception of the officers towards the project
is not encouraging and the red tapism. Apart from this the
clearance for sanction for the project is reciprocal. The
entrepreneurs also should show keen interest in providing
required papers to the financial institutions at the right
time. The delay at one stage will have cascading effect.
Financial Institutions are of the opinion that the delay is
mainly due to the 1legal impediments and other related
clearances from other departments of the government.

An analysis has been made to know the time taken for
the release of the 1loan. Normally sanctioning 1is only a
paper work and actual disbursement of the term loan happens
in stages. This will have a greater bearing on the
implementation of the project. It has been observed during

the field survey that the Financial Institutions have taken
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time ranging from 1 month to 45 months. The average time
taken for the complete disbursal of 1loan 1is 8.68 months.
However, some of the entrepreneurs during the field survey
felt that the Financial Institutions' procedures of
disbursement are hard and rigid. The clauses like FIC (First
investment clause), (i.e. difference between Fixed assets
and loan sanctioned or 50 per cent of the promoters
contribution which ever is higher), security created, margin
money, income tax clearance certificate, Bankers opinion,
CA's certificate (for investment and ource of funds), ULC
clearance (including approved building plan), commitment
charges, clearances from other governmental agencies 1like-
pollution control Board, KEB etc., are hard to obtain at a
reasonable period of time and running around from pillar to

post is required.

We have also interviewed the officers of Fianancial

Institutions about the grievances of the entrepreneurs. They

are of the opinion that for the successful implementation of

the project and for the proper utilisation of public funds

these norms are necessary.
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(13) Profile of the Interest Rate Charged:

Servicing a loan is a crucial element to run an
industrial unit. The development banks are entrusted with
the objective of industrialisation of backward areas. Hence
depending on the location of the project different rates of
interest are charged. The rate of interest has a greater
bearing on the project financing, pricing and profitability

of an SSI unit.

In the field survey an effort has been made to
assess the rate of interest paid by the SSIs and its impact
on running the wunit. The Small Scale Industrialists
expressed during the field survey that interest for the loan
is the major Component of their working cost. 1If the
utilisation of funds is not proper and the Aunit is not
running on sound lines, the interest gets accumulated along
with the penalty for default and thus leading the unit to

sickness.

The interest rate charged for the surveyed units range
from 10 per cent to 16 per cent. Majority of the wunits are
paying interest in the range of 13 - 14 per cent (37 per
cent of the surveyed units). There are 20 units each paying
interest in the range of 11-12 per cent and 15-16 per cent,

as seen from the Table-5.13.
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TABLE - 5.13

PROFILE OF INTEREST RATES

SL. INDUSTRY RATE OF INTEREST

NO. TYPE UPTO 10% 11%- 12% 13%- 14% 15%-16%
1. FOOD 1 1 8 5
2. ELE.& ELECT. 3 3 6 2
3. -CHEMICALS 0 1 5 4
4. TEXTILES 1 3 0 1
5. ENGS. 2 5 6 1
6. HOTEL 0 0 3 1
7. LEATHER 1l 1 1 2
8. RUBBER 1 02 0 1
9. PAPER 4 3 5 3

10. OTHERS 11 1 3 0

The differential interest rates followed by the
Financial Institutions from time to time will be in tune
with the policies of the Government to boost

industrialisation and entrepreneurship in backward regions.

(14) Repayment Analysis:
The repayment period for the term loan is between 5 to
8 years and stretchable upto 10 years. It is based on the

productivity and profitability of the particular concern.
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The SSI units financed should get breathing time
pefore they start repaying the loan. The repayment period
should also be comfortable to the SSI enterprises. 27 Units
surveyed have been given repayment period upto 60 months. 21
units have availed repayment period between 61-72 months. 22
Units have a repayment period of 73-82 months. 12 Units have

been given 83-92 months. The same can be seen from the table

below.
TABLE - 5.14
PROFILE OF REPAYMENT
SL.NO. INDUSTRY REPAYMENT PERIOD (In Months)
TYPE UPTO 60 61 - 72 73 - 82 83 -92

1. FOOD 8 2 -3 2
2. ELE.& ELECT. 4 5 3 2
3. CHEMICALS 2 3 2 1
4. TEXTILES 0 3 2 0
5. ENGINEERING 6 3 3 2
6. HOTEL 3 1 0 0
7. LEATHER 3 1 1 0
8. RUBBER 1 1 1 1l
9. PAPER 3 2 5 4
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It can be observed that Food, Hotel, Engineering
Electrical and Electronics have got least repayment period
between 5 to 6 years. Because the cash generation capacity
is more in this industrial sector. The repayment period is

longer in the other industrial sectors because the

gestation period is more.

(15) Profile of Default/Regular Units:
In the Table-5.15 unit-wise details of amount

sanctioned, recovered, outstanding and the amount in default

is given.

It can be observed from the above that as much as 26
units are in default to the financial institutions. The
financial institutions during the time of sanqtion fix the
repayment period depending on the cash generation of the
project. The repayment period for the term loan varies from
5 years to 9 years. There are projects which involve time
for building construction or may be getting the imported
machinery wherein the project requires more time for
implementation. In these cases the repayment period will be
longer. If the project is being housed in a leased
accommodation and the machineries can be acquired in short
notice and there will also be sufficient cash generation

once the project goes on stream, the repayment period will
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TABLE - 5.15

RBOOVERED, OUTSTANDING AND AMOUNT IN DEFAULTS

T AMOUNT AMOUNT AMOUNT AMOUNT
SANCTIONED RECOVERED OUTSTANDING  DEFAULT

k
Jrcutron P. Ltd. 33.50 8.50 25.40 1.10
lgiri Cancer Centre 35.00 6.32 28.46 5.80
rsctro Colors 4.54 3.85 0.80 -

fnesh Consultancy 3.00 2.10 0.95 -

[P.S. Granites 5.85 1.94 3.91 -

. Gajanna Granites 16.30 3.30 13.00 -

b2y Polystone Ltd. 60.00 - 60.00 -

lshrutha Nursing Home 20.00 3.00 17.00 17.00
il Roller Flour Mill 57.70 8.20 51.50 -

kreja Enterprises 10.00 1.80 12.20 2.20
wiwal Plastics Pvt Ltd. 60.00 41.90 18.10 -—

J. Bantex Pvt Ltd. 8.12 2.56 5.56 -

ro Treads & Rubbers 14.00 1.00 15.00 0.20
rnataka Rubber Inds. 9.45 7.82 3.42 1.80
sore Polymers Rubbers 31.12 21.50 9.62 -

ngsley Exports 26.00 4.36 22.72 -

radaraja Silk Throwing 8.10 2.25 5.90 -

tra Fags Pvt Ltd. 17.80 11.20 4.80 -

nus Fisheries 25.00 22.50 2.80 -

neetha Electricals 8.80 8.95 - -

mini Distilleries 30.00 12.96 17.04 —_—

sore Machine Aids 3.71 1.72 2.52 1.80
LC Pvt Ltd. 52.00 37.33 14.67 -

xit Engg. Camponents 55.00 3.20 53.42 4.56
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-
ME

AMOUNT AMOUNT AMOUNT AMOUNT
SANCTIONED RECOVERED  OUTSTANDING  DEFAULT
Rvitra Fabricators 1.00 1.70 0.30 -
brzaria Products Pvt Ltd 25.00 25.00 - -
frnataka Electronics 2.00 2.00 - -
IXAK Pharmaceuticals Ltd. 59.00 4.00 65.66 6.6
bkdarshana Autamobiles 31.87 21.92 9.95 -
hshuutha Elcoma pvt Ltd. 15.00 — 15.00 -
hptha Rasins & Chemicals 60.00 50.00 10.00 —_
[RO Chem Industries 25.00 7.00 18.00 -
MMA Laboratories Pvt 60.00 11.00 49.00 -
FOBA Chemicals and Shynthecis 40.00 43.45 - 3.45
stallic Soaps and Chemicals 19.29 20.50 —_— -
varelli Daphne Labs Ltd. 23.25 4.85 18.70 -
NFO Electronics 11.00 1.21 9.79 -_—
ITOMATION Technology 23.00 3.02 20.00 1.80
OIS Printroniks Pvt. Ltd. 38.70 1.20 37.50 -
ORONICS (I) Pvt Ltd. 4.50 4.50 - -
WANCED Camponents 24.00 26.50 - -
GIL Filaments Pvt Ltd. 25.50 19.00 6.50 -
incess Ranju Electro 7.93 1.18 6.75 0.40
darshan Automobiles 31.87 22.02 9.95 -
chno Tools 14.45 3.00 11.88 3.61
1esh Enterprises 22.00 4.00 | 18.00 -
rnataka Veneering Inds. 33.75 29.85 3.90 -
:ta Industries 10.00 7.35 3.10 -
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2

IT AMOUNT AMOUNT AMOUNT AMOUNT

SANCTIONED REOCOVERED OUTSTANDING DEFAULT

':anda Offset Printers 4.11 3.80 0.75 0.40
I>usy Fabrication Combines 3.90 3.90 - -
pri Gold Food Products 2.25 2.00 0.42 0.25
B! Pop Rivets and Fasterns 10.00 10.00 - -
fwva Industries 11.00 4.50 8.80 4.58
bysala Fastners 4.00 2.32 3.80 1.80
psore Nails and Fastners 4.65 3.00 2.10 0.85
Ears and Transmissions Ltd. 30.00 24.85 6.53 0.41
vis Natural Foods 30.00 - 36.00 6.00
bshma Pulverisers 2.50 0.65 2.00 -
stural & Essential Oils 11.00 8.00 3.25 -
ilgiri Diary Farm Ltd. 24.90 9.50 15.10 -_
xdagu Foods Pvt Ltd. 17.00 7.95 11.05 2.32
kumar Soft Drinks 25.20 1.20 26.20 4.80
tTarnath Enterprises 30.00 17.10 13.90 -
arry's Food Products 3.90 2.80 1.20 -
stel Poornima Resturant 10.00 0.18 9.82 -_—
pollo Footwear Pvt Ltd. 29.32 11.58 21.63 8.54
ti Sai Coir Consumer 59.35 1.25 59.33 13.00
wrinidhi Containers 24.60 0.70 23.90 -
wli Industries Pvt Ltd. 10.00 2.80 6.00 6.00
wangere Wire Rope Inds. 57.00 47.50 10.20 -
loneer Plastics Inds. 18.00 14.00 4.20 0.72
mthorg (MYS) Pvt Ltd. 3.70 3.85 — —

Lfram Moly Products 13.80 10.00 3.95 —_—
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be less. For example, food industry, readymade garments
etc. Further the principal repayment for these industries

will be once in a month and the interest once in a quarter.

For those units who have longer repayment periods will get

both principal and interest repayments on a quarterly basis.

Therefore the units in default mean, they h%ve failed
to keep up the schedule of repayment which will attract
penal rate of interest. The reasons cited are delay in the
implementation of the project, management and/or labour
problems, problem of availability of raw material - at right

time at reasonable prices.
(16) Problems faced while obtaining Loan:
The problems faced by the entrepremeurs are classified

as follows.

(a) Too many Formalities and Procedures:

Before sanction and relaese of loan, the small-scale
industrialists have to comply with several formalities 1like
incometax clearance certificate, Chartered Accountant's
certificate etc. Generally majorigy of the SSI entrepreneurs
are not incometax assessees. Inspite of that they are asked
to comply with a certificate from the Incometax Authorities.

Further the financial institutions insist on the Chartered
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Accountants” certificate for source and wutilisation of

funds. But source and utilisation of funds are physically

visible in the form of fixed assets like land, building etc.

(b) Reception of the Officers towards the Project not
encouraging:

There are instances where officials of the financial
institutions not showing desired reception/encouragement
towards the small-scale entrepreneurs. This is either
because of the pressure of work or in some cases because of
the negative attitude of the personnel of the financial

institutions.

(c) No Proper Guidance:

Normally an entrepreneur has to contact several
departments when he enters a financial institution like loan
advance section, disbursement department, accounts section
etc. The entrepreneur may not be aware of the several
departments within the institution to obtain loan. Hence in
the field survey an effort has been made to assess the

problem of the entrepreneurs on these lines.

(d) In-ordinate Delay in Clearnace of Loan Proposals:

This may happen because of several formalities or
because of no proper guidance or both. Further before the

loan clearance, several approvals have to be obtained
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from competent authorities within a financial institution.

There is a cause and effect relationship between the
factors mentioned above. These problems have been assessed
and has been presented below.

The following table indicates the  industrywise
problems faced by entrepreneurs. It is relevant to note that

only 59 entrepreneurs have desired to comment/opine on this

count.

TABLE - 5.16

PROFILE OF THE PROBLEMS FACED WHILE OBTAINING LOAN

SL. INDUSTRY A B C D

NO. TYPE
1. Paper 10 4 1 1
2. Chemical 2 4 1 1
3. Food 1 1 2 3
4. Rubber 5 3 0 1
5. Leather 2 4 1 1
6. Ele & Elect 2 1 1 0
7. Engg 1 1 2 2
8. Hotel 2 5 1 1
9. Textile 6 2 1l 1l

10. Other 2 1 1 1

A - Too many formalities and prodecures

B - Reception of the officers not encourging

C - No proper guidance

D - Inordinate delay in clearance.
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As can be seen from the Table-5.16, 33 entrepreneurs
have expressed that there are too many formalities and
procedures and 26 have expressd that the reception they
received towards their project was not encouraging. As much
as 20 per cent are feeling that there is an inordinate delay
in clearing their papers and 17 per cent are of the opinion

that there is no proper guidance from the financial

institutions.

It can be analysed from the above that more than 90
per cent of the borrowers have complaints towards the
financial institutions. This calls for qualitative change in
the approach of the financial institutions towards
entrepreneurs. There is a need for more transperency in the
operations of financial institutions. It is also high time
to reconstitute the present procedures and formalities of
the financial institutions. In this direction a welcome step
has been taken by the Government of India by asking IDBI to

suggest amendments to the SFC's Act of 1956.

{17). OVERALL EXPERIENCE WITH THE FINANCIAL INSTITUTIONS:

The Table-5.17 shows the industry-wise experience of

the entrepreneurs with the fianancial institutions.
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TABLE - 5.17

OVERALL EXPERIENCE WITH FINANCIAL INSTITUTIONS

;8 : INgg 1s)gmz FAIR GOOD BAD
1. FOOD 13 9 10
2. E & E 2 : 21 n
3. CHEMICALS 0 | 0 Q
4. TEXTILES 7 0 n
5. ENGG. 1 3 2
6. HOTEL 1 3 ‘4
7. LEATHER 1 0 0
8. RUBBER 0 0 9
9. PAPER 3 1 al

10. OTHERS 4 2 -0

As can be seen from the table above 32 units have
expressed that their experiences, the treatment they
received from the financial institutions is fair. 39 Units
have indicated that their experience with the financial
institutions are good. However, as much as 29 entrepreneurs
feel that their experience with the financial institutions

is bad.
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5.4. ANALYSIS OF THE FIELD SURVEY DATA :
Now in the second part of this chapter an effort has

been made to analyse the data in the following manner:

1. How the surveyed units are fairing on the basis of the
a) Promoters' background
b) Induétry—wise
c) Constitution-wise

d) Financial Institution-wise.

2. The various parameters 1like education, implementation
period, (Industry wise and constitution wise), Break even
analysis (Industry wise and constitution wise), Time taken
for disbursement of loan from the financial institutions are

also analysed in an integrated analysis.

I. Educational Background of the Promoters:

It is to note that 46 per cent of the wunits surveyed

belong to the technically qualified category either through
qualification or service. It is important to note that as
much as 22 per cent of the units were run by people with an
educational background of even below SSLC. The same can be

seen from the Table-5.18
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TABLE - 5.18

ANALYSIS OF THE PROMOTERS' EDUCATION

SL.NO. PARTICULARS ‘ NO.
1. TECHNICAL 46
2. GRADUATES 24
3. S.S5S.L.C AND 22
BELOW S.S.L.C
4. POST GRADUATES 07
II. Industry-wise Implementation Analysis:
a) The time taken for implementation in majority of the

units is either 1-6 months or 12-24 months. 61 per cent

of the units are in this range. As much as 24 per cent

of the units have taken implementation time of more
than 24 months. The gestation périod is 1less among
engineering and chemical industrial sector. Whereas it
is too long in the case of electronics. The same can be

seen from the table-5.19
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TABLE - 5.19

INDUSTRY-WISE ANALYSIS OF IMPLEMENTATION

SL. INDUSTRY l1 -6 6 - 12 12 - 24 24 MONTHS
NO. GROUP MONTHS MONTHS MONTHS & ABOVE
1. Paper 11 0 1 1
2. Chemical 5 0 1l 2
3. Food 1 6 2 ‘ 3
4. Rubber 2 2 0 0
5. Leather 0 1 1 1
6. Ele & Elect 2 2 3 3
7. Engg 5 2 3 2
8. Hotel 0 0 0 0
9. Textile 1 0 1 0
10. Others 3 5 1 1

b)

Constitution-wise Implementation Analysis:

It can ge observed from the Table-5.20 that private
limited units have taken more time i.e., 24 months and
above, compared to other wunits. 47 per cent of
surveyed proprietory firms have taken 1-6 months
implementation period. Even partnership concerns have
also faired in the same manner. 43 per cent of the
partnership concerns have taken 1-6 months time for

implementation.
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TABLE - 5.20

CONSTITUTION-WISE ANALYSIS OF IMPLEMENTATION

SL. PARTICULARS l -6 6 - 12 12 - 24 24 MONTHS
NO. MONTHS MONTHS MONTHS & ABOVE
1. PROPRIETORY 7 l , 2 5
2. PARTINERSHIP 9 | 2 7 3
3. PRIVATE LTD 11 7 12 11
4. PUBLIC LTD 1 0 0 2

III. Analysis of Source of Raw-Material:
Obtaining raw-material continously at a reasonable

price plays a crucial role in the running of an industrial
concern especially so if it is an SSI concern. This depends
mainly on the nature and source of the raw material. It can
be noted that Food, Rubber, Engineering & Electronics
industries faced scarcity in obtaining the raw-material as

per the Table-5.21.
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TABLE - 5.21

INDUSTRY-WISE ANALYSIS OF SOURCE OF RAW MATERIAL

SL. INDUSTRY SCARE OPEN IMPORTED THROUGH

NO. GROUP MARKET GOVT. INST.
l. Paper 2 0 0 1
2. Leather 1 0 1l 0
3. Textile 1l 1 0 1
4. Ele & Elect 6 1 3 0
5. Food 7 0 4 1
6. Hotel 0 "0 1l 0
7. Engg 9 1 0 0
8. Rubber 5 0 0 1
9. Others 15 2 2 2

Iv. Industry-wise Break-even Analysis:

As much as 4 units are breaking even in the range of
85-98 per cent. This is in chemicals, foods and rubber
industrial sector. This is mainly due to the extreme delay
in implementation and raw-material problem coupled with
marketing and management problems. The break-even is very
low in engineering sector which can be seen from the

Table-5.22.



257

TABLE - 5.22

INDUSTRY-WISE BREAKEVEN ANALYSIS

SL. INDUSTRY 34-45% 46-55% 56-65% 66-75% 76-85% 85-98%
NO. GROUP

1. Paper 1 0 1 1 0 0
2. Chemical 4 0 3 2 3 1
3. Food 4 2 1 3 0 1
4. Rubber 2 1 1 1 1 1
5. Leather 1 0 1 1 0 0
6. Ele & Elect 0 0 0 Q 1 0
7. Engg 9 2 1 0 2 1
8. Hotel 0 0 0 1 0 0
9. Textile 2 0 0 1l 0 0
10. Others 8 1 2 2 1 0
V. Constitution-wise Break-even Analysis:

It can be observed from the Table-5.23 that even
though private limited concerns have taken more time to
implement but are breaking even at a lower level of 34-45
per cent. This is mainly because of the low overhead costs.
Nearly 90 per cent of the units break-even in the range of

34-45 per cent which are private limited companies.
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TABLE - 5.23

CONSTITUTION-WISE BREAK EVEN ANALYSIS

SL. INDUSTRY < 34% 34-45% 66-55% 56-65% 66-75% 76-85% 85-98%
NO. GROUP

1. Proprietry 3 2 2 0 3 0 2
2. Partnership 1 7 3 0 1 1l 1
3. Private Ltd 5 9 4 9 2 1 1
4. Public Ltd 2 1 0 9 2 2 0

VI. Analysis of Promoters' Contribution: (Constitution-wise)
TABLE - 5.24

ANALYSIS OF PROMOTERS' CONTRIBUTION (CONSTITUTION-WISE)

Sl. Constitutions 10% 15% 20% 25% >25%
No.
1. PROPERIETORY 2 1l 4 3 9
2. PARTNERSHIP 4 2 3 2 7
3. PRIVATE 3 0 1 1 4
4, PUBLIC LTD 5 6 5 7 8
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Depending on the type of entrepreneur, whether
technically qualified, experienced or the promoter belongs
to the weaker section of the society and the location of the
project - whether situated in a backward or forward area,
the promoter's contribution varies from 10 per cent to 25
per cent. No financial institution provides 100 per cent
finance. There should be some stake of the entrepreneurs to
run the industry with commitment and interest. Normally the
promoters' contribution will be in the form of initial start-
up expenses, preliminary and pre-operative expenses, margin
towards machinery and workiné capital. Normally the
financial institutions insist for FIC (First Investment
Clause) before the actual disbursement of the 1loan. The
promoter before asking the release from the fiancial
institutions has to show proof towards the investment made

by him from a Chartered Accountant.

It can be observed from the Table-5.24, that 54 per
cent of the proprietory firms have invested more than 25 per
cent of the project as their contribution. Almost similar is
the case of partnership concerns. Whereas more than 75 per
cent of the public limited companies have managed to invest
less than 25 per cent. But 50 per cent of the private
limited companies have invested only 10 per cent of the

project cost.
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VII. Institution-wise Disbursement Analysis:

As mentioned earlier the present study is concentrated
more on the operations of KSFC and Commercial Banks.
Karnataka State Financial Corporation popularly known as
KSFC was established in the year 1959. More than 50 per cent
of the SSI concerns in the state are financed by KSFC. It is
considered as the premier term lending institution in the
country. KSFC has been rated as the best SFC in the country
by the national level financial institutions like 1IDBI and
SIDBI. KSFC has so far financed more than 75,000 industrial

units to the extent of around Rs. 1,100 crores.

Regarding commercial banks, Karnataka has given birth
to several commercial banks like Canara, Syndicate, Vijaya
and Karnataka Bank. There are about 4,300 Bank‘ branches in
the state with a deposit of Rs.10,000 crores. The advances

are to the extent of Rs.8,000 crores

Coming to the more particular point of financing, KSFC
scores over other financial institutions in the time taken
(minimum) for disbursement. The average time taken from KSFC
is 10 months (of the surveyed units). Commercial Banks have
taken 18 months and that of other financial institutions is

21 months.
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TABLE - 5.25

INSTITUTION-WISE DISBURSMENT ANALYSIS

SL. INSTITUTION AVERAGE TIME TAKEN

NO. FOR DISBURSEMENT (MONTHS)
1. K.S.F.C 10
2. COMMERCIAL BANK 18
3. OTHER F.I'S 21

VIII. Institution-wise Finacial Assistance Analysis:

In the following table, an effort is made to trace the

share of financial institutions in the financial pattern

provided to SSIs.

TABLE - 5.26

INSTITUTION-WISE FINANCIAL ASSISTANCE ANALYSIS

SL. FINANCIAL UPTO RS.5 5-10 10-20 20-40 40-50
NO. INSTITUTIONS LAKHS LAKHS LAKHS LAKHS LAKHS
1. K.S.F.C 5 10 15 07 7

2. COMMERCIAL
BANKS 9 5 2 2 1
3. OTHER

F.I'S 4 5 4 3 0
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It is Commercial Banks which score over KSFC in the
loans provided in the range below Rs. Five Lakhs. Above

third range KSFC has provided more loans.

The inferrence from the above analysis 1is that KSFC
being a development bank and its major operations are being
refinanced by IDBI and SIDBI, there is no scarcity of funds
on the sanctions to the SSIs. But in case of commercial
banks there are several restrictions from the RBI in the
form of SLR (Statutory Liquidity Ratio), CDR (Credit-Deposit
Ratio), Credit Squeeze etc. The Government of Karnataka is
also involved in the funding opertions of KSFC and thus the
sanctions of KSFC are much higher. The commercial banks
being commercial in nature look towards the security of the
loan whereas KSFC being a development bank aims at the
development of industries in the backward region. The
operations of KSFC are target oriented whereas that of
commercial banks is security oriented and guided by various

regulations of the RBI.

IX. Ananlysis of Constitution-wise Source of Funds:
Now an effort is made to understand as to how the

untis (SSI) depending on constitution mobilised funds?
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TABLE - 5.27

ANALYSIS OF CONSTITUTION WISE SOURCE OF FUNDS

SL. CONSTITUTION OWN “FUNDS FRIENDS AND BORROWED
NO. RELATIVES FROM OTHERS
1. PROPRIETORY 20 4 1l
2. PARTNERSHIP 25 4 "1
3. PRIVATE LTD 23 4 7
4. PUBLIC LTD. P3 4 0

It can be seen from the Table-5.27 that majority
of the private limitedhconcerns (31 per cent) were able to
manage with their own funds. It can also be observed that 50
per cent of the proprietory firms have borrowed money from

friends, relatives andnothers.
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X. Industry-wise Sources of Funds :

TABLE - 5.28

ANALYSIS OF INDUSTRY-WISE SOURCE OF FUNDS

SL.NO. TYPE OF OWN FUNDS FRIENDS & BORROWED

INDUSTRY RELATIVES FROM OTHERS
1. FOOD . 5 3 1
2. E&E 3 0 0
3. CHEMICALS 7 0 1
4 TEXTILES 2 0 0
5. ENGINEERING 94 2 -1
6. HOTEL 2 0 0
7. LEATHER 2 0 0
8. RUBBER 5 1 0
9. PAPER 2 0 0
10. OTHER 11 8 6

It can be observed from the Table-5.28 that

majority of the food wunits have managed from their own
funds. It can also be observed that the entrepreneurs in the
Engineering industry were able to borrow from their friends
and relatives to a considerable extent. In general they are

running the show from their own funds.
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XI. Analysis of the Rate of Interest Charged (Institution-
wise) :

The interest rate charged by KSFC is more ranging from
13-14 per cent and that of Commercial Banks, in the range of
below 10 per cent andw above 16 per cent. The rate of
interest charged by other financial institutions is more in
the range of 15 -16 per cent. The same can be seen from the

following table. o

TABLE - 5.29

ANALYSIS OF INSTITWTION-WISE RATE OF INTEREST CHARGED

RATE OF INTEREST CHARGED

SL. FINANCIAL
NO. INSTITUTIONS UPTO 10% 11-12% 13-14% 15-16% ABOVE 16%

1. KSFC 4 7 22 5 4
2. COMMERCIAL

BANKS 13 5 4 2 9
3. OTHER

F.I'S 1 2 5 8 3

The rate of interest charged by other financial

Institutions is more in the range of 15 - 16 per cent.
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XII. Industry-wise Default Analysis :

TABLE - 5.30

INDUSTRY-WISE DEFAULT ANALYSIS

SL.NO. INDUSTRY TYPE REGULAR DEFALUT
1. FOOD 10 3
2. E & E 08 1l
3. ENGINEERING 09 4
4. PAPER 07 3
5. CHEMICALS 07 2
6. TEXTILES 03 2
7. LEATHER 02 1
8. HOTEL 04 0
9. RUBBER 03 1

10. OTHERS 06 2

The above table depicts that the default is more in
food and paper industry. The ratio of regular to default is
more in Engineering Hotel Industries. Overall 32 per cent of
the units are defaulters. This is on an higher side. The
main reasons quoted for default are delay in implemention,

working capital problem, management problem, etc.
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XIII. Constitution-wise Default Analysis :

TABLE ~ 5.31

CONSTITUTION-WISE DEFAULT ANALYSIS

SL. NO. INDUSTRY REGULAR DEFAULT PERCENT
TYPE
1. PROPERIETORY 19 5 26
2. PARTNERSHIP 14 . 4 29
3. PRIVATE LTD 07 3 43
4. PUBLIC LTD 20 7 35

As can be seen from the above table, the default is
more in private limited companies followed by public limited

companies. It can therefore be concluded that proprietory

and partnership concerns are more reliable to financial

institutions.
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XIV. Analysis of Problem Faced While Obtaining Loan :

TABLE - 5.32

ANALYSIS OF INSTITUTION-WISE PROBLEM FACED WHILE OBTAINING

LOAN
SL. NO. FINANCIAL A B - C
INSTITUTIONS
1. K.S.F.C 50 6 0
2. COMMERCIAL BANKS 18 4 1
3. OTHER F.I1.S 1 0 0
A - Too much formalities and procedures
B - Reception of the officers towards the project

not encouraging
- No proper guidance
- Inordinate delay in clearance.

o0

It can be observed from the Table-5.32 that 85 per
cent of the entrepreneurs feel that the formalities and
procedures are too many. The process of simplifying the
procedure is slow. There is an urgent need for change in the
approach of the institutions. 12 per cent of the people feel
that the reception of the officers towards the project is
not encouraging. There are no such complaints on the
guidance and movement of the files. It can be seen from the
above table that the major grouse of the loanees is towards
the procedures and formalities. The entrepreneurs during the

survey expressed that considerable time and money is being
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spent to procure the various documents, legal papers,
clearances from other agencies 1like - No Encumberance

Certificate, Tax Paid Receipt, Title Deed or Sale Deed or

Partitition Deed or Gift Deed (depending on the case) etc.

Additively it is strongly felt that there is not much
coordination between the various departments within the Bank
or SFC. The entrepreneurs during the field survey have
expressed their problems in handling various departments
within a bank 1like Sanctions, Disbursement, Recovery,

Finance and Accounts Departments.

XV. Analysis of Overall Experience with the Financial
Institutions :

It can be observed from the Table-5.33, that only 22
per cent of the clients of financial institutions are happy
with their transactions. As much as 75 per cent of them have
expressed that their dis-satisfaction with the financial

institutions.
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TABLE - 5.33

ANALYSIS OF OVERALL EXPERIENCE (INSTITUTION-WISE)

SL.NO. FINANCIAL FAIR GOOD BAD
INSTITUTIONS
1. K.S.F.C 15 42 1
2. COMMERCIAL BANKS : 2 15 1
3. OTHER F.I.S 0 1 0

5.5 SUMMARY OF THE FINDINGS OF THE FIELD SURVEY AND
ANALYSIS THEREON :

The SSI units seiected for the field survey are based

on the following parametres.

The first parameter in selecting the wunit for field
survey has been the 'type of entrepreneur' i.e., based on
the background of the promoter - whether he is technically
qualified or not, educational background, experience in the
particular line he has ventured. The second parameter
considered for selecting the unit for the field survey is
the constitution of the unit i.e., whether the wunit 1is a
'proprietory' or 'partnership' or 'public' or 'private

limited company'.
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There are several types of industries as for
instance, Engineering, Electrical and Electronics, Food,
Hotel etc. Due care has been taken while selecting the unit
for the field survey to see that all the major industrial
groups are represented. The wunits situated in Bangalore,

Mysore and Hubli have been selected for ‘the survey.

The objective of the field survey is to know the
problems of the SSI entrepreneurs while obtaining 1loan,
while running the unit and the impact of financial

assistance on the SSI concerns.

The major findings of the field survey are :

(1). The educational background of the promoters is of
little consequance while ruhning an industrial
enterprise. As much as 54 per cent of the
concerns are run by the entrepreneurs who are not

technically qualified.

(2). It has been found in the field survey that the
implementation period for the SSI units is
relatively longer. The major reasons being too
many formalities and procedures to be followed,
delay in sanctioning and release of the loan from
the financial institutions. Several clearance
from the various agencies, no proper planning on

the part of the entrepreneurs etc.
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The role of Governmental agencies in providing
scarce raw-material at a reasonable price to the
SSI sector is minimum. Majority of the SSI
concerns depend on open market or imports for

raw-materials.

Even though the capacity utilisation of the SSI
units is relatively on an higher side, the break-
even point is not low. This is again due to raise
in prices of raw-material, labour, power,

transport and etc.

While analysing the production trends in the
three years, it has been found that majority of
the units have registered either a negative

growth or no change in their production trends.

It is also found that the ratio of employees in
the office to the factory is higher leading to

more overhead costs.

The results of the survey reveals that marketing
is a major draw-back for the SSI units. Most of
the units have problems like severe competition,

pricing, distribution, awareness etc. The role of



(8).

(9).

(10).

(11).

273

the governmental agencies in furthering the
interests of SSI units in marketing is minimum or

not effective.

The promoters' contribution in majority of the

SSI units is less than 25 per cent.

The time taken for sanction and release of 1loan .
to the SSI concern is too long. This will have a

cascading effect on running an SSI unit.

The financial assistance on land and building to
house the SSI unit is more compared to the plant
and machinery. It has been observed in the field
survey that to house Rs. Three 1lakhs worth
machinery as much as Rs. Five lakhs is spent on
land and building. Instead, the entrepreneur
would have gone either for rented premises or
leased premises in the initial stages to house
his unit. More investment on land and building

will affect the profitability of the unit.

It has been found out during the field survey
that food and chemical sectors are more prone to

the vagaries of market. Engineering and Hotel
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industries are running on sound 1lines. 1In the
same way partnership and proprietory concern are
running on a sound basis compared to private and

public limited concern.

26 per cent of the units are in default to the

financial institutions.

Majority of the SSI concerns are not happy with
the procedures followed by the financial
instutions as the Small Scale Industrialists
broadly agree with the major policies of the

financial institutions.

Karnataka State Financial Corporation is
providing better services compared to other
financial institutions both in terms of quantity

and quality.



ANNEXURE 1

QUESTIONNAIRE FOR THE RESEARCH STUDY ON "INSTITUTIONAL
FINANCE TO SSIs IN KARNATAKA"

GENERAL :

1. Name of the Unit

2. Address of the Unit
Factory

Office

3. Name and Designation of
the Respondent

4. Chief Promoter's
Education

5. Previous Occupation

6. Year of establishment of
the unit .

7. Constitution of the Unit
8. Date/Year of the Commen-
cement of Commercial pro-

duction of the unit

9. Name of the product being
produced

10. Any other by product
being produced

11. Licenced/installed
capacity

Phone No.

Phone No.

Below SSLC/SSLC/Graduate/
Post Graduate/Technically
Qualified.

Proprietary/Partnership/
Private Ltd.,/Public Ltd.



12.

13.

14.

15.

16.

17.

18.

19.
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Capacity utilisation
(Average during the last
3 years)

Production during the
last 3 years

1987-88
1988-89
1989-90

Break even point of the
unit

Availability of raw mat-
erials

Any problems faced while

obtaining raw material

Total No. of persons
employed

a) Factory
b) Office

Major end-users (either
name of the unit or
major industrial sectors)

Sales during last:
three years

1987-88
1988-89
1989-90

Qty. (Tonnes Value
per annum) (Rs.)
Open market/Government

Institution/Imported/Sca-

rcity

a) Scarce
b) High Price

c) Restrictions
in importing

d) Seasonal
Availability

e) Other (if Yes,
please specify

a)

b)

c)

d)
Quantity (TPA)

Yes/No

Yes/No

Yes/No

Yes/No

Yes/No

Value (Rs)
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20. Problems faced in market-
ing :

21. Assistance for marketing

either by Government or
private agencies (Tick

whichever is applicable)

22. Marketing Strategy

23. Export/Import oriented
unit (Tick whichever is

applicable)

24. SPECIAL INFORMATIONS

1.

2.
3.

Name of the Financial

Institution providing
term loan

Date of sanction

Date of Realisation of

Loan (complete Disbur-
sement of Loan) :

Total Financial assist-
ance obtained :

Financial assistance to:

Land :
Building :
Plant and Machinery :
Others :

Total :

Whether term lending

institution is providing
working capital facility

Whether financial assis-
tance is provided under
any special scheme :

a) Server competition Yes/No

b) Pricing Yes/No
c) Distribution Yes/No
d) Awareness Yes/No
e) Others (If Yes,

Please specify) Yes/No

Government/Private Agencies

Through Dealers/Retailers/-
Both/Directly.

Export/Import
Rs. ..... lakhs
Rs. ..++.. lakhs
Rs. ..... lakhs
Rs. ..... lakhs
Rs. ..... lakhs
Yes/No
Yes/No
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8. If yes, please name the
scheme and the reason
for obtaining finance
under special scheme :

9. Problem faced while
obtaining loan

a) Too much formalities
and procedures : Yes/No

b) Reception of the
officers towards the
project was not en-
couraging

Yes/No
c) No proper guidance : Yes/No

d) Inordinate delay in

clearance Yes/No

e) Others (If yes,

please specify) Yes/No

10. Rate of interest
charged e, %

11. Repayment period

Years/months

12. Present amount outstan-
ding with the financial

institution : Rs. ..... lakhs

13. Amount in overdues if
any

x
0

14. 1f yeas, your difficul-
in clearing the overdues: 1)

15. Name of the Bank provi-
ding working capital :

16. Date of application

17. Date of sanction of
working capital

18. Working capital a. To buy raw material
required for (Tick b. To meet administrative

whichever is applicable: expenses
c. For bill discounting

d. Others (please specify)
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19.

20.

21.

22.

23.

" b) Whether the Unit

24.

b)
c)
d)
e)
f)

h)
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Working capital limit
sanctioned by the Bank :

Any problems faced while
obtaining working capi-
tal or being faced while
drawing working capital:

Promoter's contribution
in the project :

Source of funds for the
promoters contribution :

Tax structure of the

unit :

a) Sales Tax paid during
last three years o

i) Comes under Excise
Duty purview

Rs. lakhs

Lo X o W ¥
wN -~
S’ s e

Own funds/Friends and
Relatives/Borrowed from
others.

ii) If yes, what 1is the

Excise Duty paid
during the 1last 3
years :

c) Whether the promoters:

i) Are income tax
assessee

If yes, How much is
the Income tax paid
during the 1last 3
years :

ii)

Working cost of the
unit

Towards raw material
Labour cost

Towards Electricity
Towards Transportation
Administration cost
Handling cost

Selling cost

Other costs (Please
specify)

1987-88 Rs. ..... lakhs
1988-89 Rs. ..... lakhs"
1989-90 Rs. ..... lakhs
Yes/No

1987-88 Rs. ..... lakhs
1988-89 Rs. ..... lakhs
1989-90 Rs. ..... lakhs
1987-88 Rs. .e... lakhs
1988-89 Rs. ..... lakhs
1989-90 Rs. ..... lakhs

(Can also be furnished in
terms of percentage)
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26.

27.

28.
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Profits/loss made

during the last three
years

Your opinion on the
loan scheme of the
financial institutions

Your overall experience
with the Financial
Institutions

What alternative you
could have found if
financial institutions
have not helped :

1987-88 RSs. .....
1988-89 Rs. .....
1989-90 Rs. .....
a) Good enough Yes/NO
b) Needs modification Yes/NO

c)

a)
b)
c)

wN -~

Any other (If yes
please specify) Yes/NO

Fair
Good
Bad




CHAPTER - VI

SUMMARY AND CONCLUSIONS

SUMMARY

The present study, beginning with the evolution of
modern SSIs in 1India, its importance and role in the
economic development deals mainly with the institutional
support - financial support in particular - its trends
pattern and magnitude and reveals the contributions of SSI
sector in terms of production, employment and investment
vis-a-vis the financial support it received from financial

institutions.

The contribution of the small-scale sector to the
nation’'s economy has often been underplayed ‘or not fully
recognised. This sector provides the largest employment
both skilled and unskilled and is a source for supporting
large scale industry by providing ancillaries. It has
repeatedly met the domestic demand in areas 1like consumer

durables and has created a niche for itself on the export

front.

An effort has been made in this thesis +to trace the

growth of modern SSI concept in India. During the 1950's it
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was the employment aspect which determined the scope of an
SSI. Then during the 1960's when the tempo of the
development of SSIs gathered momentum, the labour concept
gave way to capital investment. Since then the definition of
an SSI is revised continuously based on the investment on

plant and machinery.

It has also been analysed in this thesis, the approach
of Government towards the SSI sector. Since the IPR 1948,
several changes have been effected through the IPR-1956,
1977, 1980 and 1991. To a greater extent the 'protectionist'
policy adopted by the Government contributed to the growth
of SSIs in the present scale. Further an assessment has also
been made in order to know whether the financial allocations
made towards this sector during various plan periods are in
proportion to the contribution of this sector to the

economy .

The importance, role and place of SSIs to the economy
has also been analysed. In terms of creation of employment
opportunities to the economy which 1is characterised by
unemployment and underemployment, contribution of SSI sector
to the G.D.P., contribution towards the export front are

also dealt.
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There is also an effort in this thesis to dig into the
features of capital and credit structure of an SSI. How
there has been a transition of capital and credit needs of
SSIs over the years. The thesis also deals with the present
financial structure through which the credit needs of the
SSIs are met and what are the procedures, terms and
conditions, security to be provided, percentage of margin
and rate of interest of the Financial Institutions while

providing financial assistance to SSIs.

It has been substantiated in the thesis with facts and
figures that the financial support, the SSI sector received
is not in proportion to the contributions made from this

sector.

It can also be seen from the foregoing analysis that
there is agglomeration of industries in the districts of
Bangalore, Mysore, Tumkur, Dakshina Kannada and Belgaum and
deglomeration of industries in the remaining districts of
the state. This factor is also corroborated by looking at
the financial assistance (District-wise) provided by the
financial institutions like KSFC and nationalised commercial

banks.
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Karnataka is one of the states known for 'sound
banking system. There has been a considerable growth in
branch expansion in the state after 1964. The performance of
KSFC compared to commercial banks in financing SSIs 1is
impressive. SSI finance constitutes 69 per cent (as on
31.3.92) of the total financial assistance provided by KSFC
whereas in case of commercial banks it 1is around 13 per

cent.

There is a detailed account of institutional finance
to SSIs in Karnataka in this thesis since nationalisation.
The year wise account of financial assistance provided by
commercial banks to SSIs is recorded. This analysis shows
that the average share of finance that SSIs have obtained
since 1969 to 1992 is 13 per cent of the total advance of
the commercial bank. Then an analysis of District wise and
bank wise advances to SSIs as on 31.3.92 has been made. This
analysis shows that there is concentration of industries in
certain pockets of the State where well developed
infrastructural facilities, proximity to market and other
facilities are there. There is an agglomeration of
industries in places 1like Bangalore, Tumkur, Mysore,
Mangalore, Belgaum and Dharwad. Bankwise analysis reveals,
Canara,; SBI, SBM and Syndicate Bank are in the forefront of

financing SSIs in Karnataka.
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KSFC today is the premier term lending institution in
the country. It has played a catalytic role in the promotion
of SSIs in Karnataka. Its operations since inception to
31.3.92, share of its assistance to SSI, District wise and
Industry wise assistance, Ratio of disbursement to

sanctions, Recovery performance are also dealt in detail.

The study based on the field survey of 100 selected
SSI units reveals that - but for the financial assistance
from the financial institutions they have not established
the industries. The field survey also revealed that there is
no much relation between the qualification of the promoter
in running the unit. It was also found out during the field
survey that proprietory and partnership concerns are running
on a sound basis compared to private and public limited
concerns. The impact of financial assistance bn the SSI in
terms of production, employment have also been analysed in
the field survey. The points like more investment on land
and building than the plant and machinery, more empolyment
in office compared to factory resulting in more overhead
costs, major working cost of the majority units is towards

servicing the loan have also emerged in the field survey.
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RECOMMENDATIONS: -

One of the major issues to be addressed primarily is
the availability of adequate and timely fiiauice for the
growth of this sector. Finance as is well accepted should be
available at right time and delayed finance is no longer a
finance at all. As detailed in the previous chapters the
present institutional finance available to this sector is
inadequate. Hence SSIs should have access to new avenues of
finance like Mutual funds. It is also recommended that since
SSIs find it difficult to raise finance the 'SSI Mutual
Fund' should be set up. There is also an urgent need to
restructure the interest rates on a scientific basis. The
interest rates are different from one financial institution

to the other.

The existing branch net work of financial institutions
is i1l equipped with handling financing of SSIs effectively.
On the lines of the establishment of a separate financial
institution for the SSIs, the SIDBI, it is recommended that
special branches may be set up to exclusively deal with the
SSIs. This will help new units for speedy sanction and

release of loan as well as old units for rehabilitation.
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In order to make SSI units - self sustaining in terms
of source of funds and also to avoid sickness in Small Scale
Sector 'Promopt Payment Act' should be implemented
vigorously. For a majority of the SSI units - public sector
undertakings and LSIs are the major customers. The
Government should prevail on these by effecting payments not
only within the time limit but also as early as possible.
Obviously this is a major source of funding for the SSIs and
it would be rejuvenated by a positive stand in this

direction.

In view of the globalisation of trade it has become
essential for SSI units to have access to technology for
manufacture of variety of products of acceptable quality at
competitive prices. Hence, financial institutions apart from
lending on traditional lines should also think of providing
some sort of 'Technology Development Assistance Fund' for

easy flow of technology transfer.

SSIs constitute 40 per cent of the total exports, 60
per cent of the total employment in the manufacturing
sector, 45 per cent of the total industrial production and
36 per cent of the G.D.P. Whereas the finance it is getting

is less than 20 per cent of the total advances of the
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financial institutions. It has also been assessed by ‘the
Nayak Committee appointed by the Finance Ministry -
Government of India that large scale units borrow upto 19
per cent of their turnover from banks as working capital.
SSI units however get only around 8 per cent. Hence, the
share of lending of the financial institutions should be

increased at least by énother 10 per cent.

The question now is not of reviewing the situation but
of implementing a step by step programme for vitalising this
sector and removing all impediments in the path of this
objective. It can be mentioned here the impediments that SSI
entrepreneurs facing are in the form of elaborate and
cumbersome procedures. They impose considerable difficulty
on the borrowing of the SSI entrepreneurs. Special and
simple application forms and simplifiéd procedural

requirements will go a long way in promoting SSIs.

An important point to be kept in view is that the SSI
sector is not homogenous. Some of the units use ‘'state of
the art®' technology while quite a few are carrying on with
technology as well as equipment which is several decades
old. We have SSI units catering essentially to the domestic

marla+r ac well as t+hnse which are completely export
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The recent policy change with reference to SSIs is the

"New Industrial Policy of 1991". The highlights of this
policy are - ‘'liberalisation' and 'the opening up of
economy'. The policy aims at removing 'Licence-Raj', direct
foreign investment, automatic approval for foreign

technologt agreements. These measures will make SSIs more
competitive and if implemented properly should help for the
pomotion of SSIs. But through the process of liberalisation,
it has also been the thinking of the government to move away
from tax and credit concessions to SSIs which may result in

'giving' from one hand and 'snatching' from the other.

Small-Scale Industries are normally exposed to the
cross currents of economic policies. There 1is an urgent
need to consider the policies to be pursued with regard to
SSIs in the context of overall strategy for industrialisa-
tion. That 1is to say the reliance or stress should be on
the 'package approach’'. Even though some efforts have been
made to promote SSIs through package approach, the benefits

have not perculated.

The major achievements of banks since nationalisation
has been successful geographical coverage, with expansion

problems like rigidities, defective lending, overdues have
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creeped in. Therefore the Government has set up the

Narasimhan Committee to examine these aspects. The committee

has submitted its report recommending reforms. The

highlights of the recommendations are :

- liberlising the financial institutions,

- healthy competition between public and private sector,

- no further nationalisation,

- phasing out of concessional credit,

- prudential regulation and supervision in a free
financial environment,

- no bar on private banks,

- four tier system of banking organisation - SBI, its

subsidiaries at the helm including international character -

8 -10 national banks with universal character - l6cal banks

confining to a specific region - RRBs in the bottom at the

rural areas.

To implement these recommendations the Government has
to make far reaching changes 1like mergers, amalgamations
which may not be possible. But other recommendations 1like
free competition between public and private sector banks in
the areas of branch expansion will open new vistas for

small-scale entrepreneurs.
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Another major recommendation of the Narasimhan
Committee is the phasing out of concessional credit and
bringing down the credit target of 40 per cent to 10 per
cent to the priority sectors and also redefining the

'priority sector'.

Keeping in view the dependency of the economy on the
priority sector (like agriculture and SSI sector) one
wonders how this is realistic. Moreover the sudden reduction
of advance on priority sector will jeopardise the interests
of people involved in this sector wunless the number of

people dependent on them reduced.

There 1is also an urgent need for better co-
ordination between commercial banks and the state financial
corporation apart from the co-ordination between branch and
regional offices of these institutions for improving the
credit delivery system. In this regard the establishment of
SIDBI is a welcome step. SIDBI will be the Apex Bank of
small industry finance. It will also be a focal point to co-
ordinate and thereby step up the flow of financial
assistance to the Small-Scale sector. SIDBI will also
operate a special fund ‘'the small industries development
assistance fund®' for financing those activities which are
expected to yield return over a very long period and involve

high degree of risk.
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