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Small firms to get a lifeline

The government is looking at various financial means as an alternative to the
traditional debt instruments, which could be used for raising resources for SMEs

- Allow ECB for working capital
= Mo restriction on uses of ECB below a threshold limit
= Set aside for SME (mfg)

_'.f;ntiife_tapitéi

- SME specific VC funds focusing Mfg.

- IPO route through SME Exchange

(beyond IT/BT/Auto/pharma)

Private Equity

- Banks to be encouraged (banks have right to
invest 5% of the time and demand liability)

= fiscal concessions/ incentives (In US the
high net worth individual are allowed
to invest in equity and get tax benefits)

- set aside of 1%
- exit route issue

SME Exchange / IPO

= reduce regulatory cost
= ensure liquidity

Commercial Paper/ Bond

= Support for collective issuance

- Easing issuance norms

of papers by small Cos.

RAYANA PANDEY
MNeww Delhi

n view of declining bank

credit and growing compe-

tition for the micro, small
and medium enterprise (MSME)
sector, the government is look-
ing at various financial means
as an alternative to the tradi-
tional debt instruments, that
could be used for raising re-
SOUCes,

The office of development
commissioner, ministry of
MSME, has asked industry bod-
ies, like the Federation of In-
dian Small and Medium En-
terprises (Fisme), to suggest
means of SME financing,. Fisme
has recommended using options
like external commereial bor-
rowings (ECBs), private equity,
factoring, leasing, SME stock
exchange or al-
ternative invest-

The percentage of

private equity, initial public
offerings, secondary markets
among others, the MSME sec-
tor too needs to increase their
share in the pie,” Sircar added.
“MSMEs are a heteroge-
neous segment and different
SMEs require different finan-
cial products at different stage
of their operations,” Suresh Mo-
han, managing director, Tech-
no Spark Industries, a Banga-
lore-based granite systems com-
pany and the newly elected pres-
ident of Fisme said.
According to Fisme, for an
MSME which is part of a sup-
ply chain or supplying to a few
large companies, ‘factoring’
or ‘buyer credit’ are preferen-
tial instruments. “Similarly, for
one which is to scale up its op-
erations, infusion of ‘equity” may
be required for raining debt. Yet,
for another SME,
short term finance

meptmakets  panks'credittothe (hroueh Extenl
mendations, joint-  SME segmenthas rowings (ECEs)
ly prepared by  coma down from  could be very cost

Fisme, Financial

effective,” Anil

Consultants, around 15 per cent Bhardwaj, secre-
IL&FS, Interna- z tary general, Fisme
tional Banks in late 1990s to said.

namely HSECand ~around 8 percent  The traditional
Standard Char- resentl means of debt or
tered and others, P y loans, acoording to

will be submitted
to the Development Commis-
sioner by the end of next week.

The move comes days after
Finance Minister P Chi-
dambaram announced in the
Budget 2008-09, a Rs 2,000-
crore fund in SIDBI for risk cap-
ital orventure capital. According
to Jawahar Sircar, development
commissioner, MSME ministry,
MSMEs should be able to gar-
ner resources just like large
companies.

“We are looking at more of
non-debt financing for the sec-
tor: Just as large companies have
options of venture capitalists,

Fisme, has failed
to keep up with the growing
need of this sector which now
aims to expand aggressively.
“In spite of RBI's Priority Sec-
tor Lending guidelines, the per-
centage of banks’ credit to the
SME segment has consistent-
Iy come down from around 15
per cent in late 1990s to around
8 per cent presently. Also, with
the opening of markets and im-
ports getting cheaper due to rise
of the rupee, MSMEs face enor-
mous competition. Therefore,
it is imperative to look at al-

ternative resources,” Bhardwaj
added. ‘///



