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I. Characteristics of an AgrIbusiness Project and PackagIng a
Project for FInancIng

Agnbusmess projects cover a wIde range of sectors mcludIng
~ ProductIOn
~ Handlmg
~ Storage
~ Packagmg
~ Processmg
~ DIstrIbutIOn
.. "Soft mdustnes"

-Research and development
-BIotechnology
-InformatIOn
-Tra1ll1ng
-Marketmg and Merchandlsmg

CapItal reqUIrements vary as a functIOn of the type of venture, Its stage of development,
mfrastructure requIrements, the level of productIOn, and the targeted market ProductIOn­
based ventures have relatIvely low loan requIrements and hIgh nsks On the other end of the
spectrum, bIOtechnology mdustrIes are both capItal IntensIve and equally hIgh nsk
Fmancmg reqUIrements and strategIes are dIrected by the nature and specIfic charactenstIcs
ofthe project The key concern ofany potentIal finanCIer, eIther lendmg to, or Investmg m
an agnbusmess venture, IS management and mItIgatIOn of the nsks Involved, followed by the
operatIOnal ViabIlIty and profitabIlIty ofa project

RISk mItIgatIOn m agnbusmess projects IS cntIcal for any potentIal finanCIer Below are
examples ofnsk mItIgatIOn that most promoters can reproduce In a WIde vanety ofproJ ects

.. IntegratIon of productIOn and processmg to reduce the nsk of vanabIlIty In raw
matenal qualIty and quantIty

~ DesIgmng a project WIth conservatIve capItal reqUIrements
~ Cold storage faCIlItIes and Improved sortmg and processmg mechamsms whIch

reduce nsk of spOIlage for penshable products
DIverse crop selectIOn for year-round supplIes that can reduce losses from seasonal
scarCItIes

~ Product development that corresponds WIth market reqUIrements
.. The use of attractIve and durable packagmg whIch mImmIzes penshabIlIty
.. Management must have expenence m the proposed project III order to reduce start-up

costs and mImmlZe the nsk of faIlure

The manner III whIch a project IS presented to the potentIal finanCIer IS cntIcal There are
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two basIc preparatory steps wluch the promoter(s) must undertake, and whIch wl11 determme
the final outcome for successful financmg of a project

.. A feaslblhty report lays out the techmcal and financIal vIablhty of a project and
should mclude the chOIce of sIte, the technology to be used, operatIOnal effiCIency,
the capItal needed, and operatmg costs ofproductIon
An InformatIOn Memorandum or Busmess Plan descnbmg the demand, the market,
competItIOn, project descnptIOn, and the project sponsors IS also Important

Packagmg the project concept, addressmg the nsks Inherent m agnbusmess proJects, and
lughhghtmg the nsk-return profile of the project are essentIal to attract potentIal finanCIers
MeanwhIle, the finanCIal prOjectIOns bnng together all the above mentIOned aspects -­
procurement, processmg, and marketIng

II. Sources of FInance

Pubilc Sources

The Pohcy on Agncultural Fmancmg enVIsaged the creatIOn of a multi-agency approach,
under wluch vanous categones ofcredIt mstitutIOns were set up to encourage lendmg to the
agncultural sector The system mcludes

.. 27 natIonahzed banks/pubhc sector banks

.. 96 regIOnal rural banks

.. 60 pnvate commerCIal banks and foreIgn banks

.. 389 co-operative banks and agncultural credIt SOCIeties

.. 767 state and land development banks

There are over I 5 lakh branches of dIfferent banks m rural and semI-urban areas The
pnmary purpose/actIvIty oftlus agncultural financmg system IS to aSSIst m selectIOn of crop
productIOn mputs, purchase of farm Implements, development of ImgatIOn systems,
reclamatIOn of sub-effectIve land, and the creatIOn of a market mfrastructure From a
government polIcy standpomt, It IS mandatory for all banks to achIeve the followmg targets
for credIt

.. Pnonty sector credIt should be at least 40 percent oftotallendmg capabIlIty

.. Agncultural credIt should be at least 18 percent oftotallendmg capabIlity

.. IndIrect agnculture credIt should not exceed 25 percent of total agncultural credIt

.. Weaker sectIOns of the SOCIety should get at least 10 percent of total lendmg
capabIlity

The GrC Group ACE Agncultural Fmance Gmde 4



The total dIsbursement ofcredIt to the agncultural sector dunng the 15 year penod 1980-81
to 1994-95 was Rs 61,857 5 crore from commercIal banks and Rs 77,5168 crore from co­
operatIve banks

Private Sources

Under the current polIcy, the Reserve Bank of IndIa (RBI) reqUIres all commercial bankmg
mstitutIOns m the publIc and pnvate sectors to lend at least 18 percent of theIr net bank credIt
to the agncultural sector Recent downturns m mdustnal lendmg, and the followmg new
developments, have enhanced opportunItIes for agnbusmess financmg

~ DIrect lendmg IS bemg encouraged
~ Greater lendmg potentIal WIll be sought through the NatIOnal Bank for Agnculture

and Rural Development's (NABARD) PotentIal Lmked Plans (PLPs)
State-run seed corporatIOns and agncultural corporatIOns Will be requmng more
commerCial borrowmg than was proVIded for m ImtIal budgetary allocatIOns

~ Co-operatives engaged m specIfic actiVIty areas are now pnme loan candidates
~ The nursery and horticultural mdustnes have been smgled out as good lendmg

OPPOrtunIty mdustnes by the government
HI-tech projects and export onented finns WIth foreIgn collaboratIOn and marketmg
tie-ups are bemg targeted
Branch bankmg IS now better organIzed to respond to regIOn-specIfic agnbusmess
projects
CommerCIal bankmg lInkages are bemg establIshed WIth speCialIzed agncultural
finance branches ofpublIc sector banks

Key InsntutlOns Offermg Fmancmg

NABARD The mstItutIOnal role ofNABARD IS to proVIde re-finance faCIlItIes through
commerCial banks m order to promote agncultural credIt, cottage mdustnes, and handIcrafts
NABARD IS the key development bank provIdmg credIt needs for rural development

The NatlOnal HortIculture Board (NHB) NHB has a number of financmg programs such as
mtegrated projects on strengthenmg post harvest mfrastructure and schemes for development
marketmg through soft loans

All Indza Fmanczal InstItutlOns (AIFls) An mtegrated network of finanCIal mstItutIOns
eXIsts m the country, provIdmg a vanety of finanCial products and servIces for mdustnal
development The All IndIa Fmancial InstitutIOns compnse SIX All IndIa Development
Banks, three specIahzed finanCIal mstItutIOns, and three mvestment mstitutIOns

Stock exchange/capItal markets There IS a network of 23 stock exchanges located m
Mumbal, Calcutta, DelhI, Madras, Ahmedabad and other key CItIes An Over-the-Counter-
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Exchange of India (OICEI) has been opened to establIsh a secondary market for small and
start-up comparnes

Joznt Ventures The New IndustrIal PolIcy mVltes and faCIlItates foreIgn mvestment m IndIa
ForeIgn mvestments are approved by automatIc approval through the Reserve Bank of IndIa
or through government agenCIes

Mznlstry ofFood Processzng Industrzes (MOFPI) and the Agrlcultural and Processed Food
Export Development Authorzty (APEDA) These orgarnzatIOns have a developmental and
regulatory role III government finanCIal polICIes MOFPI has programs for state
governments, corporatIOns, entrepreneurs, and jomt ventures APEDA has VarIOUS schemes
to promote the export of processed foods, mfrastructure, packagmg, qualIty control,
transportatIOn, and marketmg

FinanczalInstltutIOns -- Industrzal Development Bank ofIndza (IDB!), Industrzal Finance
Credlt CorporatIOn ofIndza (IFC!), and Industrzal Credlt and Investment CorporatIOn of
Indza (ICICI) These financIal mstItutIOns cater to the vaned needs of dIfferent types of
mdustrIal projects to meet long- and medIum-term financmg needs ServIces mclude project
loans, deferred payment guarantees, leasmg, venture capItal, underwntmg, and dIrect
subscnptIOn to shares and bonds

State Level InstltutIOns -- State Financzal CorporatIOns (SFCs) State Industrzal
Development CorporatIOns (SIDCs), State Industrzal and Investment Corporatwns (SIICs),
and State Agro Industry CorporatIOn (SAlC) Each state has Its own SFCs/SIDCs They act
as a financIal mstItutIOn (FI) under refinancmg schemes of vanous AIFIs The baSIC
objectIve ofSFCs/SIDCs IS to subscnbe to eqUIty capItal, proVIde term loans and guarantees,
and prOVIde seed capItal

Forelgn Banks ForeIgn banks sanctIon foreIgn currency loans after they are prOVIded WIth
a No ObjectIOn CertIficate (NOC) from AIFIs Lendmg rates are 0 5 percent over London
Inter Bank Operatmg Rate (LIBOR)

Internatwnal Finance CorporatIOn (IFC) The IFC, part of the World Bank Group, was
establIshed to promote mvestment m developmg countnes WhIle It supports both pnvate
enterpnses andjomt sector projects, preference IS gIven to pnvate enterpnses

Oll Exportzng Developzng (OED) Countrzes OED countnes can mvest up to 40 percent of
eqUIty m new ventures The mvestment can be m the form of eqUIty, bonds, debentures or
dIrect loans

Aszan Development Bank (ADB) The ADB extends asSIstance to IndIan comparnes through
term loans and eqUIty support It also extends support to the AIFIs by provldmg foreIgn
currency loans
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III. Financing Options

Fmancmg optIOns can be broadly classIfied as eIther debt or eqUIty posItIons There IS a vast
range ofmstruments for secunng both debt and eqUIty financmg

EqUity Fmancmg

Preferred debt to eqUIty ratIos for project financmg are generally 2 1 The major eqUIty
financmg modes for any project mclude

". Promoter's eqUIty
". Venture capItal
". Seed capItal
". ForeIgn eqUIty
". PublIc Issue/secunbes markets

DelhI Stock Exchange (DSE) -- mm Rs 5 crore paid up capItal
Bombay Stock Exchange (ESE) -- mm Rs 10 crore paid up capItal
NatIOnal Stock Exchange (NSE) -- mm Rs 10 crore paId up capItal

Debt Fmancmg

Debt financmg mcludes both long-term debt for
financmg capItal needs, and short-term debt for
workmg capItal reqUIrements Among the other
major sources of non-commercIal debt financmg
are

SubSIdIes SubsIdIes are a cheap source of
financmg
". Sources State and federal
". Cntena Project promotIOn for

development purposes
". Amount Average subSIdy value not greater

than Rs 50 lakh per project

Soft loans Low mterest loans wIth long
repayment penods, and grace penods for
repayment
". Sources NEB, APEDA, MOFPI
". Cntena Vanes accordmg to the SIze of the

proJect, finanCIal strength of the promoter,
and project locatIOn
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Long-Term Debt Fmancmg
Instruments

Debentures
Term loans
SupplIer credIt
ForeIgn currency loan
EqUIpment leasmg

Short-Term Debt Fmancmg
Instruments

Sales advance
Inter-corporate depOSIts
PublIc depOSIts
BIll dlscountmg
Secured loans
Unsecured loans
CommercIal paper
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Amount NHB offers a soft loan up to Rs 1 crore at four percent mterest for
development of hortIculture enterpnses

IV. ProJect-SpecIfic FInancing OptIons

Fmancmg optIOns for projects of three dIfferent SIzes are mcluded on the followmg pages
These optIOns cover eqUIty, long term debt, and short term debt possIbIlItIes for projects of
larger than 10 crore, projects between 1 and 10 crore, and projects less than 1 crore

Fmancmg OptIOns More Than Rs 10 Crore Project Stze

WhIle a mmimum level ofpromoter's eqUIty IS requIred for any proJect, the most Important
source of fundmg for projects larger than Rs 10 crore are the AIFIs These mstItutions
prOVIde serVIces to meet long-term and medIum-term financmg needs AIFIs offer project
loans, deferred payment guarantees, leasmg and venture capItal, and underwntmg and dIrect
subscnptIOn to shares and bonds of mdustnal urnts In addItIon, there IS a network of
mstItutIons such as the Tounsm Fmance CorporatIOn of IndIa (TFCI), RIsk CapItal and
Technology Fmance CorporatIOn (RCTC), Technology Development and InformatIOn
Company ofIndm (TDICI), the ShIppmg CredIt and Investment Company ofIndm (SCICI),
and SIDBI catenng to the financmg needs ofspecIfic sectors ofmdustry The Export-Import
Bank (EXIM) provIdes deferred payment credIt for exports, productIOn loans for export
onented unItS (EOUs), guarantees, and financmg of overseas Jomt ventures and turnkey
contracts executed by IndIan compames Larger projects may be elIgible for state programs
and grants, however, tlus form offinancmg can cover only a small portIOn ofthe total project
cost Other optIOns open to larger projects are

EqUlty
~ EqUIty fundmg IS m the form of a combmatIon of capItal and assets at a level of 30

to 40 percent of the total mvestment reqUIred ForeIgn eqUIty and publIc Issue are
becommg mcreasmgly Important at thIS level as well Venture capItal IS aVailable,
although seed capItal IS not Sources mclude promoter's eqUIty, a foreIgn partner,
secunties markets and foreIgn mstItutIOns

Long-term debt
~ All long term debt optIOns are open to projects OfthiS SIze
~ Debentures and term loans are Important, and foreIgn currency loans (FCLs) can be

utIlIzed for the ImportatIOn ofmachmery or other eqUIpment
~ SupplIer's credIt IS easy to secure when projects are over Rs 10 crore

Short-term debt
~ Except for commercIal paper, a WIde range of optIOns IS aVailable
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Fmancmg OptIOns Rs 1 to 10 Crore Project SIze

The mam source of financmg for medmm sIzed projects remams promoter's eqUIty
However, It IS eaSIer for such projects to secure financIng from the debt financIng network
than It IS for smaller projects The mam financmg sources are state mstItutIOns, WhICh
mclude state financial corporations (SFCs), SIDCs, state mdustnal mvestment corporatIOns,
and the specIahzed state agro-mdustnal corporatIOns These InstItutIOns offer assIstance to
small- and medmm-scale projects They baSIcally act as a financIal InstitutIOn under a
refinance scheme ofvanous AIFIs The basIc ObjectIve ofSFCs/SIDCs IS to subscnbe to
eqUIty capItal and provIde term loans for the promotIOn and development ofmedIUm to large
projects These mstItutIOns pay special attentIOn to the development of lesser developed
areas, and provIde aSSIstance to entrepreneurs who have the necessary expenence but lack
finanCial resources Some states have speCIal corporatIons to cater to agncultural mdustnes
as well Another source ofdebt financmg IS commercIal banks Grants and soft loans can
be accessed from NHB, APEDA and MOFPI Fmancmg optIOns aVailable to medIUm-sIzed
projects IS laid out below

Equzty The chOIces open m thIS category are more or less the same as for projects of less
than Rs 1 crore QuahficatIOns for eqUIty finance of projects thIS SIze Include
,. As project SIze mcreases, secunng financmg becomes eaSIer
,. For larger projects, pubhc Issues becomes a Viable optIOn (regulatIOns speCIfy a

mmimum ofRs 5 crore paid-up capItal for lIstmg at the DelhI Stock Exchange (DSE)
and Rs 10 crore at the Bombay Stock Exchange (BSE) and the NatIOnal Stock
Exchange (NSE»

,. Promoter's eqUIty remaInS the most Important source of finanCIng, followed by
venture capItal, seed capItal, and foreIgn eqUIty

Long-term debt
,. SupplIer's credIt, along WIth term loans and eqUIpment leasmg, are VIewed as feasIble

optIons for thIS category
,. As project SIze mcreases, the feaSIbIlIty of supplIer's credIt also Improves
,. Larger projects also have an Improved chance of secunng an FCL
,. EqUIpment leasmg from a foreIgn partner/buyer IS an attractive option

Short-term debt
,. Along WIth bIll dlscountmg and secured and unsecured loans, optIOns such as

mtercorporate depOSIts (ICDs) and publIc depOSIts become more attractive
,. CommerCIal paper IS not a popular alternative for securmg short-term debt, pnmanly

because of the prevaIlmg IllIqUIdIty and constramts m the Indian market
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Fmancmg OptIOns Less Than Rs 1 Crore Project Size

The financmg chOIces for projects of thIS SIze are faIrly lImIted and generally depend on
promoter's eqUIty Withm the debt financmg network, the SIDBI IS the most Important
source offinancmg for projects thIS SIze SIDBI was establIshed for promotIOn, financmg,
and development of mdustnes m the ruche or cottage sectors and It coordmates the functIons
of other mstItutIOns engaged m SImIlar actIvItIes SIDBI not only offers debt financmg
optIOns but also eqUIty financmg, and a host of other mnovatIve schemes to help the
promoters ofsmaller projects Entrepreneurs m thIs category can also approach the NatIonal
Small Industnes CorporatIOn (NSIC) Grants and soft loans are bemg offered and operated
by NHB, APEDA and MOFPI

EqUlty optIOns
.. Promoter eqUIty IS the most Important source offinancmg for smaller projects
.. Venture capItal represents eqUIty mvestments WIth hIgh secunty/collateral

reqUIrements, most seed capItal schemes for small scale enterpnses are moperatIve
at present

.. PublIc Issues are ruled out for smaller projects given the SIgnIficant costs mvolved
The Over-the-Counter-Exchange ofIndIa (OTCEI) has not been effectIve

.. The optIOn offinancmg through foreIgn eqUIty has not been used extensIvely and IS
of a lImIted nature

Long-term debt
.. Term loans and eqUIpment leasmg are the only optIons avaIlable for smaller projects

For projects qualIfymg as Small Scale Industnes (SSIs), SIDBI operates several
financmg schemes

.. Debentures, supplIer's credIt, and FCLs are closed to small operators SupplIer's
credIt IS a cheap and qUIck financmg optIon, but should not be conSIdered a source of
long term fundmg

.. ForeIgn currency loans are generally offered to EOUs

Short-term debt
.. The feasIble short term debt optIOns for thIs category mclude bIll discountmg, secured

loans, and unsecured loans
.. Many banks and other mstitutIOns run bIll discountmg schemes for payment

deferment
.. Unsecured loans are generally obtaIned from unoffiCIal sources to cover shortfalls In

the promoter's eqUIty Unsecured loans are an Important source of financmg for
smaller enterpnses

.. ICDs, publIc depOSIts, and commercial paper are closed to smaller projects

.. CommercIal paper IS a commonly used money market Instrument for raIsmg short­
term funds ThIs mode ofshort-term financmg, however. has never become popular
for smaller projects
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V. Steps to Submitting a Financing Application

For financmg an agncultural proJect, there are many steps that must be taken before, and
whIle, fihng an apphcatlon ThIs gUIde wIll walk the borrower through these steps The
areas that must be covered are

.. The promoters

.. The pro]ect

.. The Implementmg company

.. Cost of the project

.. Fmancmg

.. Marketmg and sales

.. Profitablhty and cash flow

The Promoters

One of the most Important consIderatIOns of any lendmg mstltutIOn regardmg financmg a
partIcular project IS the promoter's busmess expenence, credltworthmess, and reputatIOn
A potentlal borrower should proVIde the followmg

Promoter's BIO-Data and Background

BIOgraphIcal data of all promoters
EducatIOnal quahficatIOns
Busmess expenence
Partners m the project

Background ofcompany associated wIth the promoter
ArtIcles of aSSOCiatIOn
Balance sheets and profit/loss statements

LISt of dIrectors and associated concerns

The ProJect

The project must be descnbed m the fOlm of a feaslblhty study and an mformatIOn
memorandum or busmess plan, mcludmg the expected levels of productIOn, returns on
mvestment, engmeenng and desIgn, and employment prOjectIOns Included WIth the project
mformatIOn should be copIes ofany prefeaslblhty studIes, consultant reports, or engmeenng
layouts
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Capacity and Technology InformatIOn
should be provIded about the proposed
technology, processes, and capacIty
levels from start-up through all phase-m
stages

Installed capacIty and capacIty
phase-m WIth a tIme lme to
maX.lmum productIOn
CapacIty and expected down­
time/set-up time for each
component of the project
SpecificatIOns of each product
and end-use requIrements
DescnptIon of technIcal
processes wIth accompanymg
charts and technIcal documents
CopIes of all technology transfer
arrangements or technIcal
trammg agreements
Corporate profile of technology
proVIder
Proofof government approval of
foreIgn collaboratIOn for
technology transfer

The GIC Group ACE AgrIcultural Fmance GUIde

Management

Management Issues are often responsIble for a
dellied fundmg request The management
structure should be clearly defined by
mcludmg the mformatIOn noted below

.. Prepare a corporate organIzatIOnal
chart, showmg all executIves and
departments

.. Descnbe management roles dunng
constructIOn and dunng operatIOn

.. ProVIde detaIls all proposed executIve
and technIcal posItIons

.. Include proposed management cost,
mventory and budget control, and the
procurement system

Matenal Supply

.. Project reqUIrements for raw matenals
(agncultural products)

.. DescnptIOn of pnce and dIstnbutIOn
controls

.. AnalYSIS of transport reqUIrements for
raw matenals

.. Buymg/growmg arrangements

.. QualIty control and producer
traIling/educatIOn
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Land and Plant The locatIOn engmeermg deslgn and ownershlp of the land and plant/eqUIpment
are of key lffiportance to any fmancler The followmg mformatIon should be provlded wIth any
fmancmg apphcatlOn

~ A map With the locahon of project and estunated land use reqmrements
~ SIZe and cost of land
~ Basls of valuatIon for the targeted property
~ Payment method proposed
~ Purchase or lease parameters
~ Current and future expected zonmg of land
~ Water and soll tests and survey of the land
~ Include a deslgn engmeer's master plan showmg bmldmgs, roads, rad sldmgs, and

power/water mams
~ Plant blueprmt showmg bUlldmg plan and eqUlpment layout
~ ProvIde all necessary InformatIon on archItects, constructIon fmus, and consultants,

mcludmg project hIstory
~ Explam machInery and plant selectIon process

Utllltles

UtIlItIes are an often over-looked component of new and expanSIon projects, but are a
component that financIers look at closely, as utIhty tanffs can often be a major expense for
projects of any SIze

Power demand, peak reqUIrements, tanffs, costs per annum
Agreements wIth ElectncIty Board
Electncallayout

Water CIrculatIOn, bOIler feeds, coolmg
Source of water arrangements and tanfflevels
Water treatment and effluent control
DIsposal certIficates and approval by local authontles

Steam steam reqUIrements and capaCIty/types of bOIler systems

Transport truckmg, raIl, and aIr servIce arrangements
Safety Issues and trammg programs
TransportatIOn contracts, purchases, and leases

Employment

~ EstImates of total employment reqUIrement at start-up, through phase-m, and at full
capaCIty
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... Trammg programs

... Levels of unskIlled versus skIlled labor

... EstImated payroll costs

... EstImated benefits costs

Proposed Fmancmg

As a promoter WIll generally not secure all needed financmg from one mstItutIOn, a financmg
proposal should mclude all expected sources of financmg and how capItal WIll be raised
ThIS proposal WIll descnbe the followmg

... Sources of financmg already secured

... Sources of foreIgn exchange

... Promoter's contnbutIOn

... Grant and SUbSIdy applIcatIOns

... Banks and orgamzatIOns mvolved m the project, espeCIally those offenng guarantees

... Partners or collaborators that are proVIdmg buy-back arrangements, leasmg, or
eqUIpment financmg

PrOject Cost All lendmg mstItutlOns Will
reqUIre an estImate of all costs assocIated
WIth the proposed project Cost estImates
should mclude the follOWing
... Land and SIte development
... Plant/eqUIpment
... BUIldmgs/constructIOn
... Technology transfer and trammg
... Purchase of fixed assets
... Labor costs
... Start-up costs
... Contmgency funds
... Workmg capItal
... Mamtenance and replacement

Marketmg

Few projects are successful WIthout an
effectIve and well Implemented
marketmg plan After conductmg market
surveys and product analySIS for the
markets targeted, promoters must prepare
a marketmg plan that WIll ensure the
company's products compete WIth Items
already on the market The promoter
should provIde the followmg

... Product analysIs on the targeted
products, end-users, potentIal
markets, and competmg products

... Supply and demand estImates

... CompetItIve analySIS
... Export potentIal and constramts to export
... DetaIled marketmg plan
... Marketmg budget
... AdvertIsmg campaigns -- pnnt, radIO, teleVISIon, mdustry events
... MarketIng personnel responsIbIlItIes
... Expected returns to marketIng Investment
... Targeted lIst of customers
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AdditIOnal DocumentatIOn

PrOject ImplementatIOn For each of the
followmg actIVItIes, a commencement and
completIOn date should be proVIded
to Purchase of land
to CIVIl work/land development
to BUIldmg/plant constructIOn
to Plant and machmery Import
to Machmery dehvery/set-up
to UtIlItIes arrangements
to COmmISSIOnIng of eqUIpment
to TrainIng of personnel
to Purchase ofraw matenals
to Marketmg and sales program
to Tnal runs
to CommercIal productIOn start-up
to Full commercIal productIOn

Small Scale Industnes/
DIrectorate General ofTrade and
Development (DGTD)
regIstratIOn certIficates
Deed of ownershIp for land
assocIated WIth the project
ConstructIon approvals by any
relevant authontIes
QuotatIOns for plant and
machmery
PartnershIp deed!ArtIcles of ASSOCIatIOn
RegIstratIOn certIficate from the RegIstrar of FIrms
CopIes of agreement of sale
Income tax/wealth tax assessment ofthe eXIstmg company and the promoters
Inventory ofmovable and Immovable assets owned by the promoters
Copy of sanctIOn ofpower from the Secunty and Exchange Board of IndIa (SEBI)

Many lenders ask for copIes of certam
documents along WIth an applIcatIon for
financmg Borrowers need to be ready
to proVIde all relevant documents before
filmg an apphcation for financmg
Some of these addItIOnal documents
mclude

In case the borrower IS an eXlstmg company, the followmg documents must be submItted

.. LISt of shareholders

.. LISt of dIrectors and shares owned

.. DIVIdends declared dunng the last three years
to Notes on the re-valuatIOn of assets

VI. Lenders' Cntena for Financing

Some of the Important cntena that must be met at the tIme offihng an applIcatIOn are gIven
below

Debt/eqUIty ratIO the maxImum permISSIble ratIO IS 3 1 for small-scale proJects, and
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1 75 1 for medIUm scale projects
Promoters contrIbutIOn IS generally stIpulated by lendmg mstItutIOns These
contrIbutIOns are shown below

Promoter's Investment

Category ofInvestment
Category A (Most Backward)
Category B
Category C (Least Backward)
Category D (Non-backward)

ContnbutlOn
125%
175%
200%
225%

Subsidy
25 lakhs
15lakhs
10 lakhs

Debt ServIce Coverage RatIo (DSCR) IS the ratIO that determmes the repayment
capacIty of the proJect, and IS denved from the net cash accruals, mterest on the term
loan, and the amount of mstallments Usually It IS reqUIred that the DSCR be
apprOXImately 1 5 for the project to be consIdered as havmg enough capacIty to
generate adequate levels of operatmg cash flows to meet ItS debt obhgatIons
Secunty margm IS an Important factor whIch IS evaluated by finanCIal mstitutlOns
whIle considenng project financmg Fmancial mstitutIOns prefer to finance 80-85
percent of tangIble assets, and expect the balance to be proVIded by the promoters

.. The ratIO ofprofit before mterest, lease rental, and depreCIatIon to total mcome should
be at least 10 percent A project IS generally accepted If the mternal rate of return
(IRR) IS hIgher than a pre-determmed cut-off rate
The market rate ofreturn (MRR) IS a vanatIOn of IRR m whIch the effect of mcome
tax and mternal dutIes has been ehmmated The cut-off figure for MRR IS less than
for IRR
The economIC rate of return (ERR) IS agam a vanatIOn of IRR whIch attempts to
estImate the cost of a project m terms of mternatIOnal pnces, gIven the 10catIOnai
advantages
The DomeSTIC Resource Cost (DRC) measures the cost mcurred for foreIgn exchange
saved by Import SUbSTItutIOn or foreIgn exchange earned by export The DRC should
be less than the relevant exchange rate

Lenders assess the finanCIal vIabIhty of a project by denvmg ratIOS from the financIal
projectIOns The followmg ratIOS are commonly utIhzed
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In addItIOn, projects are assessed on the basIs of vanous
cntena, such as those lIsted below

Loan Safety
RatIOs

Debt-eqUIty ratIo
Current ratio
Debt-servIce
coverage ratIO
Margm on safety

Productivity RatIOs
CapItal employed to
value of output/sales
CapItal employed to
net value added
Investment per
worker
ProductIVIty per
worker

ProfitabIlity Ratios
Percentage of raw
matenals to value of
output
Percentage of wages and
salanes to value of output
Percentage of mterest to
value of output
Percentage of operatmg
profits to sales
Percentage of profit after
tax to eqUIty

The Promoter
.. Past expenence and background

The Project
.. Total capacIty to be mstalled
.. TechnIcal process to be adopted
.. TechnIcal arrangements
.. Management structure
.. LocatIOn
.. SpecificatIOns ofbUIldmgs
.. PartIculars of plant and machmery
.. Arrangements for procunng raw matenals
.. UtIlItIes and other faCIlItIes
.. Labor reqUIrements
.. Effluent dIsposal scheme/status ofNOC
.. ImplementatIOn schedule

Cost ofProJect
.. Land and SIte development
.. BUIldmg and CIvIl work
.. Miscellaneous fixed assets
.. TechnIcal expertise
.. Interest charged dunng constructIOn
.. EscalatIOn and contmgencies
.. Prehmmary and pre-operative expenses

Means of Fmancmg
.. Share capital, authonzed and subscnbed
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~ Rupee loans
~ ForeIgn currency loans
~ Debentures
~ Internal accruals
~ Promoter's contnbutIOn

Marketmg and Sellmg Arrangements
~ EXlstmg and potentIal demand
~ EXlstmg and potentIal supply
~ Demand and supply analysIs

ProfitabIlIty
~ Projected cost ofproductIOn and profitabIlIty and projected cash flow statement
~ Break-even analysIs
~ IRR

EconomIc ConsIderatIOn
~ SOClo-economlC benefits

VII. Processing of ApplIcations

The processmg of a financIal applIcatIOn mvolves two Issues -- an understandmg of the
vanous stages mvolved m applIcatIOn processmg and an understandmg of the cntena used
to Judge applIcatIOns Knowmg these factors can ensure that applIcatIOns are dealt WIth
promptly and there are not unnecessary ObjectIOns and clanficatIOns

There are three stages m the processmg of applIcatIOns These mclude Project DeSIgn,
Project Report, and Project RevlewlImplementatIOn

Dunng project deSIgn the promoter selects the product/project for financmg The project
report Includes a feasIbIlIty study and busIness plan, and the submIssIOn of a detaIled
applIcatIon to financIng InstItutIOns Dunng reVIew, a detaIled appraIsal of the project IS
IrutIated by the InstItutIOn It IS also at thIs stage that the promoter enters Into negotIatIOns
WIth the financIal InstItutIOns The appraIsal technIques, both m a central financIal mstItutIOn
or at a state finanCIal mstItutIon are almost the same

The regIstratIOn commIttee, state level mstItutIOns, or seruar executIves meetmg (SEM) WIll
conSIder the applIcatIOn favorably If the applIcatIOn meets the prelImmary scrutmy
parameters Normally, an appraIsal officer IS assIgned to the project withm two weeks, and
a small profile (normally called a flash report) IS prepared by the SEM
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The SEM eIther accepts or rejects the proposal, and It can also deCIde on the lead mstitutIOn
to handle the loan Flash reports for the SEM Will take one month for a SIte mspectIon and
one month for an mter-mstItutIOnal meetmg Nonnally the total process should take
approxImately three months However, m some mstances, the process can be substantially
longer (6 to 8 months) SIte InSpectIOn IS one of the key steps for project appraIsal, as details
gIVen In the apphcatIOn are venfied SIte InSpectIOns are conducted by a team of officers
compnsmg techmcal and finanCIal personnel Dunng SIte InSpectIOn, the smtabIhty of the
locatIOn IS also assessed Dunng appraIsal, the SEM WIll look at factors such as

.. managenal competence

.. techmcal competence

.. commerCIal vlablhty

.. econOllllC JustificatIOn

.. finanCial soundness

Lenders also carry out a detaIled appraisal of the market, mvolvmg estImatIOns of demand,
supply, dIstnbutIOn, pncmg, and promotIOn To make a proper appraisal of the demand
forecast, the lendmg mstItutIOns may reqUITe mformatIOn whIch IS venfied through the due
dIlIgence process conducted by the lendmg mstItutIOn

Once appraisal of the project has been undertaken by the finanCial mstItutIOn, the mstitutIOn
submIts a letter of mtent or a letter of sanctIOn InstItutIOns' standard condItIOns for loans
which are normally applIed to all proJects, and specIfic condItions are applIed to partIcular
projects A lendmg mstItutIOn WIll also enforce pre-dIsbursement condItIons These
condItIOns normally deal WIth the followmg

Legal documentatIOn
Means of tIe-up financmg
Level of promoter's
contnbutIOn
AvmlabilIty of secunty
margIn (mInImUm
acceptable bemg the margm
as mentIOned m the
sanctIOn letter) ThIs IS
generally Imposed by
SFCs/SIIDs
SanctIOn of re-finance of
IDBI, If the dIsbursement IS
precondItioned With the
above condItIon (m case of
SFC/SIDC)
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Post-disbursement ConditIOns
DIsposal of shares by the promoters
DeclaratIOn of dIVIdends
Increase m capItal reserves
Change of capItal mIX
Diversification/balancmglmodemizatIon
Investment In subSIdIary compames
DIsposal of mortgaged assets
Issue of debentures
Leasmg/sub-Ieasmg of premIses or part of
premIses
ModIficatIOn of repayment schedule
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Bndge loans serve as mtenm financmg untIl a project IS completed and long-term financmg
IS arranged As compared to the legal formahties for secunng a regular term loan, It IS
sllghtly eaSIer to secure a bndge loan as there IS no mortgage mvolved Bndge loans
sanctIOned by mstitutions vary from 75 percent to 90 percent of the term loan For bndge
loans, the borrower IS generally reqUIred to pay 1 percent more than the normallendmg rate

BeSIdes the pre-dIsbursement condItIonS, mstitutIOns Impose certam condItIons whIch can
be classIfied as post-dIsbursement condItIOns The borrower has to comply WIth these
condItIOns after the loan has been dIsbursed to the company

Government Approvals

In addItIOn to the reVIews by lendmg mstitutIOns, the government must approve a number
ofdocuments related to any new project Some of these approvals mclude

.. Consent of controller ofcapItal Issues

.. Clearance under the Monopoltes and RestnctIve Trade PractIces (MRTP) Act

.. Import llcenses

.. ForeIgn exchange permISSIOn

.. Industnal lIcenses

.. Letters ofmtent

.. CapItal goods clearance

ImplementatIOn

Once the reqUISIte mstItutlOnal approvals and government approvals have been secured, and
the financmg IS bemg dIsbursed through a bndge loan or dIrect financmg, project promoters
can move mto the ImplementatIOn stage of theIr project Because financmg IS often tIed to
the performance ofthe project, It IS recommended that borrowers contmually proVIde updates
to finanCIers on both the progress bemg made and the hurdles encountered dunng
ImplementatIOn
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Glossary

ADB
AlFI
APEDA
BSE
DGTD
DRC
DSCR
DSE
EOD
ERR
EXIM
FCL
FI
FIPB
GDP
GNP
ICD
ICICI
IDBI
IFC
IFCI
IRR
LIBOR
MOFPI
MRR
MRTP
NABARD
NHB
NOC
NSE
NSIC
OED
OTCEI
PBILD
RBI
RCTC
RTS
SAlC
SBI
SCICI

ASIan Development Bank
All IndIa FmancIaI InstItutIon
Agncultural and Processed Food Export Development Authonty
Bombay Stock Exchange
DIrectorate General ofTrade and Development
DomestIc Resource Cost
Debt ServIce Coverage RatIo
DelhI Stock Exchange
Export Onented Drnt
EconomIc Rate ofReturn
Export Import Bank ofIndIa Ltd
ForeIgn Currency Loans
FmancIaI InstItutIOn
ForeIgn Investment PromotIOn Board
Gross DomestIc Product
Gross NatIOnal Product
Inter Corporate DepOSIts
Industnal CredIt and Investment CorporatIOn of IndIa LImIted
Industnal Development Bank ofIndIa
InternatIOnal Fmance CorporatIOn
Industnal Fmance CorporatIOn of IndIa LImIted
Internal Rate ofReturn
London Inter Bank Operatmg Rate
Mmistry ofFood Processmg Industry
Market Rate ofReturn
MonopolIes and RestnctlVe Trade PractIces
NatIOnal Bank for Agnculture and Rural Development
NatIOnal HortIculture Board
No ObjectIOn CertIficate
NatIOnal Stock Exchange
NatIonal Small Industnes CorporatIOn LImIted
011 Exportmg Developmg Countnes
Over the Counter Exchange of IndIa Ltd
Profit Before Interest Lease Rental and DeprecIatIOn
Reserve Bank of IndIa
Risk CapItal and Technology Fmance CorporatIOn Ltd
Ready to Serve
State Agro Industry CorporatIOns
State Bank of IndIa
Shlppmg CredIt and Investment Company ofIndia Ltd
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SEBI
SEM
SFC
SIA
SIDBI
SIDC
SHC
SSI
SME
TDICI
TFCI

Secuntles and Exchange Board ofIndla
Seruor ExecutIves Meetmg
State Fmancial CorporatIOns
Secretanat for Industnal Approval
Small Industnes Development Bank ofIndm
State Industnal Development CorporatIOns
State Industnal and Investment CorporatIOns
Small Scale Industnes
Small and MedIum Enterpnses
Technology Development and InformatIOn Co of IndIa Ltd
Tounsm Fmance CorporatIOn ofIndia LImIted
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