
FICCI-IIFT Knowledge Paper recommends 20-point strategy 

for innovative financing of SMEs 

  
NEW DELHI, February 23, 2012. A FICCI-IIFT (Indian Institute of Foreign Trade) Knowledge 
Paper recommends a 20-point strategy for innovative financing of SMEs to overcome the current 
bias of banks against lending to SMEs. 
  
The knowledge paper, titled ‘Innovation Readiness of Indian SMEs: Issues and 
Challenges’, calls for the establishment of a strong accounting system; detailed business plan, 
mandatory disclosure of information; sell/outsource part process like distribution and post sales; 
strong organization structure and chain of command; succession planning; strong cash flow and 
receivables; use of ICT; co-create product, market and technology transfer; demonstrate good 
corporate governance; use of retained earnings; all clean and clear transactions through banks; 
asset based securities; lean manufacturing; what-if analysis; education; tapping micro credit; 
understanding applicable laws and Acts; tap trade credit and show good health and persistent 
growth of the company. 
  
The following are the detailed recommendations of the FICCI-IIFT Knowledge Paper: 
  
 Establishment of Strong Accounting System: Investing a strong accounting and reporting 
system from the day of incorporation or before. Use good and genuine accounting software to 
manage data. Hire a suitable accountant. Accept the fact that some functions need dedicated 
personnel for handling on a daily basis. Helps reduce opacity 
  
Detailed Business Plan: Develop a comprehensive business plan. There are many free resources 
on the internet to help you with an overall template. The more detailed plan the better chance of a 
loan getting sanctioned. It also shows your understanding and analysis as well as depth of 
knowledge in vetting various aspects of the business. This works in resolving certain amount of 
information asymmetry 
  
Mandatory Disclosure of Information:  Proactively disclose financial and company information. It 
works in a positive frame with creation of a notion that the business is clean and everything is on the 
table with o hidden surprises. Lenders get assurance that they will be kept in the loop about the 
functioning of the business. Strategic Local or Foreign Partners 
  
Having a strategic partner in business is always desirable provided both can work in unison. The 
other partner often brings his/her specialty which adds to the strength of the enterprise. Sometimes 
investors would like to become partners not to run the business on a day to day basis but to have 
enough control to question larger decisions and the way funds are being utilized. It can be a win-win 
option. In case of exports one should look for partners who might have presence in more than one 
country so that multiple markets can be tapped at the same cost. For e.g. a partner having access to 
Kenya, Uganda and Tanzanian market might be a better fit compared to someone who has 
presence in only one. 
  
Sell/Outsource Part Process like Distribution, Post sales (Franchisee Model): Business has 
many functions. In order to manage costs, enterprises should also lookout for partners or companies 
who can share or outrightly manage part of the functions like distribution or post sales service. It is 
the sharing of strengths and spreading the cost to multiple companies. Suzuki was working with 
Maruti for four wheelers in India and TVS for two wheelers 
  
Strong Organization Structure and Chain of Command: Create clear organization structure with 
clear chain of command for information flow as well as financial decisions. This will help the lenders 



understand who and how decisions will be made in the firm. It also helps in executing the growth 
plan of the firm. 
  
Succession Planning:  SMEs are often one man show. What happens if the man is ill or expires? 
What happens to the business and investments? It is like keeping all the eggs in the same basket. 
Succession planning is the solution. There should always be a second rung of personnel to take 
over key functions incase of any disaster or unforeseen circumstances. The same should be 
conveyed to the lenders. 
  
Strong Cash Flows and Receivables: Enterprises are sometimes consumed with sales that they 
lose track of receivables. A clear well defined system ofdeb tor management should be established 
and communicated. There  should be a process of identifying possible risky parties and issuing 
internal red flags. Analysis of outstanding while processing purchase orders should be internally set 
in stone in the business. Lenders look at cash flow and not just pure sales. Thus having a strong 
cash flow is a plus. 
  
Use of ICT: Information and communication technology helps in establishing a process and 
transaction trail. Be proactive in adopting technology solution to bring transparency in business. It 
helps in sharing of information and letting lenders sift through data and do their own analysis. 
  
 Co-Create Product, Market and Technology Transfer: Co-Creation of products and marketing 
them can help in sharing cost. For example and IT company can work with an engineering company 
and develops software to track all information. This software once it passes the rigors of testing and 
proves its usefulness can shave been developed this way. Technology transfer by companies is also 
an effective way of circumventing the financial requirements of enterprise 
  
Demonstrate Good Corporate Governance: There is nothing better than demonstrating honesty 
and openness in business. It can be done through certifications like ISO, HAZOP and other specific 
certifications pertaining to the business. Many diamond companies go for the Forever mark to 
indicate that they are not using blood diamonds. Proper filing of financial records and making it 
available in public domain, timely payments and deliveries to suppliers and buyers go a long way in 
creating good image of the company 
  
Use of Retained Earnings: Whatever is said and done, businesses “bank” on retained earnings. 
They help in a well-balanced debt equity ratio. When equity is considerable, lenders get the 
message that the owners are equally serious, committed and have high stakes which would motivate 
them to perform well and pay off their loans 
  
All Clean and Clear Transactions through Bank:  Till recent times, cash was often used in 
transactions by SMEs. This should be replaced with a system of all transactions through banks, 
cheques and electronic transfers of funds so that it leaves a clear trail and the lenders are assured of 
their money that they gave for financing. Government has issued directives to pay workers through 
banks to their bank accounts. Complying with it will definitely strengthen the case of SMEs. 
  
Asset backed Securities: The true story if that collateral is the only way of maximizing the chances 
of getting a loan sanctioned 
  
Lean Manufacturing: Companies involved in production and sales of products should spend some 
serious time in checking each part of the procurement, production and distribution process to cut out 
any waste that is visible. Implementation of Kaizen, TQM and Six Sigma etc. would really help in 
proper utilization of resources. The Japanese system of production and productivity improvement 
would work in any other culture provided they are carefully and diligently implemented. Any activity 
that does not add any value to the end product is unnecessary and be immediately isolated 



  
What-if Analysis: There are a lot of financing options. Each has its own peculiarity. SMEs need 
some sound financial brain to do what if analysis of each option and decide that for a given 
circumstance and requirement what would be the most judicious one. If it is dire need, then it makes 
sense to borrow at a high rate from the grey market to overcome the situation. If the SME survives 
then there is a chance of making money and remaining in business. 
  
Education: Entrepreneurs must invest in education. It is common in certain business communities 
to ensure one of the son or daughter goes ahead to do commerce and possible chartered 
accountancy course and enter in to business. Even with consultants, it always makes sense to have 
your own internal strengths 
  
Tapping Microcredit: Micro-businesses should look towards micro-credit finance. They are 
especially useful in the rural areas where the magnitude of business if limited but significant 
  
Understanding applicable Laws and Acts: SME owners and key employees must invest time in 
understanding the applicable laws and Acts. Much of the business and financial woes can be tackled 
if you are aware of the implication of your act or lack of it 
  
Tap Trade Credit: Everyone has a credit period. Work towards building a relationship with your 
suppliers to get a good credit period. Even an additional 10 day scan make huge difference to the 
working capital needs 
  
Show good health and persistent growth in the company:  It is not possible to show good growth 
if there is none. SMEs are therefore required to work from growth so that it shows on the balance 
sheets and ways the decision of the lenders on favor of the enterprise. All lenders seek companies 
with good health and steady growth of not exponential in nature to feel secure about their finance. 
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