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Executive Summary 

The Micro, Small and Medium Enterprise sector is the growth engine of Indian economy. 

Though there are 613 million MSME units in the country employing about 110 million persons, 

the growth is sub-par. Both, non-credit as well as credit constraints hinder growth.  

This particular study focuses on strategic Business Development Service (BDS), its needs and 

scope especially on infrastructure, support services, synergies with government schemes, 

market, quality and credit gap.  

Grant Thornton Bharat LLP undertook the study involving "Mapping of Financial and Non-

Financial gaps in the General Engineering Cluster of Guntur". Non-financial needs include skill 

development, procurement of raw material, marketing, Quality Management Systems (QMS) 

amongst other strategic or operational BDS. With just a small percentage of credit requirements 

of MSEs through institutional finance, vast segment of micro enterprises do not have access to 

formal financial institutions.    

 

General engineering Cluster at Guntur 

This cluster, providing direct employment to 3183 people and indirect employment to around 

780 people, has 864 MSE units, in which 781 units are micro-sized, 82 units are small sized 

and one unit is medium sized; with a cumulative turnover of about INR. 549.83 crores (FY 2020-

21).  Spread over Guntur Town (Autonagar), Mangalagiri, Tenali, Atchampeta, Macharla, and 

Piduguralla, the district is a strategic location because it is adjacent to the Vijayawada, 

Amaravati, Mangalagiri etc.  

The general engineering manufacturing firms in the cluster are presently facing a few 

constraints in spite of being a high growth business and with many new firms entering the 

market. Though there are 15 BMOs in the cluster, only four BMOs are related to the general 

engineering and they lack initiatives in terms of addressing the concerns of the cluster units. In 

the last one year and especially in the previous six months, the cost of raw material has 

increased between 25-30% percent and supply has been inconsistent. Post Covid-19 

lockdown; there was a large-scale migration of labour that affected the operation of units. There 

has been short supply of skilled labour and even labour cost has increased and on the other 

hand, product prices have stagnated. Therefore, profit margins of firms have fallen from 20 to 

25 per cent to barely 7 to 10 per cent today. The trend poses questions on the potential 
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performance of the sector even in the medium-term perspective, despite fragmented market 

advantage in terms of ability to cater to customized needs of customers in the district as well 

as surrounding regions.  

In clusters like Guntur, gaps are also evident in terms of availability of skilled manpower related 

to operation and maintenance of machines who can handle machines, tool repairing etc. 

Though there are number of public and private ITIs and skill training institutions functioning in 

the region, there is a need to link these existing institutions to provide customized training 

programmes for workers based on machine operations and maintenance on long term basis.  

 

Cluster Profile of Guntur 

The cluster was established in 1980s by Government of AP in Guntur. Major product mix of the 

cluster is Construction related items, Agro processing related general engineering items, 

Capital Goods related General Engineering items and Automotive sector related general 

engineering items.  Majority of the unit do job-oriented work rather than manufacturing of 

products. However, the units have linkages with the local industries, Government departments, 

automobile industries like Tata Motors, Ashok Leyland, Contractors from construction sector, 

dealer, wholesalers etc. A typical value chain of Corrugated sheet products in Guntur Steel 

Fabrication clusters is depicted as the following flow diagram. 

 

There are four Business Management Associations (BMOs) and there is a need to strengthen 

the BMOs so that it would be well networked with state level support institutions such as the 

NSIC, EEPC and banks etc. The links in terms of networking between firms to undertake active 

clustering initiatives also prima-facie does not exist.  

 

 

Overview and Supply of Business Development Services  

MSMEs lack information about the availability and range of service. Only few units in the cluster 

avail services of CAs in terms of tax, audit and maintaining books of account. Gaps include: 

Retailers to End User

INR 1350 (Gross margin - INR 150 per sheet)

Wholesalers to Retailers

INR 1200 (Gross margin - INR 200 per sheet)

MSME to Wholesalers

INR 1,000 (Gross margin - INR 100.48 per pipe (1000 - 899.52) 

In house process: Cutting, bending, welding, grinding and drilling

INR 17.52 per pipe (including 2% wastage)

Procurement:  Raw material INR 75 per kg (including transportation charges)

Gross Value of Pipe- INR 882 (11.76 Kgs outsourced MI sheet @ INR 75 per kg)
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Loan Syndication 
 

Lack of BDS provider in 
terms of loan syndication 

for the units in this 
cluster. 

Marketing 
 

Marketing related BDS 
required for facilitating 

entry of MSE units in the 
domestic replacement 

and spares market. 

Physical Infrastructure 
 

Guidance, preparation and arranging 
grant-in-aid for development of 

physical infrastructure on PPP mode 
through various GOI and State level 

schemes. Gaps include Common 
Facility Centres and industrial 

infrastructure such as roads, drainage, 
power supply etc 

Soft Interventions 
 

BDS requires in terms of Designing, Skill 
Development and Training 

 

QMS 
 
BDS vis-à-vis lean manufacturing and ZED 

certification for MSEs particularly 
 

Supply side constraints  

Include inadequate links of BDS providers with the MSE sector and limited capabilities of 

suppliers besides transactional constraints. Additionally, insufficient information on capabilities 

of service providers and the inability of SMEs to pay for them hinder their growth.  

Demand side constraints  

Include lack of awareness about the range of BDS available. Due to lack of exposure and lower 

capacity to avail the services, majority of the units do not have orientation towards strategic 

BDS. Primarily they have felt need for operational BDS like tax filing and audit. 

Supply of Credit 

Credit supply to general engineering cluster is estimated at about 135.77 crore, out of which 

out of which INR 40.44 crore (29.79%) is term credit and INR 95.33 crore (71.21%) is working 

capital supply.  Union Bank of India, the lead bank in the cluster, implements the RBI Lead 

Bank Scheme.  The bank disbursed an aggregate amount of about INR 3,253.19 crore to the 

MSME priority sector.  As per the data sourced from LDM of Guntur district, the priority sector 

lending is led by Private Banks which accounts for approx. 68.74% of total share.  The share 

of PSU banks is about 26% followed by RRBs and APSFC.   

Demand for Credit 

The major demand for credit by micro-sized units is for working capital to avoid cost of credit 

purchase and meet manpower payment needs, wherever engaging manpower on daily basis. 

There is also requirement of finance for credit sale by many products like automotive parts to 

industries, General engineering repairs, maintenance for agro processing industries, roofing 

sheets, pipes for construction industries and household items in the household sector.  

Private Sector Banks are the major sources of Working Capital loans across all sizes of 
enterprises. Also, non-institutional sources are a significant source of Working Capital 
funds for Micro units. Firms inadequately financed by formal sources, in addition tap 

informal sources for business operations. 
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Critical Gap 

Working Capital Requirement 
is estimated to be  
INR 120.96 crore 

 

Incremental Term Credit 
Requirement is estimated to 

be INR 79.17 crore 

 

Total Credit Demand is thus 
obtained from above 

INR 200.13 crore 

 

 

Though there is credit demand both for working capital as well as term capital but demand is 

significantly more for term loan capital. This is because the industry is in growth phase with 

firms going for expansion, upgradation and many new firms entering in this space.  

Credit Supply Credit Demand Total Gap 

INR 135.77 Crore INR 200.13 crore INR 64.36 crore 

Source: Primary Data 

Apparently, firms will upon establishing a raw material bank (RMB), will be able to manufacture 

product at reduced cost thus earning better profit and margins for micro units in the cluster and 

can be competent with other industries so that market opportunities will be more. 

Pressure points and Intervention Plan 

The challenges and constraints and intervention options as evolved over consultations may be 

summarily considered as follows: 

Governance: Strengthen dedicated BDS Facilitating & Governance Platform (BMO) in the 

cluster. There is a need for strengthening existing BMO in the cluster to fight against common 

challenges and opportunities together.  

Infrastructure 

Largely, units (micro & small) in Guntur Autonagar are operating from Industrial estates, which 

have issues related to drainage, irregularity in power supply, effluent and waste management, 

road etc., but for units based in other areas like Tenali, Mangalagiri, Piduguralla they have also 

issues related to road, safety etc.  In the long turn context, they need also explore BDS and 

support to establish industrial estate / related infrastructure. There is apparently need for 

upgrading infrastructure perhaps on PPP basis with assistance under the IID scheme of the 

DIPP. Related BDS may have to be initially introduced from outside the cluster. 

Common Facilities 

There is need for establishment of a common facility centre comprising tool room (including 3-

axis VMC, 5 Axis VMC, EDM wire cut, CNC EDM, CNC Turning Centre, prototyping Equipment, 

vacuum heat Treatment, Lathe, universal milling machine, jig boring, radial drill and blanking 

line etc.), training facilities (machine operations and maintenance) and design development. 

Such a facility could enable development of manpower, increase productivity and reduce lead 

times for related firms in the cluster and help them move up the value chain. 

Both the facilities indicated alone may also be possibly established on the basis of PPPs with 

assistance under the MSE-CDP scheme of the GoI where assistance to the tune of 90 per cent 

is offered as grant-in-aid. Cluster firms are apparently keen to evolve SPVs at the earliest to 
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implement such projects on PPP mode. Related BDSP may have to be introduced from outside 

the cluster. 

Finance and credit 

Envisaged constraints and hence interventions on this front may be viewed in terms of 

facilitating access to institutional credit instruments and schemes such as the CGTMSE / 

CLCSS and Guaranteed Emergency Credit Line by micro and small units. Apparently, there is 

need for evolving appropriate instruments to meet working capital and term loan financing for 

cluster firms which is a major issue faced. With regard to the CLCSS, the vast majority of micro-

sized units remains unaware of the same, due to inadequate dissemination initiatives among 

cluster firms.  

Market Development 

Potential to link the cluster to wider domestic market through listing of product and services on 

online portals. 

Raw material and procurement 

Micro units are facing lot of issue in terms of fluctuating and raw material prices and inconsistent 

supply affecting their bottom lines and the profit margin. By having a pool purchase of raw 

materials cluster SMEs will benefit from change in the prices.  

Productivity/Quality 

Constraints are evident in terms of non-utilization of BDS services in productivity enhancing 

areas. ERP systems could contribute to better systems and profitability as may adoption of lean 

manufacturing practices that could also reduce lead times. 

Envisaged Benefits of Intervention 

Ideally, an implementing agency may be identified by SIDBI to help implement the envisaged 

interventions with a duration of 2.5-3 years. The impact on the non-financial gap-front may be 

viewed in terms of development of market for related strategic BDS and capacity building of 

local BDS as well as of MSMEs. In terms of the developing a market for related BDS the 

envisaged impact of the intervention could be viewed in terms of introducing new BDS in some 

strategic service areas. For instance, with respect to leveraging assistance under PPP schemes 

of the GoI, enabling existing BDS providers register increased usage, and enabling existing 

BDS providers offer new service in some cases.    

The intervention will enable at least about 100 MSEs to have access to basic industrial 
infrastructure facilities. It will also enable upgrading manpower skills and development of 
raw manpower, in addition to increasing productivity by about 20%. Approximately 100 

MSEs may get access to direct market and about 50 MSEs get access to Government e-
Market place. 

The impact on the financial front may be viewed in terms of at least 50 MSMEs securing 

adequate credit and also avoid resorting to informal finance. This could also help increase 

capacity utilization, reducing cost of capital and increasing profitability. It is also expected that 

procurement costs could be optimized by at least 10 per cent by network-based procurement 

operations.  
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Chapter - 1: Introduction  

1.1. Context of the assignment 

The Small Industries Development Bank of India (SIDBI) has reoriented its focus on Micro, 

Small and Medium Enterprises (MSMEs) by adopting a SIDBI Vision 2.0. It is a strategic 

initiative by SIDBI aimed at accelerating efforts to serve the MSME domain by transforming its 

current role and adopting the status of that of an All-India Financial Institution. The Institution 

presently aims to create an integrated credit and development support ecosystem for all Indian 

MSEs, thus promoting their inclusive growth. The initiative is dedicated to meet both, credit and 

non-credit needs of MSEs, enabling them to be globally competitive. 

The MSME sector in India is in fact, an engine of economic growth as it contributes significantly 

towards industrial production (45%), exports (40%) and employment generation (110 million) – 

the second largest source of employment after agriculture. 

In this context, a cluster specific MSME development approach tends to offer agglomeration 

benefits (in terms of lower transaction and monitoring costs; identification of common risk 

elements and their mitigation; improved outreach; more efficient resource allocation and design 

of cluster specific products/interventions/ engagements). The non-credit needs (access to 

strategic services including, capacity building, skill improvement, marketing, inputs, product 

development, productivity enhancement, design, common facilities, credible information access 

etc.) have been identified from time to time by several working groups including the 11 sub-

groups of the Ministry of MSME which dealt with both credit and non-credit needs of MSMEs. 

The UK Sinha Committee on MSMEs also highlighted the need for a cluster approach to be 

deployed for strategic engagement with the enterprise ecosystem It stated that presently, 

MSME clusters are inadequately equipped in terms of innovation centres, testing facility, etc. 

The Committee also recommends that these clusters should collaborate with companies having 

innovation infrastructure, R&D institutions and universities that specialise in a specific industry 

or knowledge area. 

1.2. Need for the Mapping Exercise  

Several committees including the Hon’ble Prime Minister’s Task Force for MSMEs have 

addressed the critical issue of availability of adequate credit and ensuring its inclusiveness.  



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 11  
 

Non-Credit needs refer mainly to strategic based services such as training, capacity building, 

skill improvement, marketing inputs, product development, productivity enhancement, design, 

common facilities to reduce gaps in terms of related and supporting enterprises and institutions/ 

value-addition/ joint technology upgrading, physical infrastructure etc. These have been 

identified from time to time by several working groups including the 11 sub-groups of the 

Ministry of MSME which dealt with both credit and non-credit needs of MSMEs.  

It is in this context that banks must adopt alternate and innovative mode of credit delivery such 

as cluster specific approach to help them reduce costs, documentation along with identification 

of common risk elements and their mitigation as they are recognised groups.  

1.3. Objective and scope of the assignment 

This report aims to demonstrate the detailed analysis of General Engineering cluster, 
including financial & non-financial gaps and measures to be addressed in terms of 

bridging gaps to achieve the desired situation of strengthened clusters, based on fresh 
diagnostic studies done. 

GT was to undertake the following tasks for this cluster: 

− Carry out fresh diagnostic studies on gaps in financial and non-financial services, which 

GT has necessary user data/ DSRs already available at different sources/ public 

domain. 

− Consider segmental, sectoral analysis of the existing enterprises and potential for new 

enterprises. It shall cover the existing institutional mechanism in order to improve the 

supply of financial & non-financial related services. 

− Suggest actionable points considering present scenario/ emerging situation along with 

timelines for all the above including role identification for different stakeholders. 

Special focus was to be laid on: 

Business Development Services (BDS) –  

Enterprises need guidance to facilitate scaling up and augmenting income,  
making it imperative to have Business development services (BDS). Conducive policy 
environment, access to financial and non-financial services and expanding markets for 

products and services are some of the key ingredients for improving enterprise performance. 
This study has sought to identify the need and scope for BDS but also finds out the services 

that MSMEs require but do not have access to in the cluster. 

Business Development Services include for example, training, consultancy and advisory 

services, marketing assistance, information, technology development and transfer, and 

business linkage promotion. A distinction is made between “operational” and “strategic” 

business services. Operational services are those needed for day-to-day operations, such as 

information and communications, management of accounts and tax records, and compliance 

with labour laws and other regulations. Strategic services, on the other hand, are used by the 

enterprise to address medium and long-term issues in order to improve the performance of the 

enterprise, its access to markets, and its ability to compete. For example, strategic services can 
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help the enterprise to identify and service new markets, design better products, set up or 

upgrade facilities, and seek competitive financing.  

One section of the study report exclusively addresses the BDS markets from the demand and 

supply side. 

   

Credit Gaps 
The issues related to 
credit has also been 
mapped in terms of 
BDS and its potential 
impact in the cluster. 

 

Infrastructure 
The study identifies issues in terms of basic 
cluster infrastructure (roads, utilities like power, 
water and drainage, industrial waste), industrial 
infrastructure – like estates and parks, IT 
services infrastructure, environmental 
compliance, renewable energy related 
infrastructure, technology upgrading/value-
chain gap and gives actionable suggestions to 
address them with rough cost estimates. 

Support 
(transactional) 
services 
Support service areas 
which are necessary 
for improvement in 
the cluster has also 
been considered. 

 

 

Synergies with Government Schemes: The study has mapped challenges in the 
existing schemes of the concerned State government and Central government 

including that of the MoMSME. It effectively lists potential areas of co-operation 
between SIDBI and related schemes besides incorporating the learnings from earlier 

interventions in the cluster. 

To cover the gaps of credit specifically, the study has undertaken a credit mapping to identify 

issues hindering availability of adequate and timely institutional credit to MSMEs through formal 

channels and its impact on industrial growth and competitiveness. In addition to this, The 

agency has also identified key issues which need policy advocacy, along with its context, 

rationale and its possible impact. 

The scope of work basically encompassed: 

• Survey design and resource planning 

• Sample survey in identified clusters 

• Data analysis and presentation 

A detailed methodology, sample selection criteria, survey questionnaire schedule, planning of 

resources and stakeholders were consulted to achieve the desired project objectives. The 

survey was to facilitate capturing of information for analysis on the following: 

Survey Design and Resource Planning 

The survey was to facilitate capturing of information for analysis on the following: 

• Assessment of BDS gap. 

• Assessment of credit gap: Documenting demand and supply side issues in current 

credit disbursements: 

o Services provided by various FI/NBFCs etc. (such as adequacy of services with 

emphasis on volume, timely provisions, interest rate/processing and other costs, 

application and approval process, seasonality etc.) 
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o Key Bottlenecks (such as procedure, awareness, decision making delays etc.) for 

access to finance from various FIs/NBFCs 

• Assess institutional mechanism for credit delivery in the cluster and also suggest 

measures to improve the same 

• Estimation of the credit gap in the cluster through studying current demand and supply 

and its impact on industrial growth and competitiveness of cluster firms 

• Document suggestions in terms of: 

o Refinement required in existing products and proceeding to meet the genuine 

credit needs of cluster firms 

o Recommendations to enhance the flow of credit to the cluster 

o Specify an action plan for implementation of the recommendations  

Sample Survey  

• More than 50 MSMEs representing the core and supporting enterprise segment have 

been studied deploying a questionnaire schedule. 

• Between 10-20, typical public and private operational and strategic BDS providers have 

also been studied. 

• Major FI/ NBFCs have also been studied deploying a discussion format (this includes 

nationalised banks, state financial and industrial investment corporations, SIDBI). 

• 2-3 BMOs/ other institutions in the cluster have also be studied deploying a discussion 

format, as required. 

1.4. Approach and Methodology 

Methodology 

The approach and methodology harnessed were in sync with the fundamental objective of 

carrying out fresh diagnostic study to evaluate the financial & non-financial gaps and measures 

to be taken to achieve the desired situation. A balanced approach was followed towards both 

credit and non-credit needs, which in turn strengthens the ecosystem for MSMEs. 

It entailed a multi-pronged approach involving different stakeholders representing private sector 

enterprises, public and private BDS providers and facilitators including BMOs, the State as well 

as Central Government institutions. These included Industries Department, DIC, Industrial 

Infrastructure Development Authority, Technical and Financial Institutions etc. 

Team GT has also considered existing enterprises and potential for new enterprises which in 

turn also cover the gaps for financial & non-financial services, existing institutional mechanism 

in order to improve the supply of financial & non-financial related services in these clusters.  

Actionable points are suggested considering the present scenario/ situation with timelines for 

all above including role identification for different stakeholders.  

The methodology and report comprise of a questionnaire schedule to conduct a sample survey 

amongst about 50 MSMEs in the cluster by studying the cluster, its history, vital statistics of the 

cluster (how many firms, turnover, employment etc.), status of previous interventions, if any, 

status of cluster linkages (network of the cluster firms and stakeholders).  
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Analysis of Business Operations (AOBO) of cluster, SWOT analysis in brief, vision for the 

cluster, current Pressure Points and actionable points on these pressure points along with 

intervention plan. The diagnostic study also involved primary study of BMOs, BDS providers, 

DIC, MSME-DIs and the institutions as well as core and supporting MSMEs in a cluster.  

An assessment of demand for services has been pursued in the context of specific value-chain 

activities in the cluster focusing on basic cluster infrastructure (roads, industrial space), 

Common Facility Centre, marketing infrastructure, utilities, compliance infrastructure, cloud / IT 

services infrastructure, as well as “software” gaps.  Identification of gaps in the above has been 

considered along with possible actionable points to address them including rough cost 

estimates. The scope for twinning with ongoing GoI/GoS schemes has also been highlighted. 

The GT team has assessed the the demand and supply side issues in current credit 

disbursements and conducted a mapping exercise to recognize activities to support them 

through specific financial products, primary research has provided insights, which can be used 

for implementing cluster specific financial products.   

Notably, the study also considered MSME census data, information available with respective 

SLBCs, district level Credit plan, RBI reports, related research reports (including study reports, 

prepared by other agencies), data from industry associations, reports of previous interventions 

carried out by other agencies earlier, publications / data from industry associations, District 

Industrial Profiles prepared by the MSME-DI/DIC, etc. However, as indicated there was also 

primary consultation with BMOs/Industry Associations, Business Development Service 

providers, DICs and MSME-DIs, Individual MSMEs, SIDCs, Bankers, NBFCs/ FIs etc., also 

through FGDs.  

Results and deliverables 

While undertaking the assignment, the following approach (in line with deliverables and 

timelines) has been adopted: 

A. Inception Report  

Preparation and submission of an inception report explaining the proposed methodology for 

addressing all the critical processes listed earlier, including the scope of work and deliverables 

and methodology and database. The inception report also drew on documentation of secondary 

data (and previous interventions if any in the cluster). Preliminary (telephonic) consultation with 

select stakeholders in the cluster. The inception report comprised a questionnaire schedule to 

conduct a sample survey amongst about 50 core MSMEs in the cluster. It also included a 

detailing of a discussion format to be adopted while undertaking primary research, consultation 

with BDS service providers and facilitators. 

B. Study Report  

The subsequent stage involved preparation and submission of a study report. The study report 

preparation will involve both primary and secondary research. 
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Primary Research: The study involved primary study through use of a questionnaire – 

schedule to conduct a sample survey amongst MSMEs, stakeholders of different typologies 

(micro, small and medium) was particularly studied.  It also involved primary study of supporting 

enterprises and private & public BDS providers and facilitators through a discussion format. 

Secondary Research: The study utilised the MSME census data, information available with 

respective DICs and SLBCs, district level Credit plan, related research reports (including study 

reports, prepared by other agencies), data from industry associations, reports of previous 

interventions carried out by other agencies earlier, District Industrial profiles prepared by the 

MSME-DI/DIC, etc. Macro-data on credit supply was estimated from data secured from the lead 

bank in the district. 

The study report has also considered segmentation of MSMEs for consideration in terms of 

scale (micro, small and medium), credit outreach etc.  

Information on large manufacturing and service sector enterprises where relevant has been 

provided. Possible ways of synergizing cluster stakeholders, particularly with various schemes 

operated by the Government has also been listed. 

C. De-Briefing event for SIDBI/ Cluster Stakeholders 

A de-briefing event was conducted involving 40-50 cluster stakeholders and SIDBI 

representatives where the salient features of the study report was presented as a basic 

validation exercise.  

1.5. International Scenario 

The engineering sector is the largest segment of the overall global industrial sector. The 

important groups within the engineering industry include machinery & instruments, primary and 

semi-finished iron & steel, steel bars & rods, non-ferrous metals, electronic goods and project 

exports. The sector can be categorised into heavy engineering and light engineering segments. 

Heavy engineering segment forms the majority of the engineering sector worldwide. The 

industry has managed to successfully develop advanced manufacturing technology over the 

years. Among the developing countries, general and heavy engineering industry seeks a huge 

growth potential. The bulk of capital goods required for power projects, fertilizer, cement, steel 

and petrochemical plants and mining equipment, construction machinery, equipment for 

irrigation projects, diesel engines, tractors, transport vehicles, cotton textile and sugar mill 

machinery are made in developing countries to cater the worldwide demand. 

The user industries of engineering products and services include power utilities, industrial 

majors (refining, automotive and textiles), government (public investment) and retail consumers 

(pumps and motors). Thus, the performance of the engineering sector is linked to the industry 

which in turns depends on the overall economy. Capacity creation in sectors like infrastructure, 

power, mining, oil & gas, refinery, steel, automotive, consumer durables drive the general and 

heavy engineering industry. 



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 16  
 

This vertical offers businesses with an extensive pool of market data that serve as blueprints 

ranging from market sizes, revenue forecasts, value chain, market and product trends, price 

trends and regulations, competitive landscape, leading players, their key developments, 

strategy and profile. Markets and Markets offers a 360-degree in-depth analysis of the industry; 

allowing companies to access insights for strategizing, planning and execution. 

1.6. Indian Scenario 

India’s engineering sector has witnessed a notable growth over the last few years concentrating 

by increased investment in infrastructure and industrial production. The engineering sector is 

of strategic importance to India’s economy because of its closely associated with manufacturing 

and infrastructure sectors.  India has made significant pace towards developing its engineering 

sector and become a global superpower.  The Government has appointed Engineering Export 

Promotion Council (EEPC) as the apex body in charge of promotion of engineering goods, 

products, and services from India.  India export transport equipment, capital goods, other 

machinery/equipment, and light engineering products such as castings, forgings, and fasteners 

to various countries of the world. The Indian semiconductor industry offers a high growth 

potential area as industries which source semiconductors as inputs are themselves witnessing 

high demand.  India became a permanent member of the Washington Accord (WA) in June 

2014. The country is now a part of an exclusive group of 17 countries who are permanent 

signatories of the WA, an elite international agreement on engineering studies and mobility of 

engineers. 

Market size 

India’s engineering industry accounts for 27% of the total factories in the industrial sector, in 

which 63% of the industries have the foreign collaborations. It has also emerged as the largest 

contributor to the country’s total merchandise exports. The major sectors in the engineering 

industry are Infrastructure, power, mining, oil & gas, refinery, steel and consumer durables. It 

is noted that more than 2,500 firms in the engineering sector have ISO 9000 accreditation. 

Cheap labour is giving them an edge over companies in higher wage economies.  India exports 

engineering goods mostly to US and Europe, which account for over 40% of the total export. 

Besides targeting developed economies across Europe and North America, Indian companies 

are currently diversifying in developing markets of Africa, South America and the Middle East. 

Investments 

The engineering sector in India attracts immense interest from foreign players as it enjoys a 

comparative advantage in terms of manufacturing cost, technology, and innovation. The above, 

coupled with favourable regulatory policies and growth in the manufacturing sector, has 

enabled several foreign players to invest in India. 

According to The United Nations Conference on Trade and Development (UNCTAD), India 

ranked among the top 10 recipients of Foreign Direct Investment (FDI) in 2019, attracting US$ 

49 billion in inflows, a 16% increase from the previous year, driving FDI growth in South Asia. 
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FDI inflows for miscellaneous mechanical and engineering sectors stood at US$ 3,650.78 

million between April 2000 and September 2020 according to the data released by Department 

for Promotion of Industry and Internal Trade (DPIIT). 

In the recent past, there have been many major investments and developments in the Indian 

engineering sector: 

December, 2020: 
 

• Daimler India (a commercial vehicle maker), had set up 10 new touchpoints and plans 
to have at least 350 dealerships pan-India by 2022. 

 

• Larsen & Toubro (L&T) has won multiple orders to supply mining equipment to coal, 
cement and iron ore sectors. 

 

November, 2020: 

• Larsen & Toubro delivered the first hardware—a 
booster segment—for the Gaganyaan Launch 
Vehicle to ISRO, ahead of schedule 
 

• BHEL, state-owned engineering firm has successfully 
developed and tested the auto transformer at the 
National High-Power Test Laboratory (NHPTL) in 
Madhya Pradesh 
 

• Mahindra Logistics Ltd., a supply chain management 
service provider, has developed a ‘built-to-suit’ 
warehousing capacity in Tamil Nadu. This workspace 
would cater to two key customers in the e-commerce 
and auto-engineering industries.  
 

• Samsung collaborated with IIT-Jodhpur to establish 
AR-VR Innovation Lab. The laboratory will train up to 
35 students like B. Tech, M. Tech and Ph.D. students 
in a year. 

 

 

Government Initiatives 

The Indian engineering sector is of strategic importance to the economy owing to its intense 

integration with other industry segments. The sector has been de-licensed and enjoys 100% 

FDI, with the aim to boost the manufacturing sector, the Government has relaxed the excise 

duties on factory gate tax, capital goods, consumer durables and vehicles. 

• The Export Policy Uttar Pradesh 2020-25 for promoting export growth and 

competitiveness, providing export subsidiaries with the required export-related 

assistance and services and creating & improving technical and physical infrastructures 

to improve. 

• The Government announced Rs. 150,000 (US$ 2,250) income tax deduction on 

interest paid on loans for purchase of electric vehicles the Union Budget 2019 20. 

• The Union Cabinet has approved incentives up to Rs. 10,000 crore (US$ 1.47 billion) 

for investors by amending the M-SIPS scheme in order to further incentivise investment 

in electronics sector, create employment opportunities and reduce dependence on 

import by 2020. 
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• Government approved the ‘Production Incentive Scheme’ (PLI) for large-scale 

electronics manufacturing. 

The Engineering sector in India is the largest and most diversified of all industrial manufacturing 

sectors. The engineering sector is divided into two major segments - heavy engineering and 

light engineering. The capital goods sector offers direct employment to 1.4 million people and 

employs 7 million people indirectly.  Revenue of the Engineering Industry (R&D) is USD 36 

Billion in the year 2019-201 

Table 1: Indian steel industry: Production for Sale (in million tonnes) 

Year Category (Million MTs) 

Pig Iron Sponge Iron Total finished Steel (alloy + Non-alloy) 

2010-11 39.560 25.08 68.62 

2011-12 43.624 19.63 75.7 

2012-13 47.987 14.33 81.68 

2013-14 51.359 18.2 87.67 

2014-15 55.166 20.38 91.46 

2015-16 58.394 22.43 106.60 

2016-17 63.714 28.76 120.14 

2017-18 66.808 30.51 126.85 

2018-19 72.610 34.71 101.29 

2019-20 74.156 37.10 102.62 

Source: World Steel Association Yearbook 2020-21 

According to the World Steel Association yearbook 2021 data, total finished steel accounted 

for 102.62 million tonnes, in which 74.156 MMTs was pig iron and 37.10 MMTs was sponge 

iron during the year 2019-20.  Total finished steel production has been increased from 68.62 

MMTs in 2010-11 to 102.62 MMTs in the year 2019-20 (the growth is approximately 32 MMTs 

during a decade). 

Indian Engineering Exports during the years between 2011-12 and 2020-21 (up to Feb. 2021). 

Table 2: Performance of Indian Engineering Exports from FY12 to FY21 

Year Engineering Exports (USD Millions) Annual Growth Rate 

2011-12 58635.46  
2012-13 56764.38 -3.19% 

2013-14 61626.38 8.57% 

2014-15 70659.75 14.66% 

2015-16 58785.11 -16.81% 

2016-17 65236.37 10.97% 

2017-18 76204.38 16.81% 

2018-19 81017.29 6.32% 

2019-20 75403.30 -6.93% 

2020-21 64273.76 -14.76% 

Source: Reports from Indian Engineering Exports and Imports Monitor 

 
1 www.ibef.org  

http://www.ibef.org/
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It is significant to note that Indian engineering exports accounts for 58,635.46 $ Million during 

the year 2011-12 and it has been increased to 64,273.76 $ Million during the year 2020-21 (up 

to February, 2021).  The overall growth rate is 28.6 per cent during the period between 2011-

12 and 2019-20.  The record growth rate has been seen during period 2017-18 with 16.81 per 

cent.  But there is negative growth rate in the export performance of Indian engineering sector 

during the period 2015-16 with 16.81 per cent.   

Performance of Sector wise Engineering Panel Exports for the year 2011-12, 2019-20 and 

2020-21 (up to Feb., 2021): 

There are eight sectors in the total engineering panel exports: 1. Iron & Steel products made of 

Iron & steel; 2. Non-ferros metals & products made of non-ferros metals; 3. Industrial 

machinery; 4. Electrical machinery; 5. Auto components and parts; 6. Air crafts and spacecraft 

parts & products; 7. Ships, boats and floating products & parts; and 8. Other engineering 

products. It is significant to note that about USD 58,635.46 million exports from India during the 

year 2011-12 and it has been increased to USD 76,275.50 million during the year 2019-20.  

Table 3: Performance of Indian Engineering Panel Exports 

# 
Engineering Panel 

Exports 
2011-12 2019-20 

Growth 

between 

FY12 & 

FY20 

2020-21 

(up to 

Feb 

2021) 

% to the 

Engg. 

Exports 

1 
Iron and Steel Products 

made of Iron and Steel 

15319.7

5 

16265.3

0 
6.17% 16217.40 25.23% 

2 

Non-ferros metals and 

products made of Non-

ferros metals 

5895.72 7628.73 29.39% 7858.74 12.23% 

3 Industrial Machinery 8880.47 
13587.7

0 
53.01% 10308.90 16.04% 

4 Electrical Machinery 3396.73 8958.81 163.75% 7263.85 11.30% 

5 
Auto Components and 

Parts 
9751.04 

15225.8

2 
56.15% 10581.74 16.46% 

6 

Air Crafts and Space 

Crafts Parts and 

Products  

2275.16 1427.19 -37.27% 1053.00 1.64% 

7 

Ships Boats and 

Floating Products and 

Parts 

8077.85 4563.90 -43.50% 3867.21 6.02% 

8 
Other Engineering 

Products  
5038.74 8618.05 71.04% 7122.90 11.08% 

Total Engineering Exports 
58635.4

6 

76275.5

0 
30.08% 64273.74 100.00% 

Source: Reports from Indian Engineering Exports and Imports Monitor 

It is significant to note that about one-fourth share is occupied by Iron, Steel Products made of 

Iron and Steel sector in the total engineering exports from India during the year 2020-21 

followed by auto components, and parts with 16.46 per cent, Industrial machinery with 16.04 

per cent, Non-ferros metals and products made of Non-ferros metals. The least share was 



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 20  
 

occupied by aircraft and spacecraft parts and products sector with only 1.64 per cent in the total 

engineering exports.   

There is tremendous growth rate in the electrical machinery components sector exports with 

163.75 per cent of growth during the period between 2011-12 and 2019-20 followed by other 

engineering products with 71.04 per cent of growth.  Auto components and parts sector and 

Industrial machinery sector exports growth rate was about 56.15 per cent and 53.01 per cent 

respectively during the same period.  There is least concentration on aircraft and space craft 

parts & products and ships, boats and floating products and parts sector where there is negative 

growth with 43.50 per cent and 37.27 per cent respectively during the same period. 

Region wise Engineering Goods Export Promotion during the period of 2020-21: 

Figure 1: Region wise Engineering Goods Export Promotion 

 

Source: Reports from Indian Engineering Exports and Imports Monitor 

It is significant to note that about 50 per cent of the engineering goods exports towards North 

America (15.45%); followed by European Union (15.28%), Asean +2 (12.72 per cent) and North 

East Asia (10.34 per cent). In recent years, our exports are concentrating towards Africa, Middle 

East, West and South Asia. 

Top 25 Engineering Export Destinations from India during the years 2011-12, 2019-20 and 

2020-21 (up to Feb. 2021): 

Table 4: Engineering Export Destinations from India 

# Country 2011-12 Rank 2019-20 Rank 2020-21 Rank 

1 USA 6947.03 1 11929.38 1 9405.44 1 

2 China 3399.66 4 2124.58 10 4276.49 2 

3 UAE 3847.03 3 4465.5 2 2831.09 3 

4 Singapore 4890.24 2 2259.7 9 2500.68 4 

5 Germany 2224.56 5 2988.93 3 2347.4 5 

6 Malaysia 953.29 16 2327.67 8 2209.36 6 

7 Nepal 684.14 21 2633.93 4 1992.02 7 

8 Korea 1055.93 12 1887.65 12 1755.64 8 

9 Mexico 519.6 24 2348.44 7 1696.18 9 

10 Bangladesh 718.58 20 2452.78 6 1688.33 10 

20%

19%

15%12%

10%

9%

8% 4% 2% 1%

Region wise Engineering Goods Export Promotion during the 
period of 2020-21

North America

European Union

Asean + 2

Middle East and West Asia (MEWA)

Africa

South Asia

North East Asia

Latin America

Others

CIS
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# Country 2011-12 Rank 2019-20 Rank 2020-21 Rank 

11 Vietnam 0 26 1752.21 13 1600.15 11 

12 UK 2208.02 6 2598.18 5 1592.31 12 

13 Saudi Arabia 1084.71 11 1646.14 15 1580.15 13 

14 Italy 1526.74 9 1937.29 11 1558.22 14 

15 Thailand 817.62 18 1599.75 17 1461.32 15 

16 South Africa 1229.88 10 1527.7 18 1388.91 16 

17 Indonesia 1603.53 8 1618.4 16 1230.82 17 

18 France 790.04 19 1360.89 19 1123.41 18 

19 Nigeria 1021.9 13 1743.97 14 1105.89 19 

20 Turkey 851.79 17 1172.39 21 1028.13 20 

21 Japan 637.01 23 1004.42 23 900.69 21 

22 Brazil 643.79 22 1075.12 22 889.75 22 

23 Belgium 986.9 15 993.24 24 867.69 23 

24 Srilanka 1885.15 7 1222.18 20 836.33 24 

25 Netherland 987.49 14 924.49 25 823.63 25 

26 Egypt 438.85 25 0 26 0 26 

  

Top 25 Total 41953.48   57594.93   48690.03 

  

Total Engg Exports 

to across the world 58635.47   76275.54   64273.76 

Percentage Share 

to the total 71.55%   75.51%   75.75% 

Source: Reports from Indian Engineering Exports and Imports Monitor 

The share of top 25 engineering export destinations from India is accounted about 75 per cent 

since 2011-12.  It is significant to note that top five export countries of engineering goods are 

USA followed by China, UAE, Singapore and Germany.  China has reached to 2nd place among 

top 25 engineering export destinations from 10th place during the last one year i.e. 2019-20 to 

2020-21.   

Typical constraints of MSE Cluster firms in Indian Clusters 

Apparently, firms in many MSE led clusters in India are confronting a scenario of diminishing 

profitability margins and stagnant market prices, along with rising threat of imports from China.  

Today, Chinese products are available in the market with better finish and styling at process 

less than the production cost for Indian MSE firms. Also, apparently, the cost of raw material 

has increased by between 30-50 per cent over 2014-15 to 2016-17. The labour and manpower 

costs have even doubled in the last 3 years from Rs. 250 per operator per day to over Rs. 500 

per operator per day. This is even while end product prices have stagnated. Therefore, profit 

earnings of firms have fallen from 20-25 per cent to barely 7-10 per cent today. 
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Chapter - 2: Cluster 

Profile 

2.1. Historical Evolution of the Cluster and Key Turning Points 

The cluster at Guntur is basically a general engineering cluster with units of auto-components, 

fitting & fabrications, PVC Pipes, textiles machinery, electrical equipment manufacturers, gas 

plants etc. There are also related and supporting industries like plastic and rubber segments. 

There are about 864 general engineering units available in the cluster. Among these, about 781 

units are micro units, 82 small scale units and 1 is medium scale unit. Ashok Leyland and TATA 

are also located in this cluster to serve as a growth propellant such as spare parts 

manufacturing units; general engineering and fabrication manufacturing units, rubber retreating 

units, plastic chairs, pet bottles, PVC pipes related manufacturing units, godown truss, iron 

sheets making units etc., in this cluster. It is observed that there is a large scope for re-rolling, 

scrap melting segments, construction equipment, telecom equipment manufacturing unit etc. 

Mainly the work undertaken in the cluster is turning, milling, lathe, drilling, welding, and cutting. 

Traditional agglomeration of auto-component manufacturing was initially established in 

Chennai later it was available in Vijayawada, which is 40 kms far away from the Guntur city. By 

that time, marketing of the finished goods was Vijayawada. Now, after establishing the general 

engineering cluster in Guntur the concentration of firms in Guntur increased subsequently, 

thereby traditional agglomeration of not only auto component but also for general engineering 

units. The Guntur general engineering cluster in-fact is amongst the industrial segments that 

has a degree of competitive advantage in terms of cost and quality due to availability of 

diversified units. Apart from this, traders are also playing pivotal role in marketing of the 

products in the cluster itself. 

The fitting and fabrication segment are another important segment in the cluster. Fabrication 

typically involves building metal components and structures by cutting, bending and assembling 

(including welding). Re-rolling units, scrap-melting units or large input processing units like steel 

plants near the cluster, unlike the case in more developed clusters like those in Visakhapatnam 

region, does not support the cluster firms. The cluster in the district of Guntur caters much of 
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the prefab metal components and fittings and related steel fabrication needs of the units in the 

country.  

 

2.2. Geographical spread of the Cluster 

Figure – 2: Cluster Map: 

 

The core general engineering manufacturing and service firms in the cluster are concentrated 

in and around the talukas of Tenali, Mangalagiri, Sattenapalle, Guntur, Macharla, Atchampeta, 

Narasaraopeta and Piduguralla.  As indicated, the core cluster firms are supported by a number 

of enterprises ranging from machinery and equipment suppliers, consumables suppliers, 

traditional powder coating units and tool making units and wholesalers who facilitate the 

procurement and marketing function.  

2.3. The Cluster Profile 

Benefits of a traditional pool of experienced family-businesses and entrepreneurs in the genral 

engineering manufacturing and trading segment enable the firms to have access to a range of 

support institutions and service providers within the cluster (District) and also in nearby 

locations like Vijayawada.  

Some institutions of relevance include: 

• SIDBI, Vijayawada 

• District Industries Centre (DIC, Guntur) 

• APIIC, Guntur 

• National Institute for Micro Small and Medium Enterprise (NI-MSME, Hyderabad). 

Financial institutions such as commercial banks involved with operations of cluster firms are:  

• Union Bank of India (Lead Bank)  

• State Bank of India 

• Canara Bank  

• IDBI  

• HDFC 

Cooperatives include State Finance Corporation, Guntur Co-Operative Urban Bank, The 

Guntur District Cooperative Central Bank Ltd, Dist. Co-op Central Bank Limited etc.  
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Further, APIIC has developed the infrastructure facilities like roads, drainage, power etc. but it 

is not up to the mark and satisfaction of the units and require regular maintenance. District 

Industries Centre has kept regular touch with the MSMEs by providing them with the information 

regarding new machinery in addition to conducting workshops, trainings, surveys regarding 

new technology, marketing facility etc. Apart from DIC, manufacturing units like Ashok Leyland, 

TATA etc. have been providing training programmes / exposure visits to the SMEs. The public 

and private strategic BDS providing institutions and may be viewed in terms of technical 

institutions like, engineering colleges and polytechnic colleges also providing skill related BDS. 

The APIIDC provides industrial infrastructure related services (notably power related 

constraints persist in the estate). 

2.3.1. Principal Markets 

The main market for firms is the regional markets in Guntur, Krishna districts. A few firms also 

linkup with automobile OEMs like TATA motors, Ashok Leyland and linkup with agro 

processing industries like ITC, Indian Tobacco Board etc. 

2.3.2. Products manufactured in the cluster 

The main products manufactured at the cluster are: 

Automobile – Parts 
like brakes, exhaust, 
wheels, chassi and 
roof etc. 

Construction – 

Steel / MS  GI Pipes 
manufacturing etc. 

Agriculture – 
Seeding Machinery, 
Cultivation related 
machinery, Spraying 
Machinery, 
Harvesting Machinery 
etc. 

 

Capital Goods 
Sector – Industry 
related Machinery 
Manufacturing etc. 

 

In the general engineering component, segments like engineering, electrical, textiles, PVC, 

fabrication, rubber, plastic units are included. Some key drivers to competitiveness of firms in 

the sector include lead time reduction and rationalisation of manufacturing as well as 

procurement costs. But there are, apparently, concerns in terms of rising raw material costs of 

steel. In this context, several interventions including establishment of tool room and facilities for 

quality and competitive die and mould making, design development and testing have been 

identified as critical common facility gaps in the cluster. There is increasing awareness amongst 

MSMEs in need for quality and adherence to technical standards as well as improving product 

development capabilities. As of now, for testing each MSME is depending on Vijayawada. 

2.4.  Brief Financial Profile of the Cluster  

Data in terms of number of firms, their size, average turnover and manpower are presented 

below. The cluster has a total turnover of INR 549.83 crore. The 864 core general engineering 

manufacturing cluster firms are supported by a range of units. Cluster firms employ about 3183 

persons directly and directly and indirectly about 780 persons. 
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Table 5: Number and Size of Units; Scale of Investment 

Number of 

MSE firms 

Average 

investment 

per unit 

Important raw 

material and 

related inputs 

sourced from 

within the cluster/ 

adjacent regions 

Average turn- 

over per unit 

(2020-21) 

Average 

Employment 

per unit 

General 

Engineering 

Total Units: 864 

Micro: 781 units 

Small: 82 

Medium: 01 unit 

Micro Units:  

INR 16.47 

Lakh/unit 

Small Units: 

INR  

185 lakh/unit 

Medium 

Units: INR 

536 Lakhs 

1. One Local 

wholesaler and one 

wholesaler is in 

Vijayawada 

2. About 65% of the 

units have been 

getting raw material 

like MS steel coils / 

sheets, GI Coils / 

sheets from 

Mumbai, 

Hyderabad, Vizag, 

Chennai etc. 

Micro Unit: INR 

42.63 lakh/unit 

Small Unit: INR 

254.19 lakh/unit 

Medium Unit: 

INR. 845.58 

Total turnover of 

the cluster is INR 

549.83 crore 

Micro Unit: 

03 

persons/unit 

Small Unit: 

10 

persons/unit  

Medium 

Units: 20 

Direct 

Employment: 

3,183 

Indirect 

Employment:  

780 

Total: 3,963 

Source: DIC, Guntur 

As per DIC records, there are 864 units which are registered of which 781 units are micro-sized, 

82 units are small sized and 01 unit is Medium sized. The annual turnover of the cluster over 

the years @ about 10 per cent every year is presented below: 

Table 6: Annual Turnover of the Cluster 

Year Turnover (in Rs. Crore) 

2020-21 549.83 

2019-20 632.30 

2018-19 695.53 

2017-18 625.98 

2016-17 563.38 

Source: Primary Data from MSME Units 

It is noticed from the field study that due to covid-2019 effect, the turnover of the cluster is 

estimated 632.30 crore during 2019-20 whereas there was negative growth rate of -13% from 

2019-20 to 2020-21. The economic loss is calculated by adding the wages cost and fixed cost 

– interest and rent expenses – to the NVA of respective cluster units.  It is in this regard, the 

Government has provided 6 months moratorium for interest repayments. Firms have been 

worst affected in the form of cancellations of orders, delays in shipments, shortage of skilled 

labour.    It is in this context, there is a need for credit uptake rather than credit guarantee.  

Apart from credit and financial incentives, the need of the hour is to help firms, business and 

economic activity to get back on operational mode. 

It is noted that the ease of doing business has gained importance in the last few years owing 

to the impact it has on the overall industrial climate; investments and job creation in the 
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economy.  The government has given major thrust to ease of doing business and has worked 

aggressively and hence developed the infrastructure facilities under cluster mode of operation.  

Despite of many advantages, according to the field study, there is a scope of improvement in 

access to timely and sufficient power requirement; credit availability in terms of collateral 

security; provision and maintenance of infrastructural facilities like drainage, roads, electricity 

etc.  

 

2.5. Manufacturing Process 

Though several products are manufactured/processed at the cluster, this report focuses on 

Electric Resistance Welded Pipes (ERW) for displaying one process. Used in oil and natural 

gas industry sector, MI steel is procured from domestic markets such as Visakhapatnam, 

Hyderabad and Mumbai.   

There are two types of pipes 1. Seamless and 2. Welded Pipes. Welded pipes are Butt Welded 

Pipes, Electric Resistance Welded Pipes (ERW) Pipes, UOE Pipe and Spiral Welded Pipes.  

Depending on the manufacturing process, welded pipes can be divided into three classes by 

welding method, i.e., arc welding, electric resistance welding, and butt welding. Pipes 

manufactured by the arc welding method can be further divided into UOE pipe, bending press 

pipe and spiral welded pipe depending on differences in the forming method. In the cluster, 

there is one Medium sized MSME Unit, which is based on Electric Resistance Welded Pipes 

manufacturing unit. 

Electric Resistance Welded (ERW) Pipes: The unit firm is following the below showing process 

for ERW pipes manufacturing.  

A pictorial representation of the same is presented as under:  

 

Source:  Field Study 

1. Slitting: HR Coils slitted to predetermined widths for each size of pipes 

2. Uncoiling, End Shearing and Welding: Slittle coil is uncoiled at the entry of ERW mill 
and the ends are sheared and welded one after another to make it a single endless 
strip.   

Slitting

Uncoiling

Forming

Welding

Debeading

Seam Annealing

Sizzling 

Cutting
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3. Forming: Slitted coils are initially formed into U shape and then into a cylindrical shape 
with open edges using a series of forming rolls 

4. Welding: The open edges are heated to the forging temperature through high frequency 
low voltage high current and press welded by forge rolls making perfect and strong but 
weld without filler materials. 

5. Debeading: Weld flash on top and inside (if needed) is trimmed out through carbide 
tools 

6. Seam Annealing: Whenever required, welding portion and heat-affected zone is put to 
normalizing and then cooled down in air-cooling bed 

7. Sizzling: After water quenching, slight reduction is applied to pipes with sizing rolls to 
give them desired accurate outside diameter 

8. Cutting:  Pipes are cut to required lengths by flying cut off dis/ saw cutter 

Manufacturing Process for General Engineering Micro Units in the Cluster 

 

2.6.  Roles of Key Stakeholders in the Cluster 

There are various stakeholders in the cluster, both government and private, who play critical 

role in defining the basic contour of the cluster. The list of such cluster actors are provided 

below and the services they render has been showcased accordingly. 

Table 7: Key cluster stakeholder and their role 

S. 
No 

Name  Services  

1 DIC  Finance/Single Window start-up/Training 

2 APIIC Plots allocation and provision of other 
infrastructure facilities  

3 SIDBI Finance/Training 

4 Financial Institutions (including 
APSFC) 

Facilitation for preparation of project report, 
credit, training 

5 NSIC  Finance/Market Access/Raw material 
Procurement 

6 Polytechnics/ITIs Training  

7 APIIC Plots allocation and provision of other 
infrastructure facilities  

8 CAs/ICWAs  Tax, audit, loans  

9 Tool/Design Rooms at Vijayawada  Tool design and development 

10 ISO/Compliance consultants at 
Vijayawada  

Certification  

11 Web based marketing portals (need 
to rectify) 

Market Access 



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 28  
 

S. 
No 

Name  Services  

12 Trade Fair Organizers  Market Access  
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Chapter - 3: Cluster 

Analysis 

3.1. Status of Previous Interventions 

No evidence of previous intervention for the cluster development was found to be in the cluster. 

As mentioned earlier, evolution of the cluster has been self-driven and organic so far without 

any significant intervention from outside. 

3.2. Status of Cluster Linkages 

Marketing and market development 

General engineering manufacturing units are depending on local market across the district by 

small and micro sized units whereas medium sized units are able to sell their product across 

the state.  About 2 to 3 per cent of the enterprises are having membership in online marketing 

portals like www.indiamart.org; GeM etc. and getting orders from these portals too.  Only 30% 

per cent of the enterprises are able to have the tie-up with government related departments like 

Agriculture department etc. Due to lack of advanced machinery, majority of the units are not 

able to attain the quality standards and hence, they are missing wider market and are not able 

to compete with large industries. It is also noted that due to lack of economies of scale, either 

in volume of business or in bulk marketing, these units are not able to compete with competitive 

industries from other regions. Due to lack of sufficient financial support from the banks, the units 

could not able to expand their business activity.     

A number of challenges confront the cluster firms impacting their profitability and 
growth. To begin with, they need semi-automatic machinery to compete with 

different types of manufacturers across the country. Low profit margins, which have 
almost halved over the years, necessitate a dire need for firms to upgrade, optimise 

costs, improve product quality and expand product market mix.  

 

For galvanising the raw material, unit owners pay an additional INR 15/- per kg of raw material 

due to unavailability of advanced machinery in the cluster. Additionally, only 2-3% margin is 

received from contractors. 

http://www.indiamart.org/


General Engineering Cluster, Guntur Andhra Pradesh 

Page | 30  
 

Raw Material and Procurement 

Apparently, raw material used ranges from MS tubes and sheets, GI tubes, GP (pre galvanised) 

metal, and a variety of iron and steel products including structural (angles, rods and squares), 

paints etc. SS tubes, sheets and rods are also used.  Majority of the cluster firms are getting 

raw material from local one wholesaler, wholesaler from Vijayawada, if required only less 

quantity. But about 70 per cent of the small sized enterprise units are getting raw material from 

Mumbai, Bangalore, Chennai, Hyderabad etc. Only 25 per cent of the enterprise units are 

getting from JSW, TATA steel to fulfil requirement related to galvanised MS steel. For getting 

processed raw material like galvanised MS, GI sheets, these firms are paying a premium of 

INR 15 per kg. 

Finance and Credit 

The lead bank in the district is the Union Bank of India. But cluster firms are financed by a range 

of commercial banks including the ICICI, HDFC etc. Term loans are provided with a moratorium 

on repayment of principal of 6 months to 1 year, and with a 5-year repayment period. Notably, 

relatively few units (about 2 per cent) have been supported with CGTMSE cover. Few units 

have realised assistance under the Prime Minister Employment Grameen Yojana (PMEGP), 

Credit Linked Capital Subsidy Scheme (CLCSS) etc., It is significant to note that due to lack of 

support from the financial institutions especially for working capital and term loans, the units 

could not be able to expand their business though they have complete capabilities for the 

expansion. As indicated, there is therefore considerable scope to enhance links with the CLCSS 

and CGTMSE schemes to encourage technology upgrading as well as apt working capital 

financing of many firms. Such linkages could also help smaller as well as larger units in 

necessary enterprise upgrading at the unit level. The cluster industry associations have been 

networking with related institutions in this regard.  

Power and energy 

Typically, units have a connected power load of up to 110 KVA. There is a need of power 

supply/power generating units under common facility centre in the cluster.  

Manpower and skills 

There is an acute shortage of skilled manpower though there are number of technical 

institutions exists in the district. This is because short duration of apprenticeship prevailed in all 

the technical institutions. On the other hand, majority of the skilled persons are willing to stay 

at metropolitan areas like Bangalore, Mumbai, Chennai etc. Hence, the enterprises are having 

severe shortage of technical manpower and hence are paying INR 600 to INR 1,200 per skilled 

manpower. It is noted that there is huge requirement of advanced machinery like CNC Plasma 

machines, Laser Cutting machines, CNC shearing machines, autoCAD engineers etc., where 

there is huge shortage of technical operators for the advanced technology-based machines in 

the cluster. As per the consultation with unit owners, there is a requirement of long-term 

apprenticeship for the students like ITI, Diploma holders etc. 
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3.3. Analysis of Business Operations 

Despite many dedicated initiatives by the public and private service providers, the general 

engineering firms in the cluster are presently facing a potential scenario of high business and 

operational risks. An elaboration of the constraints is in order: 

• Apparently, the cost of raw material has increased by between 30 - 40% in the last one 

year. The labour cost has also increased by 40% i.e., from INR 500 per day to INR 700 

per day for semi-skilled labour in the last one-year period due to covid-19 pandemic 

situations prevailed across the world. This is while product prices have stagnated.  

Therefore, profit earnings of firms have fallen from 20-25 percent to barely 5-10 percent 

today. Basically, profit margins have halved during the last one year. 

• Cluster firms are not able to reap economies of scale on various fronts. About 70% of 

the micro and small sized firms are depending on job-oriented works, where these firms 

are not able to give quality product. 

• Most firms are sole proprietary concerns, and many operate largely in the unorganised 

sector. 

• Many firms are specialised in the automotive related service products. 

3.3.1 Technology in the cluster and indicative benchmarking 

The equipment and technology options may be viewed in terms of primary processing of raw 

material as well as value-added quality component development machines and may be studied 

as under: 

Table 8: Technology Benchmarking 

Critical technology and capacity gaps in the 

cluster 

Scope for upgrading through cluster 

development initiatives and common 

facilities 

Tool Making operations  

The COVID-19 pandemic has probably given the biggest blow to the world economy 

after the great depression of 1930s. Around 60 per cent of the world population is 

either under severe or partial lockdown without having medical solution to the 

coronavirus and economic activity across countries has either stalled or significantly 

decelerated taking away millions of livelihoods.  According to the RBI (Gupta & Minai, 

2019)1, the impact assessment of COVID-19 pandemic is carried-out on India’s GVA, 

manufacturing sector, international trade and MSME sector. The impact is estimated 

for two broad outlines: first, the situation where there is a quick turnaround after the 

lockdown period and the economy experiences a vertical recovery (V-shaped). 

Second, the economy experiences a U-shaped recovery where the effects of the 

lockdown prolong for a longer period of time till September 2020. 
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Critical technology and capacity gaps in the 

cluster 

Scope for upgrading through cluster 

development initiatives and common 

facilities 

Absence of tool rooms in the cluster limits 

activities by the units. 

Lathe machine, Drilling machine, ERW Pipe 

cutting machines  

Electric Discharge Machining (EDM) & Wire cut: 

MSE cluster firms do not have access to wire cut 

and EDMs. Basic EDMs have higher rejection 

levels in jobs due to poor accuracy while cutting 

metal. 

Vertical Machining Centre 

Presently, a few cluster firms have 3-axis 

equipment. Preparing a die/tool/mould for panel 

checkers could take up to 45 days. 

Establishment of a tool room 

comprising 3-axis VMC, 5 Axis VMC, 

EDM wire cut, CNC EDM, CNC Turning 

Centre, prototyping Equipment, vacuum 

heat Treatment, Lathe, universal milling 

machine, jig boring, radial drill and 

blanking line. 

However, this period may be reduced 

to hardly 30 days and quality/accuracy 

facilitated by establishing an 

appropriate tool room with 5-axis VMC 

equipment. 

Design facility   

Design prepared on paper using hit and trial 

method due to which there is less accuracy and 

eventually they lose substantial orders; beside 

this, there is an additional cost. 

Establishment of a common facility 

comprising Designing Workstations and 

Improved design Software’s 

Equipment in typical MSE Tier II, III and IV 

units 

 

Equipment in typical MSE’s comprises 

investment in the range of Rs.10 lakh to a 

maximum of about Rs.80 lakh. The equipment 

would involve conventional lathes, surface 

grinder, drill and pipe cutting machines. 

Upgrading in terms of CNC equipment 

by individual enterprises. Evidently 

hardly any cluster firm has been 

assisted under the CLCSS or with 

CGTMSE scheme. This is necessary. 

Testing facility  

Generally simple instruments like slip gauges, 

vernier callipus and micro milus are used. Some 

units have projectors and surface roughness 

testers. 

Establishment of a common facility 

comprising Hardness tester, Tensile 

tester, Profile Projector, Height Gauges 

etc. 

Source: Field Study 

A scrutiny of business operations of cluster enterprises by way of business processes as well as 

analysis of business operations in functional areas is presented here.  We have taken one 

example:  

Some firms are specialized in manufacturing of automotive related service and pipes 

manufacturing etc. The cost benefit analysis of pipes manufacturing by a medium sized and a 

micro sized firm has been presented here under:  

Table 9: Cost of Production and Net Profit for Medium Sized firm- ERW Pipes 

 Particulars Details  

Production / day 
85 Pipes x (50 mm x 2.5 mm x 6.1 meters) / MT x 60 MT / 

day = 5,100 Tubes 

Raw material 
MS Sheet coil 60 MT x Rs.75,000=Rs.45,00,000 / 5100 

Pipes = INR 882 / pipe 

Manpower  

Technical Staff – 10 Nos.= Rs. 4.5 Lakh /30 days = 

Rs.15,000 / 5100 Pipes = INR 2.94 / pipe  

Non-technical staff – 10 Nos.= Rs. 1.5 Lakh / 30 days = 

Rs.5,000 / 5100 pipes = INR 0.98 / pipe 
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 Particulars Details  

Power  
Rs.5.0 Lakh / 30 days = Rs.16,667 / 5100 Pipes = INR 3.27 

per pipe 

Marketing and 

Administrative Cost  
Rs.4,500 / 5100 = INR 0.88 / pipe 

Depreciation  Rs.8,220 / 5100 = INR 1.61 / pipe 

Interest  Rs.40,000 / 5100 = INR 7.84 / pipe 

Total cost of production Rs.899.87 / pipe / 11.76 Kgs = INR 76.52 / kg 

Total Sale value (@INR 80 / 

kg) including 2% 

depreciation on raw material 

INR 940.8 / pipe / 11.76 Kgs = INR 80 / kg 

Net Profit  INR 3.48 per kg 

Table 10: Cost of Production and Net Profit for Micro Sized firm- Pipes 

 Particulars Details (Batch of 3 days) 

Raw material Job work model 

Manpower 2 x Rs.600 x 3 days = INR 3,600 

Power Rs.100 

Administrative Cost  Rs.50  

Depreciation  Rs.250 

Total Rs.4,000 

Production 

1. Pipe 1- 6 meters x 24 inches x 2.5 mm  
2. Pipe 2- 5 meters x 24 inches x 2.5 mm 
3. Pipe 3- 2 meters x 24 inches x 2.5 mm 
4. Connector Beds – 3 sets of 2 Nos.each 

Gross Service Charge Rs.12,000 for 4 products 

Net Profit Rs.8,000 for 3 days 

 

Constraints faced by cluster firms: 

About 70% of the firms are job-oriented units and using traditional machineries based on labour 

intensive component development equipment and hence products may not be developed due 

to non- access to capital intensive in nature.  Labour productivity is low and quality of finishing 

of product is poor. 

Case Illustration 

Medium sized Units 

M/s Sri Guru Ramakrishna Tubes, Guntur (Contact No: 9849122898) is an ISI (CISCO) 

certified firm and manufacturer of ERW steel tubes / pipes ranging from 1 inch to 4 inches and 

is located in Phirangipuram mandal in Guntur district with a sales office in the city. Unit has a 

turnover of INR 40 crore in FY21. Processed raw material such as MS sheet/coil and GI 

sheet/coil are being procured from JSW and TATA steel located in Mumbai. For Galvanisation, 

a premium of INR 15 / kg is an additional cost. Approximately, the firm purchases the raw 

material volume of 800 MT (200 MT of MS Steel/coil + 600 MT of GI Sheet/Coil) per month 

based on their quota. Manufacturing of pipes also incur a 2% wastage. The unit manufacturing 

variety of pipes viz., round, square and rectangular and with the variations of one to 4 inches. 

The firm employs 10 technical personnel (skilled labour) 10 non-technical personnel (unskilled 

labour) and paying INR 4.5 lakh and INR 1.5 lakh per month respectively. Power charge is 
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estimated to about INR 5 lakh per month and administrative and marketing cost of about INR 2 

lakh per month.  

Presently, the unit owners are using several marketing channels. Local market is being tapped 

through network of traders and dealers in the cluster and across the state ranging from 

Vishakhapatnam to Tirupati. They have also direct linkage with fabricators for selling their 

products. 

In terms of machinery, the unit owns Fitting Line, Tube Mill, End Facing and a testing lab facility 

with a total investment of INR 8 crore. Lab includes Hardness Tester, Stencil Strength Testing, 

Pipe Bending Testing, ERW welding – pressure Machine – Ultrasonic x-ray testing machine, 

Chemical Analysis – Spectro-meter with a cumulative investment of INR 26 lakh. Term Loan of 

INR 6 crore was availed from the State Bank of India in the year 2017 with a facility of VAT 

subsidy, which terminated post GST incorporation. Presently, unit is incurring an annual interest 

of INR 12 lakh. Unit has a working capital LC limit of INR 1.2 crore and CC limit of INR 5 crore. 

The firm provided the collateral security equals to INR 29 crore (INR 16 crore property and INR 

13 crore existing unit). 

Main competitors of this unit are M/s Surya Roshini, Anantapur district (AP) and M/s APL 

Appollo (AP) which is having several branches across the country. These two are large firms 

hence, there purchasing capacity of raw material is very high i.e., INR 50 crores per month. 

Both companies are also listed on stock exchange. Due to economies of scale, these 

companies are able to procure raw material with almost INR 2,500/- per tonne lower than M/s 

Sri Guru Rama Krishna Tubes. This gives them the advantage of reducing the rate of final 

product. As these two industries are having number of branches across India hence their 

market outreach is also comparatively high. Due to a limited capacity, M/s Guru Ramakrishna 

Tubes is able to manufacture on 4 sizes of pipes in a month, whereas their competitors are 

manufacturing 9 to 10 sizes of pipes in a month. Unit owners are expecting to manufacture 

pipes under a brand to increase their outreach and quality. 

Micro-sized units 

M/s Ayub Engineering Works was established in the year 1986. They operate on job work 

model comprising welding, plumbing lathe work, grilling work, break skimming work etc. Their 

initial investment was INR 10 lakh. Their main market is local truck owners and automotive 

industries like Ashok Leyland etc. The unit specialises in manufacturing of pipes with a length 

of 6, 5, and 2 metres and 24 inches of diameter and connecting beds. Job work charge is INR 

12,000 for manufacturing of one set comprising of all these items and it takes 3 days to finish 

the work by engaging two semi-skilled labour. These pipes are manufactured using MS plates 

as raw material, generally brought by customers. 

“Suhana Engineering Works” is a unit with investment in plant and machinery to the tune of 

about Rs.5 lakh. The unit employs about 2 persons directly and one person indirectly. The 

enterprise does the alteration works for automobiles. This is also based on job oriented only.  

General the enterprise repairs the tyre disc wheel cracks by welding with MS Plate and charging 
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about Rs.3,000/- per disc job work.  On an average the enterprise gets Rs.1,500 profit per disc 

job work and can repair of four discs per day with existing labour.   

“Khaleel Steel Industries” (+91-9014025368) is a unit established in the year 2009.   It is a micro 

sized enterprise.  It makes Steel almirahs, Chairs, Hydraulic cylinders etc.  General for making 

one almirah, it will take 4 days with one technical person and one painter.  One almirah weights 

approximately 100 Kgs having 18 gauge.  The enterprise brings raw material MS sheets of 5 

numbers having 20 Kgs each cost of Rs.10,000/- Labour cost per almirah is about Rs.4,000/- 

per two persons for four days.  Other material like Godrej locks, paints cost around Rs.1,000/- 

per almirah. The enterprise is getting profit of Rs.5,000/- for making one almirah.  The major 

gaps identified for the unit is 1. The unit is getting raw material from local wholesaler or 

wholesaler from Vijayawada and hence paying extra amount of Rs.50 per kg for raw material.  

The enterprise does not have advanced machinery for making almirahs and hence production 

is labour intensive, where making one almirah for four days.  If he has advanced machinery 

then he can produce one almirah per day.  He has membership in the www.Indiamart.org from 

which he is getting huge orders across the district and even from Krishna district.  He is also 

getting railway orders because he has also membership in GeM, which is the government e-

market place.  But due to lack of sufficient advanced machinery and lack of provision of working 

capital investment from the banks he is not able to improve his business.  He required Rs.20 

Lakhs for advanced machinery and 30 Lakhs for working loan so that he can improve his 

business and can compete with other branded products like Godrej.   

“Laxmi Kodandarama Industries” (+91-9703713999) is a small sized unit established in the year 

2015.  The enterprise makes the mesh, which is using for cupboards, tree guards etc. The 

enterprise will get the raw material from Jindal company, Mumbai 30 MTs once per month with 

Rs.45/- per kg. The grade of mesh varies from 1.5 mm thickness to 4.0 mm thickness. The 

enterprise is having 7 members of skilled labour and paying Rs.25,000/- per month per person 

and having four members of non-technical persons paying Rs.12,000/- per month per person.  

The enterprise is having advanced machinery value of Rs.80 lakhs producing 40 to 50 rolls per 

day converting one Metric Tonne per day.  Sales price of mesh per kg is Rs.49/- to Rs.50/-.  

The enterprise has CC limit amount of Rs.15 lakh.  Power 110 HP capacity of machinery.  Due 

to slow growth rate of construction industry due to high price of sand and non-available of sand 

at market, there is no market for this enterprise.  For the last two years, there is no market for 

this enterprise and hence the turnover has been drastically come down from INR 40 crore to 

five crores per annum. Due to high rate of about 18% GST effect also the enterprise turnover 

has been comedown drastically.  

“Maruti Agro Engineering” is a micro sized unit, which is manufacturing agriculture related tools 

and machinery like cultivation, seed, harvesting related machinery, spraying machinery etc. 

The enterprise is getting raw material from Raipur, Vijayawada, Madras, Vizag 20 to 30 MTs 

per one time and getting three times in a month.  The price of raw material is about Rs.62/- per 

kg.  MS steel sheet with a length of 20 feet and 2 to 3 inches thickness. Except summer, the 

entire year these people are getting orders from farmers, farmer groups for manufactured 

http://www.indiamart.org/
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machinery and tools. The enterprise is also having tie-up with AP Agros, which is giving 

government subsidy related orders from the Government Agriculture department for the last 20 

years. The enterprise is giving employment to 10 persons and paying Rs.600/- to Rs.1200/- per 

person per day because lack of skilled labour availability in the region. Since the enterprise is 

having semi-advanced machinery like gas cutting, hydraulic, sheet rolling bending machinery, 

arc welding machinery, the unit is not able to meet quality standards with the existing 

machinery. So, advanced CNC machinery like air plasma machinery, profile cutting machinery 

and laser cutting machinery is required by cluster firms. As on now, for getting sophisticated 

machinery, the enterprise is approaching Laxmi tools and machinery, Vijayawada; for CNC 

based laser cutting purpose the enterprise is depending on Balanagar, Hyderabad and Gujarat 

and paying nearly Rs.1,000/- to Rs.5,000/- if the work is 3 hours only.  For profile cutting the 

enterprise is depending on Gujarat and paying Rs.52/- per kg. It is also noted that for CNC 

machinery the enterprise is willing to afford but the problem is that there is no technical staff for 

CNC operators and AutoCAD engineering professionals. Hence, technical training is very much 

needed.  

3.4. Value Chain Analysis 

Table 11: Value chain analysis 

Activity Gross value (Pipe ERW 50 mm x 2.5 mm x 6.1 
meters; yielding net profit margin of 4.39% on 
sale price) 

Profit Margin  4.39% margin on one kg of GI sheet pipe  

Sale to dealers / wholesalers INR 1000 / per pipe 

Manufacturing: Labour, utility, 

administrative, marketing and packaging 

& transport, interest payment etc. 

1 pipe = INR 17.52 / 11.76 Kgs = INR 1.49 

Procurement for GI Sheet 60 MT (5,100 

Pipes with dimension of 50 mm x 2.5 mm 

x 6.1 meters) including galvanisation of 

the sheet 

INR 75 / kg 

Source: Field Study 
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To elaborate:  

Presently, in the manufacturing of 50 mm dimension x 2.5 mm thickness x 6.1 meters length of 

pipe with a capacity of 5100 pipes produces in a day, raw material required for making one pipe 

is 11.76 Kgs. The machine manufactures 5100 pipes of this type per day. Raw material cost is 

calculated to about INR 882 per pipe. Number of technical and non-technical personnel 

deployed is 10 each. The owner is paying INR 4.5 lakhs for all the technical staff and 1.5 lakh 

for all the non-technical staff. Hence, INR 3.92 / pipe is being incurred on manpower engaged 

for producing the GI pipe. Unit is incurring power cost of about INR 3.27 / pipe. Apart from raw 

material, the highest proportion of cost is interest i.e. INR 7.84 per pipe. The total cost comes 

to around INR 17.52 per pipe. In another words, about INR 1.49 is spending per Kg for all the 

operational expenses including depreciation. The selling price is INR 80 per kg and hence the 

owner is getting a profit of INR 3.48 per kg i.e. 4.39% of profit margin from manufacturing and 

selling of pipes. 

Apparently, firms will upon establishing a raw material bank (RMB), will be able to manufacture 

product at reduced cost thus earning better profit and margins for micro units in the cluster and 

can be competent with other industries so that market opportunities will be more. 

 

  

Retailers to Contractor / Builders

INR 1850 (Gross margin - INR 100 per sheet)

Wholesalers to Retailers

INR 1200 (Gross margin - INR 200 per sheet)

MSME to Wholesalers

INR 1,000 (Gross margin - INR 100.48 per pipe (1000 - 899.52) 

In house process: Cutting, bending, welding, grinding and drilling

INR 17.52 per pipe (including 2% wastage)

Procurement:  Raw material INR 75 per kg (including transportation charges)

Gross Value of Pipe- INR 882 (11.76 Kgs outsourced MI sheet @ INR 75 per kg)



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 38  
 

Chapter - 4: Market 

Assessment of Business 

Development Services 

(BDS) 
 

 
4.1. Overview of the BDS Market 

The market assessment based on study provides a snapshot and broad contour of the BDS 

market in the cluster. It covers: 

i. Assessment of present demand and supply of (briefly, operational) and strategic 

services  

ii. Identification of necessary strategic services (particularly in terms of infrastructure, 

common facilities, marketing services and also linkages with govt. schemes etc.) and 

basic profiling of existing BDS providers and nature of services provided by them and  

iii. Identifying critical gaps in specific services and range of possible interventions. During 

the course of assessment, focus has been on above mentioned strategic services. 

Understanding the dynamic nature of BDS requirements and needs in a cluster, an incremental 

approach to detailed market assessment has been proposed along with interventions option. 

Such strategic activities have been elaborated which are high in demand and easy to deliver 

and for which services are not available in the cluster (in some cases not of the quality or 

volume desired) and not very difficult to develop and deliver. Also, related market for such 

services may be feasibly evolved. 

Presently, the demand and supply side are weak in many areas. As regards demand of 

services, there is a lack of awareness among majority of SMEs about the efficacy of availing 

some BDS (DIC, ERP, QMS) and capabilities of BDS providers (e.g. domestic marketing). 

Apparently, about 85% of the MSE units have availed operational BDS like Tax, audit and 

maintenance. These are typical fee-based services (the latter however enjoys a degree of 

subsidy). That apart, a range of operational BDS is also being leveraged by only manufacturing 

units in the cluster in terms of tax, audit and maintenance. 
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Case Illustration on BDS gaps – Micro enterprises  

“Raza Engineering Works” established in 2005 operates out of 800 sft space in Autonagar 

Industrial estate, located in Guntur. The unit is generally a manufacturing cum service oriented 

and it usually manufactures the Agriculture Processing Machinery especially for Chilli, Tobacco 

etc., their market segment is generally from Andhra Pradesh. The unit has market linkage with 

ITC, Guntur.  The raw material they are getting from Hyderabad and Vijayawada.  The unit does 

not have own land and hence the unit has got loan amount of Rs.18 lakhs from private sector 

banks like HDFC – Capital First and Bajaj Allianz with 22% of interest rate. The unit is not ISO-

9000 certified.  All accounts related works are looking after by the family member of unit owner.  

The only private BDS provider ever used by the cluster firm is Chartered Accountant who 

facilitated in securing limit and Audited related works. The unit is ISO-9000 certified and had 

used the services of a local BDS provider. 

“ZVS Industries and Manufacturers” been in operation since 2003. Presently, the enterprise 

has a turnover of about Rs. 80 Lakhs. The unit enjoys a CC limit of about Rs. 15 lakhs with 

Canara Bank, their investment was Rs. 32 lakh. The enterprise is manufacturing sector in which 

they are making U-Bolts, Patti Clamps etc. The unit avails the services of a Chartered 

Accountant for loan syndication and DPR preparation and other operational BDS providers for 

Sales Tax and IT and Excise Duty related services. The unit has market linkage with TATA 

Motor, Mahindra Motors, Ashok Leyland etc. 

The generic problems affecting development of a market oriented BDS are summarised below: 

Table 12: BDS Market Constraints 

Demand Constraints Supply Constraints Transactional Constraints 

MSMEs lack information 

about the availability / 

range of services. 

Limited capacity of 

MSMEs for paying for 

quality strategic services 

(Micro sized firms). 

Lack of MSE networks to 

share cost of services.  

MSEs do not see the need 

for strategic services like 

Syndication/DPR 

preparation for 

loans/subsidy or Basic 

QMS (ISO 9000) systems. 

It is done only if 

pressurised by customers. 

Inadequate links with the 

MSE sector or even the 

BMOs. 

Limited capabilities of 

suppliers (largely only into 

loan/ subsidy, 

syndication/DPR preparation 

and QMS i.e. ISO 9000 

system and certification 

related services   

All micro sized units have 

limited paying capacity for 

many strategic BDS.  

BMOs are yet to evolve into 

strong BDS facilitating 

platforms (jointly sourcing 

BDS).  

Micro-sized units isolated 

from service markets. 

Inadequate information on 

service providers and on their 

capabilities 

 

4.2. Demand Side Assessment 

The assessment of demand of services has been made with regard to the two broad and distinct 

MSME segments in the cluster namely the micro and the small segment. Only important 
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strategic services have been emphasised which are or may be relatively higher in demand, 

widely used and have potential to create substantial impact on performance. Assessment has 

been made in broad common terms. The table following presents a demand assessment and 

level of usage of different services:  

Table 13: Demand for and availment of Services 

Sub-Sector Nature of services being 

availed 

Services in demand 

General 

Engineering – 

Small 

segment 

Tax consultants like CA, 

Accountants services being 

availed by about 85% of the 

firms. 

Capacity building (training, 

networking, and awareness 

building) programmes organised 

by DIC. About 41% of the units 

have availed such type of 

service. 

DPR for financial (loan/subsidy) 

syndication for individual 

enterprises (more than 75% of 

units have availed loan from 

Non-Banking Financial 

Institutions or Private Banks etc. 

whereas about 10% of units have 

availed loan from Public Sector 

Banks and about 15% of the units 

have neither applied nor availed 

of loans) 

 

Tool Room (Machining Services)  

Design Centre 

Marketing (domestic and largely 

replacement and spares segment) 

including online marketing services. 

Conceiving & implementing common 

facilities (like design, tool room, testing 

facilities and training facilities for the 

engineering segment) – DPR 

preparation & project implementation 

Physical & industrial Infrastructure 

related plans and projects (like 

drainage & sewage, solid waste 

management) 

Project preparation for twinning with 

GoI/GoAP Schemes 

QMS 

New Credit facilities (appropriate 

instruments like CGTMSE etc.) 

General 

Engineering - 

Micro 

segment 

 Marketing (domestic replacement and 

spares market) 

Conceiving & implementing common 

facilities (like design, training, tool 

room, testing facilities for the 

engineering segment – DPR 

preparation & project implementation 

Infrastructure (like roads, power, other 

utilities like water, drainage & sewage) 

– DPR preparation & project 

implementation 

QMS- (ISO 9000)   

Credit facilities (appropriate 

instruments-CGTMSE, CLSS) 

 

4.3. Government or Public BDS Providers  

The cluster has the benefit of presence of some necessary support institutions in Guntur 

District. Some of the more important support institutions in the cluster comprise: 
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District Industries Centre (Guntur): The DIC serves as the field-level co-ordination and 

implementing arm of the industries department of the State Government. The DICs have been 

closely involved in cluster development initiatives at the district level in many locations across 

the State. Units are also be registered with the DIC if they are to benefit from power subsidy 

and related incentives offered by the state government as well as assistance under schemes 

such as the CGTMSE. The DIC also organizes awareness programs in entrepreneurship and 

co-ordinates single window clearance initiatives in the district. District Industries Centre and the 

APIIC Zonal Office (Guntur) are the only Public BDS providers assisting the cluster as on date.   

APIIC: Andhra Pradesh Industrial Infrastructure Corporation (APIIC) having its zonal office at 

Guntur facilitates the land allocations to the industrial units. It develops the industrial estates/ 

Parks by providing basic infrastructure amenities like road network, power, water and allot the 

required land area to the enterprise on the leasehold or freehold basis by entering into sale 

deed agreement upon implementation of the industry.  

Public sector banks: The lead bank in the district is the Union Bank of India and there are a 

range of commercial, co-operative banks in the region. In addition to these, NBFCs are involved 

in financing MSEs in the cluster.  About 45 per cent of the loan especially for micro units is from 

NBFCs only. About 15 per cent of the units are not utilizing the services of CAs and not going 

for annual financial statements or audit because there is no support from public sector banks.  

Importantly, there is a scope to link commercial banks with units in the District and also provide 

finance through Credit Guarantee Schemes. There is also a need to evolve innovative financial 

instruments to redress typical delayed payments and dis optimal input sourcing issues 

confronted by most MSEs in the cluster. Apparently, BDS facilitating bills receivables 

financing/factoring services is a need.  

Technical institutions: In Guntur there is one University based Engineering College, namely 

“Acharya Nagarjuna College of Engineering”; One Government Polytechnic College for women 

and 51 private engineering colleges and two Agricultural Engineering colleges in the district. 

However, as mentioned, they do not offer basic operator training in necessary fields like 

welding. In fact, large Guntur units have to approach institutions like “Indian Institute of Welding” 

in Hyderabad Branch to source diploma holders in welding. In addition to these, Government 

ITI and Private ITIs in Guntur, provide technical education for students i.e., employment based 

Vocational Training Program under Skill Development Mission Government of India. Though 

there are number of technical institutions, there is a need for longer duration apprenticeships. 

It is also observed from the consultation that advanced machinery operating skilled manpower 

is main constraint for upgrading advanced technology in the cluster.   

SIDBI: Small Industries Development Bank of India (SIDBI) — the principal financial institution 

focusing on micro, small, and medium enterprises (MSMEs) have expanded its MSME support 

programme to establish a ‘project management unit’ (PMU) to Andhra Pradesh after 

Maharashtra, Tamil Nadu, Assam, etc. Under an agreement with the government of Andhra 

Pradesh, SIDBI will help to develop the local MSME ecosystem. Role of PMU is to design 
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schemes/programmes in the areas of equity support, interest subvention, resolution of stressed 

MSMEs, supporting MSME entrepreneurs and facilitate other need-based intervention based 

on evaluation of the existing status of MSMEs and handhold support in facilitating all training 

programs and workshops on best practices and twinning of Govt. of India schemes.  

NSIC: National Small Industries Corporation (NSIC) is working to fulfil its mission of promoting 

aiding and fostering the growth of Micro, Small & Medium Enterprises (MSMEs) in the country. 

One of the programmes being implemented by NSIC is to create self-employment opportunities 

by imparting training in entrepreneurship building to the unemployed people who want to set 

up new small business enterprises in any of the manufacturing / services sectors or seek 

employment opportunities. For this purpose, NSIC has started a new initiative by entering into 

franchisee arrangements with private partners interested in setting up of Training-cum-

Incubation Centres (NSIC-TIC) at various locations across the country under Public-Private 

Partnership (PPP) mode and have institutions at Vijayawada and Vishakhapatnam2. NSIC has 

already set up more than 94 NSIC-TICs under Public-Private Partnership (PPP) mode in the 

country3. 

Micro Small and Medium Enterprise Development Institute (MSME-DI): The MSME-DI, 

Hyderabad and Vishakhapatnam serves as the field office of the office of the DC-MSME. The 

MSME-DI, Hyderabad, has been also spear-heading cluster development initiatives in the state 

and region and facilitating BDS related services. It provides support to MSMEs through various 

schemes as Cluster development scheme for infrastructure development through hard and soft 

interventions, for ZED certification under Zero Effect Zero Defect (ZED) Scheme, marketing 

assistance and technology upgradation scheme for participation in international fairs etc. The 

few important schemes run through MSME-DI are as below – 

International cooperation: It is a MoMSME scheme under which financial assistance is 

provided on reimbursement basis to MSME’s/ BMO’s, 

Integrated Infrastructural Development (IID) Scheme: The aim of the IID Scheme is 

development/upgradation of industrial sites/ estates with infrastructural facilities like power, 

water, telecommunication, drainage, ETP, STP, roads, banks, warehouse, marketing outlets, 

common service facilities and technical support services etc.  

ZED Scheme: It is a manufacturing excellence initiative of Ministry of MSME & Quality council 

of India to standardize and optimize the process & product of MSME’s. The Model aims to 

rate and support MSME to deliver top-quality products using clean technology by providing 

them adequate training and funding to move up the value chain and produce zero defect 

products. Operational benefits (controlled wastages, increase productivity, new product & 

market, more IPRs etc.) Financial benefits (concession in bank loan processing fees and 

interest rate, privilege in public procurement / PSU supplies, special identification on GeM 

 
2 https://www.nsic.co.in/ntsc/PPPMode 
3 https://www.nsic.co.in/pdfs/TICS-PPP/transl.PDF https://www.nsic.co.in/pdfs/TICS-PPP/Amrita.pdf 

https://www.nsic.co.in/pdfs/TICS-PPP/Amrita.pdf
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portal, ZED rating as parameter in collateral free loan application assessment, credible 

recognition by international investors, freight concession in rail transport. 

Lean Manufacturing Competitiveness Scheme (LMCS): It is an initiative of Ministry of 

MSME implemented with the support of national productivity council and quality council, which 

will assist a business to reduce waste.   

Micro & Small Enterprises – Cluster Development Program (MSE CDP Scheme): Ministry 

of MSME has adopted the cluster development approach (i) To support the sustainability and 

growth of MSEs by addressing common issues ii) To build capacity of MSEs for common 

supportive action through formation of self-help groups, consortia, upgradation of 

associations, etc.(iii) To create/upgrade infrastructural facilities in the new/existing Industrial 

areas/clusters of MSEs (iv) To set up common facility centres. (v) Promotion of green & 

sustainable manufacturing technology for the clusters. 

Federation of Indian Export Organisations (FIEO): Set up in 1965, it is an apex body of the 

export promotion councils, commodity boards and export development authorities in India. It 

provides the crucial interface between international trading community of India & the Central 

and State Governments, financial institutions, ports, railways, surface transport and all engaged 

in export trade facilitation. It has developed and maintains the Indian Trade Portal – 

www.indiantradeportal.in on behalf of the Department of Commerce, Govt. of India, providing 

key information about the MFN tariff/Preferential tariff of 87 countries,  

Table 14: Status of existing BDS providers 

S. No Name  Services  Fee from private sector  

1 DIC  Finance/Single Window start-
up/Training 

Nil 

2 APIIC Plots allocation and provision of 
other infrastructure facilities  

Nil 

3 SIDBI Finance/Training Nil for training, processing 
charges of loan and cost of 
finance is separate 

4 Financial 
Institutions 
(including 
APSFC) 

Facilitation for preparation of 
project report, credit, training 

Nil for training and preparation 
of project report by APSFC is 
nil. Processing charges and 
cost of finance is separate. 

5 NSIC  Finance/Market Access/Raw 
material Procurement 

Raw material procurement 
finance with certain rate of 
interest. Rest nil. 

6 Polytechnics/ITIs Training  Nil 

7 APIIC Plots allocation and provision of 
other infrastructure facilities  

Applicable fee and charges are 
levied. 

 

 

Energy Efficiency Technologies: 
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Most of the MSMEs in the cluster still use conventional technologies and practices that are 

inefficient and also lead to pollution.   Energy intensive sector like steel fabrication have not 

witnessed innovation in energy efficient technology.  There is no awareness on energy efficient 

technologies, which will reduce their energy cost as well as carbon emissions.  Awareness on 

National Mission for Enhanced Energy Efficiency (NMEEE) and through Bureau of Energy 

Efficiency (BEE), a number of energy efficiency initiatives have been initiated ranging from 

efficient lighting, energy rating, Partial Risk Guarantee Fund for Energy Efficiency (PRGFEE), 

Venture Capital Fund for Energy Efficiency (VCFEE) and Zero Effect, Zero Defect (ZED) is the 

need of the hour to reduce the energy prices and electricity shortages by adopting CNC based 

technologies by the entrepreneurs in the cluster.  Implementing Agency should involve BMOs, 

Public BDS like DIC, TERI, Bankers etc. to create awareness on energy efficiency technologies 

and schemes available for the adoption of the same.   

4.4. Business Membership Organizations (BMOs) 

There are 15 associations in the region, which are not active. Among these, only four 

associations are related to General Engineering cluster viz., Engineering Industry and 

Manufacturers Association (EIMA) with membership of about 175 units; Mechanical Engineers 

Welfare Association (MEWA) with a membership of about 150 members; Old Motor Parts 

Entrepreneurs Association (OMPEA) with a membership of 235 members; and New Automobile 

Manufacturers Association (NAMA) with a membership of only 100 units etc. EIMA comprises 

of General Engineering units, industrial units and manufacturing units who are small and micro 

sized too. EIMA is the oldest among all associations and helped units in arranging the land from 

APIIC. EIMA has its own office room and receiving INR 3,500 per month as rental fees, which 

is being used for maintenance purpose. Advocacy relating to Government Schemes, 

conducting seminars and raising of issues before the related platforms are some of the activities 

performed by these associations in the past. APIIC had provided house pattas and sale deeds 

to its members and many are waiting for the same. Now except some of the active office 

bearers, the associations are not as strong as before.  

Table 15: BDS Services by BMOs 

Segment  BMO  Membership Separate 

Office  

Professional 

Secretariat  

Joint 

activities 

other than 

advocacy 

SMEs  EIMA 175 Yes Yes No   

Micro Sized MEA 150  No No No  

Micro Sized  OMPEA 235 No  No No 

SMEs NAMA 100 No  No No 
 

4.5. Private BDS Providers  

Apparently, small-sized firms avail the services of, at best, “operational” BDS providers. These 

are typically for: Audit purpose, Service Tax, Excise related services and occasionally for WC 

or TL syndication from FIs, but about 15 per cent of the Micro Sized firms have not availed the 

services of such “Operational” Service Providers.  Whereas medium sized units have availed 
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the operational BDS related to ESI and also a few for ISO (9000) QMS certification apart from 

audit, service tax, excise related services. Hyderabad Engineering Labs (HEL) established in 

the year 1999, specializes in the field of Metallurgical and NDT services and provides personal 

and professional services covering chemical analysis, mechanical testing, metallography and 

non-destructive testing services.  It also offers services in chemical analysis and wet analysis 

of ferrous and non-ferrous metals, by using the latest equipment. It also offers on-site testing 

and performs pre and post heat treatments of welds for boiler tubes, pressure vessels, pipelines 

etc. Hyderabad Engineering Labs is the first NABL accredited lab in Andhra Pradesh. They 

have excellent proficiency in special services like destructive and non-destructive tests. 

Considering fee paid to service providers, operational BDS providers related to those providing 

audit, tax (GST, IT, Excise Duty) ESI services are typically paid on an average INR 10,000 for 

services. About 15% of the units have not engaged any BDS provider with respect to GST and 

other maintenance of accounts etc., About 10 per cent of the units have engaged their own 

relatives for this, whereas for annual audit, these units have neither engaged the private BDS 

provider nor engaged their own relative for GST filing, auditing, accounts maintenance etc. 

Typically, between 1 to 2 per cent of loan amount is paid as fee to BDS providers for DPR 

preparation and loan syndication.  Apart from these, about 10 per cent of the units have 

registered their units in web marketing-based services like www.indiamart.org; GeM for getting 

orders from the retailers, consumers, wholesalers etc. to sell their products.  For utilizing the 

service, the enterprise units have to pay two per cent as service charge has to be paid. 

• In Guntur, there is a web-based service provider of Chartered Accountants, namely 

“CAs ADDA” and it offers taxation and financial solutions to MSME units through online. 

Even they are providing free online customer service for MSMEs for their queries. 

About 20% of the units have been utilizing services from this online platform.   

Table below gives details of major service providers, nature of important services provided by 

them, fee earned and units availing the services.  

Table 16: Private BDS Providers 

# Name / category  Services  Annual fee 

from Private 

Sector  

1. CAs/ ICWAs  Tax, audit, loans  Yes 

2. Tool/Design Rooms at Vijayawada Tool design and development Yes 

3. ISO / Compliance consultants at 

Vijayawada  

Certification  Yes  

4. Trade Fair Organizers  Market Access  Yes  

5. Final Product marketing Web based market service Yes 

 

 

 

 

 

 

4.5.1. Technology related Service Providers 

http://www.indiamart.org/
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Technology BDS – Public Sector 

GeM Portal: Government e-Marketplace (GeM) launched by the Ministry of Commerce in 

August 2016; is a one-stop portal to facilitate online procurement of goods & services required 

by various Government departments / organizations / PSUs. GeM aims to enhance 

transparency, efficiency and speed in public procurement. 

Samadhan Portal: MSME samadhan is an online delayed payment monitoring & settlement 

system, governed by MSEFC established under The MSMED Act, 2006.  

Technology BDS – Private Sector 

deAsra: deAsra support entrepreneurship to the extent possible and to minimize the risks 

that entrepreneurs face on every single step. They offer a platform wherein - setting up, 

managing & growing a small business is made simple & entrepreneur friendly through a broad 

array of simplified, benchmarked, tech-enabled, expert-led, support services pertaining to 

taxation, legal matters, statutory and regulatory affairs, field research, surveys, market 

analysis, banking and credit linkages due diligence and technical support applications ( 

deAzzle mobile app, trackers, templates and digital checklists) in a time framed and low 

budget/ transparent fixed price.  

Invoice Mart: Invoice mart is a trade receivable discounting system (TReDS) platform set up 

to resolve the credit challenges faced by MSMEs. It is promoted by A. TReDS Ltd. (a joint 

venture between axis bank and mjunction services), which received the license for the 

platform on June 29, 2017, and started operations on July 5, 2017. Invoicemart is an electronic 

exchange that allows transparent and online selling of receivables by MSMEs through 

factoring. 
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Chapter - 5: Cluster 
Financial Gap Analysis  

5.1.  Overview  

Newly evolved cluster in India, the general engineering cluster of Guntur have four 
basic value chain activities namely construction related general engineering, 

automotive sector general engineering, Agro-processing industries related general 
engineering and household related general engineering manufacturers.  

Majority of firms are in the micro and small categories and are being managed by promoter 

entrepreneurs. In many cases, units are family run businesses and the promoter-entrepreneur 

takes all the decisions on aspects related to operations. 

Hard intervention will include creation of following facilities: Common facilities centre 

(CFCs); Raw material banks (RMBs); upgradation of production infrastructure; Tools and 

technical up gradation, tool-kit distribution, etc. 

The exhibit below summarises the cluster profile: 

Table 17: Cluster information 

Unit Type Number of Units 

MSME General Engineering Units 864 

Micro Sized Units 781 

Small Sized Units 82 

Medium Sized Units 01 

Total (Turnover) INR 549.83 crore 

Source: Field Study 

The estimates of “Investment (in Plant & Machinery)” and Turnover have been prepared on the 

basis discussion with General Engineering industry representatives, drawing appropriates from 

Sample Survey data as well as inputs from the non-financial gaps studying agency.  
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5.2. Supply of Credit to MSEs  

Estimate of Outstanding Credit to MSMEs 

With regard to the supply of credit to the general engineering cluster, the volume is estimated 

at about INR 135.77 crores, out of which INR 40.44 crore (29.79%) is term credit and INR 95.33 

crore (71.21%) is working capital supply. 

Enterprise turnover is one of the important criteria for loan appraisal process and it can be 

safely assumed that credit supply to the cluster is correlated to the turnover generated. Thus, 

Grant Thornton proposes to use the “Cluster Turnover proportion to Industry State Turnover” 

method to arrive at cluster level credit supply.  

Estimate of Outstanding Credit to MSMEs:  

The credit supply to the Guntur General Engineering unit enterprises is estimated to 
be INR. 135.77 crores out of which INR.40.44 crore (29.79 per cent) is term credit and 

INR.95.33 crore (71.21%) is working capital supply. This is based on the primary 
research. 

 

Enterprise turnover is one of the important criteria for loan appraisal process and it 
can be safely assumed that credit supply to the cluster is correlated to the turnover 
generated. Thus, Grant Thornton proposes to use the “Cluster Turnover proportion 

to Industry State Turnover” method to arrive at cluster level credit supply. 

 

The RBI Lead Bank Scheme management is implemented by Union Bank of India as the lead 

bank in the cluster. According to information obtained from the lead bank, an aggregate of about 

INR. 3,253.19 crores were disbursed to MSME priority sector. It can be clearly seen that the 

priority sector advances Priority Sector Advances in Guntur District are as per the prescribed 

lending norms as per nonpriority advances MSMEs stand only at INR.551.84 crore. 

Table 18: Lending Activities of all Commercial Banks 

S No Name of the Bank Disbursements from 01-04-2020 to 31-03-2021 

  Priority Sector Non-Priority Sector 

Public Sector Banks   

1 Bank of Baroda 855  

2 Bank of India 4785  

3 Bank of Maharashtra 410  

4 Canara Bank 2650  

5 Central Bank of India 4065.08  

6 Indian Bank 10892.06 1139.6 

7 Indian Overseas Bank 200 16 

8 Punjab National Bank 8570  

9 UCO Bank 229  

10 Union Bank of India 5735  

11 Punjab & Sind Bank 204.56  

12 State Bank of India 46350.12 1094.67 

Total: 84945.82 2250.27 
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Private Banks   

1 Oriental Bank of 

Commerce 

99  

2 Andhra Bank 120715.92 50953.08 

3 United Bank of India 641.98  

4 Vijaya Bank 0  

5 Syndicate Bank 1275.02 60 

6 Corporation Bank 1514.62  

7 Dena Bank 0  

8 Allahabad Bank 97.83  

9 IDBI Bank 1908.07  

10 IndusInd bank 3800.91  

11 Federal bank 2245.94  

12 RBL Bank 6  

13 Axis Bank 1779.35  

14 Catholic Syrian Bank 0  

15 City Union Bank 3673.25 1920.18 

16 Coastal Local Area Bank 8231.28  

17 DCB Bank 392  

18 Dhanalakshmi Bank 121  

19 HDFC Bank 17337.76  

20 ICICI Bank 35901.15  

21 Karnataka Bank 10455.49  

22 Karur Vysya Bank 1820  

23 Kotak Mahindra Bank 7279.92  

24 Lakshmi Vilas Bank 312.29  

25 South Indian Bank 0  

26 Tamilnadu Mercantile Bank 4018  

  223626.78 52933.26 

RRBs   

27 C G G B 13447 0 

    

Cooperatives   

28 D.C.C.B 0  

29 APSFC 3299.29  

 TOTAL 325318.89 55183.53 

Source: “District Credit Plan 2020-21”, Performance in District Credit Plan – 2020-21 

Composition of MSE Priority Sector and non-MSE Large Industries Advances 

The lead players in MSME sector lending activity are the Andhra Bank followed by 
 SBI among public sector banks and ICICI, HDFC are top two amongst private sector banks. 

Apart from these, about 134.47 crore has been lending from the Regional  
Rural Bank like Chaitanya Guntur Grameen Bank. State Financial Corporation under 

cooperative sector has been paid an amount of INR.32.99 crore to  
MSMEs in the cluster. 
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Table 19: MSE Priority Sector and Non-MSE Large Industries Composition 

# Name of the Bank Total Disbursements from 01-04-2020 to 

31-03-2021 

Priority Sector Percentage to the total 

Public Sector Banks   

1 Bank of Baroda 855 0.26% 

2 Bank of India 4785 1.47% 

3 Bank of Maharashtra 410 0.13% 

4 Canara Bank 2650 0.81% 

5 Central Bank of India 4065.08 1.25% 

6 Indian Bank 10892.06 3.35% 

7 Indian Overseas Bank 200 0.06% 

8 Punjab National Bank 8570 2.63% 

9 UCO Bank 229 0.07% 

10 Union Bank of India 5735 1.76% 

11 Punjab & Sind Bank 204.56 0.06% 

12 State Bank of India 46350.12 14.25% 

13 Oriental Bank of Commerce 99 0.03% 

14 Andhra Bank 120715.92 37.11% 

15 United Bank of India 641.98 0.20% 

16 Vijaya Bank 0 0.00% 

17 Syndicate Bank 1275.02 0.39% 

18 Corporation Bank 1514.62 0.47% 

19 Dena Bank 0 0.00% 

20 Allahabad Bank 97.83 0.03% 

21 IDBI Bank 1908.07 0.59% 

22 IndusInd bank 3800.91 1.17% 

23 Federal bank 2245.94 0.69% 

24 RBL Bank 6 0.00% 

25 Axis Bank 1779.35 0.55% 

26 Catholic Syrian Bank 0 0.00% 

27 City Union Bank 3673.25 1.13% 

28 Coastal Local Area Bank 8231.28 2.53% 

29 DCB Bank 392 0.12% 

30 Dhanalakshmi Bank 121 0.04% 

31 HDFC Bank 17337.76 5.33% 

32 ICICI Bank 35901.15 11.04% 

33 Karnataka Bank 10455.49 3.21% 

34 Karur Vysya Bank 1820 0.56% 

35 Kotak Mahindra Bank 7279.92 2.24% 

36 Lakshmi Vilas Bank 312.29 0.10% 

37 South Indian Bank 0 0.00% 

38 Tamilnadu Mercantile Bank 4018 1.24% 

RRBs   

39 C G G B 13447 4.13% 

Cooperatives   

40 D.C.C.B. 0 0.00% 

41 APSFC 3299.29 1.01% 

 TOTAL 325318.89 100.00% 
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Source: “District Credit Plan 2020-21 Performance”, in district credit Plan 2020-21 

On interactions with the various banking bodies, it is estimated that major share in priority sector 

lending by Andhra Bank with 37.11 per cent followed by State Bank India (14.25%), ICICI 

(11.04%), HDFC (5.33%), Chaitanya Grameen Bank (4.13%), Indian Bank (3.35%), Karnataka 

Bank (3.21%), Punjab National Bank (2.63%), Coastal Bank (2.53%), Kotak Mahindra Bank 

(2.24%). Top two public sector banks which provided priority sector lending to MSMEs are 

Andhra Bank and State Bank of India and tope two private sector banks which provided priority 

sector lending to MSMEs are ICICI and HDFC.  The one and only bank from regional rural 

banks is Chaitanya Grameen Bank. Apart from these, cooperative sector bank namely, Andhra 

Pradesh State Financial Corporation has been provided credit amount of Rs.32.99 crore to the 

MSE priority sector.    

Performance of Banks  

In terms of performance of various bank groups, it is seen that of the approximate INR. 3,253.19 

crore of credit to the MSME sector, around 68.74% of it is provided by the private sector banks 

since they seem to offer better services and faster turnaround time.  Around 26.11% of the 

credit is provided by public sector banks. Rest is via Regional Rural Banks and State Financial 

Corporation and other sources.   

Table 20: MSME Lending of Major Bank categories in Guntur district 

Name of the Bank Total Disbursements from 01-04-2020 to 31-03-2021 

Priority Sector Percentage to the total 

Public Sector Banks 84945.82 26.11% 

Private Sector Banks 223626.78 68.74% 

RRBs 13447 4.13% 

Cooperatives 3299.29 1.01% 

TOTAL 325318.89 100.00% 

Source:  Compiled data from LDM, Guntur – 2020-21 

The Union Bank of India is the lead bank in the district.  In terms of aggregate credit 

disbursements to the SME sector; this Bank also leads the overall SME sector lending activity. 

The aggregate disbursements of the Andhra Bank / Union Bank of India account for around 

37.11% of the total SME credit disbursements in the district.  

It is observed from the field study that public sector banks were perceived longer duration to 
process the loans for both working capital and term capital than private sector banks. Private 
sector banks were perceived lesser duration ranging 2 to 4 weeks for processing term loans 

than working capital loans, which are taking 4 to 6  
weeks time for processing the same. 

5.3. Demand for Credit by MSEs  

Estimate of Credit Demand by MSEs in the Cluster  

There are two methods followed to arrive at total credit demand at cluster level, as mentioned 

in the methodology section. The methods involved are:  

a) Working Capital Demand -Turnover Based Approach (Basis – Nayak Committee 
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Guidelines)  

b) Term Capital Demand (Basis – Growth in Fixed Capital)  

Below are the highlights of the credit demand estimates in the cluster:  

• Total number of Micro and Small units in the cluster is (Micro Units – 781; Small Units 

– 82 Units; and Medium – 01 Unit) 

• The overall turnover of Guntur General Engineering cluster is pegged at INR.549.83 

crore during 2020-21 from the survey at cluster level  

• The turnover is estimated to decline with a rate of -22% (primary survey of units and 

consultation with stakeholders) from INR 632.30 crore to INR 549.83 crore between 

the years 2019-20 to 2020-21.  

• Working Capital Requirement (Basis-Nayak Committee Guidelines + 10% to meet 

ballooning requirements, credit sale etc.) is estimated to be INR 120.96 crore 

(Reference year +1).  

• Incremental Term Credit Requirement (Basis-Growth in Fixed Capital) is estimated to 

be INR 79.17 crore  

• Total Credit Demand is thus obtained from above INR 200.13 crore. 

Audit appraisal process followed by various banks differs in terms of time taken for appraisal. 

Most of the banks including the lead bank indicate that for appraisal of working capital loan 

requirements, Nayak Committee Recommendations are being followed. However, there are 

complaints from several respondents that basically loans are asset (collateral) based and such 

collateral are typically undervalued and not as per fair value. Hence, the limit that units actually 

secure may be limited to only 50% value of collateral offered which may be far less than Nayak 

norms. It was also observed from the survey that across categories of Micro and Small, this 

ratio though has varied; the average margin of loan requirement is broadly pegged as per the 

prescribed Nayak Committee Norm of 20% of the working capital gap but is higher in cases 

where adequate collateral is not offered. The following exhibit presents the promoter’s 

contribution indicated by a sample of 50 enterprises.   

Table 21: Promoter’s contribution required by FIs 

Contribution Requirement 

Enterprise Typology 

10% or Less 11-25% >25% 

Micro Enterprise - 18% 82% 

Small Enterprise - 26% 74% 

Medium Enterprise - - 100% 

Source: Primary Data 

This demonstrates that for micro and small enterprises, demand for higher margin 
contribution is from the bankers’ side due to non-availability of adequate  
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collateral. MSEs have longer-term contracts with buyers enabling them  
to obtain loans at lower margins. 

Collateral and typical asset based lending practice with high demand of 150%-200% of loan 

value leads micro organisations to borrow from family and friends. Speedy process and lesser 

number of documents also make MSE products manufacturer’s reach out to informal sources.  

Business Member Organizations (BMOs) particularly in the segments of General Engineering 

are of the opinion that, many firms in the cluster are virtually not aware of various financial 

products such as bills discounting and do not use such products. Their credit-offering need of 

manufacturers is therefore often financed from informal sources. Also, inadequate working 

capital facility makes them source inputs on credit (with cost of credit being even 5-10 % per 

month) affecting their profit margins. Banks are virtually dependent only on asset based 

financing and stringent on documentation needs and are rather (most) conservative on lending 

towards MSEs particularly. 

The following exhibit show the composition of credit among the 50 respondents interviewed in 

the survey. About 90 per cent of the units are micro and 9 per cent of the units are small sized 

enterprise units and one medium sized enterprise in the cluster. The major demand by micro-

sized units is for working capital to avoid cost of credit purchase and meet manpower payment 

needs.   

Table 22: Credit Mix 

Nature of Credit 

requirement  

Enterprise Typology 
Working Capital Loan Term Loan 

Micro Enterprise 67.74% 32.26% 

Small Enterprise 57.25% 42.75% 

Medium Enterprise 42.43% 53.57% 

Source: Primary Data 

The following exhibit shows composition of working capital and terms loans for the sample 

respondents by sources of finance, separately for both Micro and Small enterprises. Private 

Sector Banks are the major sources of Working Capital loans across all sizes of enterprises.  

Also, non-institutional sources are a significant source of Working Capital funds for Micro units. 

Firms inadequately financed by formal sources, in addition tap informal sources for business 

operations.  

Table 23: Source of finance 

Financial Instrument 

 

Lenders 

Micro 

Sized 

Units 

Small 

Sized Units 

Medium sized 

units 

Public Sector Banks WC 25% 25% 100% 

TL 25% 30% 100% 

Private Indian/ 

Foreign Banks 

WC 41% 45% - 

TL 45% 45% - 

Non-Institutional Sources WC 25% 20% - 

TL 15% 10% - 
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Other Institutional Sources WC 9% 10% - 

TL 15% 15% - 

Source: Primary Data 

Apparently, small sized units typically avail of assistance from public sector institutions. Small 

firms form public sector as well as private sector banks (IDBI bank and even HDFC). A 

significant number of units are depending on non-institutional sources.   

The exhibit following indicates the potential needs of sample enterprises in terms of working 

capital and term loan in the short run.  
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Table 24: Financial needs 

Nature of Credit requirement  

Enterprise Typology 

Working Capital 

Loan 
Term Loan 

Micro Enterprise 65.88% 34.12% 

Small Enterprise 84.23% 15.77% 

Medium Enterprise 100%  

Source: Primary Data 

Micro sized general engineering units typically require working capital loans in the range of 

INR.30 to 45 lakh per enterprise to meet working needs and in few cases to expand unit 

capacity. Micro-sized construction related General Engineering units require between INR 45-

60 lakh per enterprise largely for working capital and partly for expanding capacity of 

equipment. Typically, small sized general engineering units’ needs are also similar. Apparently, 

MSEs are typically under financed by institutional lenders and many are open to even shift their 

accounts to other pro-active lenders. 

There is significant scope for development of new financial products in the cluster. 
Requirement for an instrument that could meet ballooning credit requirements by virtue of 
supply side constraints during monsoon period (June-March) can be immensely useful for 

SMEs to stock inputs, continue processing and value addition over the monsoons, optimising 
capacity utilisation. 

Credit Gap in the MSE Segment  

For the current study, Grant Thornton has considered the credit supply data of scheduled 

commercial banks that forms the major source of credit supply. The table below contains the 

estimated Credit Gap in the cluster on the basis of two scenarios: 

• With 10% YoY growth in turnover accounting impact of Covid-19 

• With 20% YoY growth in turnover considering a favourable scenario  

Table 25: Credit Gap 

Scenarios Credit Supply Credit Demand Total Gap 

Scenario 1 (10% 
growth in turnover) 

INR 135.77 crore INR 200.13 crore 
(TL- INR 79.17 Cr, WC- INR 120.96 
Cr) 

INR 64.36 crore 

Scenario 2 (20% 
growth in turnover) 

INR 135.77 crore INR 211.13 crore 
(TL- INR 79.17 Cr, WC- INR 131.96 
Cr) 

INR 75.36 crore 

Source: Primary Data 
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Methodology to arrive at the Credit Gap: 

 

 

 

 

 

 

 

 

 

 

 

 

The detailed approach and methodology are presented in annexure 8. 

Summary of Credit Gap Assessment  

Guntur is a cluster of both General Engineering, which is having job workers, 
manufacturers and these firms cater to global industries like ITC, Indian Tobacco Company 
and automotive industries like Nexus, Mahindra etc. Credit facility is limited to the product 
manufacturing and service sector segments too. Micro firms do suffer from lack of access 
to institutional finance and new technology know-how. There is an urgent need to address 

the working capital needs compared to term capital needs.   . 

 

5.4. Key Bottlenecks for access to finance from Banks / NBFCs/FIs 

Requirement of Capital  

The micro units do suffer from a significant credit gap. There is a large presence of micro and 

small General Engineering manufacturing units and they have working capital demand to fulfil 

wage payment, avoid high cost of credit purchase (of even 5-10 percent per month), and to 

offer output on credit. The typical capital requirements are as follows:  

• Purchase of raw materials 

• Wage payments 

• Credit sale 

• Technology up-gradation/Expansion of capacity – equipment. 

Low awareness on Government Schemes 

The current schemes that can be availed by units are: PMEGP Scheme and PMRY etc. in the 

short-term perspective schemes.  About 15% of the units have availed the PMEGP scheme 

benefit under upgradation of technology. The unit under this scheme has received highest 

amount of subsidy INR 16 lakh and credit amount of INR.40 lakh.  It is significant to state that 

20% of the (current year cluster 

turnover + 10% of the current year 

cluster turnover) 

Growth in Fixed Capital, as per the 

primary data 

Cluster Turnover 
FY21 – INR 549.83 

Crore

With expected 
CAGR @10% -
Cluster turnover 

FY22 – INR 604.81 
Crore

WC Requirement 
basis Nayak 
Committee 

guidelines – INR 
120.96 Crore

Incremental TL 
Requirement – INR 

79.17 Crore

Total Credit 
Demand – 200.13 

Crore
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very few micro units have availed the schemes under PMRY, PMEGP and subsidy availed 40% 

of the total credit amount. In addition, medium sized unit had availed the subsidy ZED 

certification scheme.  It is observed from the field study that a significant number of unit owner 

do not have awareness on many MSME related subsidy programmes viz., Rural Industry and 

Entrepreneurship (ASPIRE), National Manufacturing Competitiveness Programme (NMCP) in 

the larger term perspective. 

 

5.5. Description of Some Products and Delivery Mechanisms 

Credit Guarantee Trust Scheme for Micro & Small Enterprises (CGTMSE) 

There is need to facilitate enhanced delivery of CGTMSE instruments in the cluster. The Credit 

Guarantee Fund Trust Scheme (term loan and working capital loan both) for small industries 

was introduced by the government (Ministry of Small Scale Industries) in May 2000 with the 

objective of making available credit to small scale industrial units, particularly micro units (with 

investment in plant and machinery upto INR 1 crore) for loans up to INR2 crore without 

collateral/third party guarantees.  

MSEs are open to avail this scheme despite higher borrowing cost (one-time charge of 1.5% of 

the borrowed amount and yearly charge of 0.75%). However, apparently banks are reluctant to 

lend under this scheme as MSEs are operating in intermittent manner and repayment risk 

becomes high due to inexperience in handling such products earlier. 

Working Capital Term Loan 

Working capital term loans (WCTL) are intended to cover the core (permanent) part of the 

working capital. Cash credits and overdraft facilities are generally understood to assist 

enterprises through transitory (fluctuating) part of working capital requirements specially during 

ballooning requirements. While larger enterprises are offered WCTLs, sometimes even carved 

out of their WC limits, MSMEs do not enjoy the same luxury. It is generally believed that MSMEs 

possess lower control over their working capital and therefore lack the expertise in managing 

loan funds intended for meeting working capital requirements. 

Purchase Network Financing 

Purchase networks may focus on: (a) securing quantity discounts, (b) sourcing inputs from 

appropriate locations, and/or focus on (c) stocking inputs so as to avoid adverse impacts of 

seasonal price fluctuations. They may also focus on (d) avoiding cost of credit purchase. 

Financing by new –age Fintech based Firms 

New Age Fintech (Financial Technology) based companies use technology to offer financial 

services including business loans to small and micro enterprises.  These are new-age start-

ups, which operate flexible and fast when it comes to implement new services based on 

changing demands. Many of them, now more than 250+ funds small business loans and is 

powered by transactional data to help make incredibly quick lending decisions. Eg. Aye 

Finance, Lending kart.com, Money Tap, Capital Float, kredx.com, NeoGrowth etc. 
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Chapter – 6: SWOT  

This section presents a summary Strengths-Weakness-Opportunities-Threats (SWOT) 

analysis of the cluster, reinforcing the need for specific interventions. Evidently, appropriate 

interventions could help the cluster tap its latent potential towards enhancing competitiveness 

to the benefit of MSME cluster enterprises, manpower as well as customer and consumer 

segments. The section also presents a vision that was evolved in this context.  A 3 year as well 

as 10-year vision has been evolved. 

6.1.  Strengths 

Suitable to Local conditions: 
 

Located in the vicinity of capital city Vijaywada, Guntur fabrication manufacturing units 
present an incredible growth opportunity. Additionally, long coastline of Andhra 
Pradesh state, suitable for agro-processing industries and connectivity to major 

National Highways will further provide a boost to the district. 
 

Demand & Good Market Connect 

Cluster firms have been experiencing rising demand, though at less than proportionate 
rise in market prices vis-à-vis input costs, particularly for M.S. and GI based products. 
Firms have good linkages with established marketing channels particularly with regard 

to Agro-processing industries, Automobile Industries like Ashok Leyland, TATA 
motors etc., Government Departments and customer firms in the regional and state 

level markets. As indicated, the core cluster firms are supported by a number of 
enterprises ranging from machinery and equipment suppliers, processing units ITC, 
and contractors in the construction sector, consumable suppliers, traditional powder 
coating units and wholesalers who facilitate the procurement and marketing function. 
Few firms have accessed to web related marketing channels like indiamart, GeM etc. 

 

Access to Inputs 

The cluster firms enjoy convenient access to important raw material such as MS sheets / coils, 

GI coils / sheets etc. from large firms like JSW and TATA Steel etc. Firms enjoy the bulk 

purchase of basic raw materials directly from Mumbai, Hyderabad etc. Majority of these are 

micro firms who locally leverage economies of scale by buying raw material thereby enjoying 

benefits of bulk purchase. There is a strong network of wholesalers / traders and dealers as 

well as retailers from locations like Hyderabad and Mumbai. There is one wholesaler in Guntur 

and Vijayawada as well for supplying raw material.   
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Ease of setup 

As there are more than 864 units manufacturing general engineering enterprises in Guntur 

since decades, there is ease of setting up the plant and connecting to the market developers. 

6.2.  Weaknesses 

Depending on Processed Raw Material  

Cluster firms are at the mercy of raw material traders. The price of steel varies from 
time to time. Fluctuations in crude pricing and politico-economic factors impact market 

dynamics in an unpredictable manner. As a result, this price change hits the bottom 
line of smaller firms, as they cannot change the end price of the finished product.  On 

the other hand, majority of the firms are getting processed raw material like galvanised 
sheets / coils and hence, the cost of production is getting high. 

 

Skill upgradation  

Institutions such as the local government and ITIs and polytechnics have been churning out a 

skilled cadre of labour force, but they do not possess skill set required in today’s industrial 

scenario leading to shortage of skilled manpower.  Migration of skilled labour to urban centres 

is also an issue. As there is growing demand for advanced machinery, there is a sudden surge 

in machinery operators demand, which makes sourcing of the same, difficult.   

Linkage with FIs   

The typical micro-sized units in the cluster have poor linkages with nationalised and other 

commercial banks affecting their performance potential. Typically, the assistance secured from 

banks has low limits. Majority of the firms in the cluster have accounts in non-banking financial 

institutions wherein they are not able to get large capital due to high rate of interest. Most of the 

MSME units are not aware of the government schemes related to credit linkages. 

Technology and productivity 

Micro size units are unable to manufacture high duty products due to lack of technology 

available locally. The technology to make the high duty products locally is costly and lack of 

available resources and acumen leads to its lack of availability in the cluster. High maintenance 

cost is also an issue. There is gap in manufacturing these products and very few units are able 

to manufacture the same in the region. There are gaps in terms of QMS/ IT related systems in 

MSME including ERP, lean manufacturing etc. 

Product development & Testing  

Majority of the firms are not having any access to new product development and testing facility. 

There is a gap in terms of testing labs and quality checks, which the firms usually cite issues 

of. Few micro units are not willing to get certification since it is expensive. 

6.3.  Opportunities 

Technology upgradation and value-addition  

Technology upgradation through joint-action on a PPP mode can enable the units to 

churn out higher value-added especially by establishing common raw material testing 



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 60  
 

facility & finished product quality check, testing labs facility and R&D development 

facility. 

 

 

 

Market development 

There is ample scope to upgrade the marketing channels. As this firms are very unorganised 

in market linkages, gaining the full potential of a developed market is unexplored which can 

boost the sales. Gaps can be built up with the establishment of common facility centre. 

Finance and credit  

Cluster MSMEs and local FIs need effectively twin with CGTMSE and CLSS instruments and 

related BDS has scope to be adequately developed. 

Industrial Infrastructure  

There are apparently considerable gaps in industrial areas in several pockets of MSME 

concentration, specifically with regards to electricity, drainage utility infrastructure.  

6.4.  Threats 

Long payment cycles 

Majority of the cluster MSMEs face challenges in receivables, due to which there is less finance 

available to procure the raw material during the season. As the customers are smallholder 

farmers whose cash cycles are linked with government subsidies, it leads to an overall delay. 

Labour shortage  

There is always a shortage of skilled manpower and hence cost of production is very high for 

the cluster MSMEs. 

Weak corporate governance practices 

Weak corporate governance of MSME firms, burdened further with poor availability of crucial 

inputs, makes such vulnerable. Good governance practices can help them grow or attract 

additional investors. Raising capital or access to finance from banks or investors is a major 

challenge.  

Lack of supportive Government Policies: 

With introduction of GST, the government has withdrawn subsidy and surge 

 in tax on final product as well as on raw material from 8% to 18% is unviable for micro 

enterprises. The 450 micro units, which have received the land from APIIC, have not 

been provided with sale deeds, which is impacting their ability to obtain credit.  
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6.5.  Vision 
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Chapter – 7: 
Recommendations and 
Action Plan 

7.1. Policy Level Suggestions 

The State Government must organize awareness program and workshops for orientation of 

Bankers and cluster units to understand their mutual concern as to reduce the credit gap with 

respect to cluster units (with regard to credit with CGTMSE cover). Also, there is concern with 

regard to increase in GST rate from 5% to 18% on both at raw materials and final product levels 

which also has negative impact on the margins of the firm. State Govt must look favourably to 

the tax–GST issue and reduce the burden for the cluster firms.   

In addition to this, Central Government should revive the VAT-subsidy with little modifications 

for the entrepreneurs those who availed term loan in order to encourage the micro and small 

enterprises.   With regard to Improve skilled man power, the state / central government should 

take initiative steps towards provision of long-term internships for the technical students.   

7.2. Institutional Level Suggestions 

7.2.1. Infrastructure 

Though, units (micro & small) in Guntur are operating from Industrial estates located at 

Autonagar with a plug and play facility there is still lag behind in providing the facilities like 

roads, underground drainage system, power, safety etc.  but for units based in other location 

like Tenali, Mangalagiri, Macharla and Piduguralla which are operating from area outside GIDC 

premises they have also issues related to road, safety etc. In the long run, they need also 

explore BDS and support to establish industrial estate / related infrastructure. There is 

apparently need for upgrading infrastructure perhaps on PPP basis with assistance under the 

IID scheme of the DIPP.  Related BDS may have to be initially introduced from outside the 

cluster. 

7.2.2. Marketing 

There is a huge opportunity in spreading these products, as there is high demand of these 

products across the country as it is populated country.  This can be done by tapping BDS 

providers who can support the micro and small firms to avail the opportunity and expanding the 
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overall market.  Collaborations with EEPC and regional anchor firms is essential to devise a 

marketing and rollout strategy for promotion of general engineering products.  In addition, there 

is huge local market as well that can also be tapped using digital marketing and use of E-

commerce platforms like GeM portal, IndiaMart etc.  Leveraging on BDS could enable reduction 

of market risk and enhancement of the profit margins of the firms. 

7.2.3. Skill Development  

There is scope of utilizing existing training facilities provided by public and private institutions 

for capacity building of local labour by available BDS providers. There are large number of 

technical institutions in public and private domain, which can offer customised training 

programme for skill development of cluster firms as per their requirements. It is noted here that 

with regard to improve skilled man-power, the state / central government should take initiative 

steps towards provision of long-term internships for the technical students. 

7.2.4. Common Facilities 

There is need for establishment of a common facility centre comprising Common raw material 

procurement center (RMB), Backward linkages for value addition in  procured raw material, 

testing facility & finished product quality check facility and also possibility of training (in machine 

operations and maintenance) facilities.  Such a facility could enable processing of raw material 

procured with much value addition, development of manpower, increase productivity and 

reduce lead times for related firms in the cluster and help them move up the value chain. This 

will help improve productivity on a large scale by way of common BDS facilities and help in 

broadening the profit margins of the micro units present in the cluster.  

All the facilities indicated alone may also be possibly established on the basis of PPPs with 

assistance under the MSE-CDP scheme of the GoI where assistance to the tune of 90 per cent 

is offered as grant-in-aid. Cluster firms are apparently keen to evolve SPVs at the earliest to 

implement such projects on PPP mode. Related BDSP may have to be introduced from outside 

the cluster 

 

7.3. Field Level Suggestions 

7.3.1. Infrastructural 

There is still lag behind in providing the facilities like roads, underground drainage system, 

power, safety etc especially in the industrial area of Auto Nagar, Guntur.  But, for units based 

at Mangalagiri, Tenali, Narasaraopet, Piduguralla etc. which are operating from area outside 

GIDC premises they have issues related to road, safety etc, hence initially they need to explore 

BDS auto nagar area of Guntur town. 

7.3.2. Skill Development Mapping / Manpower Requirement 

There are large number of technical institutions in public and private domain, which can offer 

customised training programme for skill development of cluster firms as per their requirements. 

Hence, cluster firms can explore BDS from among the training institutions which can meet their 

work force skill development and manpower requirements. It is noted here that with regard to 

improve skilled man-power, the state / central government should take initiative steps towards 

provision of long-term internships for the technical students. 
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7.3.3. Technology 

There is a need of advanced technology in terms of Design facility, testing lab and tool room 

facility under common facility centre in PPP mode twinning with appropriate GoI and State 

Schemes like ZED Certification Scheme, ASPIRE etc.  

 

7.4. Recommendations on action points to promote new enterprises in the cluster 

Infrastructure: There is apparently need for upgrading infrastructure like power generation, 

underground drainage system, Roads perhaps on PPP basis with assistance under the IID 

scheme of the DIPP.  Related BDS may have to be initially introduced from auto nagar cluster 

of Guntur.  In addition to this, there is apparently need for solid waste management unit in the 

cluster because there is approximately 50 MTs of material waste being transported to 

Hyderabad.    

Market Development 

There is apparently need for collaborations with EEPC and regional anchor firms to devise a 

marketing and rollout strategy for promotion of general engineering products.  In addition, there 

is huge local market as well that can also be tapped using digital marketing and use of E-

commerce platforms like GeM portal, IndiaMart etc.  Leveraging on BDS could enable reduction 

of market risk and enhancement of the profit margins of the firms. 

Strengthening Backward linkages as Raw material procurement and Value addition  

Micro units are facing lot of issue in terms of fluctuating raw material prices and inconsistent 

supply affecting their bottom lines and the profit margin. Even small and medium firms are also 

facing lot of issues in terms of quota system of raw material supply from JSW, TATA steel etc.  

Hence, there is apparently need for a pool purchase of raw materials.  With this, cluster SMEs 

will benefit from change in the prices and quantum of supply.  Also Cluster Firms can think of 

processing raw material like galvanised raw material facility under CFC. 

Common Facilities (CFC) 

As mentioned by some of the cluster firms, there is a need for establishment of a Common 

Facility Centre (CFC) comprising Raw material bank to reduce main input costs, value added 

raw material processing facility with galvanisation machinery.  There is also need for 

establishment of Design facility, Testing Lab and Tool room facility under CFC with available 

advanced machinery like 5 axis VMC, EDM wire-cut, CNC EDM, CNC Turning Centre, Vacuum 

Heat Treatment, CNC Lathe and Radial Drill etc.  In addition to these, there is also need for 

training facilities especially in machine operations and maintenance.   Such a facility could 

enable development of cluster with reduced input costs, trained manpower, increase 

productivity and reduce lead times for firms in the cluster and help them move up the value 

chain. 

All the facilities indicated alone may also be possibly established on the basis of PPPs with 

assistance under the MSE-CDP scheme of the GoI where assistance to the tune of 90 per cent 

is offered as grant-in-aid. Cluster firms are apparently keen to evolve SPVs at the earliest to 
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implement such projects on PPP mode. Related BDSP may have to be introduced from outside 

the cluster. 

 

Productivity/Quality 

Constraints are evident in terms of non-utilisation of BDS services in productivity enhancing 

areas. ERP systems could contribute to better systems and profitability as may adoption of lean 

manufacturing practices that could also reduce lead times. Apparently, cluster MSEs have not 

been able to identify appropriate service providers nor been exposed to impact of related 

interventions. Quality standard certifications, food safety, ISO 2009, and the like should be 

considered as this helps build customers' confidence.  

 

7.5. Recommendations to strengthen existing institutional mechanism to improve non-financial 

related services 

7.5.1. Evolving of Governance Platform (BMO)  

First, there is a strong need for evolving of BMO in the cluster, with individual SMEs coming 

together and forming one to take on common challenges and opportunities together. With no 

BMO/ Collective in place, units inspite of being large in numbers are not able to take on issues 

common to them for availing BDS in effective and efficient manner. With BMO, they will be in a 

position to take advantage in term of joint procurement of Raw material at negotiated prices for 

all and get benefit of cluster development schemes for development of backward linkages, 

product development, testing facilities, training infrastructure etc. The BMO which may be 

evolved/strengthened will serve as a sustainability and governance platform beyond the project 

intervention time frame. The BMO may serve as a facilitator platform for twinning necessary 

BDS with cluster firms as well. 

 

7.5.2 Capacity building of line department, including DICs: 

DICs play a pivotal role in engaging and nurturing the cluster participants. Capacity building of 

DIC officials can take place by regular and monitorable training programs on various 

Government of India and State Government scheme which may enable the officials to facilitate 

proper linkages for the cluster players. Ex: Raw material assistance scheme by NSIC can be 

facilitated through DIC.  In addition to this, there is apparently need of strategic BDS for effective 

implementation of the services like Loan Syndication - Access to Credit (appropriate 

instruments like CGTMSE, CLSS); Marketing related BDS (Ecommerce and digital marketing - 

domestic as well as for export); BDS for access to plots and units in Industrial area and for 

related compliances; ISO Certification (ISO 9000); Conceiving & implementing common 

facilities (like raw material bank, trainings for workers etc).   These specific BDS services can 

be strengthened by involving the Industry Associations under PPP mode of operation.   
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7.5.3: Investor Facilitation Cell at DICs: 

Investor Facilitation Centre can be operationalised across all the DICs where DIC can provide 

space and logistical support to facilitate offering of all the financial and non-financial based BDS 

under one roof.  

 

7.5.4: Strengthening Monitoring and Evaluation of Hand Holding Agencies which are 

empanelled with SIDBI’s Udyamimitra portal. 

Udyamimitra portal an enabling platform which leverages IT architecture of Stand-Up Mitra 

portal and aims at instilling ease of access to MSMEs financial and non-financial service needs. 

However, the resources empanelled in the portal are either dormant or there is less 

convergence of these resources with other parallel intervention initiatives for cluster 

development. Therefore, it is recommended to strengthen the monitoring and evaluation of the 

existing handholding agencies, on-board new agencies and have proper linkage with other 

parallel, duplicating cluster development initiatives with other supporting MSME stakeholders, 

including state and central governments. 

 

7.6. Recommended Products and Delivery Channels for Financial Gaps 

Requirement of Capital 

The micro units do suffer from a significant credit gap. There is a large presence of micro and 

small Steel fabrication manufacturing units and they have working capital demand to fulfil wage 

payment, avoid high cost of credit purchase (of even 5-10 percent per month), and to offer 

output on credit. The typical capital requirements are as follows:  

Purchase of raw 
materials 

Wage payments 

 

Credit sale 

 

Technology up-
gradation/Expansion of 
capacity – equipment 

 

The cluster is one of the most important clusters in terms of output and importance. It caters 

largely to the General Engineering, which covers construction, automobile, household and 

agro-processing industry related sectors and is relatively well served cluster in terms of credit. 

There is no problem in the marketing of their end products, though there is lack of exporters in 

the cluster.  These units have well established linkages with the local industries, Government 

Departments etc., and there is relative discipline amongst product manufacturers in terms of 

their delivery and credit payments. There is reasonable awareness of financial services 

available to them.  

Working of Current Government Schemes 

The current schemes that can be availed by units are PMEGP Scheme and PMRY etc. for 

short-term perspective.  

PMEGP scheme has benefitted 15% of the units for upgradation of technology, which one unit 

receiving highest subsidy of INR 16 lakh and credit amount of INR.40 lakh.  
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Field studies demonstrate that a significant number of unit owners don’t have 
awareness on many MSME related subsidy programmes viz., Rural  
Industry and Entrepreneurship (ASPIRE), National Manufacturing  

Competitiveness Programme (NMCP). 
  

Reverse Factoring  

Fig - 4: Transaction Scheme 

 

 

 

 

 

 

 

 

 

 

 

A financing solution which entails the ordering party facilitate his suppliers to finance more 

easily their receivables through a favourable interest rate, the solution is a collaborative project 

between the ordering entity, the supplier and the factor. Below is the transaction scheme:  

Purchase Order Financing  

A short-term funding provided by FIs, this scheme can be used as working capital to 

manufacture goods for some credit-worthy buyer. The funds are harnessed by the unit to 

procure raw materials and supports other working capital needs. Comfort letter furnished to the 

bank detailing the seller information and credibility can ensure seamless functioning of the 

scheme.  

Credit Guarantee Trust Scheme for Micro & Small Enterprises (CGTMSE) 

CGTMSE Scheme, introduced by the Govt. in May 2000, to make available credit to small-scale 

industrial units, particularly micro for loans up to INR.25 lakh without collateral can be enhanced 

in the cluster. Under this, MSEs can avail the scheme despite higher borrowing cost but banks 

are reluctant to lend as MSEs operate in intermittent manner and repayment risk becomes high.  

Bills Discounting 

Lack of collateral is a major hurdle in procuring working capital loan and hence loan products 

must be structured to match the payments to the borrower’s cash flow cycle and address 

specific credit needs existing in the cluster. Financial institutions must create a mechanism for 

evaluating economic viability of a project.  

Receivables linked Bridge Financing  

Bills discounting primarily benefits only the larger units. The restricted use by MSEs is often 

because of delayed payment (often payment duration exceeds 120-150 days) by their 

Procurement 

Goods/Services 

Payment date of 

receivables 

Ultimate term 

of repayment 

Period of financing the supplier 
(MSE Steel Fabrication 

manufacturers) 

Period of financing customers 

(Industries) 

Repayment of the customers’ 

liability by the bank to the suppliers 

account on date agreed with the 

customer 

Repayment of the liability by the 

bank by the customer to the bank 

account. 
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customers. The possible solutions that can be addressed using existing bills discounting facility 

are: 

Flexibility of extending the current 90 days’ 
period to 120-150 days for repayment by 

debtor 

Extending funding with bills as collateral to 
enable the units to take further order and not 

suffer from the delayed payment from 
debtors (customers). 

 

This results in maintaining liquidity and may be a temporary loan to ensure seamless operation.  

Working Capital Term Loan 

WCTL covers the core part of the working capital. Cash credits and overdraft assist enterprises 

through transitory part of working capital requirements. MSMEs possess lower control over their 

working capital and also lack the expertise in managing loan funds.  

Since buyers may deposit just 10-20% of the total value of good procured, enterprises may 

need to extend credit cycle, reducing availability of working capital finance.  

Upscaling NBFC Lending 

Up-scaling NBFC can benefit lower end of the MSME spectrum by offering financial 

services/products that may encourage transition from an informal to a formal enterprise. Some 

issues that must be addressed before it becomes a sustainable model: 

Collection Cycle 
Recovery Mechanism 

Capacity Building of NBFCs 

and Borrowers 
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7.7. Action Plan(s) for implementing recommendations on Non-Financial and Financial gaps: 

Table 26: Action Plan for BDS 

BDS 

Category 
Specific Service 

Proposed BDS Provider 

(s) 
Potential Activities 

Expected Outcome 

BDS  MSMEs 

Infrastructure 
Additional Industrial 

infrastructure by APIIC 
APIIC 

1. Power Generation 

2. Draining Facility 

3. Road Facility 

4. Solid Waste Management 

Better liaison with APIIC and 

focused approach to 

incremental development to 

existing infrastructure 

Access to quality 

infrastructure to 

support growth 

Common 

Facilities 

Raw Material Bank NSIC / FIs 

GI Sheets / Coils, MS coils / sheets 

etc. Processing (Galvanization of Raw 

Material) 

Capacity building of BDS in the 

area of conceiving and 

implementing CFC projects in 

PPP mode twinning with 

appropriate GOI Scheme 

Upgrading form, 

quality and flexibility 

in size.   

1. Machining 

Services 

2. Design Services 

3. Testing Facility 

4. Quality Tool Room 

facility 

Machinery suppliers 

Quality consultants 

PMC / IA  

1. 3-5 axis VMC 

2. EDM wire-cut 

3. CNC EDM 

4. CNC Turning Centre 

5. Vacuum Heat Treatment 

6. CNC Lathe 

7. Radial Drill 

Capacity building of BDS in the 

area of conceiving and 

implementing CFC projects in 

PPP mode twinning with 

appropriate GOI / state 

Government schemes 

Upgrading quality of 

spare parts, 

replacement parts; 

reducing lead times 

and increasing 

productivity 

Training facility 

• Local private BDS 

providers 

• Local Engineering 

Colleges and ITIs 

• DIC 

• Machinery suppliers 

1. Operation and maintenance 

2. AutoCAD 

3. Technical and Financial skills 

4. Branding & marketing, improving 

product mix and enhanced market 

linkage 

Scope for capacity building of 

local population by available 

BDS provider Twinning with 

Skill Development related 

Schemes of GOI/GOS  

Upgrading 

manpower skills and 

skilling of new 

manpower 
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BDS 

Category 
Specific Service 

Proposed BDS Provider 

(s) 
Potential Activities 

Expected Outcome 

BDS  MSMEs 

QMS 

Quality Certification 

(ISO 9000, 14000, SA 

8000, Lean 

manufacturing, etc.) 

Quality consultants 

BDS providers in the region 

as well as in the state of AP 

Quality Management Standards /  

Quality Technology Tools 

 Addition of experience and 

enhancement of credibility 

More effective and 

efficient process 

Increased market 

reach 

Access to 

Finance  

- Training on DPR 

preparation / 

Bankable 

Proposals 

- Debt syndication 

DIC  

Private Consultants / CAs 

Engineering, Industry and 

Manufacturers Association  

- Debt syndication including, 

preparation of bankable report, 

Due Diligence, FI liaison. 

- Aggregation and cluster focused 

approach to financing. 

Addition of experience and 

enhancement of credibility 

- Greater 

Institutional credit 

linkages 

- Proper 

documentation 

Market 

Development 

Facilitating market 

diversification into the 

domestic replacement 

and spares market. 

Penetrating Public 

Sector Demand 

Private BDS and possibly 

NSIC twinning with GeMs 

Portal and IndiaMart 

Information and communication 

technology 

Introduction of new BDSPs for 

market development. 

Facilitating market 

led diversification 

and reduced 

business risk 
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Action Plan(s) for implementing recommendations on financial gaps 

Table 27: Action Plan for financial gaps 

Instrument 

delivered 

through/to 

Limitation Intervention / Instrument 
Associated 

Institutions 

Envisaged 

Impact/Benefit for 

MSMEs 

Instrument 

delivered to 

individual 

enterprises   

Inadequate access to 

necessary working 

capital 

Purchase order, financing, Bills 

discounting, WCTL option 

(accommodating ballooning 

requirements) 

Implementing 

Agency (IA) (in 

association with 

BMOs, lead bank 

UBI, SBI, and SIDBI 

and other FIs.) 

At least 100 MSEs to 

secure adequate 

credit and also avoid 

resorting to informal 

finance. Also 

facilitating increase in 

capacity utilization by 

means of offering 

competitive credit 

terms. 

Factoring services 

TReDS platform; 

PSBloanin59minutes 

IA (in association 

with BMOs, TReDS 

platforms such as 

RXIL, lead bank 

UBI, SBI, and SIDBI 

and other FIs.) 

Typically, inadequate 

access to units 

financed under 

PMEGP/PMRPY 

(largely towards 

individual units) 

Evolving appropriate working 

capital instruments for financing 

related projects 

IA (in association 

with BMOs and lead 

bank UBI, SBI, and 

SIDBI and other 

FIs.) 

At least 100 cluster 

firms to access 

working capital and 

increase profitability 

and capacity 

utilisation. This will 

redress critical gaps 

in earlier such 

schemes.  
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Instrument 

delivered 

through/to 

Limitation Intervention / Instrument 
Associated 

Institutions 

Envisaged 

Impact/Benefit for 

MSMEs 

Inadequate linkages 

with non-asset-based 

financing instruments 

Propagation of CGTMSE scheme 

IA (in association 

with BMOs; and lead 

bank UBI, SBI, 

SIDBI) 

At least 120 cluster 

firms to access 

institutional credit and 

increase profitability 

and capacity 

utilisation. 

Instruments 

delivered 

through BMOs 

or SPVs 

Dis-optimal sourcing of 

inputs by MSE units 

Establishment of raw material 

bank (in close co-ordination with 

related BMOs) 

Cluster financing 

Implementing 

Agency (in 

association with 

BMO for Steel 

Fabricators and lead 

bank UBI, 

SBI/SIDBI)  

Reducing 

procurement cost by 

even 5 per cent and 

increasing profitability 

margins for 

enterprises. 

Increasing 

profitability margin of 

at least 100 MSEs 

Instruments 

delivered 

through NBFCs 

Limited access to 

competitive institutional 

credit by micro-sized 

units  

Strengthening NBFC linkage and 

upgrading BMOs in to financial 

intermediaries 

IA (in close 

association with, 

BMOs and 

NBFCs/SIDBI) 

At least 100 micro 

sized Steel 

fabrication units to be 

empowered in terms 

of operating with own 

working capital from 

being mere job-

worker. This could 

enable unit owners to 

at least double 

enterprise incomes. 

Also, dependence on 
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Instrument 

delivered 

through/to 

Limitation Intervention / Instrument 
Associated 

Institutions 

Envisaged 

Impact/Benefit for 

MSMEs 

high interest rate 

instruments will be 

reduced.  

Policy Initiatives 

Limited orientation of 

bankers in financing 

micro-sized units in the 

sector 

Directive with targets to be 

specified by the DLBC as to 

reduce the credit gap (also with 

regard to credit with CGTMSE 

cover) 

IA (in association 

with lead bank and 

other FIs) 

FIs to accord 

necessary priority to 

financing MSME units 

in the sector. 

 

Above mentioned initiatives may be carried out with the help of number of activities including awareness creation, sensitisation, trust building 

and capacity building initiatives including exposure visits, networking and BDS introducing seminars, preparing activity specific business 

plans, evolving activity specific networks/ consortia/ SPVs etc. 
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7.8. Identification of critical partner/s to implement the Action Plan 

The key partners in the whole implementation process would be “ Cluster BMO” , State MSME 

Commissionerate, GM-DIC, MSME-DI, SLBC and District Lead bank, SIDBI, IGTR, NSIC, 

Private BDS Providers and involvement of Cluster leaders in the whole process 

7.9. Road ahead  

Being on NH-5, which connects Chennai to Howrah, has allowed Guntur Steel Fabrication 

Cluster to evolve. Close proximity to cities like Hyderabad and Vishakhapatnam within 500 kms 

makes the cluster strategically located. Guntur is also adjacent to the Vijayawada, Capital 

Amaravati, Mangalagiri etc., which are fast growing cities. About 50 percent of existing cluster 

firms were started recently due to new capital formation,  

Appointment of a suitable Implementing Agency and PMC shall facilitate bridging of the non-

financial gaps by means of twinning with MSE CDP scheme wherein grant can be availed for 

creation of CFC and raw material bank. Apart from that, as per the recommendation already 

made, strengthening and capacity building of existing cluster actors including, but not limited 

to, BMO, Public BDS and Private BDS providers along with trust building among the cluster 

members shall go a long way in achieving the short, medium and long term vision for the Steel 

Fabrication Cluster of Guntur.
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Annexure 1: Location Map 

Location of the Guntur General Engineering Cluster has been depicted in the map given below. 
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Annexure 2: List of firms, and public and 

private BDS providers interacted with over 

the study 

List of Core Firms: 

S.No. Name of the Firm / MSME Unit Point of Contact 

1 M/s Sri Guru Ramakrishna Tubes 9849122898 

2 M/s Solid Mechanical Engineering Works 9177419531 

3 “Suhana Engineering Works” 9553722755 

4 “Khaleel auto work shop 9866128225 

5 “Laxmi Kodandarama Industries” 9703713999 

6 “Maruti Agro Engineering” 9866054516 

7 “Raza Engineering Works” 9441077293 

8 “ZVS Industries and Manufacturers” 9866123786 

9 M/s. PMR Metals 9959109896 

10 M/s. Prakash Agro Traders 9666811116 

11 M/s. PS Industries 9989363029 

12 Odysseus Logos LLP 8897300488 

13 SR Engineering Works 7730883643 

14 Sri Anjaneya Engineering Works 9849960309 

15 Sri Devi Engineering Workshop 9849191824 

16 Kishore Engineering Workshop 9804772134 

17 Nirmala Engineering Works 9542436707 

18 Khaleel Steel Industries 9391855897 

19 Visalakshi Engineering Works 9966905907 
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20 Sri Kanakadurga Agro Engineering Work Shop 9440343290 

21 Jayasree Engineering Works 9663959560 

22 Chamundeswari Engineering Works 9030355333 

23 Sri Uma Industries 8919818605 

24 Sri Yedukondalu Engineering Workshop 9985231313 

25 SMR Industries 9848233059 
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S.No. Name of the Firm / MSME Unit Point of Contact 

26 Surya Green Power Solutions 7799383807 

27 Srinivasa Sirhari Welding & Repairing Workshop 8985110955 

28 Vasavi Industries 9848366677 

29 Sri Naga Siva Sai Steels 9849347418 

30 Front Line Engineering Works 9989159591 

31 Ajay Chowdary Exports Pvt Limited 8885555569 

32 Aditya Agro Products 9866664666 

33 Asif Welding Works 9246480414 

34 Babu Agro Industries 9949332502 

35 Indian Arc Welding Works 9885523552 

36 JayRam Industries India Pvt Limited 97040445100 

37 Lakshmi Industries 9494929766 

38 Access Solar Technologies, MGP 943929837 / 9492190520 

39 Bismillah Engineering Works 9441213986 

40 Kolambia Steel Furniture Works 9966029044 

41 Mahalaxmi Engineering Works 9440937764 

42 Mount Hermon Engineers 9948909743 

43 Padmavathi Iron Almirahs Manufacturers 9441867724 

44 Sai Ram Agro Industries 9440616508 

45 Siva Sai Steel Industries 9248762933 

46 Shyamala Motor Body Work Shop 9985077099 

47 Maruthi Agro Engineering 9866054516 
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2.2.  Raw Material Suppliers 

S.No. Raw Material Supplier / Area Point of Contact 

1 Nobel Steels, Vijayawada 8355803645 

2 Vizag steels, Vizag 8912707224 

3 Vishal Steel Industry, Vijayawada 7947196565 

4 Sri Rajan Metals, Tenali 9963441151 

5 JSW steel, Mumbai 7947132356 

6 Harshad Steel Corporation, Mumbai 7943134869 

7 Venkateshwara steel Traders, Guntur 9440082243 

8 Gandhi Steel Industry, Tenali 7947245917 

9 Perfect Steel Works, Tenali 7947078883 

10 Rahul Steel India 8045783407 

 

Annexure 3: List of FIs interacted with 

over the study 

S. No Name of the CA Phone Number 

1 Anil 7947395697 

2 Kishore 7947395697 

3 Shiva Ram 9441488162 

4 Venu 9505443333 

5 Ramu 9849445951 

6 Gopal Krishna 9848113950 

7 Shaik Vali 9849034184 

8 Alex 9160956222 

9 Sabasivarao 7989663627 
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10 Sudheer 7842117151 

11 Shaik Vali 9849034184 

12 Narayana 9603771302 

13 G.N. Murthy 9848113950 

14 Sai Lokesh K 7207361505 

15 Sayyad 7947395533 
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Annexure 4: Questionnaire-Schedule for 

BDS Gaps and Credit Gap Analysis 

A. Basic Profile / Respondent Details 

1. Name and designation of the Respondent:  

2. Name & Address of the Firm:  

3. Tel. No. / Mobile:      E-Mail/Fax:  

4. Product / Service:  

5. Constitution of the Firm (): Proprietary / Partnership / Private Limited /LLP/Trust/AOP 

etc. 

6. Year of Establishment of the Firm:    

7. Present Size of the Enterprise as per New MSME definition (in terms of investment in 

P&M) : 

Sr. 

No. 

Investment (INR Crore) Please () tick the Relevant Investment-Class (and 

specify absolute value) 

Tick Absolute Value Comments (If Any) 

1. Up-to 1    

2. Above 1 and up-to 10      

3. Above 10 and up-to 50    

4. Above 50    

8. Present Size of the Enterprise as per New MSME definition (in terms of Sales Turn-

over):   

Sr. 

No. 

Turnover (INR Crore) Please () tick the Relevant Investment-Class (and 

specify absolute value) 

Tick Absolute Value Comments (If Any) 

1. Up-to 5    

2. Above 5 and up-to 50    

3. Above 50 and up-to 250    

4. Above 250     

9. Who is your main consumer segment and what are your main markets?  

Sr. 

No. 

Consumer Segments % Share in 

Sales 

Market  % Share in 

market 

1. Open Market   Local (District 

Level) 

 

2. Government  State Level  

3. Other Firms who value 

add and market the 

produce 

 Regional  

4. Exporters in India / 

Importers abroad 

 National  
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5. Sub-contractors to Large 

Players 

 Global  

B. BDS Related Gap Analysis / Information 

10. Did you experience any constraints/exploit opportunities in any of the following 

during the last five years?  

      a)    Strategical:  

Sr. 

No. 

Challenges/ 

Opportunities 

Faced or 

Not (Tick) 

     

Please specify 

the nature of 

Constraints/ 

Opportunity  

Could the 

issue be 

resolved? 

(Tick) 

Did you 

resolve it 

yourself? 

(Tick) 

1.  Finance/ Loan/Subsidy 

Syndication 

Yes / No   Yes / No Yes / No 

2.  Product Development Yes / No    Yes / No Yes / No 

3.  Compliance Related / 

Pollution Control/ 

CETP 

Yes / No    Yes / No Yes / No 

4.  Infrastructure Related 

(Basic Physical, 

Industrial common 

facilities etc.) 

Yes / No    Yes / No Yes / No 

5.  Marketing and Market 

development  

Yes / No    Yes / No Yes / No 

6.  Training of Workers/ 

HRD  

Yes / No    Yes / No Yes / No 

7.  IT applications Yes / No    Yes / No Yes / No 

8.  Raw Material Selection 

/ Procurement  

Yes / No    Yes / No Yes / No 

9. Quality Control and 

Management Systems 

(ISO 9000, TQM, Lean 

Manufacturing etc.)  

Yes / No    Yes / No Yes / No 

10. Management 

Information/ Control 

Systems, ERPs  

Yes / No    Yes / No Yes / No 

11. Technology Up 

gradation/R&D 

Yes / No    Yes / No Yes / No 

12. Others (Design, 

Packaging, Branding, 

patent etc.) specific to 

the cluster 

Yes / No    Yes / No Yes / No 

    b)   Non-Strategic/Operational:  

# Particulars Bookkee

ping and 

Accounti

ng 

Incom

e Tax 

Relat

ed 

GST 

Relat

ed 

Labour 

and 

workforc

e Related 

Govt. 

Rules & 

Regulatio

ns 

1. Challenges / Opportunities      

2. Experienced or not      

3. Specify Nature of Challenge / 

Opportunity 

     

4. Is problem resolved?       

5. Did you resolve it yourself?      
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6. Did you pay for the services 

obtained? 

     

7. What are your views on 

quality of service (Very Good 

/ Good / Poor)  

     

8. Approaching friends / peer 

groups (Yes / No) 

     

9. Approaching Industry 

Associations (Yes / No) 

     

10

. 

Approaching Govt. Agencies 

(Yes/ No) 

     

11

. 

Approaching Private 

Consultants (Yes/No) 

     

12

. 

Would you approach any 

other, (Pls. Specify) 

     

11. Who enabled resolving the constraint/exploiting the opportunity?  

# Constraints/ Issues Please specify 

the name and 

address of the 

agency/BDS 

provider, 

where relevant 

Did you 

pay for 

the 

services 

obtained  

What are your views 

on the quality of 

services? 

Very Good [VG], 

Good [G], Poor [P] 

(Pl. encircle) 

1.  Finance/ Loan/Subsidy 

Syndication 

 Yes / No  VG / G / P  

2.  Product Development  Yes / No VG / G / P  

3.  Compliance Related / Pollution 

Control/ CETP 

 Yes / No VG / G / P 

4.  Infrastructure Related (Basic 

Physical, Industrial common 

facilities etc.) 

 Yes / No VG / G / P 

5.  Marketing and Market 

development  

 Yes / No VG / G / P 

6.  Training of Workers/ HRD   Yes / No VG / G / P 

7.  IT applications  Yes / No VG / G / P 

8.  Raw Material Selection / 

Procurement  

 Yes / No VG / G / P 

9 Quality Control and 

Management Systems (ISO 

9000, TQM, Lean 

Manufacturing etc.)  

 Yes / No VG / G / P 

10 Management Information/ 

Control Systems, ERPs  

 Yes / No VG / G / P 

11 Technology Up gradation/R&D  Yes / No VG / G / P 

12

. 

Others (Design, Packaging, 

Branding, patent etc.) specific 

to the cluster 

 Yes / No VG / G / P  
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12. Given your past experience, whom would you like to approach to strengthen or 

develop your business? Please specify reason – High cost, poor capability, 

confidentiality, others 

Sr. 

No. 

Constraints/ Issues REASONS FOR APPROACHING/NOT 

APPROACHING 

Friends/Other/ 

Peer 

Enterprises 

Govt. 

Agencies 

/ Service 

Providers  

BMOs Private 

Consultants 

/ Service 

Providers 

1. Finance/ Loan/Subsidy 

Syndication 

    

2. Product Development     

3. Compliance Related / 

Pollution Control/ CETP 

    

4. Infrastructure Related (Basic 

Physical, Industrial common 

facilities etc.) 

    

5. Marketing and Market 

development  

    

6. Training of Workers/ HRD      

7. IT applications     

8. Raw Material Selection / 

Procurement  

    

9. Quality Control and 

Management Systems (ISO 

9000, TQM, Lean 

Manufacturing etc.)  

    

10. Management Information/ 

Control Systems, ERPs  

    

11. Technology Up 

gradation/R&D 

    

12. Others (Design, Packaging, 

Branding, patent etc.) specific 

to the cluster 

    

 

Sr. 

No. 

Constraints/ Issues REASONS FOR APPROACHING/NOT 

APPROACHING 

Buyers/

Supplie

rs of 

Raw 

Material 

Sellers of 

Technology/ 

Machinery/ R 

& D 

Institutions 

Exporter/ 

Marketin

g/Export 

Agent 

Others 

(please 

specify) 

1. Finance/ Loan/Subsidy 

Syndication 

    

2. Product Development     

3. Compliance Related / Pollution 

Control/ CETP 

    

4. Infrastructure Related (Basic 

Physical, Industrial common 

facilities etc.) 
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Sr. 

No. 

Constraints/ Issues REASONS FOR APPROACHING/NOT 

APPROACHING 

Buyers/

Supplie

rs of 

Raw 

Material 

Sellers of 

Technology/ 

Machinery/ R 

& D 

Institutions 

Exporter/ 

Marketin

g/Export 

Agent 

Others 

(please 

specify) 

5. Marketing and Market 

development  

    

6. Training of Workers/ HRD      

7. IT applications     

8. Raw Material Selection / 

Procurement  

    

9. Quality Control and Management 

Systems (ISO 9000, TQM, Lean 

Manufacturing etc.)  

    

10. Management Information/ 

Control Systems, ERPs  

    

11. Technology Up gradation/R&D     

12. Others (Design, Packaging, 

Branding, patent etc.) specific to 

the cluster 

    

13. Would you be open to meet the full cost of such services?   Yes / No 

14. What is your rationale / opinion w.r.t. fixing the price that you might be willing to 

pay for these services, such as one-time annual fee option, quarterly payment 

option etc? 

i. ____________________________________ 

ii. ____________________________________ 

iii. ____________________________________ 

iv. ____________________________________ 

 

14. What are the critical constraints or opportunities for which you do not easily get 

business development service support, to your satisfaction? 

i. ____________________________________ 

ii. ____________________________________ 

iii. ____________________________________ 

iv. ____________________________________ 

 

15. Which of the following services have you availed of from infrastructure related 

service providers? What is your opinion on the quality of service they offer?  

 

Sr. 

No. 

Services Availed or 

not 

 

If yes, what are your 

views on the quality 

of services? 

[1]-Very Good  

[2]-Good  

[3]-Poor 

[4]-Unsatisfactory 

If no, why? 

[1]-Not necessary 

[2]-Cumbersome 

[3]-Many formalities 

[4]-Inefficient 

[5]-Scheme not 

tenable  

1 Roads Yes / No   

2 Industrial 

Space/Parks 

Yes / No   
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3 Utilities (Power, 

Water) 

Yes / No   

4 Common Facilities 

(for technology 

upgrading or value-

chain gap filling etc.) 

Yes / No   

5 Marketing facilities Yes / No   

6 IT Services 

infrastructure 

Yes / No   

7 Compliance related 

infrastructure 

Yes / No   

8 Others (Specify) Yes / No   

16. Do you require any infrastructure related service in addition to the above 

mentioned in above Question? If Yes, please specify (with investment outlay and 

options for meeting the outlay): NO 

 

17. Which of the following services have you availed of from marketing related 

service providers? What is your opinion on the quality of service they offer?  

Sr. 

No. 

Services Availed or 

not 

 

If yes, what are 

your views on the 

quality of services? 

Very Good [1],  

Good [2], 

Poor [3]   

If no, why? 

Did not need [1], 

Cumbersome, too many 

formalities [2], 

Corruption [3], 

Inefficient [4], Schemes 

not appropriate [5]  

1 Domestic 

Marketing 

Yes / No   

2 Export Marketing Yes / No   

3 Marketing 

Infrastructure 

Yes / No   

18. Do you require any marketing related service in addition to the above mentioned 

in Question above? If yes, please specify. (With investment outlay and options 

for meeting the outlay):______________________________________ 

19. Do you have any plan to expand or diversify your production or market in the 

next two to three years?    Yes / No 

If yes, please provide details: 

(i) What is the size of investments you are contemplating?  

(ii) Would you require additional workforce (please give indicative numbers) 

May be 2-3  

                 Areas   Nos. 

a. Technical 

b. Non-technical 

c. Managerial (Specify) 

 

Interview / Discussion Notes:  
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C. CREDIT RELATED GAP ANALYSIS 

20. Current transactions with FIs/BANKS/ NBFCs: 

A – Name of the FI / NBFC:  

B – Particulars of facility availed by the enterprise: 

PARTICULARS Amount (In INR) / %age 

Turnover (existing)  

Present Working Capital Limit  

Interest rate on Working Capital   

Term Loan sanctioned and availed  

Interest rate on Term Loan  

Total value of collateral provided to FIs/NBFCs 

as per terms of sanction (as assessed by 

FIs/NBFCs) 

 

 

What has been the constraints w.r.t the above facilities availed (if any)? 

__________________________________________________________________________

__________________________________________________________________________

________________ 

 

21. Please share the information regarding your business for last three years: 

PARTICULARS Previous Year 1 Previous Year 2 Previous Year 3 

Domestic Sales 

Export Sales 

Total Sales/Turnover  

   

Profit (before tax)    

Current Assets    

Current Liabilities    

Current Ratio 

(CA/CL) 

   

Debt-Equity Ratio    

 

22. Which of the following services have you availed from public or private sector 

banks/financial institutions/SIDBI? What is your opinion about the quality of service 

they offer?  

Sr. 

No. 

Services Availed or 

not 

 

If yes, what are your 

views on the quality 

of services? 

 

If no, why? 

[1]-Not necessary 

[2]-Cumbersome 

[3]-Many formalities 

[4]-Inefficient 

[5]-Scheme not 

tenable  

1 Loan for working 

capital 

Yes / No   

2 Term loan Yes / No   

3 Loan for upgrading Yes / No   

4 Loan for 

export/marketing 

Yes / No   

5 Loan for 

innovation/new 

product introduction 

Yes / No   

6 Loan for hire-

purchase 

Yes / No   
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Sr. 

No. 

Services Availed or 

not 

 

If yes, what are your 

views on the quality 

of services? 

 

If no, why? 

[1]-Not necessary 

[2]-Cumbersome 

[3]-Many formalities 

[4]-Inefficient 

[5]-Scheme not 

tenable  

7 Establishing proper 

Financial 

Management 

System 

Yes / No   

8 Subsidy for 

infrastructure or 

technology 

upgrading 

Yes / No   

9 Restructured Loan Yes / No   

10 Any other (please 

specify and create 

additional rows if 

required) 

Yes / No   

23. What are the average payment terms with your (RM) Suppliers (without additional 

cost)  

Payment Terms %age share of Total Purchases 

On Advance  

On Delivery in Cash Basis   

Against Letter of Credit in export cases  

On Credit upto 30 days  

On Credit 31-60 days  

On Credit 61-90 days  

On Credit above 90 days  

If there are some additional cost to increase payment period, please specify the payment 

terms ___________________________________________________________________ 

24. What are the average payment terms for your customers? (Credit sales) (without 

additional cost): 

Payment Terms %age share of Total Sales 

On Advance  

On Delivery on Cash Basis  

Against Letter of Credit in export cases  

On Credit upto 30 days  

On Credit 31-60 days  

On Credit 61-90 days  

On Credit above 90 days  

If there are some cash discount to decrease payment period, please specify the payment 

terms ___________________________________________________________________ 

25. For what purpose do you need a loan (in Future)?    

For Working Capital For Capacity expansion / 

New project related 

Specific need for a special 

project / purpose 

Raw material purchase 

 

Investment in Plant & 

Machinery / Equipments  

Additional temporary labour 

for a short interval 

Labour payment 

 

Investment in Construction of 

Building / Office Premises 

Additional equipments on 

rent for specific period 
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Training expenses 

 

 For applying for certifications 

/ quality norms 

Availing CFC services   

Rentals Marketing expenses   

26. Have you ever applied for a loan before? (Yes / No):  

     If answer to above Question is Yes, please provide the funding availed and indicate the 

various sources from where you availed the funding: 

      A) Amount of Loan availed: 90L (Term Loan) & 65L (CC) 

Particulars of funding availed Term Loan (In 

INR) 

Working capital 

(In INR) 

Total investment and working capital requirement 

during your last project expansion/new project set 

up/new contract, etc. 

  

Amount applied for bank funding   

Amount actually sanctioned by the bank   

        B)   Sources of Finance: 

Name of FI/NBFC T/Loan 

availed 

Interest Rate W. Capital  Interest Rate 

SIDBI     

Public Sector 

Banks/ RRBs 

    

Cooperative Banks     

Private Indian / 

Foreign Banks 

    

State Financial 

Corporation 

    

NABARD     

NBFCs     

Micro Finance 

Institutions 

    

Market Borrowing 

(Private lenders) 

 

    

Suppliers     

Informal Sources 

(Friends/Relatives) 

    

TOTAL 100%  100%  

27. Did you provide collateral the last time you took a loan?  (Yes / No     ):  

28. If the answer to last question is NO, then did you avail loan under the CGTMSE scheme? 

(Yes/No) 

29. If the answer to last question is NO, are you aware of CGTMSE scheme? (Yes/No): No 

30. If you had provided collateral the last time you took a loan, please indicate the type of 

collateral that you furnished -  

 

31. Are you aware about the different schemes/subsidies of GoI/State Government / SIDBI 

and other multilateral agencies? (Yes/No) –  

32. If the answer to last question is Yes, did you avail it in past? (Yes/No) - No 

33. If the answer to last question is Yes, for what purpose you availed the facility? ________ 

34. Please indicate the problems faced while applying for loans:  

Terms Related Process Related Other Problems 

Collateral / margin money 

requirements are too high  

Processing time too long  Difficult to convince the Bank 

officials about the technical 
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and financial viability of 

project 

Type of collateral required is 

not available /Other 

collaterals which are 

available with borrower are 

not acceptable to bank 

The application form is too 

complex to understand and 

fill  

Stringent eligibility criteria of 

bank 

Processing charges are too 

high 

No assistance in filling up the 

application form 

Lack of investment 

opportunities  

Extensive document list 

which is difficult to arrange  

The entire checklist of 

documents required to be 

submitted is not shared in 

one go 

The banker’s attitude is not 

conducive 

Repayment period is less Information regarding 

interest rates, processing 

fees & others not shared at 

the time of application 

 

Absence of moratorium 

period 

Multiple points to coordinate 

within the bank 

 

 Time taken for physical / 

project site inspection is too 

long       

 

 Time taken for legal 

verification is too long 

 

 The procedure for execution 

of loan documents (loan 

agreement, mortgage 

creation) is complicated 

 

If any other problems are faced, please specify _____________________ 

35. Please indicate the documents which you find a problem in arranging those 

documents: 

Documents Reason for 

difficulty in 

arrangement 

Possible 

Remedies 

Audited Financial (such as P&L, Balance Sheet, CMA 

etc.) documents for the last three years 

  

PAN Number / GSTIN in the name of the firm   

Proof of factory land and building (Regd. Lease 

deed/title deed thereof.) 

  

Copy of Udyog Aadhaar Number (UAN)  

Machinery Quotations (three) 

  

Proof of power connection   

Approved MAP layout from Development Authorities   

Regulatory clearances from local bodies (such as NOC 

from Pollution control board) 

  

Copy of partnership deed (in case of a partnership firm) 

/ Company Incorporation Certificate / AOA / MOA (In 

Case of Pvt. Ltd. Co. or LLP) 

  

GST returns for last 6 months    

Income Tax Return for previous 3 years    

IEC Certificate (In case of Import Export Units)   

Project report detailing the future plan   
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Others, please specify ________   

36. Please share the time taken for sanctioning the loan, the last time you took a loan from 

a bank: 

 For Working Capital _______________ days (approx.) 

 For Term Loan ____________________ days (approx.) 

37. Are you planning to take any form of loan for your unit in near future? Yes/No -   

38. In case if the respondent’s answer to previous question is Yes, then ask them about their 

likely working capital and term loan requirements in the next year: 

 Amount of Required Working Capital _______________ INR (approx.) 

 Amount of Required Term Loan:  

39. If you get the required loan as above, how much you can grow in terms of turnover in next 

3 years. Please state in %:  

40. With respect to cluster specific financial products please comment on the following: 

Particulars Working Capital Term Loan 

Preferred interest rate for new loan (%)   

Maximum interest rates so that you can pay 

and still earn profit 

  

Ideal period for sanctioning of the loan after you 

have submitted all documents. (in days) 

  

What kinds of collateral are available with you?   

Repayment Period (state the duration)   

Moratorium (state the period in months)   

Minimum promoters’ contribution for loans 

(how much) 

  

Seasonal and ballooning repayment schedule 

(Yes/No) 

  

What kind of flexibility apart from the above 

(seasonal/ballooning) to repay can help you? 

  

Are you satisfied with your current suppliers of infrastructure services?  Please rate them on a 

scale of 1 – 5 by encircling one of the numbers (where in 1 stands for not satisfied at all and 5 

for most satisfied) 

1_______2________3________4_______5 

Please elaborate which of your expectation are met or not met? What are your expectations 

from them in view of your future plans to expand/diversify? 

_________________________________________________________________ 

41. Are you satisfied with your current suppliers of technology?  Please rate them on 

a scale of 1 – 5 by encircling one of the numbers (where in 1 stands for not satisfied 

at all and 5 for most satisfied) 

1_______2________3________4_______5 

Please elaborate which of your expectation are met or not met? What are your expectations 

from them in view of your future plans to expand/diversify? 

_________________________________________________________________________ 

Are you satisfied with your current suppliers of credit/finance?  Please rate them on a scale of 

1 – 5 by encircling one of the numbers (where in 1 stands for not satisfied at all and   5 for most 

satisfied) 

1_______2________3________4_______5 

 Please elaborate which of your expectation are met or not met? What are your expectations 

from them in view of your future plans to expand/diversify? 

__________________________________________________________________________ 

Are you satisfied with your current suppliers of marketing services?  Please rate them on a 

scale of 1 – 5 by encircling one of the numbers (where in 1 stands for not satisfied at all and   5 

for most satisfied) 

1_______2________3________4_______5 
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Please elaborate which of your expectation are met or not met? What are your expectations 

from them in view of your future plans to expand/diversify? 

_________________________________________________________________________ 

Overview Questions 

42. How do you overall rate your service providers on the following issues?  

          (‘1’ 'Excellent, ‘5’ Poor) 

Sr. 

No. 

Parameters 1 2 3 4 5 

1 Knowledge and information base      

2 Pricing of services      

3 Utility of services and products      

4 Innovativeness in introducing new products      

5 Sector specific customization      

43. Would you like to add something more to what that has already been shared? 

Interview /Discussion Note: 1.  

 

BASIC PARAMETERS: BDS RELATED INFORMATION 

1. Are you an independent consultant or firm (how many staff)? 

2. What are the areas in which you provide BDS (General Management, Strategic 

Management, Finance, Marketing, Infrastructure, Technology, MIS, Taxation, QMS, HRD, 

Industrial Relations, Loan or Subsidy syndication etc.?) 

3. What is your client profile in general? And, with reference to the cluster (SMEs, Large firms, 

Traders, Exporters, Others)  

4. How does your client come to know about you and you of potential client? How do you 

price your services, elaborate? 

5. Do you provide subsidized services? Who subsidizes them? 

6. Who are your main private/government competitors? Has the profile of your competitors 

changed over time? Has competition in the market increased in recent years? 

7. How do you rate yourself over competitors in terms of service, delivery, price, 

innovativeness in introducing new services and products etc.? 

8. What do you think are the means of developing the market for the services you 

presently/potentially offer? 

9. What is your annual total income from providing the services, what ratio is from the MSME 

segment? 

MODE OF CO-OPERATION WITH PUBLIC BDS PROVIDERS 

1. How often do you interact with public service providers (such as MSME-DI, SIDBI, EPIs, 

KVIC etc.) and for which purposes (offer of services on their behalf, training etc.)? 

2. Who are your major clients from amongst the public BDS facilitators (for what services)? 

CO-OPERATION WITH FIs/NBFCs ETC. 

1. How often do you interact with FIs/NBFCs etc.? For what purposes? 

2. What percentage of your income is from related activity? 

3. What kind of constraints do you experience while working with public BDS providers and 

with FIs/NBFCs etc.? 
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Annexure 5: Discussion Format vis-à-vis 
BDS providers 

1. Are you an independent consultant or firm (how many staff)? 

2. What are the areas in which you provide BDS (General Management, Strategic 

Management, Finance, Marketing, Infrastructure, Technology, MIS, Taxation, QMS, 

HRD, Industrial Relations, Loan or Subsidy syndication etc.?) 

3. What is your client profile in general? And, with reference to the cluster (SMEs, Large 

firms, Traders, Exporters, Others)  

4. How does your client come to know about you and you of potential client? How do you 

price your services, elaborate? 

5. Do you provide subsidized services? Who subsidizes them? 

6. Who are your main private/government competitors? Has the profile of your 

competitors changed over time? Has competition in the market increased in recent 

years? 

7. How do you rate yourself over competitors in terms of service, delivery, price, 

innovativeness in introducing new services and products etc.? 

8. What do you think are the means of developing the market for the services you 

presently/potentially offer? 

9. What is your annual total income from providing the services, what ratio is from the 

MSME segment? 

10. MODE OF CO-OPERATION WITH PUBLIC BDS PROVIDERS 

11. How often do you interact with public service providers (such as MSME-DI, SIDBI, 

EPIs, KVIC etc.) and for which purposes (offer of services on their behalf, training etc.)? 

12. Who are your major clients from amongst the public BDS facilitators (and for what)? 

13. CO-OPERATION WITH FIs/NBFCs ETC. 

14. How often do you interact with FIs/NBFCs etc.? For what purposes? 

15. What percentage of your income is from related activity? 

16. What kind of constraints do you experience while working with public BDS providers 

and with FIs/NBFCs etc.? 
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Annexure 6: Discussion Format vis-à-vis 

FIs (Banks) /NBFCs 

1. What is the extent of your advances to cluster firms (INR)? 

2. What is the default rate in dues? 

3. What is the break-up of advances to firms in the cluster (to micro, small, medium firms)? 

Do elaborate in terms of indicative number of units and quantum of funds and 

requirement (i.e., term loan and working capital requirements). 

4. For what purpose the loans are typically availed (for raw material/consumables 

purchase, payment of wages for increasing production/capacity utilisation in terms of 

working capital, for technology upgrading, for expansion in terms of fixed assets, any 

other please specify) 

5. What are the typical peak & lowest rates at which working capital and term loan are 

offered? What is the related moratorium & repayment period? 

6. What has been the number & quantum of loan offered to cluster firms with CGTMSE 

cover (if MLI)? 

7. How long do you take to process & disburse credit once all documents required from 

potential clients are submitted? 

8. What are the different schemes/ subsidies of the government on the basis of which you 

have offered assistance to cluster firms? To what extent and to how many firms? 

9. Have you offered innovative/dedicated scheme/instrument to cluster firm? Why/Why 

not?  

10. Would you like to offer your views on a more appropriate financial 

products/instruments/mechanism for financing cluster firms? (WCTL facility, Purchase 

Order Financing, Factoring, Receivables Linked Bridge Financing by FIs/NBFCs, 

topping up of limits offered by MFIs, BMOs serving as financial intermediaries etc.)  

11. What is estimate of the total supply of credit by FIs/NBFCs to cluster firms? Typically, 

for what purpose are loans availed for. 

12. What is your estimate of demand for credit by firms? What is the unmet gap & options 

to redress this gap? 
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Annexure 7: Discussion Format vis-à-vis 
BMOs and other service providers  

1. Which segment of cluster firms to you represent/typically cater to? Do you believe that 

they are receiving credit or financial support from the formal financial sector as required? 

2. Do you provide or facilitate related BDS? How? To what extent every year? 

3. What do you think are the most important constraint in access to appropriate credit from 

institutes? 

4. What are the typical sources of finance for cluster firms? 

5. Which financial institutes/NBFCs do you think has been most pro-active in catering to 

the credit needs of the firms in the cluster? Why? 

6. What do you think is the ideal WC/TL financing instrument (in terms of collateral, interest 

rate, moratorium period, repayment period parameters) for cluster firms? 

7. Could BMOs serve as financial intermediaries to facilitate/improve the credit delivery 

process? How?  (Through evolving SPVs to operate “raw material/consumables banks”, 

to operate an “MCGFS” like option, to serve matching guarantee to loans provided under 

CGTMSE cover). 
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Annexure 8: Review of Approach & 

Methodology for credit gap analysis 

In terms of methodology review: 

Credit gap: A credit gap may be viewed in terms of unmet credit requirements of MSEs above 

the available access to credit from formal institutional sources of finance. The non-availers of 

formal financial services amongst MSEs are either involuntarily excluded or wilfully exclude 

themselves from the formal credit market due to their access to own funds funds/” unsecured” 

from family and family at competitive terms. Amongst those who wilfully exclude themselves 

from are those who currently deploy informal sources of funds or have inadequate information 

on formal financial options.  

Credit Demand Estimation: The demand for the credit arising from both capital requirements 

as well as long term investment requirements has been estimated by D&B in the credit mapping 

exercise earlier in other clusters. The estimated method for working capital credit requirements 

broadly follows the method outlined in the Nayak Committee Report (1991). While the 

committee stressed on strong quantitative methods for working capital the use of the 

‘Forecasted Sales Approach’. 25% of the forecasted sales for the enterprises could be 

considered as requirement for working capital. It was recommended that working capital credit 

could be as much as 80% of the estimated working capital requirements. Working capital credit 

demand for MSME clusters under the studies has been estimated by applying the Nayak 

Committee norms to the cluster turnover estimated on the basis of the cluster survey. Term 

Credit requirements had been estimated by applying fixed asset growth forecasts to cluster 

survey. 

D&B India also studied the report by the National Commission for Enterprises in the 

Unorganised Sector (NCEUS) under the chairmanship of Dr. Arjun K Sengupta. Under this 

method, the average credit needs of the unorganised units to obtain the Total credit Demand. 

Average credit need was then multiplied by the total number of estimated unorganised units to 

obtain the Total Credit Demand. While the commission’s method was most effective for 

estimating credit requirements of the unorganised enterprises (mostly micro proprietary units), 

extrapolated estimates of credit requirements are prone to outliners in the sample surveyed. 

Estimates from detailed diagnostic studies on the clusters and a detailed survey among a 

limited but representative sample enabled D&B India to rely on the ‘Forecasted turnover 
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Approach’ for estimating WC requirements and its own method (indicated above) for estimated 

term requirements, separately. 

Credit Supply estimation: Apparently, Scheduled Commercial banks (SCBs) account for 

much of institutional lends to MSMEs (at least in industrial as against artisan clusters) and 

NBFCs, Co-operative banks, SFCs and other FIs/ MFIs are believed to play a minor role. The 

estimation of SCBs has therefore been considered by D&B along with that of dominant 

cooperative banks, SFCs and SIDBI (where available). The proportion of cluster turnover to 

state turnover in the same industry is first computed. Thereafter, the ratio is applied to the 

outstanding lending by SCBs in the state to that particular industry, to arrive at the credit supply 

estimate to a specific MSME cluster. In addition, lead bank data and aggregated district level 

supply data on outstanding total advances, priority sector advances and MSE advances was 

considered and matched with credit supply outstanding for a cluster computed by D&B. 

Sources of credit demand as per earlier studies: Credit demand sources have been considered 

in terms of nature of raw material procurement and asset conversion cycle, sub-contracting 

arrangements, manpower-related expenses, technology upgradation and compliance with 

quality and environmental norms. To elaborate, the need for raw material procurement in large 

quantities at discrete intervals and the longer asset conversion cycles give rise to a significant 

need for working capital among MSMEs. With regard to subcontracted infrastructure at some 

clusters, credit cycles of greater than 30 days and absence of discipline among large buyers in 

meeting payment deadlines typically lead to working capital shortages among MSMEs. So also, 

in some clusters deploying labour intensive technologies and to meet payments of highly skilled 

technical consultants, manpower related working capital needs are constantly rising. In 

addition, apparently, there are credit demand needs to meet tax payment deadlines, pay 

specialized BDS providers etc. 

Recommended products and delivery mechanism: Financing raw material procurement 

(effectively) by consortia/SPVs/ implementing agencies as to enable firms to benefit from 

bulk/cash procurement is the recommended option (as is being undertaken by BIDASS in 

Trichy and many cluster associations in Kerala and Tamil Nadu in engineering and printing 

clusters). Factoring (or reverse factoring) is a critical option in sub contraction-based cluster 

operation. FIs could extend working capital finance on an ongoing basis against invoices raised 

by their clients on their buyers. Basically, factoring is a method in which the factor (FI offerings 

the service), obtain control over the sales budget of the client. In effect, the entire receivables 

management may be taken over by the FI and disclosed to the client’s customers (buyers). The 

offerings of “a factor” are obviously more than just a discounting of individual bills by a bank. 

As opposed to cash credit, under “Factoring”, there is a scope for flexibility as to quantum of 

potential funding. Another option is a pre-approved collateral free equipment finance scheme 

to facilitate procurement of equipment urgently (to comply with some norms, or discount offered 

by the equipment seller etc). Such options have been evolved by SIDBI under the MSE-FDP in 

Faridabad with the Faridabad Small Industries Association (FSIA) and the GSPMA. The 

concerned BMOs are involved in processing applications and recommending lending limits to 

member firms. Yet another option is up-scaling micro finance disbursement limits by MFIs (with 



General Engineering Cluster, Guntur Andhra Pradesh 

Page | 98  
 

loan ticket size of Rs 50,000 – Rs 2,00,000 or more). Another means is a Purchase Order 

Financing (POI) where firms can borrow against purchase orders placed by credit worthy 

customers. Hence, firms could receive funds earlier than if they had to wait for the buyers to 

pay on the invoice and even sooner than if the invoice is discounted. Also, the option of offering 

WCTL facility to MSMEs (as credit limit set by FIs in some cluster sectors is hardly adequate to 

meet credit period required by customers of cluster firms). Further, factors inhibiting bills 

discounting in a cluster is inadequate payment discipline by customers cluster products.  

Customers also do not agree to issue post-dated cheques. Hence, Receivables Linked Bridge 

Financing may be offered for working capital needs. Bridge financing is used to maintain 

liquidity in the scenario of anticipated cash inflows. This could be a temporary loan mapping 

the sales receivables cycle to future order procurement to facilitate continuous operation of 

MSEs. Banks may finance firms on procurement of new orders, based on the bills issued by 

them for executed orders. Simultaneously, the bank/FI may be repaid out of payment received 

by the MSE from an earlier transaction. 

Drawing from this basic review of methodological options and recommendations till date, in the 

context of the present study, definitions and methodology may be summarised and detailed as 

under: 

• A credit gap is considered as an unmet credit requirement of MSMEs over and above 

available access from formal institutional sources. 

• Estimation of credit gap requires estimation of demand and supply of credit and 

breaking the same into working capital and term loan needs. 

• Credit demand estimation may consider credit for activities like meeting: raw materials 

and consumables procurement, labour costs, rent and utility costs, repairs and 

maintenance, audit or other BDS leveraging costs, technology upgradation and 

expansion costs etc. In this regard, working capital requirements may be considered in 

terms of amount of time (and related funds) required to source and convert inputs into 

cash. The input stocking period, work in progress, finished goods stocking and credit 

sale period may be considered. Term credit is required typically for investment/ 

expansion of fixed assets. 

The Nayak committee norm – suggesting use of forecasted sales approach of 25% of 

forecasted sales for enterprises would be required as (minimum) working capital requirement 

and bank credit for working capital considered at 80% of this requirement.  

In summary, for macro level estimates, the study will deploy the following methodology for 

estimation of demand for credit by the cluster: 

1. Working capital credit: The turnover of enterprises of different typologies of sample 50 

enterprises in the cluster will be extrapolated to the “population” based on data-

extrapolation from sample, and field interaction with stakeholders/previous DSRs 

(estimates extrapolated also on the basis of expert opinion from BMOs/ institutional 

representatives on cluster growth rates). Nayak committee norms (20% of the projected 

turnover as working capital funding requirement) will be considered.  
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2. Term loan credit: The sample survey data on “investments in plant and machinery” and 

“other fixed assets” and estimates of growth on data extrapolation from sample, and 

field consultations with stakeholders (estimates extrapolated also on the basis of expert 

opinion from BMOs/ institutional representatives on growth rates). 

Note: IIP data need not reflect true cluster level scenario nor may ASI data due to variations in 

cluster performance vis-à-vis state level or national scenario and also typical 

misrepresentation/under reporting in the case of reported data, affecting scope for meaningful 

extrapolation. 

In summary, the study will deploy the following methodology for estimation of supply of credit 

to the cluster: 

Working capital and term loan supply: A three-year trend on credit supply to the district 

MSME sector will be secured from the lead bank and related leading FIs, and an estimate 

on supply of credit to cluster firms made and projected (particularly on the basis of expert 

opinion from the lead bank and FIs consulted over primary study and BMOs/ institutional 

representatives). 
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Annexure 9: Chain Analysis (Pre-

Intervention) 

 

  

Retailers to Contractor / Builders

INR 1850 (Gross margin - INR 100 per sheet)

Wholesalers to Retailers

INR 1200 (Gross margin - INR 200 per sheet)

MSME to Wholesalers

INR 1,000 (Gross margin - INR 100.48 per pipe (1000 - 899.52) 

In house process: Cutting, bending, welding, grinding and drilling

INR 17.52 per pipe (including 2% wastage)

Procurement:  Raw material INR 75 per kg (including transportation charges)

Gross Value of Pipe- INR 882 (11.76 Kgs outsourced MI sheet @ INR 75 per kg)
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Annexure 10: Cluster Map 
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Annexure 11 Best practices in other 

Engineering & Fabrication clusters 

1. Operation of procurement networks/Raw Material Bank 

a) Case study of Trichy Engineering Cluster – Illustration on procurement network 

and other BDS leveraged by the association members 

The Trichy Engineering Cluster comprise of about 300 MSMEs who offer fabrication and 

machining services. The cluster employs over 15,000 people, both directly and indirectly. 

The cluster evolved in the mid-1960s, primarily to cater to ancillary work demand from BHEL 

and subsequently grew to cater to other firms and markets. The State Industrial Development 

Corporation of Tamil Nadu progressively established several industrial estates in the region 

complementing the growth of the cluster. 

The cluster association has been instrumental in the growth and development of the cluster 

through various proactive BDS linkages. Some of the notable contributions of the association 

are: 

▪ Introducing QMS in business operations and intervention on the high cost of energy 

and power front.  

▪ Member driven ISO 9000 certification, installation of inverters and energy audits were 

facilitated jointly optimising costs of related BDS provision.  

▪ Key Infrastructural gaps in terms of physical infrastructure is being progressively 

addressed by cluster firms. The cluster has also implemented a large infrastructural 

project in PPP mode under the Industrial Infrastructure Upgradation Scheme (IIUS) 

scheme of the Ministry of Commerce and Industries, Government of India. 

This cluster also serves as a regional model for private sector mutual partnerships for reaping 

scale economies on the procurement front. The SPV formed by the association member runs 

a Raw Material Bank which has a turnover of over INR 100 crore. Inputs and consumables like 

paint and welding rods are jointly sourced by cluster firms every year with effectively a 30 per 

cent reduction in related costs. 
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b) Case Study of Rajkot Engineering Association 

Rajkot Engineering Association (REA) is an association of about 1100 engineering MSME 

units in Rajkot.  

The association was formed in the year 1943 after the merger of Rajkot Manufacturers 

Association and Rajkot Engineering Association.  

Common Procurement Activities: The REA is involved in common procurement of coke, pig 

iron and auxiliary (steel scrap) for its foundry members. About 80% of the foundries avail and 

benefit from the common procurement services. The association also procures steel scrap 

and sell it to its members 

▪ Procurement Methodology:  

o Pig Iron: The association gets in touch directly with the manufacturers like 

KISCO (Kudremukh Iron and Steel Company Ltd.) or KIOCL (Kudremukh 

Iron Ore Company Ltd) at Mangalore. Cost reduction in procurement is 

achieved by directly delivering to consuming units from the sales depot. 

o Coke: Bulk purchase made from dealers who either import from China, or 

deal in domestic coke. The cost reduction in procurement is achieved in 

similar fashion as that of Pig Iron. 

o Scraps: Steel scraps are procured from KISCO in bulk, wherein 3-4 truck 

loads of scrap are moved daily from Mangalore plant to the buyer directly.  

▪ Savings Generated: Due to bulk procurement and significant size of order book, the 

association is able to negotiate substantially better procurement price from the 

manufacturer and supplier. The market price difference in Ahmedabad and Rajkot often 

ranges from INR 500-600 per tonne. Due to the sheer volumes it handles (about 80% 

of the total raw material requirement), it enjoys monopolistic position and at times sells 

pig iron at a price lower than the factory price. The profit generated at the end of each 

year is distributed amongst the members.  

2. Establishment and operation of Common Facility Centre (CFCs) as well 

Twinning with a range of other Business Development Service (BDS) providers 

a) Case study of Salem Steel Fabrication Cluster 

The agglomeration of firms in Salem constitutes 900 micro-sized steel product fabrication units 

and about 100 small-sized units. The total manpower employed by the cluster is about 25,000 

persons. The main market for cluster products is presently is the district and regional market. 

The fabrication firms cater to the equipment and fabrication needs of other user industries in 

the region ranging from chemical units to construction firms. A range of fabrication items from 

window grills and gates to laundry equipment is produced by firms. Despite the sustained 

turnover increase of the cluster over the last 5 years to amount to about INR 62.50 crore today, 
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profit margins of firms have fallen down from 15 per cent of sales revenue to barely 5 to 7 per 

cent in the case of M.S. sheet fabrication units. 

Cluster firms under the aegis of the dynamic cluster association Salem District Small Scale and 

Tiny Industries Association (SADISSTIA), which have been undertaking several joint-action 

initiatives. These included: leveraging assistance under the Credit Guarantee Trust Scheme for 

Micro and Small Enterprises (CGTMSE); registration drive with the Small Industries 

Development Corporation (SIDCO) and NSIC to tap institutional demand through tender 

marketing schemes; twinning the Urban Youth Employment Generation Programme (UYEGP) 

for encouraging start-ups in the S.S. segment; leading benchmarking and marketing 

delegations to China, Hong Kong, Singapore, Malaysia and Sri Lanka; regular conduct of 

Entrepreneurship Development Programmes (EDPs); export promotion seminars on stainless-

steel products; conduct of technology upgrading programmes on CNC equipment; and 

exposure visits to successful clusters (in Kochi, Gujarat and Chennai). 

Larger firms in other clusters like Chennai and Trichy can afford to individually invest in many 

necessary facilities. In fact, larger integrated units have capital-intensive stainless-steel pipe-

making, deep draw press, laser cutting and CNC shearing and folding equipment which is 

beyond the resource capabilities of micro and small-sized enterprises. 

The limitations that were experienced by cluster firms may be viewed in terms of: doubling in 

raw material, manpower and power costs in the last 5 years as against hardly 20-25 per cent 

increase in end product prices; customers and consumers from the district progressively directly 

approaching enterprises in other clusters like Bangalore, Trichy and Chennai to economise on 

their own costs and meet quality requirements; severe price and capital-intensive technology 

based competition; focus more on low value-added mild steel than S.S. based products; 

absence of primary pipe processing facilities; and limitation in tool room and testing lab facilities. 

These limitations led to cluster firms operating at less than 50 per cent capacity. In this context, 

firms have been assisted by the Ministry of MSME and the Government of Tamil Nadu under 

the MSE CDP scheme of the MoMSME to establish a common facility with investment of over 

INR 12 crore comprising: job-worked primary raw material pipe or rod processing equipment; 

job-worked deep draw press, laser cutting and punching and folding facility for quality value-

added product and component development; tool room facility; and quality finishing facility. 

This intervention led to establishment of Common Facility Centre (CFC) in the year 2017, 

ensuring sustainable employment opportunities for twenty-five thousand labour force in the 

cluster and competitive market orientation of cluster firms with competitiveness and quality in 

fabrication activity. 

3. Dynamic Industry Association 

a) Case study of CODISSIA (Coimbatore District Small Industries Association) 

CODISSIA is an ISO 9001-2015 organization, registered under the Tamil Nadu Societies 

Registration Act in 1969 as a Small Industries Association, is now one of the premier Industry 
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Associations for MSMEs in India.  It is the only District Level Association in the country to have 

signed a Memorandum of Understanding with Plant and Machinery Manufacturers Association 

/ Bavarian Section of West Germany - to work consistently in assisting the members to identify 

new technologies / promote joint ventures, technology transfers, send trade delegations etc. to 

foreign countries. It has the maximum number of MoUs with educational institutions. In Asia, it 

is first to aquire Business Member Organization (BMO) accreditation in India as a district level 

general BMO. Today, it has over 6000 members.  

 

 

Key initiatives of CODISSIA: 

▪ CODISSIA Defense Innovation and Atal Incubation Centre (CDIIC): The 

Honourable Minister for Defence, Government of India, Smt. Nirmala Sitharaman had 

announced a grant of INR 20 Crores ($ US 3 million) as Seed Money to CODISSIA, to 

start the Defence Innovation Centre. CDIIC is a not-for-profit Section 8 company 

established in January, 2019. It is supported by Atal Innovation Mission, NITI Aayog 

and Ministry of Defence.  CDIIC extends the needed support to start-ups in terms of 

incubation of their ideas through mentors and institutions, thereby helping them to 

graduate. This will be instrumental in developing many new entrepreneurs who in-turn 

would set up their own industries generating employment opportunities to many.  

▪ CODISSIA Industrial Park Limited (CIPL): CODISSIA has developed industrial parks 

at Moperipalayam and Kallapalayam, about 260 and 140 acres respectively – target of 

about 400 MSMEs.  These parks were inaugurated by the Chief Minister in 2019 and 

also received a grant of INR 10 crore from SIDCO. CIPL has signed an MoU with the 

Indian Green Building Council (IGBC) under the confederation of Indian Industry (CII) 

for developing parks in a green and sustainable manner. It comes under the IGBC 

Green Industrial City Rating. IGBC will support CIPL in designing and facilitating the 

green initiatives.  

▪ CODISSIA Intec Technology Centre is a trust with the objective to promote & create 

infrastructure facilities for conducting Trade Fairs, Industrial exhibitions, buyer-seller 

meets, seminars, Conventions, Conference etc. CODISSIA Intec Technology center 

manages all the events in the CODISSIA Complex. 

 

Key Mandates of CODISSIA: 
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4. Innovative Financing Instrument 

a) Case Study of Faridabad Engineering Cluster  

Scheme for Pre-approved loans from Cluster Association: Faridabad Small Industries 

Association (FSIA) comprises units who are micro and smaller sized. Apparently, the FSIA is 

amongst the largest association with about 1000 members. Cluster firms in Faridabad have 

been undertaking some interventions in a proactive fashion. MSMEs are often faced with 

situations when certain equipment need be acquired urgently, either because the supplier is 

offering a discount or because the acquisition is required to comply with a norm. Moreover, 

these enterprises need acquire a number of small-value equipment that aggregate to significant 

value through the year. Applying for loans to make these purchases is considered tedious and 

time-consuming with no certainty of sanction and disbursement. Hence, either unsecured loans 

are sourced at high interest or working capital credit is employed for the purpose of acquisition 

of such equipment. In order to overcome this challenge, SIDBI along with FSIA (a dominant 

industry association in the region) designed a scheme under which a collateral free line of credit 

up to INR 50 lakh is sanctioned to enterprises, which can avail this facility any time during the 

year, either in full or in parts, for purchasing equipment. 
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