SMEs  -  TIT-BITS
Worldwide, the micro and small enterprises (MSEs) have been accepted as the engine of economic growth and for promoting equitable development. In India too, the MSEs play a pivotal role in the overall industrial economy of the country. It is estimated that in terms of value, the sector accounts for about 39% of the manufacturing output and around 33% of the total export of the country.
The abbreviation SME occurs commonly in the European Union and in international organizations, such as the World Bank, the United Nations and the WTO. The term small and medium-sized businesses or SMBs is predominantly used in the USA.    Classification of units into Micro, Small and Medium  sector is done by Government of India based on investment in plant and machinery .  Other contires use differendt definintions, including number of employees and gross turnover.

In accordance with the provision of Micro, Small & Medium Enterprises Development (MSMED) Act, 2006 the Micro, Small and Medium Enterprises   (MSME) are classified in two Classes:
  
	Manufacturing Sector 

	    Enterprises
	 Investment in plant & machinery

	    Micro Enterprises
	 Does not exceed twenty five lakh rupees

	    Small Enterprises
	 More than twenty five lakh rupees but does not exceed five crore rupees 

	    Medium Enterprises
	 More than five crore rupees but does not exceed ten  crore rupees

	Service Sector 

	    Enterprises
	 Investment in equipments

	    Micro Enterprises
	 Does not exceed ten lakh rupees:

	    Small Enterprises
	 More than  ten lakh rupees but does not exceed two crore rupees

	    Medium Enterprises
	 More than two crore rupees but does not exceed five core rupees


SME Sector involves different types of organizations with varying constitutions like proprietary concerns, partnership firms, private limited companies, public limited companies.  

If we try to look from a different way, small and medium ventures are mostly located in clusters engaged in similar activity, for example, textile producers at Tirupur or  Ludhiana.  There ar clusters of  SMEs around a large industry for example auto clusters in Pune or Delhi.  Then there are many SMEs who are directly linked to an organization  either as subsidiary / joint-venture/offshore manufacturer or as a sole / main supplier, etc.
Section 8 of the MSMED Act, 2006  stipulates that  - 
- 
Any person who intends to establish a micro or small enterprise, at his discretion; or a medium enterprise engaged in providing or rendering of services may, at his discretion or a medium enterprise engaged in the manufacture or production of goods shall file the Memorandum of  Micro, Small or as the case may be, of Medium Enterprise with District Industries Centre of its area. 

-
The form of Memorandum is in two parts.  Part 1 of the Entrepreneurs Memorandum has to be filed initially before commencement of the project.   Once the above enterprises start production or start providing or rendering services, they should file Part II of the Entrepreneurs Memorandum to District Industries Centre.
-
In case of non-filing of Part II of the Entrepreneurs Memorandum within two years of the filing of Part I, the Memorandum (Part I) filed by the entrepreneur will become invalid. 
The factor to be considered here is that even units which are registered and holding erstwhile SSI certificate are required to file the Memorandum to enable them to  avail the benefits under the MSMED Act, 2006. 
According to MSMED Act, large companies that source products or services from small enterprises have to pay them within 45 days.   The Government has initiated step to discourage delayed payment to MSEs and in this respect  two effective measures provided under the provisions of said Act are - (i) Requirement to specify unpaid amount with interest in the annual statement of accounts (under Section 22) and (ii) Interest not to be allowed as deduction from income” under Income-Tax Act, 1961(under Section 23).

Following is  the compilation of  challenges  and  management techniques/ strategies  for SMEs  to be adopted , more importantly in times of  Economic slowdown.

Challenges Faced by the SME Sector
* Lack of adequate Management training and bandwidth amongst promoters of such units resulting in lack of:

 - Non-availability of Business plan leading to ad hoc decision making

- Lack of Business & Financial discipline

- Lack of Forward planning resulting in unforeseen situations

- Lack of inadequate internal systems

* Terms dictated by the large Corporate on whom the SMEs depend

* Lack of technological advancement/ updation. 
* Sketchy data on the financial position. Insufficient/ lack of comparative data

* Reluctance to change the way of functioning especially in family run concerns.  
* Lack of awareness of IPRs and legal issues (IPRs / Patents / Copyrights /Registrations) in these units. 

*  Inability to attract & retain highly trained manpower.
Efficiency, Effectiveness and Productivity are the mantra for the survival and growth of the enterprise.  Some of the  topics /strategies   of importance in  this line are compiled  below :-
Productivity of material

At the design stage:

· Ensure least consumption of material,

· Purchase equipments and plants such that consumption of material is economical.

At the operation stage: 

· Use of correct process

· Right use of the process

· Operator training

· Proper handling and storage of products at all stages

· Proper packaging to reduce damage in transit

The 5S system is a Japanese system on practical housekeeping technique and involves five pillars:

	Japanese Word
	English Translation
	Description

	SEIRI
	Sort
	An ACTION to sort the items and classify them as to whether they are needed or unneeded. The unneeded items are discarded, eliminated or disposed while the needed items are managed and stored properly.

	SEITON
	Systematize
	An ACTION to put each needed item in their proper location and making sure that it is in good order. This involves the use of labels, signages, storage and record keeping systems to make the storage and retrieval of these items easier.

	SEISO
	Sweep
	An ACTION to clean your workplace thoroughly making sure that it is neat and tidy.

	SEIKETSU
	Sanitize
	A CONDITION where high standard of good housekeeping is maintained so that there is no dust and rust anywhere and that the employees are committed to the first 3S's.

	SHITSUKE
	Shitsuke
	A CONDITION where all members practice the above 4S's spontaneously and willingly as a way of life and has become a company culture.


 

Making fixed costs variable can be applied for a lot of aspects. For Manpower, take help of freelancers, and consultants to do work which is not your own core area. You will not only save on monthly fixed costs but you will be able to access good talent which otherwise may not join you. Today in a flat world you can outsource anywhere. So look for specialists, something which looks complex to you is easy for them and what you save in terms of time and loss of focus, justifies even paying a premium.
In uncertain times, what matters is how much steam you have ,to take you past the choppy times, cash in hand is the key. Interestingly the habits you develop in the bad times make you that much more profitable in the good times. 
One of the keys to running a successful small business is learning to control costs. Left unattended, even the smallest expenses can quickly add up and cut into profits and your business' overall economic health without moving your business forward. Many small business owners know where money comes in from, but are not as clear where it goes. This can have a significant impact on your business' cash flow. It's important to review your expenses regularly -- every month  if possible -- so you can accurately manage your outgoing expenditures, and look for ways to save.

Basic rules apply to all types of expenditures:

Comparison shop for the best buys 

You can do this in all phases of your business, from pens and other office supplies, to your insurance costs.

Evaluate your contracts and your suppliers regularly 

Every time you pay an invoice or write out a check, ask yourself when was the last time you shopped around for a better price.

Don't be afraid to negotiate 

Don't just do this when a new contract comes up. You can also negotiate with current suppliers who want to keep your business.

Take advantage of discounts 

Professional and trade associations often offer their members discounts on insurance, travel, shipping, and other common expenses. 

ERP as a business application does deserve a special mention. The main problem faced by S.M.E.'S when it comes to ERP is that their requirement is limited while the product offered exceeds their specifications in all ways (including the costs).The gap between these two needs to be analyzed by the companies and SME's. It is not possible for the software vendor to bring down their standards for the sake of the firm neither is it feasible for the later to upgrade for the sake of the former. A balance should be stricken between the two. The company and the vendor should sit together and analyze the pros and cons of every possibility to match their requirements. Both of them should make compromises as and where possible. These adjustments even though may seem to be smaller will have greater impact when it comes to the structuring of software programs. 
The most crucial factor in the whole system of ERP is the implementation aspect. The implementation phase has the ability to cast the spell on ERP'S fortune.  The success of an ERP Implementation lies in quicker processes and hence training and the speed at which the quintessence of training is received decides its worth and value. Above all one has to clearly understand "What is Enterprise resource Planning"? and then implement it.
Inventory Control systems should be  designed to monitor the levels of inventory and to design systems and procedures for effective inventory management. In establishing systems to manage inventory, there are two important decision areas – (1) classification of inventories and (2) accuracy of inventory records.

The inventory control strategies include the following:

•  ABC Analysis – this is a technique that classifies the company's inventories according to three classifications on the basis of annual value .

The annual value  is computed as follows:

AV = annual demand of each inventory item x cost per unit

On the basis of the AV, the inventory items may be classified as follows:

	Classification
	Description

	Class A
	The AV is high normally representing about 15% of your total inventory items but account for about 75 – 80% of the total inventory costs.

	Class B
	The AV is moderately high representing about 30% of items but 15 – 25% of value.

	Class C
	The AV is low representing about 55% of items but only 5% of value.


This classification implies that Class A items should have stricter physical inventory control measures, more accurate forecasting, and should have more supplier involvement.

Cycle Counting

Cycle counting involves a continuing audit of inventory items. This utilizes the classification of inventory items from the ABC analysis. There are three important procedures in cycle counting:

•  Count the inventory items.

•  Verify the records.

•  Document the inaccuracies.

•  Trace the causes of the inaccuracies.

•  Take remedial actions.

The cycle counting is done on a regular but unannounced basis. The frequency of cycle counting depends on the classification of the inventory items.
Accounting information plays a vital role in the growth of an organization. Financial accounting focuses on  balance sheet and the profit and loss statement.   The financial accounting  meets the requirement of external (statutory or legal) accounting.    
Management accounting/ cost accounting   helps in monitoring the relations between the planned value movements and the actual values achieved in the respective accounting period. Management accounting provides information to all kinds of management of the relationships between planned and actual data in such a way as to make this information immediately intelligible and preferably indicative of the options for future activities.
Financial accounting is adopted in all the Organisations as the same is a legal requirement.  The concern in financial accounting is that  SMEs doesn’t give the required importance and considers the same as an periodic  ritual.   Management accounting & cost accounting  is yet to find its  place in most of the  SMEs and thus loosing a vital tool for decision making by the management.  Integrated real-time bookkeeping will ensure that the data is available for processing in all areas at once by automatically recording  cost accounting transactions in the General Ledger and its sub-ledgers.
Accurate and timely accounting information was found to be particularly relevant to growth oriented SMEs that rely on increased profitability to finance business devolvement strategies.

Following strategies will be helpful at times of economic slowdown. 

Concentrate on what you can control. It’s a simple piece of advice that works. For instance, if you can’t control the rising cost of raw materials, put your energy into what you can control, like improving upon and delivering the best customer service or product quality for the prices you’re forced to set. And remember to get clear on what you can and cannot control, so you’re not misdirecting your time, energy and resources.
Hold regular team meetings. Gather your team and set up weekly meetings to discuss and report upon your company’s Vital Factors. Keep these meetings concise and focused, and they’ll keep your team members focused as well. In addition, regular meetings will give you the opportunity to hold each person accountable for his or her part in your company’s success.
Have a “Plan B.” When hard times hit, do you have a strategy for cutting expenses by 10 percent? If not, you need one, because that’s the fastest way to impact your cash flow and bottom line. Cut the waste — or the fat — that your company developed during high growth periods, and you should notice an immediate improvement. 
Step up your leadership skills. During an economic downturn, or any period of crisis, your actions and emotions set a tone. If you’re in a panic, that fear will be reflected and manifest in your business somehow, someway. So keep cool and be the calm in the storm, setting a good example for your team. This courageous leadership keeps fear and worry out of the workplace, and enables you to help “overwhelmed” team members understand their priorities better.

Be open and ready to “reinvent yourself.” Always a long-term business strategy for any successful company, it’s a card that sometimes gets played during tough economic times. However, remember that if you dabble in a different market or diversify products or services, you will need to define new Vital Factors for that fresh direction, implement them, and then measure these indicators of your business’ health. With the right Vital Factors, you can determine how effective you are in reinventing yourself, managing this new challenge through the downturn and beyond.

-  Compiled by  T.K. Jaganathan - Management Consultant
