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Concept of SMESs

*There is no universally accepted definition of SME since it is relative
and dynamic. Categorization is a function of

—Industry Profile

—Country Profile

—Time Frame

—Country’s Level of Development (to a large extent)
Criteria often adopted in the definition include

—Number of employees -

—Relative size of the busmess e

_“Initial capital outlay .

_Sales.volume

~—Financial strength

—Type of industry

—Independent ownership

-

-



§ow Import

 lineAREECRADIOTicsy
« Mostly labour intensive
* Prevalent in, maﬁufacturmg than In service
sector

 Informal relatlonshlp between employee and
employer

» Fusion of both ownershlp and management
INto one person-or individuals

. EX|st mainly 1n form of sole proprietorship
artnerships but Increasingly limited
|ab|I| ycompanles lately

* Use mainly local
content) 'y



Relevance

o Stimulation of indige repreneurshi

» Offer grater employme
invested fund ”

» Development of local techn
» Achieve industrial@ispersion
« Moderate rural-urban drift

» Mobilization of domestic savings

 Generate industrial linkages

 Production sectors serve as import substitution

* Provide good value chain for poverty alleviation
 Provide variety of choice for consumers -

* Provide training medium for local entrepreneurs




Problems of Raising Finance for SMEs

o Less attractivelﬂnstitutional Investors

- - ‘ - -
« Higher interest rategksil:hiem@grceived risks
- High costs of lendin (
» Lack of adequate collateralS
* Not gl | for capital market (can’t afford it)
- Inability to satisfy lending conditions
 Possibilit oan misapplication
 Poor loan repayment records
« Competition for funds with less risky sectors
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Wy Sources of Fun

N\ k.‘o‘ ™

* Personal Savings
» Retained Earnings
» Overdraft |

» Trade Cr‘e'

~+ Leasing

-

o ..




Factors Affecting Choice

 Length of the Project
 Pattern of Cashflow

» Risk Profile of the Project
« Cost of Finance
 EXxisting Shareholders

2 Exnstmg Assets

. eed for future Fi‘hanc- |
N . :




Attracting Attention of Financiers

* Prepare Good Business Plan

» Ensure adequate knowledgeable in the sector
» Be extremely transparent

 Prepare to dilute ownership

» Plan to produce marketable and qualitative
products/services

 Strengthen management with professionals
 Be receptive to ideas and changes

» Ensure proper book keeping

» Develop good marketing strategies

» Deploy modern technologies in production
 Develop good corporate plan




For SMEs,
. PrOjectIQ

~«Thi ed by an unemployed graduate
. The fund request is N1 billion

* The BP starts with ‘Dear Sir’

 All the management staff are unemployed

» You cannot identify the products or services
after reading Executive Summary






Do You Know that in U.S., SMESs

«Account for over 30.9 million business units

*Are basically funded by Small Business Admin
SBA with over $94.6 billion as at 2000

*Provide nearly 75% of net new jobs created
*Represent over 99.7% of all employers
Employ 50.1% of the private work force
*Provide 40.9% of private sales
«Account for 39.1% of jobs in high®r: ors
*Hire a larger proportion of emplo ™
*Represent 97% of all U.S. exporte
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