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ABSTRACT:-

India has a population of 1392 million. Around 63.4 million MSME units are spread geographically in the
country, MSME contributes around 6.11 percent of manufacturing GDP and services sector contributes 24.63
percent GDP share, production share of 33 percent, an export share of 45 percent, and 120 million people
employed by MSMEs, which are at the base of the supply chain pyramid. According to India Matters, more
than 20% of MSMEs are situated in rural regions, indicating that the MSME sector employs a considerable
number of rural workers in rural areas. Even However, small enterprises in India are greatly hampered by
inherent obstacles, such as a lack of access to capital, extended days of outstanding sales, and limited
technology usage. In India, no research has been conducted on the value of the supply chain to small
businesses in this context. This research aim is to uncover and investigate the potential of Indian micro, small,
and medium-sized enterprises (MSME) and how that potential might be effectively realized via financial aid.

Keywords: Supply Chain Financing, Micro Small and Medium Enterprises, Management.

INTRODUCTION

MSME is India's biggest business category. In 2017, they contributed 28.90 percent of the GDP. There are
about 63,05 million small and medium-sized enterprises (SMEs) in the United States (32,4 million in rural
areas and 30,9 million in metropolitan areas) that employ 110,9 million people, making them vital to the
nation's success. Small Business Categorization: Based on the number of personnel, investments, and sales,
every country has its own classification system. (2018-2019 Annual Report, Ministry of MSME, Government
of India) Exports will no longer be included in a company's total revenue under the new definition for India's
MSMEs, which was implemented on June 3, 2020, with effect on July 1, 2020, in an effort to revive the
country's economy, which had been slowed by the nation's lockdown to prevent the spread of the unique
""corona virus."

In rising economies like Numerous small and medium-sized enterprises (SMESs) contribute considerably to
India's gross domestic product (GDP). 21 percent of all businesses are manufacturers, while 79 percent are
service businesses. Even though many micro, small, and medium-sized enterprises (MSMEs) are still
unregistered and unorganized, this number is likely to be greater than previously estimated. Due to the fact
that MSMES are not subject to as much regulation and reporting, external credit rating, or risk assessment as
corporations, banks remain wary despite the government stimulus. Instead of relying on banks or other
financial institutions that demand considerable paperwork, appraisals, or other kinds of collateral,
microbusinesses are in need of immediate access to capital use alternative lenders.

Those in need of funds often resort to relatives, friends, or local moneylenders who are ready to provide rapid
loans with little or no paperwork. (www.ifc.org). ***
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Large and small businesses alike should be made more aware of supply chain financing's advantages. In
comparison to Western countries such as the United Kingdom, Italy, France, Germany, and Spain, supply
chain finance in the Indian sector has traditionally been lackluster. Therefore, Supply Chain Financing in the
United Kingdom provides an astounding $12 for every $100 of GDP. As a consequence of huge firms
employing the Prisoner's Dilemma to pay their suppliers late, Supply Chain Financing may minimize working
capital expenditures by up to 50 percent.

India has found success with enterprises and banks in recent years. deals, establishing precedents Maruti
Suzuki and Bank of Baroda have signed a dealer finance agreement. The underlying structure of the SCF,
which banks credit for the segment's low non-performing assets (NPASs), is a significant component in this
phenomenon. Mr.ManishSinha, Director of Dun & Bradstreet and (www.smeworld.asia) says that instead than
serving as a replacement for bank loans, supply chain finance complements this role. In India, corporations,
SMBs, the business community, and banks must all get training in supply chain finance. In recent years,
India's legal system, infrastructure, and technology have seen significant transformations.

In response to the RBI's TReDS guidelines, various Fintech companies have entered the market. The majority
of these companies are startups with little resources, therefore their development is modest. As soon as large
corporations start engaged, FinTech will undergo a radical transformation. Due to its focus on corporations
rather than individuals, financial technology (FinTech) is more significant than TReDS. Banks' interest in
Supply Chain Finance has increased over the last five years and will continue to rise in popularity and
quantity in the future.

STATEMENT OF THE PROBLEM

Maintaining a low Cash-to-Cash Cycle is a difficulty for both small and medium-sized businesses (SMBs) and
large companies (MSMES). The following formula may be used to estimate your company's creditworthiness:
CCC= (DSO+DII-DPO. lt is reasonable to believe that a firm with a Cash Conversion Cycle that is low or
negative would be able to satisfy its financial commitments on time.

A high or positive cash conversion cycle shows that an organization is unable to pay its own obligations. It is
feasible to have weekly supply chains even if your firm has a high days payable outstanding, provided that
your channel partners' working capital is used.

This is the current condition of things in countries like India. Small companies struggle to convert their sales
into cash as the supply chain lengthens the number of days their sales remain unpaid. In order to compete and
survive in an open account trade environment, small and medium-sized firms (SMEs) are obliged to prolong
their day’s sales outstanding. Credit periods for a business may vary from 30 to 90 days, with some even
reaching 120 days. D&B Publishers (2018, D&B). In addition to a large number of days with unpaid sales,
MSME would have difficulty borrowing finance due to their small size and lack of resources; commercial
banks in India cannot fulfill benchmark norms. Consequently, MSMEs have an uphill struggle to survive.
Understandably, they are also anxious about their credit score. In 2017, they contributed 28.90% of the
country's gross domestic product (GDP).

More than 110 million people are employed by the nation's 63,05 million MSMEs, which are vital to the
nation's economic health. India's fiscal year 2018-19 (Annual Report, Ministry of MSME). When it comes to
business operations, companies must depend on small and medium-sized firms (SMEs). The Indian
government has suggested many measures to aid small and medium-sized enterprises, including subsidies,
sovereign guarantees for MSMESs' loans, and specialized programs such as the MUDRA loan. Despite all of
these variables, the true need is for customers to support small and medium-sized enterprises (SMEs). Their
money is locked in the supply chain at every point, from purchase to delivery, preventing them from receiving
it. In a cash-to-cash cycle, the distributor/dealer receives payment from the supplier, the retailer receives
payment from the distributor/dealer, and the purchaser receives payment from all three parties. Due to the
evident challenges in the Indian trade, there was a gap in the literature: no one had examined how a company's
cash conversion cycles affect its performance.

Copyrights @Kalahari Journals Vol. 7 (Special Issue 5, June 2022)
International Journal of Mechanical Engineering
745



REVIEW OF LITERATURE

Numerous studies on supply chain finance have been conducted across the globe, but only a few have
concentrated on the Indian market and the relevance of supply chain financing for small businesses. We
studied a variety of e-published publications and regulatory requirements for this and other reasons. Following
is a list of papers that have been peer-reviewed.

Ashok Kumar Panigrahi(2013)"Cash Conversion Cycle and Firm Profitability: A Case Study of Indian
Cement Manufacturing Companies™ Company size and ratios are examples of governing factors that impact
cash conversion cycle. According to the research, an asset and equity return need not be positive if the cash
conversion cycle is negative. Before a corporation pays its payables, it might sell its inventory and collect its
receivables. There is no need for businesses to cut their inventories, receivables, or payables.

Harman Preet Singh, Virinder Kumar Sambher& Anurag Agarwal (2015), E-Supply Chains and
Channel Financing, the New Technology on the Rise The analysis indicates that supply chain finance
increases a company's return on investment and benefits small enterprises. For success, channel partners must
collaborate, according to the study. Integration of virtual platforms is an essential element of supply chain
financing.

International Finance Corporation (2018), The International Finance Corporation of the World Bank Group
assesses the loan requirements of India's small and medium-sized enterprises (SMEs). The World Bank Group
and Intell ecap worked on this project. Supply chain financing is crucial in India (SMEs).

Pallavi Vartak & Vishal Hotchandani (2019), From 2009 to 2018, the financial performance of fourteen
Bombay Stock Exchange-listed businesses were analyzed in the research "Working Capital Management and
Firm Performance-Evidence from Indian Listed Firms." The explanatory variables were analyzed. Utilizing
models of multiple regression and Pearson's correlation. This research discovered that reducing average
receivables, inventory turnover, and the time it takes to convert cash to cash may assist a company's
management in creating shareholder value.

LokeswariE(2019),According to a study titled "Efficiency Analysis of Working Capital Management,"
companies with negative cash conversion cycles generate more profits than those without. This is due to the
fact that negative cash conversion cycles provide higher returns on invested capital than positive cash
conversion cycles do”.

OBJECTIVES OF THESTUDY
1. Anunderstanding of India's supply chain finance development and regulatory framework.
2. Research and propose solutions to the problem of late payment collection in India's small businesses.

3. Aninvestigation into the impact of a company's cash conversion cycle on the company's financial
performance.

4. To investigate the importance of supply chain financing in India's small businesses.

HYPOTHESIS

The researcher employed two null hypotheses to examine the influence of the Supply chain finance's
importance is established by inspecting how well the anchor company's sales are doing and how much money
it makes.

HO:In Indian corporations, sales turnover is unaffected by the cash flowcycle.
H1:The cycle of cash management has little impact on the profitability of Indian corporations.

ScopeoftheStudy:

The majority of analyzed companies were those whose financial statements were published in journals such as
Annual Reports. The goal of this research is to utilize these indicators and data to define the scope of the
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target from Fiscal Years 2015 to 2020. The timeframe covered by the assumptions was further shortened to
encompass just fiscal years 2017 through 2019.

RESEARCH METHODOLOGY AND SAMPLING

Methodology: The current inquiry is based on exploratory research using both quantitative and qualitative
methodologies. The data for this study came from annual reports from chosen enterprises, the International
Finance Corporation, economic daily newspapers, and the MSMEwebsite.

Sample Design: Since Supply Chain Finance in India is still in its infancy, selecting corporations with a
market capitalization of more than Rs.3000 crore and organizations with negative and positive cash
conversion cycles is a difficult task.

Tools for analysis: Financial ratios, as well as analysis of variance and correlation, have been used
throughout thestudy.

L IMITATIONS OF STUDY

There are several problems with the study.This study isnotexemptfrom the constraints ofstatistical
methodologies. Reverse factoring, or "payable financing," is likewise covered under theFactoring Act 2011
under the larger term "factoring™ in the Indian context. Only a few commercial banks and a few fintech
companies are involved in channel financing, whereas supply chain financing is sparse. The data set is
currently only accessible in India due to a lack of cooperationand a lack of operators. As a consequence, our
study relies on material that has been culled from avarietyofsources,includingacademic
papers,books,andmagazines.

ANALYSIS AND DISCUSSION: Since Supply Chain Finance is still in its infancy in India, the study will
focus on both quantitative and qualitative analysis.

Small firms in India might benefit greatly from supply chain financing. Two sites in India wereidentified by
the researcher as potential sources of supply chain financing data. One is on DelayedPayments, and the other
is about our study of the cash conversion cycle of corporations and the effect it has on their financial
statements.

Days Sales:-Due to the absence of a supply chainfinance strategy in India, out standings are taking along time
to clear. Banking and financial institutions are lending, but the trading community is only partly supplied by-
products such as "reverse factoring” and "dealer financing".Out there, there's still a vast ocean of opportunity.
Section 20/21 of MSME Development Act, 2006 created MSME-SAMADHAAN,a state-level MSME
facilitation council. It's a computerized system for keeping track of payments to SMEs that havebeen delayed.
An estimated amount of Rs.13765.51 crore has been collected in unpaid invoices bysmall and medium-sized
enterprises (SMEs). With 20631 applications pending and a value 0fRs.6643.73 crore, supply chain financing
is clearly in demand. There are other customers from thepublic sector.

Table 1 MSME SAMADHAAN Delayed Payment Monitoring Portal applications submitted by small
and micro enterprises.

SN |RespondentName MSEs Applications | Application |[AmountPayable [DisposedAmo
submitted visible to disposed by |(Rs.In Cr).. unt(Rs.InCr)
P council 15day MSEFC
Applications. after Council
Central Ministries 642 265 40 313.85 16.83
2 |Central Department 1050 419 52 341.64 9.97
CentralPSU 3014 1107 195 2269.65 71.46
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4 RailwayZone 338 162 18 118.67 1.69
5 |RailwayDivision 291 148 17 53.37 0.73
6 |OrdnanceFactory 89 25 20 59.66 39.05
7 StateGovts. 4008 1262 244 2357.33 62.23
8 [StatePSUs 1349 527 93 1373.38 18.2
9 |MSMEUnit 3180 3462 242 432.54 51.85
10  (Individual 1955 527 138 166.13 9.31
11  |Proprietorship 8117 3462 563 1043.09 40.64
12 Others 22709 8885 1824 5236.2 320.51
GrandTotal 46742 18697 3446 1376.51 642.47

Source: MSME SAMADHAAN Delayed Payment Monitoring Portal (Fig as on 29th June
2020)(https://samadhaan.msme.gov.in)

There are a total of Rs.5236 crore owed by non-individuals, which are mostly companies, with justRs.320.51
crore paid. In addition, the federal and state governments play a significant role in theproblem of delayed
payments. Much earlier in the supply chain, before a disagreement temerged, this might have been resolved
via supply chain finance. Most MSMEs do not file complaints withfacilitation councils because they continue
to supply corporates despite their stress, which has aneffect on the supply chain,including the performance of
corporate buyers. However, there shouldbe many more MSMEs that do file complaints with facilitation
councils. They could have shortenedtheir cash-to-cash cycle in half and more than quadrupled their output if
they had employed supply chain finance. As of this writing, 18697 crores of unsettled debt may be seen in
Table 1. Due to thisissue, it is necessary to clarify India's business paradigm and to conduct research into the
issue ofcorporate buyers' delayed payments and its relevance to MSMES' cash conversion cycles company
performance, and the country's Gross Domestic Product contribution.

Cash Conversion Cycle (CCC): "Cash conversion cycle" is a reference to a commercial firm's capacity to
realize investment from acquiring completed items via transportation and sale, and then cash realisation."
Everything from purchasing raw materials to making sales is included in the cashconversion cycle. Unlike
income, this is not the same thing. The capacity to satisfy cash needs ormaintain liquidity in the system is
referred to as the cash conversion cycle, whereas revenue is theamount of money that is generated. High cash
conversion rates indicate thatthe business unit cannot satisfy its payment commitments on time or as
promised. Our researchfocused on the Cash Conversion Cycle of a few chosen firms in areas where MSME
dependency onthese corporations for supply is clear. For this project, we looked for manufacturers in a wide
range of sectors, including food, automotive, pharmaceutical, aviation, and communications.

Table-2 CashConversionCycle( Rupeesin Billion)

Tradepayableto CashConversion Sales Profit
Micro&Small Cycle(days)

Companies | 2017 2018 2019 2017 2018 2019 20172018 [2019 20172018 | 2019
ITC 0 0.29 054 69 54 96 550439.56 (452.2 102112.2 125
Hero 0 0 0 -8 -6 13 315.05336.24 [346.6 | 35.4637.22 | 33.9
Motors
Abbott | 0.03 | 0.06 | 0.12 36 56| 40 29.96 34.2437.91 | 2.76 4.01 4.5
RIL 242 | 1.83 | 2.29 2 11] -7| 2737.5 3135.333943 |314.3| 336.1] 352
Indigo 0.29 | 0.18 | 0.47 -8 -8 -11] 193.69 239.67298.2 |16.59| 22.42 1.56
Total 2.74 | 2.36 | 3.42 91 107] 131

Source:Compiledandcomputed fromAnnualReportsofrespectivecompaniesforvariousyears
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Table 2 These major firms are able to manage the cash conversion cycle with outstanding
paymentsbusinesses. The sample firms’ made payments to MSMEs in 2019 are 3.42billion INR,with an
average of 2. 84 billion INR during the last three years. This group of enterprises had a 2019 cash conversion
cycle of 131 days, compared to a three-year average of 109days.Using reverse factoring and dealer financing
from India's huge enterprises to MSME suppliers, Table 2 indicates that there is a lot of money to be earned in
supply chain finance. Thedata shows that Hero Motors does not have any payments to Micro and Small
Businesses since they actively participate in supply chain financing via Herofincorp, their NBFC partner.

Table-2 (a)
CashConversionCycle(days) Mean SX
Company 2017 2018 2019 2017 2018 2019
ITC 69 54 96 73.00 8.00 180.50 264.50
Hero -8 -6 13 -0.33 29.39 16.06 88.89
Abbott lab 36 56 40 44.00 32.00 72.00 8.00
RIL 2 11 -7 2.00 0.00 40.50 40.50
Indigo -8 -8 -11 -9.00 0.50 0.50 2.00
Table-2(b)
Sales Mean Sy
Company 2017 2018 2019 2017 2018 2019
ITC 550 439.56 452 480.59 2408.87 841.73 402.71
Hero 315.05 336.24 347 332.62 154.41 6.54 97.39
Abbott lab 29.96 34.24 37.9 34.04 8.31 0.02 7.50
RIL 27375 3135.3 3943 3272.02 | 142855.8 | 9342.08 | 225261.4
Indigo 193.69 239.67 298 243.86 1258.35 8.76 1477.14
Table-2(c)
(X-xM(Y-y) r Rsquared
Company | 2017 2018 2019 2017 2018 2019
ITC -138.82 | 389.79 | -326.37 -1 1 -1 1 1 1
Hero 67.364 | -10.247 | 93.044 1 -1 1 1 1 1
Abbott Lab | 16.307 1.22 -7.747 1 1 -1 1 1 1
RIL 0 -615.11 | -3020.5 # -1 -1 # 1 1
Indigo -25.08 -2.09 -54.35 -1 -1 -1 1 1

SourceCompilation and computation based on corporate annual reports
*Inter Globe Aviation Ltd shortly referred as Indigo
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Tables-2 (a), (b), and (c) illustrate that the firm has a lack of connection between two variables or a strong
one, and that this varies with time, generating a cross correlation between the time series. TheR squared value
is one for all of the years in the corporate sample. This proves that the sample picked is a "Good Fit" and
reflects the whole of the universe. Thus, the researcher discovers that theCash Conversion Cycle has a direct
influence on Indian business sales, thus rejecting HypothesisHO.

Table -2 (d)
Sales Sy
Company 2018 2019 Mean 2017 2018 2019
ITC 112.23 125 112.96 60.02 0.26 68.25
Hero 37.22 33.9 3551 0.00 1.46 1.38
Motors
Abbott 4.01 4.5 3.76 0.50 0.03 0.28
RIL 336.12 352 334.00 195.03 2.25 155.41
Indigo 22.42 1.56 13.52 4.70 39.58 71.56
Table--2 (e)
(X-x)(Y1-yl) r Rsquared
Company | 2017 2018 2019 2017 2018 2019
ITC 2191 6.90 134.36 1 1 1 1 1 1
Hero 0.192 -4.85 -11.07 1 -1 -1 1 1 1
Motors
Abbott 3.99 1.52 -1.49 1 1 -1 1 1 1
RIL 0 9.54 -79.34 # 1 -1 1 1 1
Indigo 1.53 4.45 11.96 1 1 1 1 1 1

Tables 2 (d) and (e) to demonstrate that the firm has a negative or positive correlation between thevariables,
and that the correlation varies over time, leading to a cross correlation. The sample corporate's r squared value
is always one. This proves that the sample picked is a "Good Fit" andreflects the whole of the universe.
Because Hypothesis H1 is invalidated, we can now say that the Cash Conversion Cycle has an effect on Indian
companies 'profit margins.

CONCLUSION

To make the most efficient use of their working capital, companies in India exploit the potential ofsmall
businesses by delaying payments. This causes the supply chain's cash conversion cycle toswell, resulting in
under performance for all parties involved, including the company. Corporationstake advantage of small
businesses not because they are hesitant to pay, but rather because they want to extract the most value for their
money possible out of their transactions with them. There will be a multiplier impact on all stakeholders'
performance if the supply chain is funded by a third party such as lending institutions.

As a result, wefind that major impact on the cash flow is the financial performance ofbusinesses. That's good
news for supply chain financing. According to data from the Department ofMSME's Facilitation Centers, we
believe that India's Small Business Enterprises have a lot ofpotential. Stakeholder education and training is
critical in Supply Chain Finance in the perspectiveof the experts, according to this poll. Further study can be
done to enhance our results since it can only extract limited data
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