How the bank guidance matters? --

Issue
Drawing Power and funding to execute additional order

I was enjoying cash credit limit of Rs.10 lacs and had submitted stock statement
—-on 10® the month-- which disclosed the following data.

1 | Stock 4,00,000
2 | Debtors 4,00,000
3 | Gross Current Assets [1+2] 8,00,000
4 | Creditors for goods 6,00,000
5 | Net Current Assets [3-4] 2,00,000
6 | 25% margin / contribution 5*25% | 50,000
7 | Drawing Power [5-6] 1,50,000
8 | Cash credit utilization 50,000

At that point of time I received a big order, the details being as

under --

Order amount 12 lacs

. Delivery date —within 30 days from the date of receipt of order.

. Delayed delivery--Penalty of Rs.20,000/*-per day from the due date.
. Payment—by PDC of 30 days at the time of delivery of goods.

u-.huato:—

. Transport expenses to be fully reimbursed.

I had a gross margin of 30% and net margin was to be at least 15%.



I figured out as under:

1. Raw material required 8,00,000/*
2.

finished goods.
3. Required at least 5 days time to ensure proper packing and
delivery.

4. Effectively I had only 10 days time to take necessary steps.
So I had no alternative but to get the raw material as fast as I can.
| did not envisage any other problem except the funds requirement.

My material requirement to execute this order was 8,00,000/*. I met
different suppliers—some of whom offered me the best price along with
comfortable credit terms but expressed inability to supply immediately

and the minimum delivery period —quoted by such suppliers-- was 30 days.

I could meet one supplier who offered immediate delivery but
insisted on 50% advance and expected balance 50% within 15 days

from the date of receipt of the raw material.
In short, raw material supplier’s terms meant—arranging

1. 4,00,000/*-immediately and
2. 4,00,000/*-within next 15 days.

I then started thinking about the liquidity available to me at that

point of time.



