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EXECUTIVE SUMMARY
The Context

This “Diagnostic Study” (DS) broadly identifies apdoritises areas of intervention to
develop a vibrant, sustainable, and self-sustaimragket for Business Development
Services (BDS) in the leather and leather prodelatster of Chenndi.

This study a) presents an overview of the Globdl Idational circumstance vis-a-vis the
leather and leather products sector; b) profiles @Gmennai cluster; c) encapsulates the
circumstance and dynamics of the existing BDS mntarked d) unfolds the scope and
mandate of necessary interventions for catalysiog/th of a sustainable market for BDS
in a manner as to help the cluster convert exisioghparative Advantage in terms of
various factor conditions into sustainable CompetiAdvantage, with a thrust aost /
productivity, compliance, and market-access related advantage.

The methodology adopted in the study included stred (particularly with regard to the
tables presented in the text of this document) el ag informal interaction with firms,

public and private BDS providers, and BDS facibtat Business Management
Organisations (BMOs), that is, industry association

The Global Scenario

Comparative Advantages in terms of factor cond#isnch as raw material availability
and low labour cost, coupled with environmental siderations have contributed to a
shift in the processing segment of leather sectuers chains towards Developing
Countries and NICS Global import of leather and leather productsl(iding non-
leather footwear) amounted to a total of USD 11@blton by 2006. The major global
exporters are China, Italy, India, Brazil, Indormespain, Korea, and Vietnam.

Other than some EU countries like Italy and Spaiost European countries serve as
final export destinations. In addition, key custosnas well as consumer categories in the
global value chain of leather and leather prodactslocated in the USA, Australia, and
Japan. Progressively, Hong Kong/China are alselgtgbal importers of semi-finished
and finished leather- for value addition and expdmt recent years India has been
accounting for about 2.5-3 per cent of global tfaded Brazil about 3.5 per cent. China
accounts for over 22 per cent, Italy 16 per centy omania, Republic of Korea,
Indonesia and Taiwan between 1.5 - 2.5 per cert.'e@hina, Vietnam, Indonesia and
Thailand’s growth in the sector is also ascribedhiust on footwear, mainly due to
facilitation of Foreign Direct Investment (FDI) addint Ventures (J.V.s).

Pakistan is an emerging and rapidly-growing contgein this segment. China’s exports
grew by 8 per cent particularly in the travel gadusndbags, wallets (HS: 4202) segment
alone- slightly higher than Indian trends at thte &f 6.8 per cent over the same petfiod.



India has also reflected the global recessionayds in recent months. Currently, both
production and export orders are believed to beedsmng drastically. The “precarious”
position of the sector is reflected in the Indexlmdustrial Production for Dec. 2008
wherein industry’s production output has grown aryaarly basis by -2 per cent in Dec.
2008, and the leather sector recorded amongstatigedt sectoral decline of -11.4 per
cent

National Scenario

The annual exports of the sector from India is oRer 14, 913 crore (about USD 3
billion). Production of leather and leather produict India is estimated at over USD 6
billion. The sector employs 2.5 million persons.eTleountry has an indigenous
technology base with design capabilitiésThis sector is also among the top export
earners of the country. While the export basket prsas footwear and components,
goods, garments, saddlery and harness, and al@héih leather, domestic market
oriented products include footwear and assortethéeaoods.

The trends towards value addition progressed asrtivo decades. The export basket
today comprises only finished leather and produstsegulatory condition, that is, a ban
on export of semi-finished leather has also pregellalue-added growth since the mid-
80s.

The skewed structure of the industry in India, vibwards a largely unorganized and
small enterprise segment is by virtue of the ergempolicy of reservation - of bulk of

this industrial sector for the small-scale sect®maller size of operations and also
various limitations on FDI policy in terms of equiéand repatriation norms had (in the
past) limited FDI and JV’s. This was even while 8BHast Asian countries including

China facilitated rapid relocation of industry frodeveloped countries. This stunted
growth trends vis-a-vis potential. Subsequentlywdner, in India, export based
incentives were provided to industry and investmantms liberalized, catalyzing

growth.

Firms in the sector are concentrated in cluster§amil Nadu, U.P., West Bengal,
Punjab, Delhi, and neighbouring areas. These chisi@ve distinct features. Agra is, for
instance, a leather products cluster, while Kar(pke Chennai) is a leather as well as
leather products cluster. In terms of geographamilerage of value activities, while
tanning is broadly distributed among Tamil Nadu-@bper cent), Kanpur (12-15 per
cent), Kolkata (18-20 per cent), and Jalandhar (7 cent), the footwear industry is
concentrated in the clusters of Agra, Kanpur, NeelhDand surrounding areas of
Haryana and UP, Chennai, Ambur, and Ranipet. Leat,ydespite weak trends amongst
competitors, the product category of specific ratee to the Chennai cluster, that is,
footwear with leather uppers (HS: 6403) had reatrtigh positive growth rat€sAs a
matter of fact, India experienced the highest gholevels of 16.8 per cent even in the
case of leather apparels and accessories (HS. ,4288¢ China and Italy experienced
negative growth rates.



Profile of the Chennai cluster

Chennai including nearby districts in the StateTafmil Nadu account for about 36 per
cent of the Indian leather industry’s total exports.oib650 tanneries are located in the
state and about 6 per cent of the world supplyimtlied leather is manufactured in
Tamil Nadu. The clusters in Tamil Nadu are largelyated in Chennai and in nearby
districts; for example, Ambur, Ranipet, Vaniambdaaichy, Erode and Dindigul.

The cluster in Chennai region in Tamil Nadu hasesslvadvantages over other leading
clusters such as Kanpur and Agra in terms of caemraccess to large (also imported)
raw material and tannery base, and port facilitidse presence of headquarters of lead
support institutions, relatively more dynamic Busia Management Organisations
(BMOs), and also initiatives by the lead firms haatalyzed FDI and international J.V.
linkages facilitating technology and knowledge $fans from abroad. Constant
upgradation of Common Effluent Treatment Plants {B&) is also underway. Notably,
clusters in Tamil Nadu have been under intensespresfor increasing compliance
levels.

About Rs. 5385 crore (about USD 1.1 billi8mvorth of leather and leather products
produced in Tamil Nadu is exported through Chenfde Chennai cluster alone
contributes to about a fifth of this estimate oeoRs. 1000 crore in terms of exports,
while it produces a total of about Rs. 2000 crooetivof leather and leather products.

The sector in Tamil Nadu as a whole is perceiveditectly provide employment to at
least about 1,70,000 persdfisThe tanning segment provides employment to about
15,000 persons in Chennai (Tamil Nadu as a whotautald0,000); and the product
manufacturing segment (largely footwear and compt®)eto about 25,000 persons
(100,000 in Tamil Nadu).

The overall annual export turnover of the sectorthe country is pegged at about
Rs.14,913 crore (about USD 3 billion), and the ahmroduction of leather & leather
products in India is about USD 6 billion. Produatio Tamil Nadu (Chennai and nearby
clusters contributes to about 36 per cent (abouD ZSbillion or Rs. 10,000 crore).
Exports from India have grown at a CAGR of abo#t 8er cent in the last five yeafs.
The table following provides a summary profile loé tcluster at Chennai.

A statistical table is given as Tabulation B in Arare — .

Core or Principal Cluster Actors

A study of the export basket of Chennai indicatest tabout 32 per cent of export
composition comprises finished leather. Footweat fmotwear components contribute
for 52 per cent of total exports. Leather goods gagnents together account for hardly
about 14 per cent (see Annexure 1).

The enterprise stakeholders may be visualized| s



Enterprise stake-holders |« The cluster has about 150 MSME tanneries in operafihe cluster has
(principal/core and support | about 300 SME product manufacturing firm of whidsoat 50 are in shoes
firms) and the rest largely into goods and garments. Thszealso 700 tiny firms
largely into goods and components. The cluster hl® 4 large integrated

product manufacturing firms involved in productiactivities.

* In terms of supplier firms, there are 5 large manturers and suppliers pf
chemicals in the cluster, 10 SME manufacturers sungbliers. It also has
about 45 component suppliers of which about 15l®@ into manufacturing

In this cluster, tanneries are involved in makimgnsfinished and finished leath€.
Tanneries either have individual ETPs or are coteteto CETPs. There are 2 CETPs in
Chennai (and 14 in Tamil Nadu and also over 13viddal ETPs). Four large integrated
tanneries are located in Chennai alone. The langegrated firms have group turnover in
the range of Rs. 80 crore - over Rs. 500 crore.

Some tanneries process raw hide and skin up tdlwetstage while others process wet-
blue to finished leather. Finished leather is diyeexported and the remaining is value-
added for export by product manufacturing unitthmcluster, besides being sent to other
centres in India. Procurement of hides and skifram slaughter houses in Chennai,
carcass recovery centres established by the CLRI, feom traders across the state.
Larger firms import basic raw material. Other irgpstich as machinery and equipment,
chemicals and packaging material are sourced througnufacturers and traders in the
cluster.

Product manufacturing firms are more into men’seshthan safety footwear (unlike
clusters such as Kanpur). The typical value perggiorted ranges between 10-30 USD.
Chennai based large integrated firms are mosttyfootwear (e.g., K.H. Group, Forward
Leather, Farida Group); some into goods - e.g., M\bmas and Co. SME and tiny
product manufacturers procure inputs from tannenié¢se region.

Many SMEs also have hides and skin processed éatitvér on job work basis in small
tanneries. The tanneries secure their raw matbrs and skin from hide merchants/
commission agents and slaughter houses in and drthe cluster. Some specific
varieties of cows and bovine hides and skin areome directly and through importers.

Overview of the BDS market

The BDS market for operational BDS in terms of teotaand audit, finance (access to
conventional institutional credit), legal servicedated to labour (through BMOS) is

relatively strong and well established. Furthememecessary but more strategic BDS
related to technology transfer, design, testing] akill up gradation are utilised by

industry, but these are in-effect subsidised sesvithrough government support
institutions. A culture of dependency and availsupsidised and free services prevail
particularly amongst smaller firms. Some serviaes embedded in terms of inputs by
machinery and dyes and chemicals suppliers.



The supply side in terms of various operational atrdtegic BDS is also strong in a
developed metropolis like Chennai where servicevidess have a wide-array of
demanding firms across different sectors to provigdeny necessary generic services. A
gamut of specialised institutions is also preseet th the high critical-mass of the cluster
in Chennai.

The supply side in terms of various strategic BDS the area of procurement,
productivity (ERP' and lean manufacturing), QM$, and socio-environment
certification, energy/power, business planning |go aelatively strong, but is typically
availed of only by a few large firms in the cluster

In the context of the BDS market development indhuster, constraints may be viewed
more in terms of scalar typologies of firms andduarosalue-chain activities, that is,
tanning and product manufacturing respectivelysTifiparticularly because constraints
as well as BDS needs vary according to productgoaies. Also, many of the medium
and large firms are integrated and produce a mpraducts.

There also prevails a lack of awareness (partigumnongst SMEs) on the efficacy of
using such services. Also, SMEs are not consolibist@ manner as to jointly avail some
services in a more cost-effective manner. Many BM®she cluster, however, offer
services beyond advocacy, indicating scope for ttalving into more BDS canalizing
and facilitating platforms.

In spite of the presence of a large number of ptos@ government institutions, linkages
with industry have scope for improvement. Dependemn such institutions for
subsidised provision of services has also resttithe inclination towards paying for
related BDS.

In the absence of a more detailed market assessmehis DS, precise demand of BDS
has not been quantified but assessment of serbiees used and its usage level and
services in demand (not adequately met by exi®D§ providers) have been considered
vis-a-vis different broad value-chain activitiesdlanterprise scalar-typologies.

To evaluate demand as well as map the supply sateices have been grouped broadly
into several specific categories:

Environmental compliance (e.g., services addressists | Procurement (e.g., services vis-a-vis optimg
of compliance -power and energy, cleaner production | National and global sourcing along the valu

—~ (U

technologies) chain, appropriate instruments, procuremen
warehousing services)

Skill development and training (e.g., design, sHopr Technology upgradation (e.g., disseminatiop,

operator training, result-oriented entrepreneurship services vis-a-vis evolving and establishing

development training joint/common facilities on a PPP mode,
infrastructure-display facilities)

Productivity (e.g., ERP, MIS, lean manufacturing) arlket access and “brand” promotion (e.g.,

services related to market warehousing
abroad, consortia marketing)

Finance (e.g., access to appropriate and non‘aaset Infrastructure (e.qg., industrial and social-
but business viability/plan based collateral-free infrastructure)




institutional credit, foreign-equity/venture capjtgroup-
financing instruments for micro players)

Socio-environmental certification (e.g., SA 80080l Advocacy (e.g., more appropriate orientation
14000) of/effective synergies with PPP options,
advocacy in terms of appropriate orientation
of duty-drawback rates)

These services are more strategic and have dinflaence on the performance and
competitiveness of firms.

Evolving sustainable competitive advantage, and stegic growth
trajectory of the Chennai cluster

The leather and leather products cluster of Chemaiosely integrated with global
value-chains. Global cost and compliance relatedpatitiveness is the key particularly
in the context of the relatively high-value prodsiddomestic demand, but for footwear,
is not significant. In addition, by virtue of firmaperating on the higher-end of the value
chain, issues such as compliance in the socio-@mwiental context assumes utmost
significance. Evidently, global competition exibtsth in the premium-segment as well as
the low-end segment.

The competing economies in the sector range fromaCHtaly, and Brazil to Vietnam
and Romania. Chennai could spear-head growth ire’sg@jlobal market-share from
prevailing low levels of hardly 2.5 per cent ovhetlast decade. The inter-ministerial
group of the DIPP has identified several criticdhaltenges while envisaging
interventions in the I plan period: compliance to environmental normsgideruate
capacity; availability of raw material; meagre flosf investment even FD!'; and
infrastructure gaps. Such constraints are alsoifsg@ly addressed over the envisaged
scope of interventions elucidated in this DS.

In addition to these identified constraints thag eather generic across clusters in India,

there are several specific constraints and inteéimeary options to enhance competitive
advantage in the context of stakeholders in thstetuat Chennai through inducing new
and appropriate BDS providers, instruments/seryiesswell as developing relevant
markets.

Tanning: In the tanning segment, constraints in terms @iflleng BDS for the optimal
sourcing of consumables like dyes, and to an exdkemicals, as well as raw material
(hides and skin) are evident. Constraints on tleeyement front are apparent in terms
of absence of warehousing options in Chennai.

Further, many micro and small tanners experiencestcaints with regard to access to
institutional finance to secure inputs, e.g. wogkoapital to procure raw hides and skin
or finance for unit upgradation. Many of them, #fere, remain as jobbers to larger
firms. Upgrading plans are also constrained.



An important emerging constraint is seen in theoampetitive operation of Reverse
Osmosis (R.O.) or Zero Liquid Discharge (ZLD) pkntpon implementation of
Common Effluent Treatment Plants (CETPFS)The cost of operating the R.O. plant (or
ZLD-CETP) in Pallavaram by the Pallavaram Tannadustrial Effluent Treatment Co.
(PTIET) alone could impose a burden to the extémt-5 per cent of the annual cost of
production (or 40 per cent of profits) of microsmall jobbers. The cluster entrepreneurs
are yet to explore BDS options in terms of altaugatsources of energy to fuel the
power-intensive individual ZLD-ETPs or ZLD-CETP pta.

Further, gaps are evident in SMEs vis-a-vis lamgening units in terms of adopting
Management Information Systems (MIS) to monitor amchtrol processes along the
intra-firm value chain and enhance productivitymitations are also evident in terms of
adoption of Cleaner Production Technologies as aslbther technologies of the Central
Leather Research Institute (CLRI) by MSME tanné@teng a similar vein, many quality
as well as productivity enhancing technologies agdipment offered by machinery and
equipment suppliers (such as vacuum drying) areormbythe reach of MSE tanners.
Largely, MSE tanners are yet to avail of neces8&$ and explore joint-action in terms
of establishing such facilities on a PPP mode.

Thus gaps in the procurement function, accesseiditcin terms of appropriate financing
instruments, high costs of environmental compliameadequate emphasis on adoption
of Cleaner Production Technologies, and inadequateductivity and technology
upgrading initiatives are evident constraints the¢d to be addressed by strategic BDS
linkages and initiatives. Markets for BDS are adedy affected more by the lack of
awareness from the demand side rather than cagmpty/on the supply side.

Product manufacturing (footwear and components, and issues with
goods/garments):

Constraints and pressure-points in this segmerg\adent in terms of limitations by way
of access to credit by micro-jobbers (sub-contragtas well as SMEs seeking working
capital and growth funds; access to constant warshg options in markets abroad to
secure entry and offer required volume supply tparters.

There is also inadequate information on indigenowshinery and technology, scant
thrust on IPR* (particularly patents, trademark related) initia, and limitations
(particularly, on the part of SMES) in pursuing guotivity enhancing measures (lean
manufacturing processes and ERP in business).

In addition, gaps also prevail in terms of develepitrof indigenous capabilities in design
for lack of skilled personnel in the footwear amabds segment. Limited initiatives by
SMEs to pursue code of conduct compliance initegiin terms of certifications by way
of SA 8000 and ISO 14000 add to the lacunae.

Besides, financing of enterprises through outsigigtg and Venture Capital options is a
virtual gap in the leather industry. As a matter fatt, while there are several
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international private equity funds none of them déiadveen seriously approached.
Financial partnerships are yet to be explored, aoritantly stunting growth prospects as
firms are typically dependent on asset-based ingtital finance which is restricted to
the extent of collateral offered.

Social-infrastructure gaps in terms of worker-hisster out-of-city/state workers are also

a critical limitation adversely affecting the costructure of firms (by way of high
transport/lodging cost

11



The following matrix summarizes critical constraimt the cluster and the most significant areastified for intervention through
sustainable BDS.

Sr. No. Value-chain activity Critical constraints (and BDS market gaps)

1.0 Tanning (accounting for | « Environmental compliance: High cost of environméotampliance particularly vis-a-vis power costsindividual
about 32 per cent of and common Effluent Treatment Plants (ETPB)adequate awareness on related BDS options dte the non-
cluster exports and energy intensity of most value chain activities
output) * Procurement: Dis-optimal sourcing of dyes (sourtse)y dis-optimal sourcing of chemicals (creditghase-wise)

inadequate warehousing initiatives (in Chennai abbad) to conveniently source/stock hides and skjaps in
availing related BDS due to information-limitationsin terms of related instruments and service providrs

» Finance: Poor access to appropriate and adequstituional credit facilities (term as well as worg capital
facilities) - gaps in linkages with related BDS providers and istruments, inadequate outreach by service
providers

« Productivity: Weak management information and aargystems in business, particularly in the contdX¥1ISEs—
inadequate appreciation of benefits of availing relted BDS (e.g., ERP, MIS); limitations in outreachof
service providers

» Technology upgradation: Weak initiatives to upgréideterms of expensive) technology, and enhanoduymtivity
(e.g., vacuum drying) perhaps on a joint/PPP mogeMISEs) — capital-intensity of related options affect
provision of related BDS

 Constraints in terms of non-deployment of CleanesdBction Technology processes by MSEmadequate
appreciation of benefits of availing related BDS

2.0 Product manufacturing | « Finance (debt): Poor access to appropriate anduatieinstitutional credit facilities (term as wa#l working capital

(largely footwear and facilities) , particularly by MSES%- gaps in availing related BDS due to information-linitations vis-a-vis related

components, accounting | instruments and service providers

for about 52 per cent of | « Procurement: Inadequate “convenience” infrastrector source the multitude of components from omation —

cluster exports and limitations in terms of BMOs availing necessary BDSinadequate information on the range of related PPH

output) options

« Technology upgradation: Inadequate infrastructudésplay facilities of equipment-technology opticsfsdomestic
manufacturers limitations in terms of BMOs availing necessary BDSinadequate information on the range of
related PPP options

« Training/Skill upgradation: Shortage of skilled og@®rs (though recessionary conditions are encauyagraling-
down of expansion plans); inadequate indigenoushouse designer development initiativeghadequate BDS
initiatives to source, train and supply fresh (anccompetitive) workers to industry

» Market access and brand promotion: Gaps in ternst@dtives to explore direct market access (waredes abroad
consortia), particularly by SMEs and larger firmdimitations in terms of awareness on the range advailable




public and private BDS providers and instruments

« Finance (equity): Inadequate links with equity arehture capital providers (Medium and Large — MUEn§) —
gaps in terms of links with related service provides and instruments

» Social infrastructure: Inadequate accommodatioitities for outstation/state labour (MLES)

3.0

Garments and goods
manufacture (relatively
small segment with
several cross-cutting
issues with the footwear
related segment)

 Finance: Poor access to appropriate and adequstitutional credit facilities (term as well as worg capital
facilities), particularly by MSEs

* Procurement: Inadequate “convenience” infrastractarsource the multitude of components from ogation

* Inadequate infrastructure — display facilities glipment-technology options of domestic manufacture

« Skill upgradation: Shortage of skilled operatorsidequate indigenous / in-house designer develdpiméatives;
result-oriented Entrepreneurship Development Progras (EDPS) to generate appropriate entreprenestaat
up’s (particularly, in the goods and componentsnsag) — gaps in outreach of existing specialized BDS
providers

« Market access/brand building: Gaps in terms ofiatiites to explore direct market access (warehoaskesad,

consortia)
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Envisaged Scope of interventions with emphasis omustainability and
multiplicative effects

In order to develop a sustainable BDS market, mbervention strategy would focus on
stimulating demand and strengthening the supple sid identified strategic areas.
Business relationship between users and servicgdgas would also have to be
catalysed. According due consideration to the ptojgme-frame as well as likely
deployable resources, activities that have a atitiole and have potential for cluster-
wide replication have been identified - in key \&alkhain activities. Broadly, for relevant
services, private as well as public BDS provideasehalso been identified and their
capacities assessed.

As BMOs in the cluster could evolve into providimgore value-added services to
members, and in the interest of sustainabilitynbériventions, initiatives are envisaged to
be pursued through them to the extent feasiblethBuyrsynergies with several existing
BDS facilitating platforms and institutions are @algxpected to contribute towards
sustainably developing BDS markets. Benefits froterventions to create a market for
relevant BDS will be disseminated through BMOs a&minars, newsletters/websites.

The market (ability-to-pay issues) for such BDSdsbe also developed by means of
orienting many services through networks of firmBMOs, and sustainably constituted
SPVsS* and consortia. As the demand for several strategiwices is relatively poor
amongst MSMEs in the cluster, initiatives wouldoalse directed towards phased-
subsidisation of the cost of certain services.

The contribution from the BDS project may be viged in terms of organizing

awareness generating seminars, preparation of déassiplans for certain strategic BDS
initiatives such as grant/loan/equity syndicatidnVéEGSs™", raw material banks, the
provision of certain new BDS such as lean manufagguand ERP for SMEs on a
demonstration basis, etcetera. No support is egetsdor the few specific industrial

infrastructure related initiatives.

Demonstration interventions from different publengce providers and government of
India (Gol) schemes have been envisaged to enco @l to seek BDS and encourage
public-private dialogue and interaction.

Many of the envisaged activities involve provisiniisubstantial guidance by the Bt
team to local BDS providers over implementationisThay involve

» providing assistance in terms of evolution of SRWs consortia to consolidate
SMEs and to make them more receptive to BDS,

» developing capacities of BMOs to offer/catalyze BDSMES,

» Experience sharing and hand-holding for businesan ppreparation and
implementation vis-a-vis procurement optimizatienergy related interventions.



» Establishing appropriate credit instruments andkages, and competitiveness
augmenting facilities under different PPP scheraggngst others.

A summary of the scope of necessary interventiganesented in Section 5.3 of this DS.
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1.0 INTRODUCTION

1.1 Background

Objective of the DS was to design and implemergri@ntions for development of a
market for Business Development Services (BDS)hm leather and leather products
cluster of Chennai. Such promotion of market osedBDS in identified SME clusters is
a component of the project supported by IBRD, DDV and the GTZ.

The project strives to (i) evolve an enabling fraragk for financing of SMEs by banks;
(i) assist banks by way of better access to l@rgntfinance for lending to the SME
sector; (iii) mitigate banks’ risks related to SNEading and reducing transaction costs;
and (iv) strengthen SMEs access to market orieBf28 as to help them improve their
profitability and competitiveness.

Contemporary and historical experiences exempliyt ta well-developed market for
BDS can stimulate growth of SMESs, increase itseath and ensure sustainability. To
promote market oriented BDS among several SIDBhtiflied clusters in the country;

EDI has been selected as the implementation agentlye BDS component; particularly
in Kolkata (leather and leather products), Cher{testher and leather products), and
Ahmedabad (dyes and chemicals).

This DS provides an overview of the global andragonal circumstance of the leather

and leather products sector; presents a mappinthefcluster and perceived and

articulated requirements of SMEs for different s&8. Presence and the capacities of
BDS providers as well as services being providedhieyn, the critical gaps therein and

possible interventions for promotion of market otexl BDS have been dealt with.

Interventions have been prioritised and an intetigarplan has been evolved.

1.2 Methodology

The study adopted a methodology involving both prynas well as secondary
data/information collection and compilation. As tpaf primary data collection, face-to-
face meetings were conducted with stake holderdans-group discussions were held.

For the diagnostic study, over 35 core leather prmbluct manufacturing firms, 3
machinery manufacturers and suppliers, 3 chemieald dyes manufacturers, raw
material suppliers, and about 21 private and 13ipdervice providers were directly
approached. The related 7 industry associationslved in directly providing or

canalising BDS were also covered.

Several Focused-Group Discussions (FGD) were agrhmgth office-bearers of BMOs
and service providers. Further, interactions weskel lwith some key representatives of
Fls such as the Indian Bank and the State Bankdd lwith significant exposure to firms
in the cluster.
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2.0 CLUSTER FRAMEWORK

2.1 The Cluster

The leather clusters of Chennai produces (a) sensiied and finished leather (b) leather
footwear component (c) men’s footwear (d) leathmods and (e) leather garments. The
cluster is situated in the Chennai metropolitaraafiéhe major tannery pocket is in the
region between Chennai airport and Tambaram. Tdkides Pallavaram, Chromepet,
Pammal, and Nagelkeni. Another important tannergkpb is in Madhavaram. The
SIPCOT industrial estate at Irungattukottai islttion of footwear manufactures.

2.2 Production process
2.2.1 Leather

Manufacturing leather involves several processesv Riaterial for leather production,
namely, raw hides and skin are sourced by tannenewet-salted condition. The
following are the processes and activities pursaedtannery:

1. Soaking: The wet-salted hides and skin are soakgulain water with chemicals
which aid the re-hydration of hides and skin. Thé s thus dissolved in soaking
water. A large amount of water, more than 20 cub&ters per tonne of hides, is
required in this activity.

2. Liming and un-hairing: The soaked hides and ski taken for liming in which
compact fibrous material is loosened so that thenusbals used in the following
operations penetrate well into the fibrous matgng sodium sulphide and lime. In
the same operation, the hair is removed from tdeshand skin.

3. De-liming and bating: The limed pelts (hides anthkslare then subjected to de-
liming to remove the lime and to clean the hided ahkin by further removing
unwanted components from the hides and skin.

4. Fleshing: The excess flesh present in the hidesskimdare removed by a fleshing
machine. _

5. Pickling and chrome tannifif: The pH of the pelts is reduced in order to avoid
undesired swelling and facilitate penetration ofi4baxic trivalent chrome. Tanning
is completed using mild alkalies chrome. The ouiputalledwet-blue i.e., semi-
finished leather.

6. The hides are then split and shaved to desire#trtbgs. The shaved hides are re-
tanned using synthetic tanning agents. The re-thrimdes are treated with fat
liquors to impart flexibility and softness. Alongtivthe fat liquors, dyes are added
to dye the leather. These chemicals are fixed ugingic acid. This completes the
wet operations.

7. The dyed leather is set in a machine to make tinaci flat and vacuum dried.
After drying, the leather is subjected to mechdnag@erations, namely, staking,
buffing and toggling. The leather is then finishesing pigments, binders and feel
modifiers by spraying. The leather is then platechke the surface smooth.
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8. The finished leather is then measured and packedhipment to leather product
units or for export.

Process flow chart of finished leather
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2.2.2 Footwear

Apart from designing and pattern making, the maperations involved in shoe
manufacturing comprise clicking, closing, lastirenpd finishing. The flow diagram
explaining is appended as annexure. During thekinlic process, uppers and lining
materials are cut for upper parts; upper closinglves sewing together upper and lining
parts and preparing the whole uppers for the sulesggmanufacturing stage. This is
followed by shoe-bottom preparation where all taggpsuch as soles, insoles, and heels,
etc. are prepared to get stitched with the uppads fanally, finishing is done which
involves putting the completed uppers on last (e glesired shape), connected (stitched
or pasted) with shoe-bottom parts, finished (romgingg polishing), and packed.
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2.2.3 Value Chain

From non treated leather to end product the vadidéian is as follows

Slaughter-houses

Intra-Cluster value chair

Hides and skins traders Global sourcing of hides
and skins

A

Raw material - hides and skins

- Sale value at the rate of about Rs. 155
for 4.5 sft. (to make a shoe involving 4.5
sft. of hides/skins)

A 4

Finished leather for export

for 4.5 sft

- Sale value at the rate of about Rs. 280 — product manufacturing

A\ 4
Finished leather for value-addition

|

A 4

-Export sale value at the rate of about Rs. 55(UW$)

Footwear - full-shoe
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Annual cost of production in terms of raw mateeal. hides and skin / finished leather
accounts for about 35-40 per cent of sale valud,iarermediate inputs (chemicals and
dyes / components) are in the range of 20-25 par ddese, in total, account for about
65 per cent of sale value in the case of both é&atnd product manufacturing
enterprises. Labour costs as a proportion to tetgenditure is about 7-10 per cent.
Finishing inputs (e.g., packaging) proportion ig s@nificant. Overheads in terms of
power and fuel, interest on debt, marketing andiastnative elements account for about
15 per cent of costs. Concomitantly, the profit graion sale of firms operating at about
70 per cent of installed capacity is about 10 gert.c

Variation may arise depending on efficiency in sy, and quality or variety of
hides and skin and other inputs used

Table 1: Core cost-structure of Firms

Overhe
ads
and

Profits

Dyes and chemicals (and
compliance cost§" for
finished leather mnf.) /

Components

Average
sale
price/unit
value

Raw
Materia
I

Product

20-25 (compliance costs of 7-10 (own
Finished | Rs 48 per about 10 per cent in the casg manufacturers
P 35-40 | of jobbers but upto 3-4 per | 7 and about 10| 20-25
Leather Sft. : ;
cent in the case of own- for typical
product manufacturers) jobbers)
Footwear| USD 11 35 25 10 20-25
Average = Dyes and chemicals (and Overhe
aw . Vi
Product .sale .. | Materia c_omphance costs™ for Labour ads
price/unit | finished leather mnf.) / and
value Components Profits

2.3 Evolution of the cluster and Important Programmnes

2.3.1 Evolution of the cluster

The cluster has evolved from a trading and expgrtientre of hides and skin into that of
semi-finished leather and moved onto become prothartufacturing cluster over the
period of a century.

The cluster had evolved in the latter half of nemeith century with a strong trading
community of locals exporting hides and skin to dpg& for value addition. The
community was based in North Arcot (now Velloredtdct. EI (East India) tanning was
introduced by the British in the early twentiethnuey. Subsequently, the first few
tanneries were established manufacturing semikads leather for export and for
domestic market.



A ban on exports of low value added items (mid-E)&nd the large base of leather
manufacturing already available contributed to graon to finished leather and product
manufacturing. Removal of SSI reservation in sdvgreoduct categories and
encouragement of FDI in the early twenty-first cept is leading to
consolidation/increase in scale, and knowledgesteaa from abroad. Policy has also
encouraged technology upgrading in the 2000s bynmeé investment subsidies, and
also basic/specialized/compliance related infrastine facilities through PPP schemes
(since 1996). Trade liberalization on import of italpgoods and consumables, duty
exemption for import of effluent treatment equipmemduced import tariffs on other
inputs, as well as export based incentives fatalitdhe transition.

By 2003-4, small scale industry reservation foitHea products was largely withdrawn
and foreign direct investment (FDI) inflows weretmassed into some clusters like
Chennai. Further, the last two five-year plansehawtnessed implementation of a Rs.
400 crore modernizations and infrastructure plarth vschemes offering investment
subsidy for technological up-gradation.

Schemes in terms of Market Development Assistarighlic Private Partnership (PPP)
to correct gaps in factor conditions (specialized basic infrastructure including
compliance infrastructure) and investment subsida@stechnology upgradation and
modernization offered by the Government also hefpéd

Critically, the cluster in Chennai has advantagéemms of factor conditions — access to
inputs (tannery base), port facilities , labound &luster hardware in terms of access to
support firms and services providers related toitng , R& D and exports.Favorable
factor conditions in Chennai have been criticaimaking it the headquarters of support
institutions such as CLRI and the CLE. The exporrded policy and schemes of the
Government facilitated industry growth towards cefitpreness coupled with strong
linkages with global value-chain leadéf§. The region also has the largest tannery base
in the country. Good factor conditions have helathct FDI and JVs.

The state government has also played a facilitatier by developing parks and estates,
which served as an additional investment incentive.

In addition to these circumstances 14 — 15 of deial firms in Tamil Nadu at least with
head or branch offices in Chennai are integratedhé& tanning units cum product
manufacturing units also sub-contracting to theydajob-working segment and have
taken the lead in establishing joint venture tiesarket linkages and facilitating
technology transfers. Complementing all this hasnbeelatively higher levels of active
clustering/social-capital reflected in joint intiNes by firms and their associations (along
with institutions) in market development, estalihgh

dedicated parks with specialized infrastructurécaattract FDI, and tanneries connected
to CETPs with assistance under Central Govt. PRénses.

Some of the critical drivers of growth of the ckrsinay be summarised as below
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» conducive basic factor conditions,

e appropriate policy and regulatory environment a tlational level in terms of
encouraging FDI, (since decades)

* ban on export of semi-finished products,

* removal of product reservation norms,

» fixation of appropriate duty-drawback rates as doilitate export competitiveness,
free import of raw hides & skins, semi-finished dimished leather,

» delicensing of integrated tanneries converting hétkes & skins to finished leather,

* reduction of tariffs on imported machinery and cleis, and

» De-reservation of leather shoes which were earbserved for manufacturing by
small-scale industrieS”

2.3.2 Some Important Interventions

The cluster has received support under a gamutewéldpmental projects as given
below.

UNIDO project facilitates technology for complianceinitiatives: Cluster organizations

have benefited by support from a UNIDO Project. Pheject was in operation during
1996-7 — 2001-2 in the cluster. This project hadiensubstantial interventions in terms
of establishing ILIFO which continues facilitatiegvironment (and particularly, labour)
compliance in industry. The latter is specificddlyway of BDS on ETP related areas.

National Leather Development Programme (NLDP): The NLDP was a UNDP
supported programme for development of the Indieathler sector. A National
programme, it addressed all value chain segmeis. pfogramme concluded in 2004
and involved creation of facilities and introductiof technologies as to have a
demonstrative effect on other tanneries.

Indian Leather Development Programme (ILDP): Subsequent to interventions under
the NLDP, the DIPP introduced the ILDP"(@lan period) as to build upon initiatives
pursued under the latter. The Tannery Modernisafioheme launched in thd' ®lan
continues in the I plan. The programmes of the DIPP comprise othé&rerses
encompassing human resources development and joramation.

The Tannery Modernization Scheme:which had an outlay of about Rs. 290 crores in
the 10" five year plan suffered from poor utilization lahg due to administrative lacunae

in terms of delayed announcement and allocatiobuofget for the scheme. Under the
11" five year plan period from 2007 an amount of abBst 250 crores has been

allocated.

While in the 18 five year plan hardly 25 percent of the allocatedgetary outlay was
utilized by the industry, the T1five year plan has already witnessed utilization
(sanctioned amounts) of about 40% (Rs. 100 crodsput 50% of the utilized funds
under the scheme are been availed by enterpris€hémnai and nearby clustefhe
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recessionary trends as well as necessary investmamtCETPs have dampened the
enthusiasm of industry in availing assistance taisagreater levels of upgradirift

UNIDOs consolidated programme for development of SEs: UNIDO has launched a
consolidated programme since 2007 in Chennai. Tlogeg indicatively involves an
outlay of about Euro 1 million for the developmemtieather and leather products SMEs
in Chennai and nearby clusters. The project is asoking in the auto-component
segment (Chennai, Pune, NCR region), besides leatia leather products; (Chennai
region and Shantiniketan). The project has alrepdgsued initiatives in terms of
identification of training needs of associationsvadl as shop-floor workers.

The project imparts assistance in investment awctindogy promotion by way of

profiing members of BMOs for b2b match-making. Tipeoject also helps in

dissemination of credit guarantee options as medtiin Italy, and also explores
promotion of private-equity services. About 22 finihave been audited from the
technology and training needs perspective and wsrkained in India and Italy. The

project is also exploring development of a sub-@miion exchange database and
promotion of trade-links. The project is expectedbe completed by 2010. The BDS
canalised under the project are largely subsidisebpaid for by the project.

International technology audit/benchmarking of skemguster firms has been pursued
under UNIDO'’s consolidated programme for developim@d@nSMESs. The Italian leather

industry is acknowledged to be the product and ggedechnology leader in the globe.
Italian BDS experts have been leveraged underpiftigect to identify technology gaps

amongst cluster firms.

In the footwear segment, gaps have been identificednstance, in terms of productivity,
quality, precision and cost related to die makiflge proposed upgradation needs have
been identified in equipment technology includinigc&onic programmable skiving
machines, use of thermo folding machines, and @is tutting machines. Training has
been provided to many firms on availing such teébgy Enterprises are expected to
upgrade subsequent to this initiative. Large fiares already upgraded and availing many
such options, but the gap is particularly evidarthie context of smaller firms.

In the leather processing segment Italian BDS lagpgeciated the standards deployed in
larger firms. The yield of finished leather, forsiance, is believed to be near Italian
standards in such firms. However this is not theecan medium and smaller units.
Interventions to deal with this and other identlfigaps such as frequent defects in
finished leather (poor dyeing level ness, scarcehaical resistance etc.) are being
pursued. Initiatives such as; training by ltaliaqperts and demonstration workshops to
showcase the benefits of appropriate technologybaineg explored. Training initiatives
under the project are believed to contribute towasdhancing processing methods and
machinery-capacity utilization.
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2. 3.3 Global Scenario

Global import of leather products had grown at 8pé&f cent between 2002- 2006,
amounting to USD 116.55 billion by 2006. Otherntteome European countries like
Italy, Spain; most European countries serve asl fengort destination. Other key
customer/consumer are located in USA, AustraliaJaphn.

Global sourcing of inputs is today a common phenmaneProgressively Hong
Kong/China has emerged as a leading global impafesemi- finished and finished
leather for value addition and re-export. Chinddars in global imports rose from about
11 to over 17.50 per cent between 1994 & 2004. ydclaina accounts for over 22 per
cent, Italy 16 per cent, and Romania, Republic ofdf, Indonesia and Taiwan between
1.5 — 2.5 per cent eacH.

Some major exporting economies are China, ItalgiiainBrazil, Romania, Taiwan, and
Vietnam. Countries like Italy operate at the tojl @h the chain with high value exports
and high unit-value realization. Their advantages ia design and styling, ability to

produce quality leather out of even relatively pomw material by application of unique
process technology and brand equity.A comparataregective of unit value realization
for footwear by ltaly, India, Brazil and China isvealing — The average unit value
realization of Indian footwear is USD 9.89 per pavhile that of the Chinese is USD
5.07 per pair, Brazilian is USD 8.53 per pair, #atlan is high at USD 24.78 per pair.

Over the years, there has been trend of global faetuing relocation based on labour
cost, environment factor and enabling businessitiond Production and export in many
European countries, including Italy have declinedacent years. Imports from the Far
East are progressively catering to domestic demétadlan production is oriented
towards meeting foreign demand. The tanning segmetuntries like Italy faces high
costs of environmental compliance. The cost of da@npe in Italy is about USD 4.2 per
cubic meter of effluent treated. While in Indidnés been about USD 0.9 per cubic meter.
In the case of product manufacture, the declingorimduction of footwear in such
countries is also on account of rising wage levieldact, much of the domestic market
requirements of Italy are met by cheaper impodmfcountries like China.

2.3.4 National Scenario

The annual production of leather & leather producténdia is about USD 6 billion or
about Rs. 30,000 crore. The sector employs 2.5amifpersons.The export turnover of
the country in the sector stands at over 14,918ecoo about USD 3 billion. Exports
comprise footwear and components of 42.44 per ¢mghed leather of 22.05 per cent,
leather goods of 22.57 per cent, leather garmen®.89 per cent, and saddlery and
harness of 3.04 per cent.

The Indian leather sector is truly intregrated tobgl value chain. Europe Union
consumes about 60 per cent of India exports, fabbwy USA and Hong Kong 12 per
cent each and others such as Australia, Canada, BidEKorea account for less than 2
per cent. About 20 per cent of hides and skin reguby the industry are also globally
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sourced from the USA, Europe and the Middle-Easie Thennai cluster firms have
globalised their input sourcing options in termscbémicals from Germany, machinery
and equipment from East Asia and the EU and hidess&in from Africa, the Middle
East and even from the West.

The leather industry structure in India is predaamihy unorganized and decentralized
and production is in localized clusters.

Table 2: Key Leather and Leather Products Clusters in India*

Stlg'gggxx“ Clusters Main product/Output
Tamil Nadu Chennai, Ambur, Ranipet, Vaniymbadi Leather and footwear in Chennai and
(Chennai region), Trichy, Erode, Ambur. Largely, leather in other
Dindigul locations
Uttar Kanpur and Agra Leather, footwear, saddlery in Kanpur
Pradesh and footwear in Agra
West Kolkata Leather, leather goods
Bengal
Maharashtra Mumbai Footwear
Punjab Jalandhar and Ludhiana Leather, non-leather footwear

* Hyderabad (leather), Delhi and Bangalore (leather garments) also has a manufacturing base in
the sector. Mumbai has a base in footwear.

In terms of geographical coverage of value acgsitwhile tanning is broadly distributed
amongTamil Nadu (55-60 per centKanpur (12-15 per cent), Kolkata (18-20 per cent)
and Jalandhar (5-7 per cent), the footwear industepncentrated in the clusters of Agra,
Kanpur, New Delhi and surrounding areas of Haryand UP, Chennai, Ambur and
Ranipet. The clusters in Tamil Nadu evidently aby, far, the most significant
contributors to exports and foreign exchange. Tiaes of Uttar Pradesh and West
Bengal follow. (Also see Annexure |).

2.3.5 Vital Statistics

Total turnover of the Chennai cluster is estimate&®s 2,000 corers. Above 35 per cent
of the output is in footwear component, 32 per dariinished leather and 7and 8 per
cent each in goods and garments categories a miramaunt also in the gloves
category. The cluster is estimated to export gawoith Rs 1000 crores. The cluster is
growing at 10 to 15 per cent and employment is gigvé to 10 per cent last to 3 to 4
years. Profit margin is estimate in 10 to 15 pertdmit has stagnated over the last few
years.

Principal” firms in the cluster comprise of bothnmeries as well as product

manufacturing firms. The output of both these sags)ehat is, finished leather as well

as leather products are largely exported. Chenasidbout 150 tanneries in operation
largely in the Pallavaram / Pammal regions. Somedses process raw hide and skins
up to wet blue stage while others process wet tddmished leather. Some tanneries are
forward integrated into footwear or footwear comgais, and goods/garments. While no
estimates may be made, a large proportion of sianatieries in Chennai are perceived by
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industry expert§" to be largely only job-workers of large exportefhie cluster has
about 50 footwear manufacturéf§’ Around 250 SMEs are involved in garments and
goods, manufacturing by there are based in CheBwais the case with the 700 odd tiny
product manufacturing firms in the secttm. the case of the footwear segment, these
include firms making i) footwear ii) footwear compnts. Enterprises are more into
men’s shoes and fashion than safety footwear (emilsters such as Kanpur). The range
in terms of value per pair exported varies betwHe30 USD.

CURRENT STATUS OF THE CLUSTER

1. Total people employed in the cluster (Approximately)

a. Tannery segment 15,000
b. Manufacturing segment 25,000
Total employment 40,000

2. Major products of the cluster

- Semifinished & Finished leather

- Men’s foot-wear

- Leather Goods (gloves, belts, ladies hand-bags, travel goods, etc.)
- Leather Garments (jackets, sports-wear, fashion-wear)

3. Total number of units (Approximately)

a. Tannery (4 big, 58 SME, 88 Micro) 150
b. Product Manufacturer (SMES) 300
Shoes 50
Goods &garments 250
c. Goods &Components
Tiny Un-organized units (micro) 700
d. Large integrated manufacturer firms 4
e. Component suppliers & Manufacturer 45
Suppliers 30
Manufacturer 15

4. Turnover of the cluster (Approximately)

a. Finished leather 620 crores (50% export)
b. Shoes manufacturing 700 crores (50% export)
c. Goods & Garments Manufacturing 280 crores

d. Large integrated units’ over 80 crores/unit

e. Component manufacturing 340 crores

Forward linkage firms: Forward linked firms include domestic market trager
merchant exporters/importing agents. Many SMEs ahdarge firms do not use this
channel, but directly export. Tiny product manufisets largely cater to the domestic
market through traders while SME product manufasgiemploy all 3 channels — some
directly exporting, some indirectly, and otherseciay to the domestic market through
traders. SMEs invariably have a mix of export anthdstic market orientation.
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Backward linkages: The tanneries secure their raw material hides &md feom hide
merchants/ commission agents, and slaughter haosasd around the cluster. Some
specific varieties of cow and bovine hides and sa@ imported- directly and through
importers. There are about 5 large manufacturedssappliers of chemicals in the cluster
and about 10 SME manufacturers and over 50 tradibes5 large players include MNCs
such as Clariant, BASF, LANXESS, and TFL (Togetfar Leather). With regard to
other backward linkaged firms, machinery manufaatirand suppliers are represented
by about 15 manufacturers in Chennai and a tot&80ah Tamil Nadu. There are a total
of at least 15 SME component manufacturers outtota of 45 suppliers based largely
in Chennai.

Support institution®" and public BDS providers such as; the Footwearigdeand
Development Institute (FDDI); the Central LeathexsBarch Institute (CLRI), and the
Central Footwear Training Institute (CFTI) are geémary training service providing
organizations. There are related polytechnics aoctrical schools such as the Institute
of Leather Technology (ILT) and universities such tae Anna University offering
Diploma, Degree, and Ph.D programmes in Leathehii@ogy. R&D and design lab
services are largely offered by the CLRI and théOFEDn addition, the National Institute
of Fashion Technology (NIFT) also provides trainargl BDS in the area of design.

The CLRI also canalizes grants for R&D and tecbggl up-gradation for industry.
SIPCOT and SIDCO are two institutions involved imoypding basic industrial
infrastructure to firms in the cluster. The NatibEavironmental Engineering Research
Institute (NEERI) established in Chennai in 1969 baen involved in establishing norms
on environmental compliance at the behest of th@re$ne Court. The TNPCB consults
the institution on compliance standards and relésdes relevant to the leather cluster.
BDS revenue of this institution is, however, neitlig.

Some related BMOs (industry associations) incluaeAll India Skin and Hide Tanners
Manufacturers and Exporters Association (AISHTMApdian Finished Leather
Manufacturers and Exporters Association (IFLMEA)ian Shoe Federation (ISF), the
Pallavaram and the Madhavaram Tanners Associagiot,the Tamil Nadu Small and
Tiny Industries Association (TANSTIA). Many indugtassociations play a proactive
role in terms of initiatives beyond mere advocathere are 14 Common Effluent
Treatment Plants (CETPE)" implemented by SPVs of BMOs Two significant CETPs
(in Tamil Nadu) are located in Chennai, in Pallavar (a large CETP) and in
Madhavaram respectively.

A key non-governmental BDS providing organisatiarthe field of environmental (and
social) compliance is the Indian Leather Industoy®dation (ILIFO) providing BDS in
the area of environmental and OSH compliance. Tmaiitutions facilitating market
development and FDI promotion services includeekygort promotion authority (CLE)
and the generic state Government’s foreign investn@omotion authority (TN
Guidance Bureau) respectively.

The cluster also has a strong base of operatiowthktategic private BDS providers. In
addition, Chennai is blessed with several servioaviders with international links

28



including the trade and investment promotion offies well as Chambers of Commerce
related to different countries.

The enterprise categories have been already pesksanprevious sections.

Some finished leather produced is exported whiée lihlance is consumed by product
manufacturing firms in the cluster and other lomasiin the Country.
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3.0 STUDY AND INTERVENTIONS FOR
DEVELOPMENT OF A MARKET FOR BDS

The BDS market (particularly from the demand sifig)several strategic areas is very
weak. With regard to the demand for services, thera virtual lack of awareness
amongst SMEs about the efficacy of utilising BD$h& than operational BDS in terms
of taxation, audit and loan syndication, most sgat BDS including technology transfer
and skill training from institutions such as theR3land the FDDI is heavily subsidised.

But for the few lead larger firms, SMEs typicallsgve never availed fee-based services in
necessary strategic areas. BMOs are however worklogely with industry and
providing/catalysing some necessary strategic sesvin the area of procurement as well
as marketing. Otherwise much of regularly used isesvare typically embedded or
bundled. For instance, suppliers of chemicals, mgent and agents/customers abroad
are providing embedded services in terms of trgimind design.

In terms of supply of BDS, there are several pulsligpport institutions providing
free/subsidized services. The provision of subeilfizee services by some public service
providers has distorted the market and dissuaddasiry from purchasing quality
services on commercial terms for developing suatden competitive advantage and
competitiveness. Some more generic constraintsctafte development of market-
oriented BDS vis-a-vis leather cluster stakeholdare encapsulated in the table
following.

Table 3 : BDS market constraints vis-a-vis Chenndeather and leather products
stakeholders

Demand -side onstraints Supply-side constraints Constraints vis-a-vis Transaction

* SMEs do not perceive thee Inadequate efforts to link upe Many SMEs in the sector are not aware of the
value of or need for many with the conservative anfd sources for identifying quality private BDS [n

services (e.g., ERP, MIS, typical family-businesg strategic areas (e.g., TANSTIA-FNF, ITCOT to
socio-environmental operated firms in the an extent)
certification) segment

* Inadequate levels of confidence amongst finms
Inadequate Inadequate efforts to builgd vis-a-vis practical utility of a gamut of servig
capacity/willingness to pay capacities to meet the wide- products and providers

for appropriate (particularly gamut of evolving services

because of  subsidisgd required by cluster SMEs | « SMEs not habituated to paying reasonably [for

@

o

provision of many strategic BDS — many have in-effect been subsidised| by
services like technology « While there is no dearth df organisations such as UNIDO, DIPP
transfer, training by publi¢ availability ~ of  basic
service providers) operational (taxation, laboyre SMEs habituated to public provision of BDS
related) BDS  capacityt
* Inadequate information constraints are evident in

base on the gamut qf terms of several strategic
necessary services (e.g., BDS services (e.g., scope fo
energy, CDM, business lever on government
planning for markef schemes/institutions, PPP

access/procurement, options for BDS provision
appropriate finance) as well international trade-desks far
as on service providers market assistance)
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* While BMOs and their
SPVs serve as consolidats
platforms to receive (an
share) costs of several BD
more capacity-building o

these and other networks |

required for increasing

Inadequate information bag
vis-a-vis options to leverag
upon public BDS/PPP an
other schemes of differen
government bodies to mak
BDS  facilitation = more
attractive

D =o0 @

receptivity towards more
necessary BDS

3.1 Demand of BDS

An assessment of demand for services has beengaunsuhe context of specific value-
chain activities in the cluster. Those serviced #ra (relatively) widely employed have
been considered as typical services availed. Fgugses of assessment of demand and
perceived need, only those services have beendmesdi and listed those are in high
demand and could substantially influence performasfccluster firms.

In order to achieve meaningful impact within thejpct time-frame, focus has been
accorded to some critical aspects. The followirukation elucidates on and presents an
assessment of typical services availed, the extiemsage, and assessment of demand for
services.

Table 4 : Demand for and availment of BDS

Extent
Typical services availed of
usage

Perceived demand/need by way of
services

Value-chain

activity

Leather (MSE | In-effect subsidized technology Services facilitating optimal sourcing
tanneries) transfer from CLRI of consumables (dyes/chemicals from
Taxation and audit related services H India/abroad with appropriate credit
Production and shop-floor L institutions/instruments)
maintenance « Energy/power cost
Environmental compliance (joint H optimisation/reduction in operation pf
ETPs) ZLD-CETPs
Labour (salaries, legal issues, H » Access to non-asset based finance
working conditions — through BMO e Services vis-a-vis deployment [of
AISHTMA) Cleaner Production Technologies
Testing and certification services H|+ Services facilitating technology
Access to conventional finance M upgradation (possibly under a PPP
(project preparation, loan mode)/sans collateral requirements
syndication) « Productivity related (IT-MIS)
Use of agents for export marketing M
Leather In-effect subsidized technology H * Services facilitating global
(MLEs - transfer from CLRI warehousing for raw material hides
Medium and | Environmental compliance H and skin in India and abroad
larger firms) | (individual ETPS) « Energy/power cost
Taxation and audit related services H optimisation/reduction in operation pf
BDS provided by ITP&"/CLE for H ZLD-ETPs
participation in fairs abroad; use of « Services facilitating optimal sourcing
importing agents abroad of consumables (dyes/chemicals from
Quality and 1SO 9000 certification M
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Maintenance services H India/abroad with appropriate credit
BDS vis-a-vis Cleaner Production M institutions/instruments)
Technologies
Productivity related (ERP, MIS) M
Labour (salaries, legal issues, H
working conditions — through BMO
AISHTMA)
Testing and certification services H
Access to conventional finance H
(project preparation, loan
syndication)
Quality certification (ISO 9000) M
Product Taxation and audit related services He Access to appropriate institutional
manufacturing . credit on non-asset based terms
(MSEs) Market linkages — Agents H Quality certification (ISO 9000)
Training services — shop-floor M Socio-environmental certification (SA
workers and supervisors 8000, 1ISO 14000)
Access to conventional finante H Training of staff on design (footwedr,
(project preparation, loan goods, garments)
syndication) Services facilitating start-up’s (EDIPs
Testing services H to also facilitate diversification/value-
: addition)
BDS provided by ITPO/CLE for H Market facilitating warehouses abroad
participation in fairs abroad; use |of Productivity related BDS (ERP, MIS,
importing agents abroad lean manufacturing)
Design services M Fresh supply of trained shop-flopr
Use of agents for export marketing H  workers
Social infrastructure for the labopr
force
Product Quality and ISO certification M Market facilitating warehouses abroad
manufacturing Socio-environmental certificatian M (some firms)
(MLEs) i Productivity related BDS (ERP, MIS,
(SA 800_O_and SO 14000) lean manwyacturing) (
Productivity related BDS M Fresh supply of trained shop-flopr
Market linkages — Agents workers
Social infrastructure for the labour
Training services — shop-flopr M force. _
workers and SUpervisors Training of staff on design (footwear,
Labour (salaries, legal issugs, H goods, garments)
working conditions — through BMO
AISHTMA)
Access to conventional finance H
(project preparation, loan
syndication)
Testing services H
BDS provided by ITPO/CLE for H

participation in fairs abroad; use

importing agents abroad
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3.2 Supply of BDS

Services in the BDS arena in the cluster may bealised in terms of their being
provided by three categories of service providirat, is,

(1) Public service providers who offer their serviceslargely non-commercial
terms. These are typically government supporttunstns (but also include a
few private NGOs and trusts such as the TANSTIA-F8ktvice Centre-
essentially a BDS facilitator)

(i) Business Management Organisations (BMOs) or inghsseissociations and
their SPVs to implement joint-projects for comptarand competitiveness

(i) Private Service Providers who operate for profid eoffer services on
commercial terms.

Operational BDS are widely availed of, and the $yase ensures their availability at
competitive rates (for example Rs. 2-3,000 per anor CAs services by an MSE).
Supply in certain strategic areas such as trairang design is also conveniently
available, but effectively subsidised by publicvsez provision. Also, fee based services
by cluster firms in strategic areas such as pradtygt environmental certification, and
quality certification is largely availed of only bgrge and a few medium-sized firms.

The pressures of environmental compliance has eaged even MSEs to come together
and establish networks (SPVs) of local associattongintly avail large environmental
compliance services (establishment and operati@EJtPs), and jointly avail of relevant
BDS. Nevertheless, this has also been partly sisesicthrough agencies such as the
DIPP™" and the UNIDO. Medium and large firms also avaiB®S services to jointly-
implement specialised infrastructure such as axMfeat components park. Therefore:

The industry has been benefited by (in-effect) &libsd services offered by support
institutions such as the CLRI, FDDI, CLE, and tHeTC Also, many of the other BDS in

the areas of raw material (consumables) inputselsas machinery and equipment are
usually embedded and bundled services. Some dtdheservice providers are profiled

hereunder.

()  Public (largely Government) service providers

There is a plethora of government support instngiproviding free/subsidized services.
Some of them are considered in this sub-section.

Central Leather Research Institute The Central Leather Research Institute (CLRB is
National laboratory functioning under the ambit thie Council for Scientific and

Industrial Research (CSIR), Ministry of Science dmethnology (MoS&T), Government
of India (Gol). It is amongst the largest leathesearch institutions in the world, with
more than 520 scientists on rolls. It provides mew ranging from education in leather
technology and footwear manufacturing, researcl, @ansultancy, to testing services.
Shoe Design and Development Centre (SDDC), an drtheoCLRI provides BDS in



design. This Centre has CAD facilities and a faststudio. The SDDC has established a
world-class testing laboratory for leather, footwaad its components. CLRI has also
entered into collaborative terms with SATRA Footw&achnology Centre, UK, and an
internationally acknowledged testing centre fortéemar and allied products. The CLRI
typically deploys the services of private BDS i threas of project report preparation,
ERP, and IT services over its training and consglfainterventions for the benefit of
cluster firms. Out of its annual budget of about B&crore, about Rs. 6 crore is collected
as BDS revenue for provision of services largele(oRs. 4.3 crore) to cluster firms in
the Chennai region and nearby districts. About &0gent of its BDS related incomes are
secured from its testing services, about 20 pet &@m consultancy, training and
technology-transfer initiatives, and about 30 part@s fees for studies and interventions
sponsored by the government (e.g., the HRD mission)

BDS of institutions such as CLRI is widely availby the industry, especially in areas
such as testing & training interventions. Howevechnology transfer particularly in the
areas of eco-benign technologies and cleaner ptioduare yet to be widely absorbed by
smaller firms. Greater dissemination and demonstranitiatives of related technologies
are expected to enhance BDS off-take from this ohyaanstitution. The proposed action
plan in this report accommodates such interventions

Council for Leather Exports (CLE): The CLE established in 1984 serves as the
dedicated export promotion authority for leathed deather products firms. It has
regional offices in other locations but is headtprad at Chennai. It is involved in
assisting B2B linkages of firfiS™ with export markets and also in several PPP sceeme
related to export oriented infrastructure and coamgle. Membership fee is charged on
the basis of export turnover. BDS in terms of canay assistance under the Market
Development Assistance (MDA) scheme, Market Acdegimtive (MAI) is provided by
the institution. BDS amount in total (all-India iesates are about Rs. 15.5 crores per
annum out of which about Rs. 14 crore is generhyeday of government grant and the
balance of about Rs. 1.5 crore is collected frodustry. The contribution from Chennai
based firms would be (indicatively) hardly 60 pentof this estimate or about Rs. 90
lakh. The total administrative expenditure of thetitution is about Rs. 2.57 crore of
which over Rs. 1.64 crore would be the outlay far €hennai office manned by over 40
staff and professionals. Out of such schemes,iaefiwvanging from road shows abroad,
participation in fairs, to appointment of agentsoadl (in Brazil and Spain, for instance),
information dissemination services to members thhoils monthly journal “Leathers”
are pursued and grant-in-aid/subsidy canalised bfemefit of members. Its journal
provides information in terms of fashion forecaastsl market as well as policy trends.
The CLE typically avails of technical services dD8 providers such as agents, event
managers abroad.

Indian Trade Promotion Organisation (ITPO): Under the aegis of the Department of
Commerce, Ministry of Commerce and Industry, th®@rhas a significant operation
from Chennai, particularly vis-a-vis the leatheddeather products firms. At least 300
firms from the Chennai region are serviced evergry&he India International Leather
Fair (IILF) organised at Chennai with a budget of. B crore, and fairs related to
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footwear and goods/garments respectively at Deldikolkata respectively are some of
its market promotion initiatives in India. In addit, the organisation also markets the
fairs at Hong Kong and Shanghai. The administratixpenses of the establishment in
Chennai are in the range of hardly Rs. 1 croregpeum. The total BDS gross revenues
earned by the Chennai office providing such ses/tceChennai cluster firms is in the

range of about Rs. 5 crore.

Footwear Design and Development Institute (FDDIhe@hai: Footwear Design and
Development Institute (FDDI) offers short term cses and plans to start offer post
graduate diploma courses and graduate diploma esumsChennai soon. It also offers
design services through a product development €ehtre institution operates under the
aegis of the Ministry of Commerce and Industry, Gahd offers programmes on
footwear Technology and Management and also prevideting facilities. It had 3
professional staff and about 10 full-time studelitsrecently. Recently, it has started
using rented premises to groom about 30 studergs long-term programmes. Large
facilities are under implementation at Sriperumpuuannually train about 60 students
in U.G. and P.G. courses. About 10-12 exportingsuawvail its fee-based training, testing
and design facilities and annual fee paid by useRs. 6 lakh for company sponsored
training and Rs. 7 lakh earned by job-work andglesicomes for its services.

National Institute of Fashion Technology (NIFT): In the context of the leather and
product sector, the facilities of the NIFT in Chanrargely offer footwear related
programmes. Its bachelor's course on design anesaodes involves about 30 students
every year. About Rs. 2 lakh worth of BDS incomes generated by providing BDS to
about 5 firms every year.

Institute of Leather Technology (ILT): The ILT is a State Govt. institution conducting
programmes for the development of human resoultcalso offers diploma courses, also
with support of faculty from the CLRI. It providesubsidized training for about 60
candidates annually for industry.

No other direct BDS is provided for firms in theisfer.

National Small Industries Corporation (NSIC): The institution is a public sector
undertaking in operation in Chennai since 1956. $hecific BDS provided by this
institution to leather and leather products firmas been in the area of insurance of export
credit, organising fairs such as “Technomart”, offg marketing support for government
purchases, offering info-mediatory services (tendsrd trade information, J.V.
opportunities), and operates a raw material asgistacheme. In terms of core BDS
revenue generation through activities in the Cheaffece, the revenue accrued by way
of service provided to SMEs (in general) includingm the raw material assistance
scheme (e.g., aluminium related inputs to engingerelated firms in Chennai) is about
Rs 3.5 lakh per annum. In the case of aluminiumthi@ national perspective, the
institution bulk procures about 1800 TPA (Rs. 18rej and supplies to small firms with
a service charge of 0.25 per cent. The Chennasmemgicounts for about 800 TPA of this
volume. The service charge generated on this atdeumbout Rs. 2 lakh. Over BDS
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services encouraging MSEs to participate in govemtrpurchase tenders, the institution
charges Rs. 4000 for relevant certificate and gaastincome to the tune of about Rs. 1.5
lakh per annum. The organisation has 3 full-timafgssional staff on its rolls. No leather
and leather products sector firms are availing ifipeservices from this dynamic
institution.

Anna University: A.C. Tech. established in 1948 has a Dept. oftheraTechnology.
The department has a capacity to train 40 B.Tegtesits and 10 M.Tech students in
leather processing and footwear technology. Acadegmnogrammes are offered with
assistance from CLRI faculty. Other fee-based amusisized BDS to the cluster is
negligible. The thrust of this academic institutitime Dept. of Leather Technology) is on
developing a skilled pool of (supervisory and techl) manpower for the industry

Central Footwear Training Institute (CFTI) : An arm of the Ministry of MSME, Gol,
the CFTI is today more autonomous. It offers diphooourses in leather technology and
footwear manufacturing. The institution offers cgas only in the area of footwear. In the
case of longer term programmes, the courses agffant subsidised by the government
to the tune of about 50 per cent. In the case ofesshort-term programmes (e.g., State
Government sponsored programmes for backward class® minorities), the activity is
almost completely subsidised. Of the Rs. 3 cromuahbudget of the institution, about
50 per cent is collected by way of fee. There isnalustry sponsorship of students. Other
than such academic, technical, and practical tigimf technicians and personnel, the
BDS offered directly by the institution to firms Iy way of (Rs. 3.5 lakh per year of)
services in terms of job-working, design, and pattéevelopment for footwear firm.
The institution has 43 full and part-time professibstaff-members on its rolls.

National Environmental Engineering Research Institde (NEERI): The NEERI was
established in Chennai in 1969. The institute heenkinvolved in establishing norms on
environmental compliance at the behest of the Su@r€ourt. The headquarters of the
institution was established in Nagpur in 1957. Trisgitution functions under the ambit
of the Ministry of Science and Technology and hasrbproviding BDS in the areas of
effluent treatment, waste disposal, environmemigireeering and plant design. However,
income from fee based services is negligible iremég/ears. The TNPCB consults the
institution on compliance standards and relategeisselevant to the leather cluster.

Small Industries Development Corporation of Tamil Nadu (SIDCO)/ State
Industries Promotion Corporation of Tamil Nadu (SIPCOT): SIDCO facilitates
provision of industrial estates for MSEs in thetestéSeveral leather cluster firms are
benefited by their service. The SIPCOT largely pfes similar assistance by way of
establishing parks for MLEs. Some such facilitiemvén SEZ status. The Footwear
Components Park at Sriperumbudur is an illustratbrihe assistance secured by the
cluster by such institutions.

Trade and Investment Promotion Offices of other contries (Netherlands Business
Support Office (NBSO), UK Trade and Investment): While many SMEs in other
clusters have explored/successfully establisheddbpeavarehouses in The Netherlands
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(in Rotterdam — “the gateway to Europe”) and/or ddgh, the leather and leather
products cluster firms in Chennai have not avaitédthe free BDS provided by
organizations such as the NBSO supported 100 perbgethe Dutch Government. The
agency has been contributing by way of promotingcBU-DI into India (facilitating
leads and BDS e.g., in the field of chemicals, isergector firms). It does not use any
private BDS and has a two person team to man fisecdit Chennai. The annual budget
of Rs. 60 lakh for its facilitation services is pied by the Dutch Government. The
office is working closely with the Netherlands Fgre Investment Agency and can
provide BDS in terms of promoting inward FDI intthd Netherlands, for instance, in
terms of establishment of a warehouse.

The UK Trade and Investment department functiondeurthe aegis of the British
Government. They have a long-standing presence hen@ai and are occasionally
involved in some projects related to the Chennastelr for the benefit of UK based
firms. They have recently pursued a study vis-aevisironment friendly technologies
for leather through the services of a private MNOSB provider Price-Waterhouse
Coopers. They have vertical facilitating b2b infation and match-making services.
The BDS involved fees estimated to the tune ofétRakh.

(I)  Industries’ Associations

Indian Finished Leather Manufacturers & Exporters Association (IFLMEA):
IFLMEA registered as an association since 1989 uttue Indian Societies Act, 1961,
represents the interests of finished leather matwfars and exporters with about 125
members, mostly from Chennai and nearby regions.miémber profile comprises some
10 per cent large firms, and the rest SMEs. Othan tadvocacy role, the association
organizes workshops and conducts research essémtidievelopment of the finished
leather industry. It also publishes a journal, ‘thes Trends” and works in collaboration
with CLRI in making Modeurop (a European coloureaisting body) leather collection.
The members of the association contribute to &t [é& per cent of the finished exports
from the region. The association has an annualdtudghe range of Rs 25 lakh. This is
mobilized as annual membership fee (Rs 7,25,000)Rs1 18 lakh collected as fee for
services provided. Such services are in termsalf sales at the ITPO organized IILF,
allocation of seats at the Anna University, anderaxes from delegations abroad. No
private BDS service is availed of. It, however,\pdes services to members jointly with
the assistance of the public BDS provider the ITPO.

Indian Shoe Federation:Indian Shoe Federation (ISF) involves footwear toutwear
components manufacturers. The association has Eh@bers mainly from the Chennai
and nearby regions. Other than advocacy it is wealin initiatives such as sale of
developed stalls in the ITPO led India Internatloheather Fair (lILF), and also
organizes a footwear components exhibition. Throsgkbh services the association
generates BDS revenues to the tune of Rs. 8 lakfampaum. Its other main source of
revenue is membership fees amounting to Rs. 12 pekhannum. No outside BDS is
really availed of. It however works closely withetpublic BDS provider, the ITPO. The
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association has also taken the lead to evolve an t8& has established a footwear
components par¥.

Tamil Nadu Small and Tiny Industries Association (TANSTIA): The association has
about 1800 members including individual firms adlae 30 odd district-level industries
associations, 30 product associations, and 76 indu®state associations. In fact,
leading regional associations such as the Coimbalinstrict Small-Scale Industries
Association (CODESSIA) and the Madurai District Jrsale Industries Association
are also members. The annual net income of theiasien is about Rs. 90 lakh of which
about Rs. 20 lakh is generated as membership Res3 lakh is the surplus generated
from (grant) subsidy received from the governmesntweell as stall-charges collected
(total Rs. 100 lakh) from members for providing BdSterms of organizing a large b2b
fair in Chennai, the rest of income is securedeagat income from space let-out and
hiring-out of its seminar hall for training as wel other purposes. BDS provided is in
terms of advocacy, organizing fairs, and organizoagacity-building seminars. Firm
level BDS is catalyzed through its service prowviiarm the “TANSTIA-Friedrich
Neumann Foundation (FNF) Service Centre.”

All India Skin and Hide Tanners Merchants Associaton (AISHTMA). The
Association AISHTMA is an apex body to which vasoulistrict and Regional
Associations are affiliated. The association cosgwiover 350 members (today) largely
from Chennai and nearby districts. The associatias also taken a lead in evolving
SPVs amongst industry for establishing CETPs abhduaconciliation/wage revision. It
also facilitates joint procurement and distributioh various raw materials such as
vegetable tannins among its members. The privat® Biat it occasionally imparts are in
the areas of legal issues vis-a-vis labour issues.

Pallavaram Tanners Association (PTA):Pallavaram is today under the ambit of the
Chennai Metropolitan Development Authority. It ipacket of about 150 tanners who
are members of the BMO PTA. Over the years the ltdty extended as to make this
tannery pocket a virtual residential area. The BTBDS to members is largely restricted
to advocacy and establishment of an SPV to estahbisl operate a CETP. No private
BDS is provided Advocacy has also ensured that basic infrastreclike roads are
constructed and repaired by the local municipality.

Madhavaram Tanners Association (MTA): The association represents the interests of
65 members. The significant BDS offered to memieay be visualized in terms of the
association supporting the CLRI led initiatives lsas the technology mission. Here the
association had pursued various initiatives fortitegerment of shop-floor conditions and
work practices. Interventions included HRD, skiéivélopment, and addressing tannery-
worker health and safety issues. This BMO had #&en the lead in establishing a
CETP through an SPV (the Madhavaram Leather Matwfas Pvt. Ltd. - MLMF). The
association had also taken the initiative of esthbig a leather service centre.

Indian Leather Products Association (ILPA): The ILPA head-quartered at Kolkata has
a small operation in Chennai. The association hemita30 SMEs as members with
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approximately equal representation by goods anchgats sector firms. The BMO works
in close association with the CLE. and meets iterafonal expenditure through the
mobilization of annual membership fees to the tahRs. 2, 10, 000. It does not provide
nor avail of any specific BDS but for availing CLE&ssistance for benefit of member
firms.

BDS by BMOs In essence, the BMOs have taken several inigatito correct factor
conditions on a PPP mode. The consortium of shosufaaturers, for instance, is the
SPV of industry that has implemented a footwear maments park on PPP basis. BMOs
therefore have a track record of providing or gatialg BDS services to industry and
enhancing SME competitiveness through “active” tdusg initiatives. BDS by BMOs
may be visualized in terms of industry associationte cluster playing a proactive role
in terms of initiatives beyond mere advocacy. Tastablish basic and high tech physical
infrastructure — training institutions, parks an&T®s on a PPP mode. Co-ordination
levels with Govt. stakeholders are evidently highessence, there is a relatively high
level of active clustering initiatives amongst sh&lders. For instance - SPVs / consortia
amongst SMEs to establish and operate Common Effllieeatment Plants with part
Govt. support on a PPP basis; and the lead asemsauch as AISHTMA works jointly
with regional / national labour unions and the Gaabour Commissioner (co-ordination
mechanism) to periodically revise / fix minimum veag Co-operative initiatives are also
evident on commercial fronts. For instance, th@@asion AISHTMA sources (imports)
about Rs. 200 million worth of vegetable tannineduas inputs by some member firms
individually. Positive scale-economies are reapgduzh joint initiatives.

The table following presents a summarily tabulgiesfile of BMOs.
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Table 5 : Profile of BMOs vis-a-vis catalysation provisioning of BDS

Activity along the
value-chain
(member profile)

Tanning

IFLMEA

Membership
(Extent of

industry
representation)

-125 members

Capacity-
assessment
(Independent
office;
Newsletter /
website;
Professionals in
staff)
-Possess

BDS mix

-Advocacy on EXIM

Annual fee realised from
members for services —
other than membership
fees ( membership fees)

-BDS by way of stall

)

staff

revisions/fixation in

(largely SME and | independent issues, environment | provision at IILF, seat
large exporters) office space and | -Provision of stalls in| allocation in Anna
seminar hall the India University (leather
-4 administrative | International Leather| technology course), and
staff Fair (IILF) delegation to North Africa
-Website -Leading trade last year generated about
(marketing/sourcing | Rs. 14 lakh
delegations) (Rs. 7,25,000 as
-Seminars and membership fee)
training; fashion
show during the
India International
Leather Faif'

Tanning, product | TANSTIA -30 from the leather -Possess -Largely advocacy | -Rs. 1 crore largely from

manufacturing, and leather independent -Core BDS in terms | sale of stalls to members

associations like products sector owned office of organising (membership fee of about

PTA (total 1800 space “Access 2008” a fair | Rs. 20 lakhy"

members) -Website with a budget of Rs.
-tannery association 1 crore
(PTA); there are 30
other product
associations and 76
industrial estate
associations serving
as members
Tanning PTA -150 members -Hired office -Largely advocacy | -No BDS revenue
(largely MSESs) -Just one full- -Established one (membership fee of Rs
time clerk SPV PTIET for 1,50,000)
operating a CETP

Tanning MTA -65 members of -Own office -Largely advocacy | -About Rs. 4 lakh by way

which about 20 are| space with -Established one of BDS revenue (about Rs.
job-working firms | administrative SPV PTIET for 65,000 as membership feg
staff operating a CETP

-Under technology

mission pursued by

CLRI catalysed

services in terms of

tannery health, safet

issues, skill

development

-Established a leathe

service centre

(facilitating joint-use

of expensive m/c)

Tanning, trading AISHTMA | -350 members -Independent -Advocacy -Rs. 20 lakh as service
(including including tanners, | owned office particularly on charge for operating a raw
traders) smaller industry space labour and material bank

association in -13 full-time environmental issueg (membership fee of Rs.
Tamil Nadu administrative -Wage 5,25,0001"




consultation with the
govt.

-Import of wattle
extracts or benefit of

members
Footwear ISF -110 members into| -Possess -Advocacy -BDS revenue of Rs. 12
manufacturing footwear and independent -Established one lakh per annum
components office space SPV and (membership fee of Rs. 8
manufacturing -3 administrative | implemented a lakh)
staff footwear components
park

-Organise exclusive
footwear components

exhibition
(generating a surplug
of Rs. 3 lakh)
Goods, garment ILPA -30 members with | -No permanent | -Largely advocacy | -Negligible BDS in other
manufacturing 50 per cent each dedicated office | initiatives areas (Rs 2,10,000 as
into leather goods | infrastructure -Works in close co- | membership fees)
and garments -One staff ordination with the
manufacturing member ILPA

respectively

(1) Private BDS providers

Chennai does not have a supply shortage vis-apasational as well as strategic BDS
providing private service providers. These may &ksan terms of those offering services
on the labour legislation front. Similarly, while® restimate could be made vis-a-vis the
number of CAs providing operational BDS in terms takation, audit, and loan
syndication, evidently the services of none of ##® odd Cost Accountants pursuing
independent practice and with capability to offerenstrategic BDS in areas such as cost
control have been focused . So also is the cagemdtre strategic services that may be
obtained from professionals such as Company Se@®{@.g., BDS in terms of IPOs).

Leading suppliers of chemicals and dyes supply neteembedded services to over 80
non-job working tanneries and cost of embeddedss\s typically added upfront (with
equipment costs) in Chennai. Suppliers of soplastt and imported machines provide
free training to operators though such cost is ddgdront over sale. There are several of
small service providers offering services relaedntintenance and repairs of machines,
and on more strategic areas such as ERP (largelled\wy larger integrated firms) on
commercial terms. There are many service providerareas ranging from socio-
environmental certification (again largely availeidby larger integrated firms), pollution
related compliance — ETPs, and infrastructure plaparation for PPP projects. These
providers too provide service on relatively comnedrterms.

“About 250 largely individual and small BDS provisleffering both operational as well
as strategic BDS are networked and providing sewichrough BDS facilitating

platforms such as the TANSTIA FENF Service Centhes $ervice centre effectively
serves as a Private BDS facilitating platform. Bxasmber of private unorganized BDS
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providers providing basic operational BDS serviddé® audit, tax planning, custom
consultants etc. are not available

Some of the key private service providers in amdadrategic interest to the cluster firms
are presented as und&r:

Indian Leather Industry Foundation: The Indian Leather Industry Foundation (ILIFO)
focuses on environment related aspects of leatittabied industries, and has pioneered
related BDS for over a decade. The services provigethe Foundation include: BDS to
the tanning industry to meet compliance requiresiesgrvices to the product sector for
improving productivity and quality, organizing tnéng programmes, etc. It also
publishes a newsletter. ILIFO was established lyitidustry when UNIDO’s “Regional
Programme for Pollution Control in the Tanning Istty in South East Asia” was
launched in 1996. It has been pursuing relatedatiies sincé™ ILIFOs annual budget
in the range of Rs. 40 lakh is generated completgigugh BDS provision to SMEs
(through SPVs) as well as larger firms (directlyast year BDS services abroad helped
raise revenue-income to about Rs. 1.2 crore. Thanization also deploys the services of
7 odd outside BDS experts on assignment basis.

Industrial and Technical Consultancy Organisation & Tamil Nadu (ITCOT) : The
ITCOT has been involved in preparing project plémsseveral initiatives by leather
cluster stakeholders. These include those relatedipgradation of CETPs, leather
footwear SEZ in Sriperumbudur, as well as a footveeanponents park. ITCOTs annual
expenditure of Rs. 6 crore is met with through reses from BDS provision of Rs. 7.5
crore (about 50 per cent being oriented towards §MIEhis TCO earns its incomes
completely by way of BDS provision and has declatisttend to its shareholders to the
tune of about 30 per cent last year. The orgamaatias about 60 professional staff
ranging from lawyers, technological experts, andar@red Accountants, to Social
Scientists. It provides services related to projgganning, QM%" energy,
infrastructure, valuation, and the like, to at teaslO0 firms a year with about 50 per
cent of these being SMEs or their SPVs. Intervestiare reasonably priced vis-a-vis
global BDS providers in similar areas such as E&PMG, and PWC.

TANSTIA-FNF Service Centre: This service centre established by the TANSTIA and
the Friedrich Neumann Foundation (FNF) / Friedi\dumann Stiftung today has almost

40 per cent of its annual budget subsidized byHKE. The organization provides BDS

to SMEs in the areas of organizing specializechtngi programmes, and in effect also

serves as a private BDS facilitating platform.

Chennai Environmental Protection Management Company of Tanners
(CEMCOT): ™" The CEMCOT is the apex SPV of 6 sub-SPVs for imgletation of
R.O. plants (that is ZLD-CETPSs) in different clustén Tamil Nadu. The project under
implementation involves an outlay of Rs. 184 cromes is supported to the extent of
over 50 per cent by the DIPP, 15 per cent by théeSBovernment (subject to a ceiling of
Rs. 20 crores), and 35 per cent (or Rs. 60 oddesyoirom beneficiary firms. The
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CEMCOT has a budget of about Rs. 5.4 crore (3 pat)@as project implementation
expense and for the BDS it provides.

Special Purpose Vehicles (SPVs) of BMOs (Common Efént Treatment Plants)
There are 14 Common Effluent Treatment Plants (G 8HAd more than 100 individual
Effluent Treatment Plants operational and catetmthe tanneries in Tamil Nadu. Two
significant CETPs are located in Chennai — in Rallam and Madhavaram. The
objective of the CETP is to collect, convey, traatl discharge the effluent. Every CETP
iS a separate company, managed by a Board of Diseeind a Chairman. These have
been operational for a decade. Similar assistancaoiv provided for establishing
Reverse Osmosis (R.O.) plants. The SPVs of PTAMMA operating these CETPs at
Chennai are the Pallavaram Tanners Industrial &flilreatment Co. (PTIET) Ltd. and
the Madhavaram Tanners Environmental Protectionl@®EPC) Ltd.

Pallavaram Tanners Industrial Effluent Treatment Co. (PTIET): The PTIET evolved

in 1989 as an SPV of the PTA. It represents ther@sts of about 130 members who avalil
the services of the CETP. The SPV has an annuaédbud the range of Rs.3.5 crores.
This is mobilized as fee for provision of servic€le outside private BDS services that it
avails of are in terms of inputs and guidance fitbmn ILIFO, the costs of which are in-
built in the project cost for implementation of ZLCETPS.

Madhavaram Leather Manufacturers Pvt. Ltd. (MLMF): The MLMF that is
operating the CETP at Pallavaram represents tleeests of 16 members. The SPV has
an annual budget in the range of Rs 1 crore. Bhisabilized completely as fee of Rs. 1
crore for services provided. Such service charg@ifovision of compliance related BDS
is to essentially meet operating expenditures. dutside private BDS that it avails of are
in terms of inputs and guidance from the ILIFO, tiwsts of which are in-built in the
project cost for implementation of ZLD-CETPs.

Society General de Surveillance (SGS) labfhe global BDS provider in the area of
testing and inspection has a major presence intzhenhe organization has large testing
facilities located at Gurgaon and Chennai. The mimgdion commenced operations in
Chennai in the late 80s. In addition to fee basB& B terms of testing and inspection,
the organization also offers training and awaremgeseration seminars on several areas.
The facility at Chennai is staffed with about 40€rgpnnel. The BDS revenues accrued
from the leather related sector (largely) at Chealane is estimated at about Rs. 5 crore
per annum. In addition revenues from other servisesh as training and factory
assessment (also) paid completely by user firmdaatiee tune of about Rs. 50 lakh per
annum. The organization caters to the requiremehtt least 200 firms from Chennai
every year.

South India Producers Association (SIPA) The organization is a reputed NGO
working largely with producer groups and micro-eptises. It was registered in 1985
and offers BDS in terms of capacity-building andrketing across Tamil Nadu. It
facilitates export marketing of products availifgg thetwork of fair trade organizations
across the world and also possesses its own pretoetroom facilities. It works closely
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with organizations such as the Khadi and Villagguktries Commission (KVIC) and the
Development Commissioner — Handicrafts. It is dlenodal centre in Tamil Nadu for
Hewlett Packard’s CSR initiatives to IT enable @apy-build) micro enterprises — a
service that could be particularly leveraged focnmileather sector firms. Major donors
for its capacity building and training initiative$ about Rs. 50 lakh a year are NABARD
and DC — Handicraft. Programmes offered vary frakill sipgradation to business
management. A major source of BDS related incormds/iway of it providing export-
marketing assistance of products to the tune of3Rsore per annum. The total BDS
provided amounts to about Rs. 3.50 crore. The ssrgénerated is about 20 per cent on
marketing related BDS and about 50 per cent by wayconducting subsidized
programmes. The total number of beneficiaries frima intervention of this BDS
provider is about 3500 artisan families networkieagh/with producer groups as well
as 60-70 micro-enterprises with less than a han@@ufirms) in the leather goods
segment. The annual operational expense (admimistrand salaries) of the organization
is about Rs. 90 lakh and it operates with aboufull&time professionals, even while
availing of a dozen odd part-time trainers, tecbhgglproviders in different sectors.

Bharatiya Yuva Shakthi Trust (BYST): The BYST is a National institution registered
as a trust and provides assistance to MSEs in dha bf loans, business mentors,
training, networking, and marketing. Nationalljhdas supported 1500 such entrepreneurs
since 1991. In Chennai, the BYST has assisted difauentrepreneurs with credit links
without collateral. The institution’s BDS provisida financed by means of a service
charge (of about 3 per cent) collected on the laarount directly provided or (now)
facilitated through leading Fls such as the Indgamk. The office at Chennai has an
annual budget of about Rs. 25 lakh and is mannetigppfessionals. The revenue earned
annually by means of BDS provision is about Rsakhl Less than Rs. 0.50 lakh is
generated by way of BDS provision to cluster firdikis dynamic institution is self-
sustainably supported by way of interest income®gded from its corpus.

Institute for Financial Management and Research — ®all Enterprise Finance
Centre (IFMR — SEFC): The SEFC of the IFMR is involved in pursuing resaio
facilitate provision of appropriate financial ingtnents and services to Indian SMEs.
Activities and administrative overheads are sumabhky the Kothari group / ICICI. The
institution is also working on evolving appropridieancial instruments for leather and
leather products SMEs through study. Work is paldidy in the areas of channel
finance, trade finance, and services are 100 pdrsdsidized by private sources such
as the Kothari group and the ICICI Bank. Links wiitle cluster are marginal. No outside
BDS is availed of. In-house professional carry @search, as well as training activities.
This institution has come forward to pursue a stadg offer a training programme
“Innovative Financing Instruments for Leather aedther products SMEs”.

Netherlands Management Co-operation Programme (NMC)P The NMCP is a
programme sponsored by Dutch agencies to provid& B® SMEs in developing
countries like India. International experts visitdia for conducting short-duration
interventions. Till date about 15 such BDS provédbave provided BDS to SMEs in
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Chennai. However, the leather sector has benegfiteetms of availing BDS with regard
to membrane technology for a firms ETP.

Institute of Cost and Works Accountants of India (ICWAI) *™: The ICWAI (South
Indian Regional Centre - SIRC) largely caters t® mieeds of professional education to
students. There are over 1800 registered Cost Atants in Chennai, but only about a
100 of them are into private practice providing B@Sndustry. BDS to leather cluster
firms by the institution is negligible. Few reprasaives from cluster firms seem to have
participated in some of its training programmesatedd to cost control and cost
management, project risk management, and the Nkaetheless, its services, as also
that of its private practicing professional’s sees (particularly in areas such as cost
control, inventory management over optimizing precoent initiatives) have scope to
be leveraged to cluster firms’ benefit.

Consultancy Development Centre:Activities of this BDS development Centre in
Chennai are partly (about 50 per cent) subsidizethb Department of Scientific and
Industrial Research (DSIR). The annual budget thérange of about Rs. 5 lakh and is
largely used for capacity building workshops (fotample, on scope for consulting
opportunities and relevant bids) for the 120 membeom the region. The Centre
operates from ITCOTSs office and has no full-tim&cef bearers or staff. There is scope
for leveraging the services of the largely priv@®BS providers registered with the
centre for benefit of the cluster.

Productivity related BDS (ERP, Lean manufacturing): There are several private BDS
providers in Chennai involved in productivity reldt interventions. The KANZEN
Institute Asia-Pacific (KIAP), for instance, is éobgal management consulting company
that has pioneered in supporting implementatiohedn Manufacturing. The firm has
been providing services towards quality improvermamd problem solving. KIAP has
supported over a hundred organizations of diveraessn India and abroad and has
conducted over 400 process improvement (Kaizenkstmps enabling firms to adopt
two fundamental concepts of Zero Waste and Zere®@gtto enhance competitiveness.

Others: There are a few other service providers whose ralesyet to be leveraged by
the Industry. The Chennai office of the Indo-Itali@hamber of Commerce and Industry
(IICCI) provides services to industry in Chennaitémms of bridging information gaps
with regard to Italian firms, promoting inward aslas outward FDI between India and
Italy. The institution also provides services imms of translation, arranging b2b meets,
facilitating visits of Italian delegations into thregion as well as visiting of leading
Indian delegations to Italy. There is however, nlbBoffered to the leather related
cluster in Chennai despite its potential to assistidentifying Italian designers,
catalyzing ties, and experience-sharing vis-a-taian compliance initiatives and
options in the sector.

The following table presents major service provdetypology of critical services
provided by them, fee earned, as well as firmslimgpiservices in terms of numbers
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Table 6: Contemporary availment of BDS by leather ad leather products firms

(A) Some key Gouvt. institutions related to the leatherand leather products
cluster at Chennai

Services

Annual fee
from the private sector firms in
the cluster

Firms
availing services

1 CLRI Testing, training, Rs. 430 lakh At least 150
technology transfer,
design
2 CLE International market Rs. 90 lakh 150
access
3 NSIC Marketing, -Nil; Rs. 3.5 lakh (not from cluster  None from the
procurement — raw firms) leather and leathe
material assistance, products segment
Govt. tender
procurement
4  SIDCO/SIPCOT Infrastructure - About 50
5 Anna Univ. Training Nil NA (a dozen odd
lead firms do coms
in for campus
recruitment)
6 CFTI Training, design job- Rs. 3.5 lakh (design, job-work) About 10-15 evely
work year
7 FDDI Training, design -Rs. 7 lakh (design, jobrkjo About 10-12 firms
-Enterprise sponsored training of
about Rs. 6 lakh per year
8 NEERI Environmental Negligible Negligible
compliance
9 ITPO International market Rs. 500 lakh 150
access
10 NBSO Outward and inward- Nil Nil
FDI
11 NIFT Training, design Rs. 2 lakh About 5 firms
12 LT Training Nil NA (a dozen odd
lead and medium-
sized firms do
come in for campu
recruitment)
13 UK Trade and Studies, match- -Recently completed a study on  NA-Not Available
Investment making — for the the sector for use by British firms (BDS for use of/by
benefit of UK based exploring trade and investment UK firms)
firms -Rs. 6 lakh of BDS availed of from
a local MNC




(B) Some key private BDS providers’ vis-a-vis theelather and leather products
cluster at Chennai

Typology (e.g., Services Annual fee from the Private Units

No. Service Provider) Sector availing
services

Environmental Strengthening of Average at least Rs. 40 lakh
compliance (ILIFO CETPs/individual
and CLRI) ETPs — project
guidance
2  Business plan Usually physical Average Rs. 15 lakh Varying - a
preparation infrastructure and least 20
(ITCOT) common facilities
3 Environmental Infrastructure project Average Rs. 20 lakh per year ~ About 150
compliance implementation implementation fee for CETPs in
(CEMCOT) Chennai
Environmental Operation of CETP About Rs. 4.5 crores per annum  ouAl50
compliance
(PTIET/MLMF)
4 Productivity ERP, Lean Average Rs. 30 lakh 6
(private BDS) manufacturing
5 ISO 9000 quality- Certification At least Rs. 3 lakh At least 5
systems consultants
6 Socio-environment Certification About Rs. 5 lakh At least 3
related compliance
7 CAs/Private Tax, audit, and At least Rs. 100 lakh; BYST Over 450
BDS/BYST individual loan generates hardly Rs. 0,50 lakh
syndication from services for the leather
segment
8 Marketing BDS Export marketing -Total BDS of at least Rs. 70 lakh ~ 3-5
(SIPA) service charge per year but hardly
about Rs. 1 lakh from the leather
related sector.
9 Testing (SGS, Testing and At least Rs. 650 lakh At least 200
FDDI, CLRI) certification
10 Design (FDDI, Product design NA At least 10(
CLRI, Private)
11  Training and skill- Typically sponsored by NA At least 100
upgradation ( the government, fee firms pick-up
paid by students trained
students
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(C) Some key embedded services providers

Annual fee from
private sector

Typology Services firms Firms availing services
(per annum in
Rs. Lakh)

Chemical suppliers Shop-floor training on use; Embedded About 80 tanners (many
certification; credit services others are pure jobbers
2 Large buyers; Design specification to cluster - 100

importers abroad  product exporters

3 Machinery Training; knowledge - Given recent growth
manufacturers and dissemination on equipment trends, estimated to be #t
suppliers and process technologies least 200 every year

4  BMOs -As indicated in table 7 -As indicated iRAs indicated in table 7

table 7

Gaps are evident particularly in terms of certamategic areas related to indigenous
design development, cost-effective power and energglution and implementation of

projects on a PPP mode with Ministries other thla@ Ministry of Commerce and

Industry, adequate access to institutional creddductivity enhancement.

There is also gaps vis-a-vis the outreach of exjssiervice providers as is evident from
the tabulation presented below.



Table 7: Capacities and penetration (outreach) of@sne existing BDS providers

Table A : Capacities and penetration of some existiy key BDS providers and facilitatord vis-a-vis the leather and leather products
cluster (Government BDS providers)

Trade and
invest.
. . Anna prpmotion
Service / BDS Provider CLRI SIDCO/SIPCOT | FDDI ILT . NSIC ITPO CFTI NIFT offices (e.g.,
Univ.
NBSO, UK
Trade and
investment)
Advocacy L H L L L L L L L L L
Raw material L NA NA NA NA NA L (though NA NA L NA
selection/procurement providing
service to
other
industries)
Product and process - M L NA L L L L L L L NA
technology
upgradation
Training/ Skill M L NA M M M L L M M NA
Upgradation
Quality M L NA M L M L L L L NA
Socio-environmental M L L NA L L L L L L L

compliance (labour
and pollution issues)
Design development M (being now NA NA M L L L L L M L
addressed by a
project under
implementation)
Patent  (incl. Gl) H (leather L NA L L L L L L L L
procurement processing
technologies
alone — largely;
El Tanned




Leather)

Legal issues related tg NA NA NA NA L NA NA NA NA NA NA
labour/HRD
Finance/loan NA NA L NA NA NA L NA NA NA NA
syndication
MIS/ERP NA NA NA NA NA L NA NA L L L
Taxation (excise, NA NA NA NA NA L NA NA NA NA NA
customs etc.)
Access to Finance NA NA L NA NA NA L NA NA NA NA
Basic book-keeping NA NA NA NA L L NA NA NA NA NA
and accounts/audit
Market development L H NA L NA NA L (though H L L L
and marketing providing
to MSMEs

in other

sectors)
Specialised (common L H H M L L L L L L NA
facilities) and basic
(physical)  industrial

infrastructure creation

Other (specify)
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Table B: Capacities and penetration of some existgnBDS providers and facilitators vis-a-vis the ledter and leather products

cluster (BMOs)
Service / BDS Provider AISHTMA ILFMEA ISF PTA/MTA ILPA ™ TANSTIA

Advocacy H H H L M M

Raw material M L L L L L

selection/procurement

Product and process - L L L L L L

technology upgradation

Training/ Skill Upgradation L" M M L L L

Quality L L L L L L

Socio-environmental M M L L L (pollution issues L

compliance (labour and addressed through

pollution issues) dedicated SPVs)

Design development L L L L L L

Patent (incl. GI) procurement L L L L L L

Legal issues related to H L L L L L

labour/HRD

Access to finance/loan L L L L L L (low vis-a-vis

syndication sector through
TANTIA-FNF
Service Centre)

Productivity - MIS/ERP L L L L L L (though
provided through
TANSTIA-FNF
Service Centre)

Taxation (excise, customs etc.) M M M L M L

Basic book-keeping and L L L L L L

accounts/audit

Marketing and market M (through close M (through M (through close L L L (low vis-a-vis

development co-ordination with close co- co-ordination with sector through

the CLE and the | ordination with | the CLE and the organising
ITPO) the CLE and the ITPO) “access” fairs)
ITPO)
Specialised (common facilities) M (taken lead L M (SPV for M (taken lead | L-M (the MTA has L
and basic (physical) industrial towards evolving footwear towards established
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infrastructure creation IILP, SPVs of components park) establishing SPVgledicated common
CETPs) of CETPs) facilities to share
expensive
equipment)

Table C: Capacities and penetration of some existnBDS providers and facilitators vis-a-vis the ledter and leather products
cluster (Private Service Providers) (contd'y

[ICCI (Indo
Italian
TANSTIA- Chamber of
Service / BDS Provider ILIFO FNF Service ITCOT BYST @ SIPA IFMR Commerce
v PTIET,
Centre and Industry-
MTIET) .
International
chambers)

CEMCOT (and
sub-SPVs

Advocacy H (inputsto | L (for MSEs L L L L L L L
BMOs on generally,
compliance not
related specifically
advocacy, PPH for the
assistance) leather and
product
sector)
Raw material L L L L L L L L L
selection/procurement
Market access and L L (not many L L L L L L L
market development cluster firms
aware
of/availing
services)
Product and process - L L L L L L L L L
technology upgradation
Training/ Skill L L L L L L L M (use of L
Upgradation chemicals,
EU
standards)
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Quality (ISO 9000) L L (not many L (not L L L H
certification and testing cluster firms many
aware cluster
of/availing | firms aware
services) of/availing
services)
Socio-environmental H L L H L L L
compliance (labour and (Environmental
pollution issues) compliance)
Design development L L L L L L L
Patent (incl. GI) L L L L L L L
procurement
Legal issues related to L L L L L L L
labour/HRD
Access to finance/loan L L (not many L (not L L-M L L-M
syndication cluster firms many (Research
aware cluster BDS)
of/availing | firms aware
services) of/availing
services)
Productivity - MIS/ERP L L (not many L (not L L L L
cluster firms many
aware cluster
of/availing | firms aware
services) of/availing
services)
Taxation ~ (excise, L L L L L L M
customs etc '
Basic book-keeping and L L L L L L L
accounts/audit”
Specialised  (common H L H L L L L
faciliies) and basic| (Environment
(physical) industrial related)

infrastructure creation

In the case of services provided by public service providers there is an element of subsidy embedded in the costing of relevant services. The same

is illustrated in the table below.
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Table 8: Who d

oes — Who pays matrix

BDS Who Does Who Pays Notes
Procurement AISHTMA 100 per cent user firms IFLMEA offers susérvices to a lesser extent
(e.g., sourcing tour for hides and skin to North
Africa)
Environmental Compliance CLRI, ILIFO 100 per cent user firms -

(E.g., 1SO 14000)

Environmental Compliance
(establishment of individual and
common ETPs)

ILIFO, SPVs, CLRI

50-65 per cent by the
government in case of
CETPs; balance by
beneficiary firms

Subsidy of 20 per cent is available and used by
MLEs

Social compliance (E.g., SA 800(
certification)

CLRI, ILIFO, private BDS

100 per cent user firms

Quality systems (E.g., ISO 9000
certification)

CLRI, private BDS

100 per cent user firms

Testing -CLRI 100 per cent user firms However, but for the S@8ijifies have been
-SGS established on/with government / grant-in-aid
-FDDI assistanc¥’

Productivity (ERP, lean Private BDS 100 per cent user firms -

manufacturing)

Market Access” (particularly CLE, ITPO (in close associationUsually 80 per cent by user| In addition to reimbursement of participation

exports) with BMOs); agents (embeddedirms: about 20 per cent expenses, as per MDA scheme of MoC, certain
services) govt. grant services like promotion, coordination, etc. are
supplied free of cost
Access to credit/capital CAs, Private BDS, Tanstia-FNF100 per cent by user firms Largely through indepengrivate BDS than

(also routing subsidy canalise
through CLRI initiatives); BYST

d

larger institutions

Technology upgradation:
Product and process
development

-CLRI (particularly, leather
processing related initiatives)
-Chemical suppliers
-Machinery suppliers

100 per cent by user firms

In-effect subsidisediserby CLRI; Cost of
service is embedded in the cost of chemicals an
dyes and equipment

Skill Upgradation and training

FDDI, CFTI, CLRI, and

100 per cent by user firms

progressively IL&FS

In-effect subsidisedcterged. Fees are
sometimes paid in kind (space and material for
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training provided by client firms who are to abso
trainees)

rb

Design development

CLRI, FDDI, private designers ofte
from Europe (foreign buyer), NIFT

n100 per by user firms
(foreign buyers provided
embedded service)

Indian institutions provide in-effect subsidized
services

Industrial infrastructure and
common facilities (plan
preparation)

ITCOT, SIDCO/SIPCOT

100 per cent user firms;
some projects of ITCOT pai
by government

o

Infrastructure (project
implementation)

SPVs of BMOs

60-65 per cent by the
government and balance by

SPV members

A significant part of the capital expenditure has
however been contributed by the government
(DIPP)
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3.3 Summary Learning

The tabulations indicate that public and privatevise providers’ offer specialised
services and all areas are not covered under timbrella. Limitations are largely
evident. Primarily, awareness on the constraintsfathe cluster firms and accordingly
the services required by them needs to be enhambedwill enable service providers be
it public, private or BMOs, to enlarge their rangé services and address critical
constraints and gaps at the cluster firms. Appeteridentification of required services
and subsequent capacity building in the areas wieald to development of a sustainable
market of business development service providers.

It has also been observed that private businessa@j@went service providers have scant
linkages with BDS facilitating platforms such ag fRANSTIA-FNF Service Centre, the
BYST, the SIPA, as well as various professionalie®dnd international chambers. Such
networking needs to be strengthened.

Amongst the public BDS providers, the role of onigations such as the NSIC as well as
that of trade and investment promotion offices efevant countries are yet to be

effectively synergised. Amongst the BMOs, the ssrsiof dedicated BMOs such as that
of the IFLMEA as well as that of the PTA, in padiiar, need to be broad based so that
more number of cluster firms benefit. Also, thewvenue-base from BDS provision is

relatively low in comparison to that of the AISHTM#hose major BDS revenues are

from service offerings on the procurement front.



4. ANALYSIS OF BUSINESS OPERATIONS

4.1 Tanning

Procurement constraints:

Constraints in the procurement function may be aligad in terms of optimal
sourcing as well agaps in availment of BDS providers and appropriatgruments.
Gaps in this strategic area may be visualized mmgeof: (i) procurement of
consumablés (i) procurement of core raw material hides anie

Enterprises in the cluster are not optimally sowgayes and chemicals. For instance,
evidently the price at which non-reactive leathgedare exported from Ahmedabad
is about Rs. 165 per kg. (FOB) while the price gaidChennai firms to large MNC
dyes and chemicals manufacturers and suppliersh (ssc BASF, Clariant, and
LANXESS) is over Rs. 300 per kg. There is, evidgnd high mark-up in prices
levied by such suppliers- in turn, adversely affegthe operating costs of firms in
the clustef

As a matter of fact, even chemicals are (typigadigurced dis-optimally by most
firms in the cluster. For instance, over Focus @rbiscussions (FGDs) conducted as
part of this DS, evidently, firms such as BASF weiiding to offer a 10 per cent
discount on cash purchase of a minimum volume of4Rslakh per month, while
those such as LANXESS offer a (higher) 20 per adistount. Exploiting this
opportunity may require cluster firms to work thgbuBMOs, or perhaps after
consolidation into smaller networks, and upon twigrthe BDS of service providers
such as the NSIC (whose servitéshave been hardly availed of by firms in the
cluster). As a matter of fact, the options with aketyto the modus-operandi of
optimizing the procurement function through such BBhould be BMO and
enterprise-profile (e.g., cash-rich or cash-pomuwnstance) specific.

As a matter of fact, the options with regard to thedus-operandi of optimizing the
procurement function through such BDS should be BM@ enterprise-profile (e.qg.,
cash-rich or cash-poor circumstance) specific.

Along similar vein, while a significant proportiai raw hides and skin are imported,
there is a virtual dearth of facilities in termswérehouses in the cluster or abroad.
Customs Bonded Warehouses in the cluster coultitédeitraders and exporters of
raw hides and skin from abroad to stock their natemd offer the same in lower
volumes to Chennai based tanneries. Material caldd be taken back if not sold.
While the CLE has space of about 2 acres in anstnidili estate in the region and has
been prima-facie considering this option, BDS i&lently requiref" in enhancing
warehousing facilities for sustainability in bussse Such warehouses in other
locations in the region and country could faciétafurther optimization of the
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procurement function, and help cluster firms ave@mry large stocks of such
inventory upon import.

Further, there is a gap in terms of appropriatecog of some skins such as sheep-
skins due to absence of own-warehouse (leasedtapefacilities) in countries that
have a good supply of quality raw material suciNegria or (through) the Republic
of South Africa™ Quality assurance as well as container cost opétioin is yet to
be realized by tanners in this context. The IFLM&# CLE have led a delegation of
tanners to Nigeria to explore sourcing options.

Environment — progressively high cost of compliancearticularly in terms of
power and energy (inadequate awareness on relatedB options due to the non-
energy intensity of most value chain activities) The tannery segment has been
striving extensively to meet compliance requirersemt terms of emission of
hazardous solid and liquid waste. Environmental glance norms are particularly
stringent in Tamil Nadu where tanneries are insigdlReverse Osmosis (R.O.) plants
as to meet the High Court directives to achieve #iguid discharge as to relieve the
pressure on local ground-water resources. In anhdittafe disposal of solid waste
from ETPs and CETPs using Secure Land Fills is tdsbe complied with. Such
compliance requirements (unique in the country)asgpa heavy burden in terms of
compliance costs on tanner{&s.

Over 50 tanneries in Chennai and nearby distriastets have installed reverse
osmosis plants in their individual ETPs to recytle treated effluent and have thus
been able to obtain clearance from statutory aitiberHowever, MSEs, particularly,
find the relevant cost of operation already highd awith installation of R.O.
facilities, prohibitively expensive. A Common Effint Treatment Plant (CETP) at
Pallavaram (now a part of the Chennai Metropoli&velopment Authority) and one
at Madhavaram serve to reduce environmental hazdids Pallavaram Tanners
Industrial Effluent Treatment (PTIET) Company andadWavaram Leather
Manufacturers Co. (MLMF) serve as the SPVs of respe industry associations.
They have been operating the CETP for years. Rev@ssnosis facilities are being
established"

Wind power as an option has not been exploredlaie. The reason for this gap on
the energy front (renewable or otherwise) may lmgilzsd to the fact that the value
chain activities in the sector except for effluertatment are not energy intensive.
Industry and relevant service providers have hadewessity to interact despite the
fact that firms in other energy intensive acti\gtisuch as in textiles spinning have
made Tamil Nadu by far the largest exploiter ofdvenergy (in the Country). For the
leather sector, however, it is important as thisulchelp address the high cost of
power.

As a matter of fact, the constraint as well as gaipis regard to relevant BDS is also
obvious in the case of individual ETPs operated rbgdium-sized and larger
tanneries. Also, no firm or networks of firms ireteector have, till date, leveraged on
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CDM™ penefits. The pro-active ILIFO, while playing aditeated role as a service
provider on the environmental front has yet to lgawservices related to renewable
energy options, particularly those that are contipet{coupled with fiscal incentives

such as depreciation benefits offered as part aftr@e Government policy) and

sustainable.

Enterprises in the cluster have not explored BD&iims of alternate and potentially
competitive energy options despite the state ofilTBladu leading in implementation
of Wind Energy Generator (WEG) projects in Intfia.

Constraints in terms of adoption of cleaner produdgbn and eco-benign
technologies: Wastewater is generated while converting raw skand hides into
finished leather (water is used as a medium fororahof unwanted material from
hides and skin), chemicals as well as salts yigl#©®D, COD, TDS and suspended
solids. Cleaner production/processing technologiesld contribute by way of
reducing pollutants and discharge into E'fP&hereby reducing costs of operation
and compliance), and also result in improved qualitfinished leather. Stakeholders
had also articulated on gaps in the area of adopbb Cleaner Production
Technologies developed by the CLRI.

Some medium and larger-sized tanneries incorpgratetices that minimize water
and chemical use in the leather finishing procé&snetheless, MSEs have been
typically reluctant to avail of related BDS duelagk of information on the issues as
to when such initiatives, that mean making invesiisiein infrastructure and
equipments will pay-back. However, interventionstsas these are expected to result
in about 25-30 per cent reduction in waste-wateegaion, as well as in TDS.

Several of the eco-benign process technologiesh@fGLRI that are particularly
relevant to medium-sized and large tanneries, maneimain in laboratories.
Adoption of these technologies may enhance the tantpmage of cluster tanneries
as well as reduce processing costs. There is elydameed to optimize process
technologies through demonstration initiatf{&sn a few tanneries as to encourage
others to emulate.

Some processes and technologies may be considertbe iarea of counter current
soaking, lime liquor recycling, reuse of re-limguor, pelt wash liquor and fleshing
water, use of enzymes for un-hairing, pickle liquecycling, chrome recovery and
reuse, reuse of supernatant liquor from chromevexgounits, avoidance of re-
chroming while using chrome syntans, float measergmcontrol in all wet
operations, use of chemicals which has less nes#étalcontent, and process control
in wet operations — float, temperature, and dunadiooperations.

Constraints in the realm of policy orientation andadvocacy: The cluster firms

have been largely working in close co-operatiorhwiite Ministry of Commerce and
Industry and to an extent with the Ministry of Sme and Technology. Also PPP
initiatives have been largely restricted to phylsio&astructure creation on pollution
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as well as industrial infrastructure (componentdkeont). Limitations are evident in
terms of interaction with the Ministry of MSME (@fé of the Development
Commissioner or DC-MSME), line departments suclihesDepartment of Science
and Technology (DST) and the National Science aechiology Entrepreneurship
Development Board (NSTEDB).

Many of the PPP schemes related to establishmerteainology up-gradation
/competitiveness enhancing CFCs, skill-up gradascemes are yet to be availed of
by cluster firms. Also, scope to redress advocacyg.( in the fixation of drawback
ratesi", and the incorporation of renewable energy prsjéetg., WEG projects) as
eligible for fiscal assistance on a PPP basis .ehisfact, cluster BMOs in clusters
such as Tirupur have succeeded in several sucativis.

Constraints in access to credit (inadequate links ih related BDS providers also
due to limited out-reach from the supply side): Limitations in access to
appropriate, for instance, collateral-free instinél credit (to facilitate adequate
working as well as investment capital) is glaringlyident in the context of tanneries
in the cluster. Perhaps not a single MSE firm iae thuster has secured assistance
from local Financial Institutions (FIs) with guataa cover from the CGTMSE.

Additionally, in the context of micro job-workingrins without formal credit limits
with FIs, no mechanism/instrument has yet been Idped to facilitate cheaper
institutional credit. There are limited linkages with the public and ptey BDS
providers in Chennai in this contexthe constraint is reflected by the fact that many
such players resort to credit purchase of consussaf@dhemicals and dyes) from
MNC and other suppliers. The extent of credit rangem 60 days to 120 days. This
imposes a burden in terms of at least 10-20 perlugher costs on procurement of
such inputs. Also, while BMOs in some other clustél in the State are
progressively playing a pro-active role in termdinéncial intermediation, BMOs in
the leather sector are yet to offer such value-ddeevices to industry.

Productivity issues (gaps in terms of awareness doenefit of availing related
BDS): MSE entrepreneurs in the tannery segment are yieé texposed to basic IT
and MIS tools to enhance their managerial effidesicand decision-making
capabilities. Even a majority of medium-sized tareware yet to explore options in
terms of ERP. Many larger firms in the cluster hawevertheless, effectively and
fruitfully deployed such systems in their tanneries

ERP systems as established in some medium and targesries in Chennai facilitate
comparison of standard with batch-wise costs. Cdaered analysis of process
charts in each stage of operation facilitates memagt control and also “drop” (viz.,
rejection) analysis. The extent and costs of chalwi¢e.g., fat liquors, re-tanning
chemicals) used in different stages of operationlcc@lso be carefully monitored
through such MIS.



The demand side constraints in terms of availingessary BDS may be viewed in
terms of inadequate consolidation amongst smaliensf to jointly-avail (and
share/spread costs) of such BDS as welhadequate dissemination wfformation
on the benefits of using such serfickeally through BMOS).

* Technology up-gradation (and, where feasible, commmofacilities): While the

Chennai leather and leather products cluster ssblkwith agglomeration economies
in terms of presence of the headquarters of thieagjlorenowned CLRI as well as a
wide network of imported machinery suppliers, thgital-intensive nature of several
machinery and equipment (e.g., vacuum drying) lssudded smaller tanneries from
exploring up-grading initiatives. The scope for tguing technology through
establishing common facilities even on a PPP moitle fiscal assistance from the
Government has not been significantly exploredsTsidespite the fact that in other
non-leather clusters in the State, BMOs (in Coimiet Sivakasi, etc.) have
successfully explored such initiatives.

There is a perceptible gap in skill-sets and infation base amongst operational as
well as strategic BDS providers associated with l&sther sector. Business plan
preparation for PPP projects which could draw #mste from specific Ministries
and Departments of the Gol are also lacking. Anituteon ITCOT, has however,
overtime, made little progress along the lines efedoping some level of skill-
expertise in relevant areas.

4.2 Product manufacturing (particularly, footwear and components"

Several constraints and strategic issues needs twthressed (particularly by MSMES)
through availing of BDS options.

Access to credit:There are serious gaps in terms of access of rsizem job-working
vendors to institutional credit. Many of them regorinformal markets and incur costs of
upto 5 per cent a month to repay this informalrice In fact, even larger SMEs suffer
from working capital constraints which affect therowth potential and capacity-
utilization. Few (if any) firms have availed of atance provided by the support Fls in
terms of collateral-free credit. This is despite tact that there are dedicated branches of
institutions such as the SBI (leather and inteamati branch) to cater to the needs of
firms in the sector.

In fact, most firms have a two month lean periodrgwear (between “seasons” abroad)
during which they have to perforce meet fixed castduding that of labour. Adequate
working capital credit in terms of relatively cheagstitutional credit could even help
micro-jobbers explore alternative markets in a adenof recession. Many such micro
jobbers are (over the last 3 odd months) operainigardly 50 per cent of their usual
capacities. Some dynamic micro-firms are alreagyaging options with BDS providers
such as the BYST.

61



Market access and brand promotion While the cluster is at the top-end of the Nadion
value-chain, the dynamic firms are yet to effedfiygomote own brands or even realize
greater market access abroad. Internationally, daege firms are essentially sub-
contractors to global brands and marketers. Inroradacilitate greater market access
and presence in buyer-countries in the West, theaptive CLE had earlier considered a
project to establish a warehouse abroad. Howekierjnitiative did not take-off (also)
due to gaps in terms of a strong SPV to help implanthe project. Large firms in many
clusters in India have warehouse operations intimea such as Belgium/Holland and the
Netherlands. Some large leather goods manufactivave also opted for the flexi-
warehouse option in the USA.

Nevertheless, despite available assistance undavi&l scheme, cluster stakeholders are
yet to successfully explore options to establislielvauses abroad. Cluster firms have
scope to promote their products /brand as efficgmi-contractors on the basis of their
strong orientation towards environmental compliamceerms of ZLD in tanneries. Gaps
in terms of links with various public BDS (tradedaimvestment promotion offices) who
could facilitate related initiatives are also evitle

Procurement and technology up gradation - infrastricture: Footwear manufacturers
experience logistical time and cost constrainttenms of sourcing several components
required to make even a footwear sample to forw@rdimporters for approval.
Components are sourced from different locationssacthe city dealers, representatives,
and manufacturers.

Another gap is in terms of information on machinemyd equipment technologies
developed by several machinery manufacturers (peatly those related to leather
goods) in the country. Many related stakeholdeis p@inted out the gaps in terms of
centralized facilities for provision of services lilgese component and equipment-
technology providers who offer several embeddeditaeh services. These range from
training to inputs on technology choice. While P&fhemes for establishment of such
facilities exist, cluster stakeholders have notiewgul related initiative &

Constraints of BDS linkages for value-adding startaps: While some of the leading
institutions with technical expertise such as theRC conducts EDPs and related
Awareness Camps in the leather and leather prodectsr, there is need for more grass-
root implementing agencies to be involved in sudhatives to encourage value-added
start-ups, particularly in terms of more MSE foalistart-ups.

This initiative could also encourage existing frmo diversify to related areas as a risk
reducing option. While the Ministry of Science ahdchnology supports initiatives in
terms of Technology EDPs, specialized local instts in the cluster such as the ITCOT
as well as the TANSTIA-FNF Service Centre are ygebffer tangible services on this
front.

Inadequate thrust on IPR issues Firms in the leather and leather products sectr ar
yet to explore options in the broad area of progaténting. As a matter of fact, but for a
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few lead firms, enterprises have not even goneintrhdemarks. The development of
brand equity is yet to be realized. This impliesdaquate initiatives towards indigenous
R&D and design development initiatives — the CL&taday establishing a large design
facility to bridge this gap. The patenting initias by the CLRI, the only stakeholder that
has extensively utilized the option is largely imetleather processing than product
manufacturing stage.

Training and skill up gradation (gaps in efficacy Inkages between available
government assistance schemes and BDS provisioManufacturing of footwear is
labour intensive. For a firm with a capacity to mtatture a 1000 pairs of shoes a day,
manpower requirements at the shop-floor is of al&éit workers (largely, about 170
involved in stitching). Dedicated initiatives by siitutions are required to train
supervisors and middle level technicians.

There remains scope for services provided by dyoanstitutions such as FDDI and/or

CFTlin terms of enhanced initiatives towards gatieg a pool of skilled and fresh shop-
floor personnel. Nonetheless, these as well as B&kie progressively exploring

initiatives to address this bottleng®¥! Initiatives of institutions such as the IL&FS have
an edge in terms of developing labour force in pobdsectors other than the footwear
segment®

As an initiative to develop indigenous design calfigs, BDS of institutions such as the
CLRI are yet to be adequately leveraged. Custonskdbupgrading training in the area
of design footwear as well as other products cdaddsupported with training related
assistance from institutions such as the DST/NSTBED® their STST scheme. The
absence of efficacy linkages between available gowent schemes and local BDS
leaves gaps in in-house design development capebitif industry.

Policy advocacy™ " Policy advocacy in terms of appropriate fixatidrdaty-drawback
rates has been a major thrust of stakeholders mardic clusters such as Tirupur
(knitwear cluster). Scope to enhance focus onedlatlvocacy efforts in the case of the
footwear as well as other product segments doest.efiso initiatives by service
providers such as the TANSTIA-FNF in terms of awmass generating studies and
seminars such as on the impact of WTO and innowatid non-conventional financing
instruments (catering to unique working capital atiter needs of the industry) is yet to
be twinned.

The industry has sought relief in terms of revisadrdraw back rates to the higher pre-
revised levels of 2007-8, enhancement in duty-fing@ort limit from the existing 3 to 5
per cent of FOB export turnover, increased weightig leather products from 1.25 to
2.5 per cent under the Focus Product Scheme aedstah of the Focus Market Scheme
to EU & the USA (under the ambit of the Dept. ofn@oerce, Ministry of Commerce
and Industry).

Productivity issues (gaps in terms of awareness denefit of availing related BDS):
Constraints are particularly evident in terms détige gaps by way of non-utilisation of

63



BDS services in the area of enhancing productivitys perceived that productivity per
worker in the footwear segment in competing coestlike China is more than double
that in India.

The adoption of lean manufacturing practices iselet to have contributed towards
high productivity levels in China. Internationalnofmarking indicates that conversion
of the traditional batch-and-queue production systato continuous flow (lean) will
double labour productivity across the system whiéing production throughput costs
(as well as inventory stocking) by 90 per cent. IBsystems are also expected to
significantly reduce the lead time to service glairders.

Along similar lines, except for a few of the largérms, none of the product
manufacturing SMEs has explored ERP systems thdd amntribute to better systems
and profitability.

Constraints on the socio-environmental compliancerént: Compliance in the socio-
environmental context is being increasingly congddy customers abroad. Compliance
is also required in terms of meeting consumer healt safety legislations abroad - such
as CE labelling for safety shoes. Global sub-catdra and suppliers - the lead as well as
SME firms in the Chennai cluster are expected ta@dmpetitive not only in terms of
prices, quality, and efficient-delivery but muss@lconform to environmental and labour
related social standards. Typically, many of thhgda exporters in Chennai comply with
“codes of conduct” requirements of importers in ¥est. The larger product particularly
footwear manufacturers are subject to periodictmglby buyers.

Nonetheless, other than the larger players, few SMEhe cluster have explored code of
conduct compliance initiatives in terms of ceration by way of SA 8000 and ISO
14000.

Design capabilities: Constraints prevail in terms of development of gesious design
capabilities. Only CLRI has taken initiatives todsr extensive development of
indigenous design capabilities. Product designw/@b as relevant patenting initiatives
are typically the prerogative of value-chain leadier developed countries. This ensures
that value-accruals are in effect inclined moredmg these players abroad than to Indian
product manufacturers. NIFT has been offering eel®DS, and the CLRI is establishing
a large facility with BDS inputs from the NID.

In this context, links with local and National BD&cilitators such as the IICCI, or the
subsidized BDS providing Senior Expertise Serv(&sS), Germany is hitherto limited.

Financing with equity: Financing of various enterprises with outsideisqu venture

capital is not explored in the leather industry.i@khere are several international private
equity funds, none of them have been seriously agmghred by leather sector players.
Joint-ventures for financial partnerships are yetoe explored. This makes the firms
typically dependent on institutional finance whishessentially restricted to the extent of
collateral offered. Few firms but for companieselithe AVT have even explored the
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equity route to access cheap capital by meansiog lhisted on the Indian capital market
through the IPO route.

Social-infrastructure: The gaps in terms of social-infrastructure speaifycfor out-of-
city/state labour are viewed as a major consttaynhany medium as well as larger sized
players. In fact, many product manufacturing firspend high amounts on transporting
the out-station labour force onto factory siteserBfiore, parks with integrated social-
infrastructure (hostels/dormitories) are a conviecgeas well as compliance initiative.

Also, many firms with foresight envisage the needIEO 14000 and SA 8000 compliant

infrastructure that could be evolved (ideally) oPBP basis. Tirupur has successfully
pursued such initiatives on a PPP mode.
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4.3 Summary Matrix on Constraints

The matrix presented below summarises the conttra&xperienced by stake-holders
pursuing particular activities.

Table 9 : Value-chain activity - constraints matrix

Sr. No. | Core intra-cluster value- Short and long term constraints that may be addresl by appropriate orientation of BDS services and
chain activity markets
1. Leather tanning -High cost of environmental cbamze in terms of power costs in individual andncoon Effluent Treatment Plants

(ETPSs)
-Dis-optimal sourcing of dyes (source-wise), dishml sourcing of chemicals (credit purchase-wiseadequate
warehousing initiatives (in Chennai and abroad)aveniently source and stock hides and skin

-Poor access to appropriate and adequate instialtavedit facilities (term as well as working dapfacilities)
-Weak management information and control systentmginess - particularly in the context of MSEs
-Weak initiatives to upgrade (in terms of expensieehnology, and enhance productivity on a joiRPmode (e.g|,
vacuum drying)

-Inadequate initiatives to upgrade productivityn térms of even basic MIS (particularly by SMES)

-Constraints in terms of deploying Cleaner Produrcliechnology processes

2. Footwear (and -Poor access to appropriate and adequate instiaiticredit facilities (term as well as working dapifacilities) -
Components) manufacturearticularly by MSEs

-Inadequate “convenience” infrastructure to sotiheemultitude of components from one location

-Inadequate infrastructure in terms of displaylfaes of equipment-technology options of domesti@nufacturers
-Shortage of skilled operators; inadequate indigeran-house designer development initiatives

-Gaps in terms of initiatives to explore direct k&traccess (warehouses abroad, consortia)

-Inadequate links with equity and venture capitavfers .

-Inadequate accommodation facilities for out-stastate labolf™

3. Garments and goods -Limited access to appropriate and adequate itistital credit facilities (term as well as workingpital facilities) —|
manufacture (many particularly by MSEs
constraints are cross- -Poor “convenience” infrastructure to source thdtitugde of components from one location
cutting issues vis-a-vis the-Gaps in infrastructure by way of display facilitief equipment-technology options of domestic mactuirers
footwear segment) -Gaps in availability of skilled operators; inadatgiindigenous / in-house designer developmenigiivies; result-

oriented EDPs to generate appropriate start-uggi@olarly in the goods and components segment)
-Limitations by way of direct market access initias (warehouses abroad, consortia)
-Poor accommodation facilities for outstation/stateour

The constraints in terms of linkages with relevaatv BDS providers, strengthening and appropriately
orienting the services of existing public as wellpgivate BDS providers by facilitating their intentions,
and their capacity-building in some areas, neduktaddressed.



5.0 SUMMARY BRIEF ON ENVISAGED
INTERVENTIONARY SCOPE AND MANDATE

The project will essentially address developing mn@rket for BDS in several critical
areas that have been listed above.

Developing market-oriented BDS necessitates magstssment encompassing:

» demand assessment of services required by SMEs;

* services being provided by existing providers;

* bridging gaps in service provision, and

» Facilitating a natural business relationship betwssrvice providers and firms.

Vision and Mission

“The anchoring of well defined and well developddrirentions will facilitate enabling
conditions for better organic linkages between ®ugnterprises and BDS providers on
a sustainable framework, enhancing employment tiondi and addressing poverty
issues through catalyzing skill training related 80as well as initiatives oriented
towards micro job workers in the leather produaib sector.

The integrated outcome of interventions will lead dustainable and over arching
objective of increased competitiveness of SME tfitogost reduction, productivity
improvement, and environment compliance as well raarket access related
advantages.”

5.1 BDS for the tannery segment

The tannery segment has been the critical segnmehttiaerefore, the constraints of this
segment need to be addressed on a war-footing.eWhigome cases interventions will
not be cluster-wide but pursued on firms thater the projectlirectly, the demonstration
interventions will encourage more firms to pursusilgr initiatives, thereby serving to
develop the market for such BDS.

Several of the envisaged BDS services envisagethétannery segment are virtually
“new” in the cluster context. Stakeholders havenbemadly exposed to the benefits of
some of these services. Nevertheless, extensieatation and business planning efforts
will structure interventions under the project. &ssful provision of services through
certain identified BDS providers will serve as andastration to others, and encourage
more stake-holding firms to come forward to avéiervices in a commercial mode.

The constraints on the procurement front, both ndigg consumables such as dyes and
chemicals as well as raw hides and skin need taddeessed- where necessary through
evolution of appropriate financing mechanisms saghaw material bank&* Use of the



warehousing option in India as well as in countabsoad could also enhance efficiency
in the procurement function.

Also important is the need to establish (and opértéihie R.O. plants in a manner that will
maintain the competitive edge of the tanning sedthout WEG connectivity, the cost
of compliance will induce severe strains on thetsand profitability of tanneries
(particularly on the MSE segment) and affect thairy competitiveness. Appropriate
interventions on the power and energy front (cataly WEG connectivity to CETPs as
well as individual ETPs) along with advocacy orevent fronts for PPP assistance is a
critical need. BDS on all these areas are a digairement.

Further, efficiency in terms of MIS and productwignhancement, specifically amongst
SMEs needs to be ensured. Large firms in the clustee explored such options but
smaller firms have been largely out of ambit. Tismainly because of gaps in
information on the benefits of availing related BBffough institutions such as SIPA as
well as other private service providers.

The capacity utilization of many small tannersaw I(and many of them operate largely
as job-workers), particularly, on account of coaisiis in terms of appropriate access to
credit in terms of working capital as well as fooaernization. BDS on this front may be
catalyzed through inter-weaving the roles of conedrprivate service providers, the
BYST, as well as that of the Tanstia-FNF Servicatt&e Implementation of Cleaner
Production Technologies as well as other technekgi public BDS providers is a dire
need. CLRI on a demonstration basis could encourdfger firms to explore such
options, serving to develop a market for such ses: This could be more on a
commercial basis. Common facilities on a PPP maugdchelp MSEs adopt several of
the expensive technologies offered by institutisash as the CLRI as well as machinery
and equipment-technology suppliers representingr tiseunterparts in developed
countries (e.g., Italy) as well as NICs (e.g., Tamv BDS on this front may be provided
by service providers such as the ITCOT as well asadre of other private service
providers proposed to be groomed / trained by bedwer project implementation.

A few of the strategic BDS interventions partictitan the area of evolution of industrial
infrastructure or actual establishment of commarilifees could extend slightly beyond
the project time-frame given the complexities imaal. However, many of these are of
most significance when assessed against the fastarempetitiveness and compliance
of firms.

Procurement (optimal sourcing and necessary crediinkages): Optimizing sourcing
initiatives along the national and global valuetoh&ould require BDS providers related
to sourcing and supply as well as those facilitatiecess to credit facilities. In order to
meet the mandate of sustainability of interventjoBMOs will also be evolved in
procurement services. In some cases (relativefyetamember SMEs of IFLMEA), BDS
may be provided to BMOs directly, while in otheitsphay be more appropriate to work
through a smaller consortium which could supplyutspo BMO (e.g., PTA, TANSTIA)
members. In both the options a service fee onehdce imparted by BMOs could serve
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as a revenue model to provide other value-addedicesr to members, and also
strengthen their secretariat.

The services of private BDS providers with or withd\NSIC’s (their raw material
assistance scheme) and SIDCO’s (for warehouse spacelatively softer-lease basis)
involvement may be considered. The intervention aldo involve introduction of new
(embedded/bundled service providing) BDS providersh as leading non-reactive dyes
exporters from Ahmedab%d and subsequently BDS to explore cash purchasbeof t
consumable chemicals from local suppliers and serywroviders such as BASF and
LANXESS. The benefits are expected to prompt mamasf to use relevant BDS to
optimize their procurement function, reduce relévast, and enhance profitability.

Procurement (global sourcing): BDS in the procurement function may also be
envisaged in terms of facilitating global sourciniiatives™ There is evidently scope
for establishment of procurement warehouse(s) bgefaindividual firms as well as
SPVs/consortia of firms in Africa (e.g., in Nigefiar sheep-skins, or South-Afri&&™).

It is necessary to rope in the services of prigateice providers as well as public service
providers such as the ITB®" and the NSIC into such initiatives. This initiaiwvill
effectively introduce new BDS and instruments \gsajoint global-sourcing facilities
of inputs (the costs of operating a warehouse albag be shared while inputs may be
procured and held individually by firms). The intention will facilitate development of
a market for such BDS would also be easy. Coswoptition by SME tanners for
establishing similar warehouses in other countmesccount of reduction in sea-freight
container cost would also be easy.

Procurement (infrastructure): The gaps in procurement facilitating infrastruetur
facilities, such as; warehousing, may be addresgsecheans of establishment of raw
material hides and skin customs bonded warehous&hennai. This could facilitate

convenient stocking by foreign suppliers of suclw material into India. The CLE is to

take the lead in implementing one demonstratiofeptan Chennai on its own facilities.

However, the services of public BDS providing ingions such as the CLRI coupled
with specialized private BDS providers could (al$agilitate successful initiatives in

future. The roles of other service providers sughh& NSIC and that of the SIDCO and
SIPCOT may be appropriately synergized. The imvtgatvould serve to introduce a new
BDS instrument and help in evolution of a marketrmre such facilities in the region

and also such services in other locations / clastelamil Nadu.

Environmental compliancé® cost optimization (through BDS on the power &
energy front): The high costs in terms of power costs, particuylarlthe operation of
ZLD-CETPs may be addressed through availing BDSutgpin terms of WEG
connectivity on a PPP mdf&". The PPP element (in terms of leveraging grarsidhen
capital expenditure) is important for most firmsrgtated SPVs being MSEs without the
necessary resources for the capital intensiver@mutrring cost negligible) WEG option.
The capacities of the environment and compliantaee@ BDS provider, ILIFO will be
developed over project conception/business plapgpation as well as implementation.
Interventions in this area will mean involvemenBOs AISHTMA and the PTX*",
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and their specific SPV, that is, PTIET. A demonstraproject involving implementation

of WEG facilities in the CETP at Pallavaram coudhv& to encourage many of the 13
other CETPs in and around the Chennai region. Togeg would depend on BDS from

the ITCOT and Tanstia-FNF Service Centre, as welW&EG technology-equipment

suppliers. CETPs in some other regions in the egwduld also explore similar BDS.

During the intervention period, the capacities efated BDS providers will also be

developed in terms of preparing related commonggtfjusiness plans.

The intervention is expected to result in considgraeduced costs of compliance (at
least 50 per cent of cost of power in CETP opematiocounting for 4-5 per cent of
annual cost of production or 40 per cent of prafitsypical jobbing tanneries) for at least
100 MSE tanneries, contributing towardsstainability and competitiveness of MSE
leather processing activities in the clustef®"

Along similar vein, the 130 odd individual ETPs ogged by some medium and large
firms in Chennai and nearby districts will be imtuged to the competitive option of
independent establishment of WEGs. Considerablyaed cost of compliance for at
least 10 individual medium-to-large sized tannerf@so enter the project) that are
largely located in the regions /districts near Gtanwill have a multiplier effect.
Following successful intervention, similar firmstime region as well as other clusters in
the country will be encouraged to explore relatetiatives.

The scope of BDS towards establishment of WEGs tmayisualized in terms of
business plan preparation for debt / part grargih{where realizable) financing and
decisions with regard to appropriate size, scald,tachnology in operation. Tamil Nadu
allows installation of WEGSs for generating power éaptive consumption by industries.
If a WEG of 1.5 MW capacity is installed, it woulgnerate about 38 lakh units of power
per year at currently available locations in that&tThe same amount of power will be
allowed by the TNEB for consumption by the genatasay a CETP or ETP, unit for
unit. For a CETP/ETP (e.g., the one in Pallavarai)3000 cubic metres per day
capacity, if two wind energy generators are insthllit would meet upto 80 per cent of
their power requirement. The capital cost of a WEG.5 MW capacity is Rs. 10 crore.
Its operating cost would be about Rs. 17 lakh peEaryManufacturers and suppliers
provide embedded service in terms of operationmanhtenance of the plant for a period
of 20 yearg®

In simple terms, for a total equity investment of. B0 crore (for a 1.5 Mw WEG) the
indicative annual net return is Rs. 122.46 lakhd(ating O&M charges of only about 1.7
per cent of capital expenditure). This implies avestment and equity pay-back period
of over about 8 years. However, with fiscal assistain terms of grant-in-aid on capital
expenditure, the pay-back period on equity by SRvhimers would be obviously reduced
(to hardly 3.5 years if fiscal assistance to theetof 50 per cent is realized) as to make
the project far more bankabl€.

Environmental compliance (BDS in Cleaner Production Technologies): BDS
provision in the area of compliant and cost optingzprocess technologies may be
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viewed in terms of demonstration of cleaner proumctechnologies in MSE tanneries.
Private BDS providers and CLRIs expertise will beped in for the same. The
intervention will essentially facilitate chemicahdh water use optimization and instill
appropriate shop-floor practices to reduce pollistaand discharge into CETPs. The
impact on firms that enter the demonstration irgations will encourage more MSE
firms to explore such options.

In order to demonstrate advanced eco-benign prdeessiologie¥' BDS of the CLRI
will be roped in for a demonstration interventiona larger tannery incorporating the
complete range of eco-benign technologies. The dsetration is expected to enhance
receptivity to services offered by the CLRI and elep the market for its services.
Positive impact on the firm that enters the denratisih intervention will encourage
more enterprises to leverage such services.

Policy advocacy:BDS in this area will be offered through closealwement of cluster
BMOs. BDS on the advocacy front may be visualizedhie areas of incorporation of
generators using renewable WE options into PPPnse#ie of the Central Govt" and
appropriate PPP assistance for SPVs to implemehhtdogy-upgrading CFCs.

As an illustration on an advocacy initiative, theSATMA has already approached
Government agencies for PPP support for specifaentions™

Finance - Access to (adequate) collateral-free ingttional credit: Access to adequate
collateral-free institutional credit (in terms ofdividual financing) for MSME tanners;
and establishing an association-led Mutual Credifi@ntee Furi@ (joint-financing)
option for micro job-working units of PTA who do inpossess working capital facilities
may be facilitated through appropriate BDS. PrivBIS providers in co-ordination with
the CGTMSE and usual financiers like Indian BankJ,&nd other related institutions
may be availed depending upon the preference ahtheidual firms.

This intervention will not only facilitate introdtion of a new instrument and service
provider, but will also facilitate BMOs to evolvato providing services in terms of
financial intermediation. The intervention shoulelghreduce the impact of high cost of
informal credit on micro and small enterprises, anlance performance of small tanners
in terms of access to adequate institutional crfedibperations (also to procure inputs for
own than mere jobbing operations).

Productivity: Micro tanneries may be introduced to basic and gpgate IT and MIS.
Demonstration ERP may be pursued in larger tamme®th these initiatives are
expected to serve as a demonstration to encouegieation by other MSE and job-
working tanneries in the cluster.

Scope of BDS in appropriate Mf$ may be viewed in terms of the fact that globally
various tailor-made softwares are employed to bimgefficiency in SMEs that can
afford expensive software and trained manpower. lBast micro enterprises can ill-
afford these expensive softwares and manpower.uild this gap the envisaged training
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programme will demonstrate how existing Microsofackages can be employed.
Broadly, the curriculum covers the following:

* MS Outlook — calendaring and scheduling daily atés,
» Contact and information management,

* Creating a data-base of clients,

» Panning of projects, and

» Daily operations management.

Other critical tools covered may be viewed in teohs
* Production planning and control,
* Delivery schedule and inventory management;
* MS Excel for preparation of financial statements;
» Preparation of Profit and Loss statements;
» Tracking expenses fortnightly, monthly, quarterglf yearly and annually;
» Tracking cash-flows;
* Analysis of different reports graphically;
* General accounting, inventory, and HR management.

Scope of BDS in ERP related interventions may besiclered in terms of implementing
ERP systems in an enterprise involving training enplementation of an ERP package
as well as support and maintenance for a perid@rabnths to a year. This will bring in
best practices in shop-floor management. ERP soétivalps address needs particularly
in the area of productivity- methods to handle $malumes cost-effectively, facilitate
productivity of labour and material, and help imnte of good information systems to
support performance management.

Relevant softwares that are developed are custdm@é¢he needs of individual firms.
Software packages in the context of tanneries &fgicaddress aspects such as raw
hides/skins (raw accounting, raw yield, raw costinget blue (control of inventory, yield
from wet blue - finish, costing by order), prodoctiplanning and control (throughput
time, sample control, delivery performance), prdaurc (labour productivity, control of
work-in-progress), quality (control of rejectiong)hemicals (chemical consumption,
costing by order), process (standardisation of ggs)g crust (control of WIP), spare
parts/materials (spares consumption, non-movingsgtecontrol inventory), maintenance
(preventive maintenance, machine availability, coktmaintenance). The Operating
Systems on which softwares operate are often wisddWwe BDS project implementation
cycle usually has the following stages: systemystadstomizing the software, prototype
presentation, freezing system specifications, ilegtan of software, training of users,
pilot runs, and full-blown data entry.

Technology upgradation (where feasible through comin facilities): BDS initiatives

in this area will involve encouraging individualcamore critically, wherever relevant,
joint upgradation of firms. Initially, awarenessnsears by the CLRI and machinery
suppliers, and interface between these stakeholddr8MOs and focus groups of firms
(willing to explore individual/ joint-upgrading inatives) will have to be explored. The
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scope of deploying expensive productivity/qualibhancing equipment such as vacuum
drying facilities as common facilities will be expéd. The EDI team will assist in the
evolution of SPVs and consortia of firms to explorerventions to the extent feasible on
a PPP mode. Private BDS will also be availed oniecessary business plan preparation
for individual as well as consolidated/joint inttiges.

In order to address capacity gaps on the suppbj-sadtraining programme for BDS
providers on evolution of SPVs, and relevant bussnplan preparation oriented to
specific schemes of the Government of India willofiered (by the EDI team). Some of
the schemes that local BDS providers will be oedntowards include that of the
DIPP/DCMSME/Minorities Development Corporation/NSIIB-DST. This initiative
will help evolve a cadre of well-groomed private 8Eacilitators in the area of evolving,
drafting, and implementing PPP business plans.

5.2 BDS for the footwear and components segment (gs-cutting
iIssues/activities along with the goods and garmensggment)

BDS in the footwear and components segrfiénmay be envisaged on several fronts:

Finance - Access to credif": Interventions on this front would involve facilitiag
access of micro-sized job-working vendors of leatpeduct SMEs as well as large
manufacturers to institutional credit. Canalizingpeopriate collateral-free institutional
credit would also be addressed. This interventioald also be catalyzed by means of
introducing and twinning the BDS services offergdiite BYST, Private BDS providers,
as well as that of BDS facilitators such as the BAMNA-FNF Service Centre.
Interventions in this context have to be pursuedclose co-ordination with leading
Financial Institutions (FIs) that is, the IndianriBaand the SBI, other related Fls, and
importantly, with the CGTMSE headquartered in Mumba

Evidently, few firms in the segment have availedassistance with CGTMSE cover.
Many firms (micro job-workers or small firms) argpically cash-strapped either for
working capital or for term loans for expansion agbwth. Interventions on this
constraining feature need to involve BMOs. The lmement of BMOs will be in terms

of preliminary identification of firms that requireecessary assistance. Subsequently, the
identified BDS providers will support interventiomsterms of appropriate business plan
interventions. EDI's role will lay emphasis on figeiting interface between firms, their
banker’'s as well as the CGTMSE. BMO'’s involvemeitit telp in ensuring continuous
benefits from the initiative by enhancing its résaientedness.

Market access and brand promotion BDS would facilitate establishment of warehouse
abroad for marketing facility with Government ofdla assistance under the Market
Access Initiative (MAI) scheme. This will involventegrating the services of private
service providers, the ITPO, and Trade and Investifaeilitation offices of the relevant
country working through specific leather productSPSimilar BDS is to be roped in for
evolution and implementation of consortium exporarketing programme of leather
goods and garments firms.
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Procurement and technology upgradation — infrastruture: Establishment of a

centralized footwear component warehouse/specthleather-goods machinery display
centre in Chennai will involve evolution of SPV all as business plan preparation.
This would be achieved through the services of gevBDS providers in close
association with machinery and component manufactiand suppliers.

Conduct of Technology EDPs for leather goods manugture: Services of BDS
providing institutions ITCOT and TANSTIA-FNF willé oriented towards conducting
technology EDPs to encourage start-ups in the seldim support is envisaged for this
initiative from theBDS project Assistance is expected from STST scheme of thé-DS
NSTEDB. Public and private BDS providers/facilitatan the cluster will be henceforth
sustainably linked to EDP sponsoring institutiosst@ help them automatically pursue
related initiatives in future.

IPR and patenting: BDS in this arena is envisaged in terms of studiovieed by a
dissemination-seminar on scope for product and ga®aelated patenting (including,
trademarks) for the leather and product sector.iititiative is to be led by the CLRI, and
private service providers in co-ordination with tRatents and Gl office. The initiative
also has close relationship with the indigenousgieslevelopment initiatives of the
CLRI.

Training and skill up-gradation: Skill-training for new workers (from under-priviled
sections in rural areas) for footwear and othedpecb manufacture could be facilitated
through service providers such as the IL&FS/CFTIFEBnsuring supply and absorption
of trained labour. This initiative will directly otribute towards poverty alleviation as
well as address the shortage of skilled labourdancthe industry. In both these areas of
skill development and productivity related techhieasistance services, public BDS
providers are working in the cluster. Nonetheleskes need to be appropriately oriented.
While recession has already hit the job-workerssafe of the larger leather goods
players, many enterprises particularly in the fadwsegment are still concerned about
the shortage of the labour force. Even a SME foatwer goods manufacturer with a
turnover of Rs. 10-20 crore is typically on thekemut for employment of 150-250 fresh
labour.

The existing capacity for developing skills has pedo be improved, specifically in
terms of imparting practical skills relevant to dihe shop-floor functionaries.
Employability and relevant practical training is sharitical across firms in different
product categories. For instance, clicking andinfp®perations constitute generic skills
across manufacturing of different product categamg hence high demand for skilled
manpower at the shop floor level is perceived fugse operations. An option being
initiated by the IL&FS, CDI with assistance fronetMinistry of Rural Development is
along these lines. The technical expertise of sdymamic institutions such as the CFTI
will be sought. As per the IL&FS led option, thaiting cost for identifying and
imparting relevant skills is in the range of Rs,500 per trainee (as approved by the
FDDI, the Ministry of Rural Development, and thePPl). The support received from the
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Ministry of Rural Development (for rural BPL candigs) is Rs. 9500 per person, and in
effect, about Rs. 7000 per trainee is contributedhdustry (largely in the form of space
and consumables offered over training).

Customized skill up-grading training in the areadetign may be catalyzed through the
CLRI with support from the DST-NSTEDB under its ST&hemat. The market for such
BDS is evident and could contribute towards inie$ towards development of

indigenous BDS in design capacity.

Policy advocacy*™™ Appropriate policy advocacy in terms of PPP asstsaunder the
Industrial Infrastructure Development (lID) schenss well as the Industrial
Infrastructure Upgradation Scheme (1IUS) for denti@i®n initiatives may be explored.
Advocacy may also be visualized in terms of evavappropriate financing instruments
for MSMEs.

Productivity: Chennai has the advantage of several service mvid the field of ERP
as well as acknowledged experts in lean manufaguelated BDS. The scope of BDS
on this front is specialized.

Relevant BDS is expected to improve the procesbesugh the underlying core
philosophy of kaizen to meet the three core objestof Quality, Cost and Delivery. Key
results and benefits of adopting LEAN steps ark®wvs:

Step Process Results Business Benefit

Ensure Flow and - Reduced cycle time - Increase in throughput

Create Pull - Reduced throughput time - Faster Delivery.
- Reduced inventories - Less space requirement.
- Reduced waste - Improved cash flow
- Increase in Productivity
Improve - Less Production Downtime - Increased plant capacity

- Increase in Productivity
- Higher customer satisfaction.
- Cost Reduction

equipment and
system reliability

- Improved Product Quality
- Reduction in process uncertainties

- Increase First Pass yield
- Higher customer satisfaction

- Fool proof defect prevention
- Inspection & Rework Eliminated
- Reduced Rejections & Scrap %
- Improved Process Capability

Implement Zero
Defect Systems

Install
harmonized
support systems

- Improvement in performance of support

activities
- Alignment with Throughput process

- Improved service quality
- Reduced customer complaints
- Cost Reduction

(Synchronization)

Socio-environment compliance: Interventions to enagage “joint” quality and
compliance certification of MSEs would involve iodiuction of relatively new BDS
product ISO 14000 and SA 8000 certification amomsgsaller firms through services of
private BDS providers. Demonstration initiativee axpected to encourage other firms in
the cluster to take up the initiative in similasiidon on commercial basis.
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Design development (indigenous, as well as invenyoof global service providers):
The intervention will involve joint availment secés of international goods and
garments designer BDS providers through the SESm&w®/NMCP will be explored
and introduced to the cluster. These are parthsidided services available to Indian
SMEs. Networks evolved by ILPA as well as ISF merabmay explore such services
jointly, meeting relevant expenditure.

Investment promotion (equity and venture capital opions for medium and lead
firms): BDS initiatives towards introducing Private EqQU{BE) and Venture Capital in
the leather industry may be envisaged in terms of:
» providing assistance in preparing investment prajsps
» evaluating the financial capabilities of concerfieas;
* identifying funds that show interest in the leathed leather products sector;
» projecting the attractiveness of the investmentooymity to potential private
equity investors;
* initiating direct discussion between the Indianstdu firm and the PE investor;
» facilitating discussion on repatriation (currendéixed/variable return etc.) and
exit;
» Assisting in the draft of joint-venture/equity fim@ng option. Successful
demonstration in a few firms would help developaket for relevant BDS.

Socio-environment compliant integrated social andndustrial infrastructure: The
services of private BDS providers are to be didtavards establishment of a socio-
environment compliant park by an SPV of SME andl |léams. New private BDS
providers related to compliance certification anfrastructure project conception and
implementation are to be formally linked to indystiThe benefits are expected to
facilitate replication of the initiative by greatenmber of firms in a network mod

5.3 Summary matrix of Interventions

The envisaged interventionary approach will bedailitate BDS market development
and not to provide services directly.

Summary matrix on scope of intervention The following matrix summaries the scope
of interventions viz. value-chain and sub-sectgnsent activity and relevant BOSThe
matrix indicates the new BDS providers to be indiiceew BDS instruments and
services to be developed, as well as the optionsartts building capacities
of/strengthening roles of BMOs and BDS facilitatpigtform.
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Key value-chain
activity and

Matrix: Value-chain activity, BDS provider(s), and expected output/outcomes

Category of

Specific

Proposed BDS

Provider (s)/

Expected Output/Outcome

Expected Output/Outcome

time-line SIS service Facilitator (s) (Elni) e
Leather tanning
1.0 Procureme | Optimizing -BMOs -Introduction of 1 new private | -Higher competitiveness and profitability due |to
nt sourcing (IFLMEA/PTA/ | BDS provider reduced “annual cost of production” (by at least
(Time Frame:| (optimal within the TANSTIA with | -Introduction of new BDS 15-20 per cent in the case of dyes) for at least|25
2009, Q2-and sourcing National value | SPV/consortia | providing institution NSIC and| 30 MSME tanners by means of optimal sourge,
2010,Q1) and chain BMOs | of SMEs), their service in related aréas | size, and cash purchase of inputs
necessary | toevolve into | private BDS developing related markets and
credit procurement | provider service provision through Multiplier effect: Scope for other related BMQs
linkages) services consolidation of SMEs viz. in the cluster and region, medium sized firms,| as
offering hubs | (with or sans through networks or BMOs well as consortia of SMEs to emulate the
vis-a-vis dyes | NSIC and -Introduction of new input initiative and enhance competitiveness and
(and possibly | SIDCO suppliers/BDS providers profitability deploying the services of introduced
chemicals) involvement as | (providing embedded/bundled| and related BDS providers (upon successful
deemed BDS) such as leading non- implementation)
appropriate over| reactive dyes
implementation | exporters/suppliers from
through SPVs off Ahmedabad
BMOs) -Introduction of new BDS
instrument (joint procurement
of consumables)
-Viable revenue model for
BMOs, and contribute towards
their value-added service
orientation
(Activity  Time Global -Private service | -Introduction of new BDS -Cost optimization by at least 10 SME tanners| by
Frame: 2009, sourcing for provider/ITPO, | instrument (and service virtue of sea-freight container-cost optimizatipn
Q3-2010, Q1) competitivenes| SPV/consortia | providers for joint global in procurement of raw hides/skins
s of SMEs and sourcing of raw material) -Quality optimization by means of testing apd
Establishment | related lead -Development of a market for | quality-storage facilities while globally sourcirjg
of firms such BDS by both individual as inputs
procurement well as consolidated groups of
warehouse (s) | (CLE inputsto | firms Multiplier effect: Successful implementation
by be may encourage industry to explore similar options
SPV/consortia | intertwined/assis in other countries
of firms in tance from Dept.
Africa (to be of Commerce
decided - schemes to be
Nigeria- advocated for in
sheep/South- | the
Africa) demonstration
project )
(Activity  Time -Establishment| -CLRI has the -Hides and skins embedded | -Logistical convenience and cost advantages| fol
Frame: 2009,Q3 of araw capabilities to service providers’ service both foreign suppliers as well as demandjng
2010, Q1) material hides | evolve such facilitated leather cluster firms
and skins options in the -Introduction of a new BDS
customs region. instrument and evolution of a | Multiplier effect: Similar warehouses may he
bonded (However, in the| market for such services in established in other locations with assistance of
warehouse in | first instance, other locations abroad upon | the developed and linked new BDS
Chennai (for | the CLE may dissemination of benefits on | -Clusters in other locations in the country will be
convenient implement one | implementation encouraged to explore similar options benefiting a
stocking by such project larger segment of firms
foreign along with an

suppliers into
India)

SPV “the CSM”
at its own space

available in an




industrial estate
with assistance
under
ASIDE/IID —
sans any
envisaged role
of the project )

2.0 Environme | -Viability -ILIFO (in close | -Introduction of at least 5 neyw-Considerably reduced cost of compliance |(at
ntal orientation of | co-ordination BDS technology-equipment least 30-40 per cent of cost of power in CETP
(Activity Time compliance | environmental | with related providers and service related taperation accounting for 2-3 percent of annpal
Frame: 2009, - (b). compliance BMOs WEG; and development of jpcost of production or 20-25 per cent of profits |of
Q3-2010, Q3) through facilities/infras | AISHTMA, market for related service in thetypical jobbing tanneries) for at least 100 MSME
BDS on the | tructure IFLMEA, PTA® | sector tanneries with a total turnover of over Rs. 250
power & Operation of | and, their SPV | -Links with BDS facilitators| crore
energy ZLD-CETPs PTIET and Tanstia-FNF  Service Centre-Contributing  towards  sustainability — and
front ¥ through WEG | supported by catalyzed competitiveness of leather processing in the
connectivity ITCOT/ -Capacity building of BDS cluster
on a PPP mode¢ Tanstia-FNF providers in terms of preparing
Service Centre; | related project/business plansvultiplier effect: Subsequent replication of the
WEG for use of renewable energy | intervention by industry in 13 other CETPs |in
technology- Tamil Nadu employing the services of related
equipment BDS providers is expected to benefit over 500
suppliersy” other MSE enterprises connected to CETPS ir
districts near Chennai
(Activity Time -Individual -ILIFO (in close | -Introduction of at least 5 ney-Considerably reduced cost of compliance for at
Frame: 2009, ETPs (by somg co-ordination BDS technology-equipmentleast 10 individual medium-to-large sized
Q3-2010, Q3) medium and with related providers and service related tfaanneries — largely located in the regions/disrict
large firms) to | BMOs WEG near Chennai
be introduced | AISHTMA, -Synergisation of role of 1 ne
to the IFLMEA and BDS and provider related tpMultiplier effect: A significant number of the
competitive supported by realizing carbon credits/finance 130 odd individual ETPs in Tamil Nadu as well
option of ITCOT/ as those in other locations in the country are
independent | Tanstia-FNF likely to replicate the initiative and exploit ré&da
establishment | Service Centre; BDS
of WEGs WEG
-Leveraging of | technology-
CDM benefits | equipment
for individual | suppliers)
ETPs -Carbon credit
connected with| /finance
ROs on a facilitating
pooled basis | private BDS
(over time) provider, ILIFO,
WEG
technology-
equipment
suppliers
(Activity  Time -BDS -WEG and bio-| -Orientation of a cadre of at-Convenient access to well-trained BDS |to
Frame: 2009, providers fuel technology-| least 15 BDS service providefscomplement and promote alternate renewable
Q3) training-cum- | equipment of diverse professional energy options for the sector
capacity service background into providing
building providers; related service to industry (e.g.,
programme on private BDS in related business plan
promotion of preparation/loan  or  grant
renewable syndication and
energy options implementation)
in the sector
(Activity Time | Environme | -Compliant -Private  BDS| -Introduction of a new BDS -At least 4 MSE tanneries benefited pn
Frame: 2009, ntal and cost| provider, CLRI| instrument and service to MSHEsdemonstration basis in terms of chemical and
Q3-2009, Q4) compliance | optimizing (in close co-| -Introduction of 1 new private water use optimization
- (b). BDS | process ordination with| BDS provider to industry -Reduced costs in the processing stage
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in Cleaner | technologies | PTA) -Appropriate shop-floor practices to reduce
Production | Demonstration pollutants and discharge into CETPs
Technologi | of cleaner
es production Multiplier effect : Impact on firms who enter the
technologies in demonstration interventions will encourage more
MSE tanneries MSE firms to explore such options
-Advanced -CLRI (in close| -Introduction of new BDS -One demonstration intervention in a tannery
eco-benign co-ordination options to the industry incorporating the complete range of eco-benjgn
process with IFLMEA) -Better receptivity to servicestechnologies of the CLRI contributing to better
technologies: offered by the BDS provider environmental compliance (yet to be licensed to
Demonstration CLRI industry) as well as market
of advanced presentation/promotion efforts
eco-benign
CLRI Multiplier effect : Positive impact on the firm that
technologies in enters the demonstration intervention will
a medium- encourage more SME firms to explore such
sized tannery options
3.0 Policy -Advocacy -Private BDS| -Contribution towardg -Competitiveness and enhanced profitability | of
advocacy vis-a-vis providers/expert| strengthening the role of BMOsfirms by means of appropriate leveraging of fiscal
(Activity Time incorporation | s where| and BDS facilitators in the argaassistance
Frame: 2009, Q3 of generatorg appropriate, of advocacy
and 2010, Q2) using BMOs Multiplier effect: Advocacy by BMOs vis-a-vig
renewable WE| (AISHTMA, different departments such as DCMSME, DST
options  into| ILIFO, CLE) etc. for specific projects over intervention will
PPP i help them autonomously pursue similar options in
scheme¥" of future providing better BDS to members |in
the Central related areas
GOVt.;CViii
technology up-
gradation
assistance
initiatives
canalized
through
CLRI®®
-Advocacy
vis-a-vis
appropriate
PPP assistance
for SPVs to
implement
CFCs (see 7.
below)
4.0 Finance - | -Access to| -Private BDS| -Introduction of at least 2 ney-At least 20 job-working and MSME tanners to pe
Access to| adequate provider/TANS | BDS providers credit linked directly over project duration
(Activity Time | (adequate) | collateral-free | TIA-FNF/BYST | -Introduction of new| -Reduce impact of high cost of informal credit pn
Frame: 2009, collateral- institutional (co-ordinating instrument (MCGF) micro-enterprises, enhanced performance of smal
Q3-2010, Q2) free credit with CGTMSE, | -Links fostered between tanners by means of access to adequat
institutiona | (individual Indian Bank,| relevant BDS providers and theinstitutional credit
| credit financing) by| SBI and other| tannery segment for
MSME tanners| related appropriate collateral-freg Multiplier effect: The introduction of relevant
(IFLMEA institutions, and| financing service providers and instruments to a few
/PTA/TANSTI | working in close| -Development of BMOs (PTA) expanding/needy firms in the industry wjll
A members) association with| to play the role of financia] encourage spontaneous articulation of demand a
-Scope for| the intermediation in a MCGH well as availment of service by more firms
establishing IFLMEA/PTA/T | mode, thereby offering value-
association-led| ANSTIA) added BDS to members; also
MCGF (joint- serve as a revenue model for
financing) BMOs
option for
micro job-

working units
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of PTA who
do not posses

working
capital
facilities
5.0 Productivit | -IT and basic| -Private BDS| -Introduction of new service tp -At least 15-20 MSE and job-working tanneries|to
y MIS: Training | provider, SIPA| MSEs train (their entrepreneurs/staff) and use basic
(Activity  Time and (through the| -Linkage of 1 new BDS systems
Frame: 2009, implementatio | BMO-PTA) provider to the tanning segment-Adoption of relevant tools to enhance
Q3-2009, Q4) n of management efficiency and control
appropriate IT
and basic MIS Multiplier effect : The intervention will serve asja
in MSE demonstration that will encourage replication |by
tanneries other MSE and job-working tanneries in the
cluster
(Activity  Time - -Private  BDS| -Introduction of relatively new -At least 2-3 SME tanneries to be direcjly
Frame: 2009, Q3 Implementatio | provider service to SMEs oriented and pursue adoption of relevant tools to
and 2010, Q1) n of ERP in| (through BMO- enhance management efficiency and control
SME tannerie§ IFLMEA/PTA) (operating costs and quality) within the project
- time-frame
demonstration:
Basic Multiplier effect : Application and realization of
orientation on benefits by a few firms will encourage replicatipn
benefits of by other peer firms
ERP for SME
tanneries
(Non-ERP
systems
possessors  of
IFLMEA)
6.0 Technology | -Individual -PTA to | -Facilitation of appropriate use-Individual and/or Joint technology up-gradatipn
up- upgradation of| organize forum| of services and technologyby at least 10 MSE tanneries within the project
(Activity Time | gradation technology for provided by machinery time-frame
Frame: 2009, (and where | following dissemination off manufacturers (providing
Q4-2010, Q4) feasible —| awareness information on| embedded/bundled services) | Multiplier effect: Pursuit of the intervention
common seminar by| available -Capacity building of BMO tg through BMOs will capacity-build BMOs tp
facilities) CLRI and | equipment- offer BDS in the preparation gf evolve and implement similar projects for other
machinery technologies; individual and commor] member firms using in-house expertise/outside
supplier§’; promote business plans BDS
Establishment | upgradation by
of expensive| individual firms;
productivity/q | assist in
uality evolution of
enhancing SPV
equipment (s)/consortia (in
(e.g., vacuum close associatio
drying) as| with machinery
CFCs by MSE| suppliers  and
tanners CLRI  inputs),
...where private BDS
feasible PPR provider
options to be| services for
explored business  plan
preparation
(Activity  Time -Training - EDII team to| -Capacities of BDS providers-Access to a cadre of well-groomed private BDS
Frame: 2009, programme for| offer necessary to be developed for availmentfacilitators in the area of evolving, drafting, and
Q4) at least 15| training inputs| of available govt. of Indid implementing PPP business plans
BDS providers| and experience schemes to effectively leverage
on evolution of| sharing; BDS to industry Multiplier effect: More projects to be evolved
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SPV and
business plan
preparation
and

implementatio
n - related to
technology

upgrading PPH
schemes of the
Gol (to related
private and
public service
providers)

representative o
DIPP/DCMSME
/Minorities
Development
Corporation/NS
TEDB-DST etc.

and assisted by trained BDS providers in th

region for benefit of SMEs

Key value-chain

activity

Footwear (component & full-shoe) manufacturing (cres-cutting issues for goods and garments manufaceif*

Category of
BDS

Specific
service

Proposed BDS Provider
(s)/ Facilitator

Expected

Output/Outcome

(BDS)

Expected Output/Outcome
(SMEs)

e

1.0 Finance - | -Access to| -Private BDS providers -Introduction of at| -At least 15 MSMEs to be appropriately/directly
Access to| collateral-free | and facilitators such agleast 2 new BDS credit linked over project duration facilitating
(Activity Time | appropriate | institutional TANSTIA-FNF  Service| providers expansion and growth
Frame: 2009, Q4+ credit™ credit by | Centre/BYST (in closg -Links fostered| -Reduce impact of high cost of informal credit pi
2010, Q3) micro-sized co-ordination with Indian between relevant BD$ micro-enterprises, higher profitability —and
job-working Bank, CGTMSE, SBI| providers and the incomes
vendors of| and other related leather product sectgr
leather product institutions) for collateral-free| Multiplier effect: Appropriate provision of
SMEs and| -BMOs involvement for| financing; Market for| services in close co-ordination with BMOs [tc
large sustainability, replication} relevant servicg encourage benefit to be availed of by large
manufacturers | and dissemination; developed by meansnumbers of firms
-Access to| ILPA/TANSTIA/IFLME | of intervention in the
appropriate A/ISF firms who enter the
levels of project and subsequent
collateral-free dissemination of
institutional benefit
credit by small
product
manufacturers
2.0 Market -Establishment| -private service| -Trade and investment-Enhanced market access (higher prof
Access and| of marketing| provider/ITPO/Trade and facilitation desks of margins/turnover), and importer acceptability (i
(Activity Time | brand warehouse in Investment facilitation other countrie§ some cases)
Frame: 2009, Q3; promotion Europe for| offices of relevant| introduced as BDS
2010, Q2) footwear /| country (e.g., NBSO in providers to the sectof Multiplier effect: SMEs encouraged to co-
goods Chennai) working| -Development off operate more on the marketing front for mutue
exporters (e.g{ through specific leathef private BDS provision benefit in other locations through similar projects
Rotterdamy" | product SPV to be for similar
evolved intervention in othe
-BMOs: ILPA locations
(Activity Time -Consortium -Private  BDS provider -Trade and investment-Enhanced market access (higher prof
Frame: 2009, Q4 export (where appropriate, in facilitation desks off margins/turnover) for at least 10 firms to b
2010, Q3) marketing of| close association with theother countrieg involved in each of the consortia
leather goods dynamic CLE) introduced as BDS
and garmentg -BMOs: ILPA providers to the sector Multiplier effect: More SMEs encouraged tp
(2 pursue initiatives on a similar mode to reap sda
demonstration economies in marketing
consortia  of
SMESs) — they|
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will also
market
products
emphasizing
on the high
levels of

environmental
compliance of
tanneries in the
cluster/region
— unique in the
world

3.0 Procureme | -Establishment| -SPV of service providers -Services of BDS -Logistical convenience for full-shoe
nt as well | of a | - specialized machinery providers (m/c| manufacturers in terms of sourcing compongn
(Activity Time | as centralized manufacturers and suppliers) better for sampling
Frame: 2009, Q4; technology | footwear component suppliers linked to industry -Better adoption of productivity enhancing
2010, Q3) up- component providing equipment technology particularly by goof:
gradation warehouse/spe embedded/bundled BDS manufacturers in the cluster
cialized (support  under IID|
leather-goods | related/DIPP schemat tp Multiplier effect: Firms and institutions may
machinery be explored for adopt this BDS in other locations and simi|a
display centrel demonstration clusters in the country
in Chennai intervention on a PPP
mode)
-BMO  involvement:
ILPA,®V TANSTIA,
(inputs from ISF)
4.0 New -Conduct  of| -ITCOT, TANSTIA-FNF | -Services of 2 new -Direct output of at least 50 new start-up’s |ir
enterprise Technology BDS providers in the value-added leather goods  manufactir
(Activity Time | creation EDPs for new enterprisg contributing to employment generation of at lep:
Frame: 2009, Q4 leather goods creation and SMHE 175-200 persons
and 2010 Q4) manufacture business  counseling
area to be linked to the Multiplier effect: Public and private BDS
sector providers/facilitators in the cluster sustainafpl
-Support of new BDS linked to EDP sponsoring institutions as to hel
activity funding | autonomously pursue continuous initiatives oye
institution time
(DST/NSTEDB)
introduced
(Activity Time -Conduct  of| -CLRI to groom other -Grooming of 20 new -Institutionalizing the concept of BDS in ED info
Frame: 2010, Q1) FDP targeting| BDS providers in close BDS providers (from| vocational and educational streams to encouta
Entrepreneursh association with local polytechnics, start-up’s
ip polytechnics universities) to
Development encourage start-up’s in
in the sector the leather goods
sector (funding
support from
DST/NSTEDB to be
leveraged)
5.0 IPR and | -Study -CLRI, Private servicg -Related BDS and -Availment of patenting (and trademark) option
patenting followed by | provider, Patents and Glprivate and publig by the SME product manufacturing sector (few|c
(Activity Time seminar on| office service provider§ whom currently even explore trademarks!)
Frame: 2010, Q1) scope for introduced to the
product  and sector
process related
patenting
(including, Gl,
copyright,

trademark) for
the leather and
product sector
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6.0 Training -Skill-training | -Footwear training by -Greater initiatives of -Directly about 1000 economically downtroddet
and  skill | for new | trainer§” — directly work | dynamic private and individuals from rural areas trained and provide
(Activity Time | up- workers  for| with  firms  ensuring| public BDS providers gainful employment
Frame: 2009, Q4: gradation footwear /| absorption of trained for firms in the sector -Contribution towards addressing shortage | ¢
2011, Q2) goods labour by leather particularly targeting| skilled labour-force in the industry addressed
manufacture goods/shoes making under-privileged rura
firms persons
-BMO involvement:
ILPA, ISF
(Activity Time -Customized | -CLRI /polytechnic to -Capacity-building of| -At least 150 in-house personnel of SME produ
Frame: 2010, Q1 skill up- | offer BDS in close BMO (ILPA, ISF) to | manufacturing firms trained in 10 programmes
2011, Q2) grading association with BMO catalyze value-added-Contribution towards initiatives  towards
training in the| vis-a-vis input structure | BDS in the area of development of indigenous BDS in desig
area of| (envisaged leveraging of| skill upgradation to| capacity
desigii™ assistance under the industry
STST scheme of the -Development of g Multiplier effect: BMO sustainably linked with
DST/NSTEDB)) cadre of in-house, assponsoring institutions as to autonomously purg
well as independent other skill-upgradation initiatives in future, anc
professional BDS develop such BDS
providers in the field
of design
7.0 Policy -Advocacy -BMOs, Private BDS| -At least 1 BDS| -Enhanced profitability for firms
advocacy vis-a-vis providers (where provider to be inter-
(Activity Time | securing PPR appropriate, CLEs linked with industry Multiplier effect : BMOs capacities will be buil
Frame: 2010, Q3 assistance assistance to be explored) to catalyze similar services to industry in future
2010, Q4) under the IID,
1IUS, MAI
schemes  for
particular
initiatives.
8.0 Productivit | -Adoption of | -Private BDS providers | -At least 1 new BDS -Demonstration project in 2 firms on lear
y Lean -BMOs: ISF, ILPA provider introduced in manufacturing
(Activity Time Manufacturing lean manufacturing -Demonstration project involving 1 medium sizgc
Frame: 2010, Q2 Practices by -At least 1 new service firm and at least 15 of their micro job-working
2010, Q3) small firms provider (and new enterprises for ERP
-Adoption  of ERP service to MSEs
ERP systems introduced Multiplier effect: Dissemination of results tp
amongst micro encourage greater number of stakeholders
job-working explore similar BDS options on commercial basis
vendors vis-a-
vis their
medium  and
larger  sized
“mother” units
(Activity Time -Adoption of | -Private BDS providers -New BDS to SMEs - -Demonstration project involving 5 SMHs
Frame: 2010, Q2 ERP systems in close association with till date, typically only| contributing to better systems and profitability
2010, Q4) by SME | the BMOs (ISF, ILPA) large firms in this
footwear and segment have Multiplier effect: Dissemination of results tp
component explored the option encourage greater number of stakeholders to av
manufacturers of related BDS on commercial basis
(encourage
other leather
product
manufacturers
to participate)
9.0 Socio- -Facilitation of | -TANSTIA-FNF Service| -New BDS product -5 small firms to formally achieve compliange
environmen | “joint” quality | Centre in closg ISO 14000 and SA certification (also enhancing buyer receptivity an
(Activity Time | t and association with BMOs + 8000 certification| market potential)
Frame: 2010, Q1i compliance | compliance TANSTIA, ISF, | introduced to smalle
2010, Q4) certification of | IFLMEA firms
MSEs Multiplier effect: Demonstration effect after
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9] =0

(o)

[p)

(@]

successful implementation on other firms in {
cluster to take up the initiative in similar fashi
on commercial basis
10.0 Design -Joint sourcing| -Services of experts from -New BDS in terms of] -At least 5 firms directly benefited; help footwe
developmen| of SES- indigenous design and other product manufacturing SMEs in
(Activity Time | t goods/garment| Germany/NMCP/BESO | development evolved | cluster move up the value-chain
Frame: 2010, Q2: (indigenous | s designers to be explored/leveraged
2010, Q4) , as well as and introduced to the -Multiplier effect : Services of international BD
inventory -Such expertg cluster; CLRI facilitators will be institutionalized in the clest
of  global | may also offer| -Consortium evolved by (for e.g., through a formal MoU with som
service inputs  vis-a-| ILPA members to jointly| concerned service providers and facilitators)
providers) vis design| source relevant BDS
studio  being| -IICCI, ITPO, private
established by BDS provider
the CLRI appropriately leveraging
the services of other trade
-Preparation off and investment desks of
a designery European Countries in
directory Chennai
-BMO involvement:
TANSTIA, ISF,
IFLMEA
11.0 Investment | -Establish ties -Private BDS provider -Private BDS and -Demonstration at least 2 firms directly benefit
promotion with  foreign | (who may synergize the markets developed in by means of appropriate equity financing
(Activity Time | (equity and | equity roles of NBSO, IICCI,| the area of investment
Frame: 2009, Q4: venture investors and IGCCI, ITPO etc.) promotion Multiplier effect: Other firms encouraged t
2010, Q3) capital other explore options through similar route
options for | foreign/Indian
medium venture
and lead | capitalists for
firms) medium-to-
large sized
manufacturers
12.0 Socio- -Establishment| -Private BDS providers -New private BDS| -About 10 medium and larger sized firms to
environmen | of a socio-| working directly with| providers related tg represented in the SPV
(Activity Time | t compliant | environment evolved/concerned SPV | compliance -Reduced cost of transportation of the labour fg
Frame: 2009, Q4: integrated compliant park| -BMO involvement: ISF,| certification and| from nearby districts to product manufacturi
2011,Q2) social and| by an SPV of| IFLMEA, ILPA infrastructure project factories
industrial SME and lead conception and -Enhanced image in importing markets abroad
infrastruct | firms®" implementation to be socio-environment compliance of firms
ure formally linked to
industry Multiplier effect: Replication of the initiative by
greater number of firms in a networked mode

2 =
-3

o~
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Annexure—l

Tabulation A

State-wise export of leather and leather products

(Export value in Rs. crore)

FOB Value - cent Per cent share in Per cent variation in
State share in FOB value
(2006-7) total export FOB value
total export

Tamil 5277.24 36.80 5385.30 36.11 2.05
Nadu
Uttar 4108.35 28.65 4374.33 29.33 6.47
Pradesh
West 2085.60 14.54 2216.55 14.86 6.28
Bengal
Delhi 936.81 6.53 1005.83 6.74 7.37
TotaP™ 14,339.16 100.00 14,913.1f 100 4.00

(Source: Exports of leather and leather products, facts and figures 2007-8, CLE, 2009)

Tabulation B
Empirical statistic: Production and Export
Details Production Export
] 30,000 Crore 14,913.70 Crore
All India o o
(6 Billion) (3 Billion)
) ) ) ) 10,000 Crore 5,385 Crore
Tamil Nadu (including Chennai) o o
(2 Billion) (1 Billion)
2,000 Crore 1,000 Crore
Chenna® - -
(0.4 Billion) (0.2 Billion)
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Annexure — Il

Export of leather and leather products from Tamil Nadu — 2007-8 (essentially
through Chennai)™

Products Quantity FOB Value (in | Unit Value Per cent Per cent

Rs. Crores) (in Rs.) share in variation in
export value export value

Leather footwear| 25, 358, 042 1, 907.35 752 35.42 9.40
(pairs)
Finished leather | 277, 440, 082 1,705.80 61 31.68 -5.28
(sft.)
Footwear 18, 527, 097 907.40 490 16.85 3.81
components
(pairs)
Leather goods | 18, 306, 900 394.10 215 7.32 1.64
(pieces)
Leather garments 1, 329, 738 381.17 2, 867 7.08 1.50
(pieces)
Leather gloves | 3, 155, 652 88.72 281 1.65 -2.56
(pairs)
Non-leather 46, 765 0.76 163 0.01 -81.23
footwear

Total 5, 385.30 100 2.05

(Source: See CLE, 2009, Feb.)
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Annexure — Il
Location of some clusters in India
(focus Tamil Nadu and Chennai)

Punjab
(Jalandhar)

Uttar Pradesh
{Agra & Kanpur)

West Bengal
(Kolkatta)

Tamil Nadu

(Chennai, Ranipet, Ambur,

Vaniyambadi, Pernampet,
Trichy, Dindigul, Erode)




Annexure — IV

India’s export basket

Sr. No. Product category Percentage of export
1. Footwear and components 42.44
2. Finished leather 22.05
3. Leather goods 22.57
4. Leather garments 9.89
5. Saddlery and harness 3.04
*Source: CLE, 2009
Global import basket
Sr. No. Product category Percentage of export
1. Footwear and components 66
2. Leather 18
3. Leather goods 12
4, Leather garments 3
5. Saddlery and harness 1

*Source: CLE, 2009
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Annexure Vl

Cluster Map (Key BDS providers & firms): Leather & Leather Products - Chennai?
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Annexure — VII

Tannery Operations — ‘A Snapshot’
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Leather products - "A snapshot”

Leather Footwear

Leather Goods

Annexure — VIII



Annexure — IX

Common Effluent Treatment Plant at Pallavaram
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Annexure — IX
A — Labour Perspective

In the past, an important element underpinning ceitipeness of leather and leather
products clusters in developing country regions fikhennai had been the maintenance of
low labour cost implying, relatively less regulatioof labour. Today, however,
compliance requirements from larger overseas bugave ensured that large product
manufacturers, as well as many SMEs comply withstitestandards.

Typical job working tanneries and smaller firms algo meeting standards. While a few,
depend on “informal” employment, casual and unedillworkers on contract basis,
compliance to factory laws and OSH standards asoreably enforced and adopted in
the cluster located in Chennai.

Current Status

There are a few tanneries engaging cheap laboinfamal basis from outside the state.
Labour contractors (not necessarily licensed with TN State Labour commissioner)
supply such labour to tanneries. There are not neesnbf local trade unions, and
enforcement of appropriate labour standards thraugh institutions is not feasible. This
circumstance is, however, not a usual phenomenon Ihigh profile” cluster like
Chennai.

In the product manufacturing segment the labourleyeg is largely local and hence
supported by the facilitatory services of labourons. The labour force in the cluster
does not have strong affiliation with trade unisnsh as All India Trade Union Congress
(AITUC) and Indian National Trade Union CongredNTUC). Larger firms, however,
have in-company ‘workers’ committee’ to represené tinterest of workers to the
management.

As a matter of fact many of the medium sized butipaarly large players particularly,
in the product manufacturing segment serve as madels on the labour compliance
front. The code of conduct compliance by supplieas also contributed towards this
transition.

OSH Standard

OSH aspects in leather manufacture may be considierthe context of chemical safety,
machine safety, work environment, personal pradectand emergency management,
auditing and monitoring safety measures, safetytegadth management.

Occupational hazards in a tannery arise while hagdinachinery and equipments,

storage and application of chemicals, and riskykwenvironment (e.qg. slippery floors,
leaking pipes, hanging electricity wires etc.J o elaborate:
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Chemical safety: Safety needs to be exercisedeinusie of chemicals, its storage
and handling. Inhalation and penetration throughnskores pose major health
hazards. Disposal of waste also requires care

Machinery and equipment. Safe installation needsbe ensured to avoid
accidents.

Workplace environment and conditions, protectivaliigment: E.g.,usage of
hearingprotectors (ear plug and muffs) where noise leaetsbeyond 85 decibels;
and respirators to avoid inhalation of harmful chieals

Poor monitoring system: Workplace and health momgpsystem, etc. need to be
installed to avoid health hazards.

Wages — Productivity

The primary level wages of the labour force is lgss1 Rs. 2000 per month. About 90%
of the labour force comprises workers who are &@ion the job. Workers are often
categorized as unskilled (helpers) for an initelipd of 2-3 years.

Developing multi-skills as well as team initiativese encouraged in the shop floors
particularly in the product manufacturing segmesmtd performance incentives are
offered. Many medium sized and large firms haveusopolicy in the range of 14 to 20
% per annum.

Interventions

The report addresses labour issues through inteovsnin terms of canalizing BDS in
the areas of SA 8000, OSH, cleaner productionigtaes such as wages are expected to
be addressed through trickle-down effect to in@easmpetitiveness of firms over
interventions under the project. This sensitiveiessf wages is currently being addressed
through the industry association AISHTMA. The rap@ction plan & pert chart) also
accommodates PPP intervention in the area of hgdsirabour.
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Annexure-X

Intra-Cluster value chair

Slaughter-houses Hides and skins traders Global sourcing of hides
and skins

A 4

Raw material - hides and skins

- Sale value at the rate of about Rs. 155
for 4.5 sft. (to make a shoe involving 45
sft. of hides/skins)

A 4

A 4

Finished leather for export Finished leather for value-addition
- Sale value at the rate of about Rs. 280 _ product manufacturing
for 4.5 sft

v

A 4

Footwear - full-shoe
-Export sale value at the rate of about Rs. 5500(W$)
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Annexure-XI|

Cluster SWOT — Some critical elements

Activities along Strengths Weaknesses Opportunities Threats
the intra-

cluster value
chain

Tanneries -Relatively strong links| -Gaps in the technology -Attract FDI and foreign| -Compliance norms and
with specialized local upgradation front 4 equity: Greater initiativeg costs may leave industry
support institutions notwithstanding may be pursued to attractuncompetitive - sang
-Enabling policy| investment subsidies FDIs/JVs. Relocation of intervention
framework -Gaps in input supply for operations  from Italy| -Global recession: The
-Globally connected SMEs: despite import of France and Spain due foimpact of global
MLEs, facilitating wet-blue, small volume high production cost thereinrecession is yet to
knowledge flows from | requirements by MSEsmay be attracted towardsseverely affect the
abroad as well as affects scope for smallgr Chennai critical footwear
FDI/J.V.s firms to avail the option -Technology upgradation segment. However, thp
-Ability to attract a| sans warehousing andthrough availing BDS on a effect could be
critical factor - labour| small volumes supply by PPP mode: PPP fdrsignificant.

(inter and intra-state suppliers; typical dis{ modernization/expansion
migration offering a| optimal sourcing of othef may be an option to be
pool of relatively| inputs such as dyes andexploited by smaller firms
competitive force) chemicals as well as BMOs

-Easy access to rayw-Productivity gaps: Weak -Scope to address gaps (in
material  from  the| initiatives to  upgrade appropriate access to
regional and National productivity through MIS| finance (debt) through
value chain and related availing of necessary BD$
-Large tannery base ih means also sourcing assistance pf
Tamil Nadu for primary players based outside the
processing cluster

-Strong BMOs such ag

AISHTMA, IFLMEA

offering  value-added

services

Product -Availability of low- | -Skilled labour gaps in -Rising domestic demand-Competition  growing

manufacturing | cost skilled manpowerf some segmentg: conditions - the growing stronger in terms o
For instance, in the cagelnadequate availability of Indian ‘middle class’ market share
of footwear | skilled operator§ -Scope to enhance markptCompetition for
manufacturing, labouf particularly in the area of access through warehousingootwear and  othe
cost in the region is footwear and consortia marketing products from low cos
about USD 0.3 per hour -Gaps in related options manufacturers from the
while in China it is| enterprises: Footwear -Scope to address gaps |irBouth and Far East with
about USD 0.6 per houf component manufacturing appropriate access  tforecession. This i
-Established links with segment is particularly finance  (debt, equity) particularly true in the
global marketeers angdweak — quality as well as | through availing off context of the US
value chain leaders capacity terms; necessary BDS sourcingfootwear segment, fo
-Presence of relatively accessibility is an assistance of players locatednstance
strong BMOs such asimmediate concern. outside the cluster -Inadequate initiatives tg
the ISF, ILPA| -Logistical constraints develop indigenous
(headquartered im Higher turn around time i design capabilities may
Kolkata) making samples viz. 2 to leave firms perpetually

weeks against 2 days in in the lower rungs of the
China, and longer time for value chain

transport of goods by sea - -Inadequate initiatives tqg
10 days from China a develop necessary
compared to 21 days fro social-infrastructure
Indian ports to Europ could put tremendous
(being addressed by the cost and logistical

Port authorities) constraints on firms
-Productivity gaps




Annexure-XlI

Process flow in the context of finished leather

C

RAW HIDES / SKINS

>

Water
Bactericide

Enzyme

SOAKING

Solid waste, Hair

Water
Lime, Sodium
sulphide, Enzyme

LIMING/
UNHAIRING

;

FLESHING

l Fleshing / trimming ]

Water
(Ammonium salts,

Bating enzymes)

WASHING / DELIMING/
BATING

Wastewater

Water, salt
Sulphuric acid, asic
chromium sulphate,
Sodium formate and
Sodium bicarbonate

PICKLING / CHROME
TANNING

e >

WETBLUE

!

Splitting / Shaving

ﬂ[

Splits, shavings, trimmings ]

Water, BCS/Chrome

syntan, Sodium
formate, Sodium

Rechroming (Drums) /
Neutralization

Wastewater

bicarbonate

Water, Syntans,
Dyes and

Retanning / Dyeing / Fatliquoring

(Drums)

Fatliquors

I

Mechanical operations

Solid waste

ﬂ[

N—

Water, Solvents,

Pigments, Binders,
Wax and Lacquer

FINISHING (Autospray)

emulsion

y

( FINISHED LEATHER )

Wastewater directed to ETP and solid wastes sent to disposal yards and sites.




Annexure-XIII

Core operations in footwear manufacturing

Range building — largely pursued
by designers in European companies
viz. importers

Footwear prototype — by Chennai-cluster based firms
!

Manufacture of samples

l

Fit trial and confirmation of sample by importers

l

Manufacture and export

99



Annexure - XIV

Location map of tannery “pockets’ in the Chennai rgion*

QIMadhavaram & |

i - e

Railway
1

| <O

il

L
W e -
3 i L T T Tk

Madhya Kailash

>~ Raj Bhavan

SIPCOT /
oL, B suncaruors Y o ..
SIPCOT,  gpcor 7 | BAY OF M

Vandalur =

BENGAL )’

Gragadam

IT Highway

et

*The major tannery pocket is in the region between Chennai airport and Tambaram. This includes
Pallavaram, Chromepet, Pammal, and Nagelkeni. Another important tannery pocket is in
Madhavaram. The SIPCOT industrial estate at Irungattukottai is the location of footwear parks.
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Annexure-XV

List of firms, and public and private BDS providers interacted with over the DS
Cluster Firms®*"
Sr. Large integrated lead firms (Name of
No. firm)
K.H. Group (leather, shoes, goods) | M. Mohamed Hashim, Chairman, 25323335

Point of contact (individual/representative)

2 | Farida Group (leather, shoes) Rafiq Ahmed, Chairman

=

3 | Forward Group (leather, shoes) Asghar Ali Dhala, Chairman, S. Valiappan, G
25615658, 9840032332

4 | Presidency Kid Leather (leather, shoespr. Zackria Sait, 28411055

5 | A\V. Thomas leather & allied products Habib Hussain, CEO, 9841010040; N. Mahesh, GM,
(leather, goods, shoes) 32466750

6 | Florence (leather, shoes) P.R. Aqueel Ahmed, 28583794

SME Footwear firms (Name Point of contact (individual/representative)
. of firm)
1 Ankur Footwears Abhijit Seth, 24828359
2 Ajanta Shoe Co. K.V. Sathish, Partner, 22416105, 9840606542
3 Zuha shoes Samiullah P.R., Managing Director, 9443149985/4232254
(Vaniambadi)

SME Tanneries (Name of firm) Pl o Son ]

(individual/representative)

Prime international K. Srinivasan, MD, 41722780
9840987878
2 Habib Tanning Co. A. Suhail Ahmed, 266213y7,
9884057031
3 Hijaz Leathers P. Mohammed Yousuf, Chairmah,
9443159848
4 J.R. Enterprises, Ralp exports Janardhan Rao, MDKumar,
9841564135
5 The general and industrial leathers Pvt. ltdsqalThomas Chandy, MD, 9840023755
shoe-uppers) T

Micro tanneries Point of contact (individual/representative)
1 Noor and sons Najeeb, 9840216069
2 Selvam Tanners K. Pandian, 9444081964 (alsorohair PTIET)
3 LC & Co. Sethuraman, 9841239915
4 Ruby tanners Vaidyanathan, 9444122443
5 Shakil Ahmed & Co. A. Shaik Dawood, partner, 224@5, 9710450063
6 P.M.A. Leathers P. Mohammad Ali Jinnah, 98401372P380343
7 Unity leather Ezhumalai, 9444753099
8 Kalyanam & Co. Karthikeyan, 9940671105
9 Kavitha leathers D. Chandran, 22485411, 984002703
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MSME Goods & garments

Point of contact (individual/representative)

K.L. Sourcing (goods) Lena Laxman, 24866469, 954372
2 Ratha Worldwide Leathers N. Rathakrishnan, 248649841044250
3 P.B.R. Leathers (goods) Kavitha and Satish Kunkagprietors, 98404
94705
4 PKS Leather (goods) Selvam, 9841308288
5 Unicorrn (goods) Ramesh / Walter, 9841079420
6 Hi-tech (garments) Uday Kumar
7 Mercy leder (largely goods and componentdehnson/Ms. Mercy Johnson, 9283107417
uppers)
8 Indo-skins garments N. Theagarajan, M.D., 435840841082083
9 Ramjee Leathers and supplies (garments) Ramjganip23632244, 9444075410
10 RR Leather Products Pvt. Ltd. (garments) Ms. digy Roy, M.D.; Mohan, 3290995
9841631315
11 Mount Exports Pvt. Ltd (garments and shoes) ayathman, 26283672
12 Nadeem Leatherware (gloves) V.P. Naimur Rahi9@#41026096

Machinery Supplier
GMS Machines (India) Pvt. Ltd.

Magesh, 2625938940179796

Point of contact (individual/representative)

Techno concepts P

. Jayaprakash, 24314952, 9889527

P. R. Engineering

R.

Baskaran, Proprietor, 248828840053676

Sr.
(\\[oR

Raw material (hides and skins),
components, and Dyes and chemicals
supplier

Point of contact (individual/representative)

BASF (dyes & chemicals) R. Hemakumar, Senior Hiiee, 28113561
9894646114
2 LANXESS India (dyes & chemicals) M. Pushparaf4 20166, 9841088177, 9677008177
3 Forms N Fashions (wet blue, footweaBuresh Gupta, 28360160, 9840485345

components)

BDS providers

|. Public (government) service providers and suppdrinstitutions

Institution (Name of

Tpeleny @ ERE institution)

Point of contact (individual/representative)

Technology, skill | Central Leather ResearchDr. A.B. Mandal, Director; Chandramouli, Head
upgradation, Institute (CLRI) Dr. Ms. Amudeswari/Subhendu Chakrabarti,
testing Scientists, 24911769, 9444953936
2 | Technology, National Small Industrie§ B. Rajaraman, Manager, 28293347
finance, marketing| Corporation (NSIC)
3 | Technology Rural Technology Actiopn S. Gopalakrishnan, Project Consultant, 225783
Group (RUTAG)
4 | Technical UNIDO consolidated M. Viswanathan, 9444470023; Dr. Daniel,
Assistance project for development | 9840294590
of SMEs in India
5 | Finance, training Institute of Cost and P. Raju lyer, Chairman, coaching committee
Works Accountants of
India (ICWAI)
6 | Infrastructure Tamil Nadu Small D. Rajendran, IAS, 22500398

Industries Development
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Corporation (TNSIDCO)
7 | Country specific | Netherlands Business | V. Vijayakumar, Chief Representative, 28601640
information — Support Office (NBSO)
Netherlands
8 | Country specific | UK Trade and investment Ms. Saraswathi, Advisor
information — facilitation desk
Netherlands
9 | Skill upgradation, | Footwear Design and Brijesh Kumar, Senior Designer, 28231024
Training, design, | Development Institute

testing

10 | Skill upgradation, | Central Footwear S. Sathyanathan, Director, 22501529
Training, design, | Training Institute
testing

11 | Marketing (export) Council for Leather Habib Hussain, Chairman, 28594367,

Exports 9841010040; Ali Ahmed Khan, ED, 9940483786;
0O.P.Pandey, Reg. Director, 9840915682
12 | Export marketing Indian Trade Promotion S. Raghavan, former Director, 9790974048
Organisation (ITPO)
13 | Training, design NIFT Nandakumar, associatertd. Rravindan,
22542771

[l. BDS Facilitators and Industries Associations

Institution (Name of institution) Point of contact (individual/representative)

1 Tamil Nadu Small and Tiny Industries Gopalakrishnan, Hon. General Secretary, 65610137,
Association (TANSTIA) 9841097717

2 Pallavaram Tanners Association (PTA) ChandranpPEasident; K.V. Sathish, Vice
President, also 22386227

3 Indian Finished Leather Manufacturers andZachria Sait, President; Srinivasan, Secretary,

Exporters Association 28411055
4 Indian Shoe Federation Abhijit Seth, Vice-Chainmiat. Col. V. Alexander,
ED, 9840122823, 22344447,
5 Madhavaram Tanners Association N. Theagarajati, @083
6 | All India Skin and hide tanners Mohammad Hassan, Secretary, 25610636,
manufacturers Association (AISHTMA) | 9840089080
7 Indian Leather Product Association G.Raju, Regii@irector-South, 25382681; Ramiji

Yogasundaram, President

lll. Private (non-government) service providers

Point of contact

No.. Typology of BDS Institution/provider (individual/representative)

1 | Environment Indian Leather Industry Sahasranaman, Ex. IAS, MD
Foundation (ILIFO)

2 | Environment CEMCOT K.V. Emmanuel, Technical Diggc

24615497

3 | Environment Pallavaram Tanners M. Najeeb, MD, 22386227; G.K. Sendil,
Industrial Effluent Treatment 22386227
Co. (PTIET)

4 | Financial (research and Institute for Financial Ms. Bade, 28303400

training) Management and Research

(SEFC)

5 | Marketing and IT South Indian Producers Panchelesh, 938105589
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Typology of BDS

Institution/provider

Point of contact

(individual/representative)

Association
6 | Technical PUM — Netherlands Senior| S. Krishnaswamy, Representative,
Experts (formerly NMCP) Chennai, 9840154340
7 | Skill up-gradation, IL&FS, CDI Kunal Sood, 9971199600
infrastructure
8 | Energy and ERP URs Productively Raja ChidambaBiractor, 24894938
9 | Productivity - ERP Integratz ERP India Pvt. Ltd K. R. Natarajan, Director, 42647244,
98400687683
10 | Credit Rating Services ICRA online Itd. RajedibBy, CEO, 24340043
11 | Finance — access to Chartered Accountant S. Prasad
credit; Inward FDI
12 | Finance — access to Bharatiya Yuva Shakthi Trugt Ms. Aruna,Co-ordinator, 42444505;
credit; Mentoring (BYST) Seshadri, Mentor
services
13 | Finance, Business Project Management Services Ravindran, projectrdozator,
planning 28227921
14 | Energy Suzlon Livingston, Mgr. Marketing;
D.P.Karunakaran, AGM, 28602345,
9003037066
15 | Inward FDI, Marketing| Khaalz International Swadar, 24918439
16 | Customs, drawback rateAdvocate and consultant V. Ravindran, 248959024083519
advocacy
17 | Networking and b2b, | Indo-Italian Chamber of Ms. Sreevidya,, 28242399
marketing information | Commerce and Industry
18 | Finance, technology, | Industrial Technical S.R.Nageswaran, E.D., Damodharan,
energy, EDPs/training, | Consultancy Organisation of; Vice-President, 28290324, 984100289
business planning Tamil Nadu (ITCOT)
19 | Environment Madhavaram Leather N. Theagarajan, 9841082083
Manufacturers Co. (MLMF)
20 | Testing SGS Anita Jeyaraj, Lab Manager, 24963844
21 | Finance, marketing, TANSTIA-Friedrich Dhanapalan, Chairman; Prasad
technology, business | Naumann Foundation (FNF)| Madhavan, Director; Ms. Vijayalakshm
planning Service Centre Asst. Director, 9940102446

Financial institutions

Financial Institution

Indian Bank

Ganesan, Br

Point of contact (individual/representative)

Somayajulu, DGM, 9443743763; Venkataramanan, G

. Magr.

2 State Bank of India (leather and G.S. Subramaniam, DGM; P. Shankar, AGM, 282879
international branch) 9790983233
3 Indian Overseas Bank Ranga Krishna Rao, Senior Manager, 9841433591
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PERT CHART &

Annexure - XVI

2009 2010 2011
(Quarter) | (Quarter) | (Quarter)
213 4]12[3]4] 1] 2
Leather Segment
1.0 | Procurement (Optimal sourcing and necessary cog
linkages).
1.1 | Optimal sourcing within the national value chain —dyes &
chemicals.
Interactive meet between embedded BDS providings d)()e
suppliers from Ahmedabad, cluster BMOs and NSIC.
Study for finalizing optimal source of purchase,@®stimatior N
by Pvt. BDS provider.
Evolution of SPV/Consortia by EDII team. \
Preparation of bankable business plan for congS/ and
kick starting implementation (with or sans NSIC gogp as| \
deemed appropriate).
Similar study and business plan for chemicals, aisploring NI
global sourcing.
1.2 | Global sourcing for competitiveness — Establishmentof
Warehouse Abroad (on demonstration basis)
Study by Pvt. BDS provider to identify optimal &mon
(Nigeria / Ethiopia / RSA) of raw material hides €kins vV
warehouse in Africa.
Evolution of consortia / SPV by EDII team for irephentatiorn
of demonstration warehouse (implementation to besurd by \
SPV).
1.3 | Establishment of customs bonded warehouse in Cheninir
hides and skins (one project to be implemented indlly as
an autonomous project by CLE; one additional proje¢to be
evolved by BDS provider CLRI).
Model Business Plan to be prepared by Public BiaSiger NN
CLRI.
Evolution of SPV and project implementation guicey EDII NN
team.
2.0 | Environmental compliance through BDS on the poer &
energy front.
BDS and Providers introducing seminar. \
2.1 | Viability orientation of environmental compliance
facilities/infra-structure (operation of ZLD - CETPs
through WEG connectivity).
Preparation of bankable/grantable plan for one EBY Pvt,
BDS provider & ILIFO; syndication of assistance; KDplan vV
for group CETP to be subsequently evolved.
Project implementation guided by EDII team. NMEIRIE
2.2 | Viability orientation of environmental compliance
facilities/infra-structure (operation of Individual — ETPs
through WEG connectivity).
Preparation of bankable/grantable and CDM supptetalan
for individual ETPs by specialized Pvt. BDS providaong R
with ILIFO; syndication of assistance.
Project implementation guided by EDII Team. NMEER

105




2.3

BDS providers’ training-cum-capacity building programme
on / for promotion of renewable energy options in he
cluster.

Conduct of training programme involving related.R Public
service providers including those providing finaiciand
embedded BDS.

2.4 | Environmental Compliance-Cleaner Production
Technologies-Compliant and cost optimizing proces
technologies.

BDS and Provider/s introducing seminar.
Demonstration intervention by Pvt. BDS provider 4AnMSE
tanneries identified in collaboration with BMO (PYA

2.5 | Advanced eco-benign process technologies.

Demonstration intervention in 1 medium sized tapne
identified in collaboration with BMO (PTA); BDS WgLRI.

3.0

Policy Advocacy

Preparation and submission of case advocatingusian of
WEGs into relevant schemes of DIPP (modernizatahesie)
DC-MSME.

Presentations at Delhi for leveraging PPP assistéor WEGS
and also for commercial CFCs in the Chennai leathaster,
(which has largely received support only from thenistry of
Commerce & Industry).

4.0

Finance: Access to adequate collateral-free titsitional
credit (MSME Tanneries — |IFLMEA/PTA/TANSTIA
members); Scope for establishing association-led M&F
(joint-financing) option for micro job-working unit s of PTA.

BDS Service & Providers introducing seminar redateo
institutional credit facilities for individual emgrises
institutional credit (Pvt. BDS, BYST, and SMERA/IBR
CGTMSE).

Identification of tanners requiring appropriatedit linkages by
BMOs.

Preparation of individual business plans (20 gmaeeurs) by
private BDS providers.

BDS Service & Providers introducing seminar foroup
financing option through BMOs (who have succesgf
implemented MCGF option).

Evolution of demonstration network of tanners angparation
of bankable financing instrument.

5.0

Productivity

BDS exposure seminar (involving service providarsh as
SIPA and other private BDS).

51

IT and basic MIS: Training and implementation of
appropriate IT and basic MIS in MSE tanneries.

Conducting training programme for 30 MSE tanne(i&EA
members) and assistance in implementation

5.2

Productivity-Implementation of ERP in SME tanneries

Basic orientation on benefits of ERP for 3 SME tnes (Non-
ERP systems possessors of IFLMEA)

6.0

Technology up-gradation (and where feasible -ommmon
facilities)

6.1

Individual/joint upgradation of technology

Dissemination seminar of equipment and processnt#obies
of CLRI, local equipment manufacturers, dealersngported
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technologies.

Identification of tanneries for upgradation on widual/joint
basis by EDII team.

Business plan preparation & implementation of pridgefor
individual and/or joint technology upgradation by ISE
tanneries (Tannery Modernization scheme/MSE-CDP).

6.2

Training programme for at least 15 BDS providers on

evolution of SPV and business plan preparation an
implementation — related to technology upgrading PP
schemes of the Gol (to related private and publicesvice
providers) — programme delivered by EDII team.

Prod

uct Segment

Footwear (component & full-shoe) manufacturing (coss-
cutting issues for goods and garments manufacture)

1.0

Finance - Access to appropriate credit (Access collateral-
free institutional credit by micro-sized job-working vendors

of leather product SMEs and large manufacturers; acess tq

appropriate levels of collateral-free institutional credit by
small product manufacturers)

BDS Service & Providers introducing seminar for iudual

enterprise institutional credit (Pvt. BDS, BYST, dan

SMERA/ICRA, CGTMSE).

Identification of firms requiring appropriate cretihkages by
BMOs.

Preparation of individual business plans (20 em&egurs) by
private BDS providers.

2.0

Market Access and Brand Promotion

21

Establishment of marketing warehouse in Europe for
footwear / goods exporters

Public & Private BDS awareness seminar on warehgy
related services and options (involving NBSO, ITRCLE,
etc.).

ISi

Study on identifying optimal location for demonsioa
warehouse abroad (e.g. Netherlands, Belgium, anope

Evolution of demonstration SPV (by EDII team) fopject
implementation.

Preparation of grantable (possibly MAI assistarare)
bankable DPR (implementation by SPV).

2.2

Consortium export marketing of leather goods and
garments (2 demonstration consortia of SMES)

Experience sharing seminar with successful IndigmoE
Consortia.

Evolution of demonstration consortia and preparatiof
business plan; initial hand-holding implementationincreaseq
market access.

3.0

Procurement as well as Technology Up-Gradation

3.1

Establishment of a centralized footwear component
warehouse / specialized leather-goods machinery giay
centre in Chennai; common facility for garments
manufacturers.

BDS awareness generation programme on scope ofedt
interventions (interface with BIDASS Industrial Sees
association in the heavy engineering cluster ofchiyi and
Kottayam Rubber Cluster Stakeholders); schemes aachD

=
Q

for implementing relevant projects.
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Evolution of SPV involving component & machinery raf &
suppliers from Chennai & North India by EDII team.

Preparation of bankable / grantable business plarkigk
starting implementation by private BDS provider.

4.0

New Enterprise Creation

Conduct of technology EDPs by two new BDS providfens
leather product manufacture supported under TEDEmse (nq
assistance expected under BDS Project); hand-lgpgtart-ups,

Conduct of FDP targeting Entrepreneurship Develagrirethe
sector (no assistance expected under BDS Project).

5.0

IPR and Patenting

Study by CLRI and related BDS providers followeddgminar
on scope for product and process related patefitmeduding,
Gl, copyright, trademark) for the leather and pridiector — a
strategic long-term intervention to encourage elusnterprises
to eventually move up the value chain in termsmafigenous
design development and utilize other IPR options.

6.0

Training and Skill Up-Gradation

6.1

Skill-training for new workers (BPL category) for
footwear/goods manufacture.

Networking meet with related BDS providers suchGisTl,
ILFS and FDDI to finalize implementation modalitysiaa-vis
related BDS provision (ldentifying NGOs for trainee
mobilization, entering into MoUs with product mignits etc.)

Train 1000 BPL category individuals (@ 150 per ¢errfrom
rural areas and facilitate gainful employment opyaities.

6.2

Customized skill up-grading training in the area ofdesign.

Networking meet with target — potential SMEs alavith BDS
providers like CLRI.

Implementation of largely in-house designer depmient
programme facilitating capacity building of 200 pemnel (@
35 per quarter) — no budgetary support envisageth fBDS
project.

7.0

Policy Advocacy
(Advocacy vis-a-vis securing PPP assistance unider IiD,
IIUS, and MAI schemes for particular initiatives).

Preparation of case for advocacy; visits to Dell@spntations
before relevant departments whose schemes of assistare
yet to be availed-of by cluster firms; presentatafnplans of]
firms who enter the project seeking PPP assistance.

8.0

Productivity

BDS introductory workshop on lean manufacturingctices
and ERP for product manufacturing services.

8.1

Adoption of Lean Manufacturing Practices by small frms.

Identification of demonstration beneficiaries thgh BMOs ang
implementation of lean manufacturing systems.

8.2

Adoption of ERP systems amongst micro job-working
vendors vis-a-vis their medium and larger sized “mther”
units.

Adoption of ERP systems by SME footwear and compbne
manufacturers (encourage other leather product faeruers
to participate).

9.0

Socio-environment compliance (facilitation of joint”
quality and compliance certification of MSES).

9.1

BDS introduction seminar on socio-environment
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certification for MSEs

Implementation of quality certification in 6 smdiims upon
identifying demonstration beneficiary firms througWOs.

10.0

Design development (indigenous, as well as invemyoof
global service providers)

Joint sourcing of international goods/garments Bib&iders
(designers) by consortia of goods/garments manufac (no
budgetary support envisaged from BDS project).

Preparation of a designer’s directory of intermagioproduct
designers.

11.0

Investment promotion (equity and venture capital opions
for medium and lead firms)

Private BDS to establish ties with foreign equityestors and
other foreign/Indian venture capitalists for meditorlarge
sized manufacturers.

Preparing investment proposals, evaluating findmeipabilities
of concerned firms, identification of funds, preg#on of
investment opportunity proposals, finalize modefti of
repatriation.

12.0

Socio-environment compliant integrated social and
industrial infrastructure.

Awareness seminar on BDS related to implementatfasocio-
environment compliant infrastructure in clusteke [Tirupur.

Evolution of demonstration SPV by EDII team.

Preparation of grantable and bankable DPR seelgsigtance
under appropriate PPP schemes for this demonstratioject
and kick starting implementation.

Implementation of project (no assistance expectettuthe
BDS project).
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' Acknowledgement is specifically due to some of the most pro-active institutions in the cluster such as the Indian Leather
Industry Foundation (ILIFO) and the Central Leather Research Institute (CLRI). The inputs received from cluster BMOs,
support organizations, and (in specific areas) from the Council for Leather Exports (CLE), is also acknowledged. The

~ usual disclaimer, nevertheless, applies.

"In a geographical perspective, the cluster may be visualised to include Chennai city and two leather processing tannery
pockets of Pallavaram and Madhavaram located within the ambit of the Chennai Metropolitan Development Authority.

~ There are several similar clusters located in nearby districts of Tamil Nadu.

" Newly Industrializing Countries

Y Only 1 per cent volume but 2.5 to 3 per cent value share.

Y ITC Geneva

"' CLE, 2009, Feb

! Habib Hussain, Chairman, CLE, 2009, Feb

" Dr. T. Ramasamy, Secretary, Department of Science and Technology, Gol, in CLE, 2009, Feb

* While competing economies (in this segment) like China, Italy, and Vietnam experienced negative growth rates of
between 1.75 — 2.51 per cent in 2008 (till October) vis-a-vis the corresponding period in 2007, India's exports
increased by 19 per cent (to USD 159.1 million). Taiwan is, however, a competitor whose exports grew by more than
twice these levels in this period. China nevertheless remains the global market share leader.

* CLE, 2009

“ See Annexure | (CLE, 2009)

*! Industry opinion is that perhaps even upto 500,000 persons are employed directly as well as indirectly (carcass

recovery, support activities) in the sector in Tamil Nadu.

Unorganized nature of much of industry presents data limitations. Cluster level data is typically secured by means of

~expert opinion from industry and institutional representatives.

* The process of converting hides and skin into leather is called tanning.

* Enterprise Resource Planning.

“' Quality Management Systems.

* The interventions proposed in the light of this DS does not emphasize extensively on the promotion of FDI as active
promotion initiatives are being pursued by the Guidance Bureau of the Government of Tamil Nadu, and more
specifically by a dedicated UNIDO project. Both these initiatives also explicitly/implicitly catalyze the services of related
BDS (services facilitating inward-FDI, preparation of investment project profiles to encourage ties). In the interest of

~avoiding duplication of initiatives the scope of interventions as per this project has been appropriately oriented.

“" Common Effluent Treatment Plants

** Intellectual Property Rights

“Micro and small enterprises

! Many activities are to be implemented through a sustainably constituted SPV of firms and implemented on the basis of
a bankable business plan.

Xiii
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i Wind Energy Generators.

! Entrepreneurship Development Institute of India (EDII).

XXIV

There are different processes of tanning incorgdrdbr making different quality/varieties of leatbe
These are, for instance, chrome tanning, vegetahl@ng, alum tanning, and oil tanning. From thetco
viability perspective, chrome tanning and vegetahiming are the preferred processes. In the vielgeta
tanning process, vegetable tanning agents likdenadirk are used instead of chemicals.

¥ Payments / costs incurred in the operation of GEZEPPs.

¥ Payments / costs incurred in the operation of GEEPPs.

i The enabling policy framework may be also viewadtérms of (since) the fOplan period, the
Department of Industrial Policy & Promotion (DIPBf the Ministry of Commerce & Industry, Gol,
launching under its “Integrated Leather Developrgciheme” for modernization of leather tanning as
well as product manufacturing firms. Under thisestle subsidy is offered upto 30 per cent of cost of
modernization to small firms, and upto 20 per darthe case of medium and large firms subject to a
ceiling of Rs. 2 crore (today). The scheme contnoser the 1 plan time-frame.

I The larger viz. lead firms have also assumed ¢he over the last 3 years) on compliance related
issues — Occupational Safety and Health (OSH) awdtanmental compliance related certifications as

~well as implementing ISO 9000 Quality Managemerst&mys.

X Even earlier, in case of reserved items, non-Sfits icould undertake manufacturing subject to an
export obligation of 50 percent of production omaal basis.

¥ Association and institutional representativescdrne opinion that competitiveness enhancing

initiatives in the industry can greatly enhancedietowards upgrading.

xxxi ITC Geneva

X"Xf Annexure - | presents state-wise export data atihér and leather products

I CLRI scientists and economists as well as reptatees of industry associations

YV \While the region houses about 150 in total.

** Basic regulatory institutions may be viewed imtsrof the registration and licensing authority (8ma
Industries Department of the Govt. of Tamil Nadahour laws enforcement/regulatory and disputes
settlement (Office of the Factories Inspector, laboommissioner); and the Tamil Nadu Pollution
Control Board (TNPCB). The TNPCB monitors and reges pollution in the State of Tamil Nadu. The
institution operates under the aegis of the Statet.&nd monitors compliance of the tannery segnment
the Chennai region in particular. The TNPCB wonksciose co-ordination with industry associations
and support institutions in evolving solutions hereasing pressures on environmental compliance. In
the context of trademarks and patents, the regylatothorities comprise the Geographical Indication
Registry and the Patent Office.

A “snap-shot” of the CETP at Pallavaram is preséres Annexure 1X

" Indian Trade Promotion Organization

I Department of Industrial Policy and Promotion

X The Guidance Bureau is the leading investment promotion authority in the State. About INR 21000 crores of outside
investment has been facilitated by the bureau. Over 142 projects have been successfully commissioned through its
intervention. Recently, it had played a key role in encouraging the largest supplier to Nike — a Taiwanese company called
Growth Link to explore FDI in the State.

“ Also, in the last 3 years, a total amount of Rs. 1 crore was earned through the HRD mission involving training and shop-
floor up-grading activities.

I A consortium of Shoe Manufacturers (CSM) involving leading footwear manufacturers of Chennai has established a
components park. It serves as the Special Purpose Vehicle (SPV) comprising leading Footwear manufacturers. The
association - Indian Shoe Federation has taken a lead in evolving the network. The Council for Leather Exports (CLE), the
apex specialized Govt. institution in the area of export and FDI promotion serves as a monitoring agency for the
development of the Components Park. Estimated gap between demand for and supply of various footwear components is
in terms of lasts (polymer/plastic), moulds, soles(synthetic), heels (plastic), toe puffs as well as clicking and cutting dies.
These gaps are being progressively plugged by means of Indian as well as foreign investors who are acquiring plots in the
park.

xlii

Also co-ordinating/sponsoring students in the Leather Institute, Anna University, and fashion forecast initiatives
(MODEUROP, CLRI co-ordinator)
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‘Il The annual budget of about Rs. 90 lakh (excluding the fair related budget), is accrued from membership fees, rental

incomes on let-out space, and incomes from hiring out seminar hall facilities.

“V Of the total earnings of about Rs. 42 lakh, over Rs. 10 lakh is the surplus (surplus is also generated from rental

incomes and from interest accruals on fixed deposits).

X"’v Some of them are those whose services may be effectively leveraged to provide specific strategic BDS.

Vi Cluster organizations have greatly benefited by means of support from the UNIDO Project. The project was in operation
from 1996-7 — 2001-2 in the cluster. The project had made substantial contribution on many socio-environment
compliance fronts and in terms of establishing ILIFO which continues its mandate related to environment and labour
compliances for industry.

i Quality Management Systems

TDS comprises dissolved solids such as chlorides, sulphates and carbonates. Chlorides enter the effluent mainly as
the preservative used for preserving hides and skin and also through pickling. Sulphates and carbonates enter the
effluent through various acids and chemicals deployed in the process of leather making. While in developed countries
the treated effluent high in TDS is either combined with domestic sewage for dilution and further treatment or
discharged into the sea, in India, Kolkata has been given the option of marine discharge standards which do not
include any standards for TDS. However, in Tamil Nadu, as the tanneries are in land-locked areas, the option of
marine discharge or dilution with domestic sewage is unavailable, and the TNPCB therefore directed all tanneries to go
in for a Zero Liquid Discharge (ZLD) system adopting Reverse Osmosis (R.O.) technology and evaporating the reject
of R.O. The final saline solid waste from the evaporators has to be safely disposed. Faced with the challenge of either
complying with the directive of TNPCB or closure, tanneries in the region responded positively. While about 50 tanners
have invested their own resources for establishment of RO plants, the 14 CETPs catering to more than 650 micro and
small tanneries had neither the technical nor financial capacity for the same. The R.O./Evaporator system is both
expensive and technologically advanced. Firms sought assistance under existing PPP Gol schemes for support in
meeting necessary capital expenditure. While four of these secured assistance under the 11lUS scheme of DIPP, two of
these clusters were assisted under the ASIDE scheme of Dept of Commerce, Gol. Together, these six plants have a
total capacity of 9100 cubic metres per day. Seven of these are under the umbrella of Chennai Environmental
Management Company of Tanners (CEMCOT), a section 25, not-for-profit, company to establish ZLD systems at six
locations (two of these combining into one plant). Their combined capacity is 13000 cubic metres per day. They have
been able to secure 50 to 60 per cent of the capital cost as subsidy from the central / state governments, the balance
being contributed by firms. One CETP within Chennai, at Madhavaram, is in the process of seeking permission for
dilution of its effluent in domestic sewage. The capital cost per cubic metre of waste water for establishment of the ZLD
system works out to an average of about Rs. 1.40 lakh per cubic metre. The project will help recover more than 95 per
cent of the waste water for reuse, thereby reducing the volume of ground water extracted to only 1500 cubic meters
per day as against the current over 23000 cubic meters per day.

xlviii
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The Institute of Chartered Accountants is largely involved in grooming BDS providers who provide taxation and audit
and other operational BDS to industry.

' The ZLD-CETP implementation related charges are to the tune of 3 per cent of project cost of Rs. 184 crore. That is,
over Rs. 5.4 crore

"L Low (nil or negligible), M: Medium, H: High

" The ILPA operations in Chennai are small in comparison to the services offered by this dynamic BMO at its head-
quarters in Kolkata.
A specialized institution established by industry (the IILP) is currently not operational. Nonetheless, attempts are made
~ towards revival.
™ The services of operational private BDS providers in the areas of regular project preparation, tax and audit like that of
typical Chartered Accountancy firms and, legal services with regard to regulatory aspects of business are widely
availed of in Chennai and there is hardly any dearth in supply of such service providers. However, there is evidently
scope for leveraging upon the services of some more strategic service providers in terms of rating services provided by
agencies such as Indian Credit Rating Agency (ICRA), Small and Medium Enterprise Rating Agency (SMERA) - Dun
and Bradstreet (D&B), who are working closely with some leading Fls in the region. Such BDS has scope for promotion
through concurrent (than exclusive) efforts over interventions under this project. Few SMEs in the sector in Chennai
have availed of such services. Also, scope for promotion of rating services vis-a-vis consortia/SPVs that may be
evolved under this project exist.
¥ This service centre effectively serves as a Private BDS facilitating platform. Many of the unorganized strategic Private
BDS providing service providers (e.g., in areas of ERP/MIS, SA 8000/ISO 14000, Business Plan Preparation, etc.) are
~ effectively networked and providing services to leather and leather products related firms in the cluster.
v Provided by in-house experts in the case of larger firms, and also by “small” private BDS providers than private
institutions
Provided by in-house experts in the case of larger firms, and also by small private BDS providers than private
_ institutions
il Hence, services are, in effect, subsidised as reflected in their pricing.
Domestic marketing services are typically pursued by firms independently sans any specialised external BDS provision.
* The prices of chemicals and dyes vary with the country and location of manufacture. The price of fat liquors is, for
instance, is Rs. 130 per kg. (German variety) and Rs. 90 per kg. (Italian variety). Within the National value chain, even
MNCs such the BASF and Clariant are believed to be sourcing part of their products (dyes) from firms in Ahmedabad
and supplying to Chennai firms under their (MNC) labels.
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lix

112



™ Africa is progressively a source for sheep skins. The embedded service providers in the cluster value-chain in Chennai
travel to countries such as Nigeria and even the Sudan to directly source such inputs. Some firms are sourcing such
inputs from Southern Africa, that is, the Republic of South Africa. The CLE has been recently involved in a related
delegation to North Africa. Imports of raw material hides and skin and leathers increased from USD 221 million to USD
420 million in 2007-8 indicating the growing importance of global sourcing for competitiveness and export. Kolkata is

~ also a source of goat skins of fine grain quality. Jalandhar and Kerala are a source for cow and buffalo hides.

"I Over the DS, some dyes manufacturers and suppliers from Ahmedabad were introduced to tanneries in the cluster.

This helped firms realize as well as articulate the scope for more efficiency in the procurement function and also the

need for relevant BDS. The latter being not only in terms of procurement but also in terms of necessary credit related

BDS to finance such initiatives. Evidently, a select few of the more dynamic and “aware” firms were (alone) already

sourcing dyes directly from some traders in Ahmedabad at low rates.

" Particularly, the raw material assistance scheme

"¥ Such BDS may be leveraged by the CLE and perhaps implemented through an SPV that has already taken the lead to
implement a footwear components park.

Over the DS, some traders/importers of hides and skin from the cluster also indicated scope for exploring Sudan as a

~sourcing base, particularly given security and other issues vis-a-vis locations such as Lagos or Abuja in Nigeria.

"I As a matter of fact, the Supreme Court had, in 1996, issued various compliance related directives - all tanneries in

Tamil Nadu especially need be connected to Effluent Treatment Plants (ETPs) besides adhering to norms related to

Biological Oxygen Demand (BOD), COD and Total Dissolved Solids (TDS). Largely, companies with individual ETPs

have achieved discharge norms, but for TDS (that has to be 2100 mg. / litre or less as per PCB guidelines).The latter

merits installation of Reverse Osmosis (R.O.) plants to treat the effluent discharge from ETPs and CETPs. Treated
water with less TDS (than 2100 PPM) should be recycled into tanneries (relieving pressure on the ground water). Thus,

Zero Liquid Discharge (ZLD) system is under implementation - in many CETPs.

TDS & sludge management: Effluents generated in leather processing have a high level of Total Dissolved solids

(TDS). The discharge norms on TDS vary between countries / locations. An Arid and Semi- Arid location as the

Chennai leather cluster region has unique stringent norms regarding TDS to protect soil and ground water bodies. TDS

reduction is facilitated by appropriate processing and end-of-pipe treatment (membrane based Reverse Osmosis

plant). Water of quality allowing reuse in tanneries is facilitated (varyingly estimated at) about 60-80 per cent. The
balance reject containing high salt content is evaporated in accelerated solar evaporator systems or mechanized
evaporators - contributing towards required Zero Liquid Discharge (ZLD). Sludge management is also critical in terms
of better chrome management that could result in reduced chrome levels in sludge so that it may be disposed of.

Composting sludge generated in the ETP in also an option. Nonetheless, the option preferred is to dispose sludge and

solid waste in engineered safe-landfills. This option is progressively to be pursued by SME tanneries in Chennai. While

many medium-to-large tanneries in other nearby clusters such as Ambur have implemented the R.O. and landfill
option, SME tanners in the cluster are today implementing the option on a PPP mode assisted by the DIPP.

" Clean Development Mechanism under the Kyoto protocol.

"X As a matter of fact, the Ministry of Textiles has provided grant-in-aid assistance of about 50 per cent of capital
expenditure to common WEG projects at the Tirupur knitwear cluster. This has been amongst the first initiatives to
fiscally assist joint-WEG installation by MSE as well as medium-to-large players on a PPP mode.”™ The Ministry of
Textiles has also recently approved a proposal involving WEGS in Textile parks under its Scheme for Integrated Textile
Parks (SITP), e.g., the park in Erode, Tamil Nadu. Micro and small enterprises account for more than 95 per cent of
membership of the SPVs that operate the 14 CETPs in the state. Fiscal assistance on a PPP mode is particularly
relevant in the leather cluster context because in related clusters many MSEs are essentially resource-starved jobbers
to medium-sized and larger firms.

Tanneries are sometimes charged (for effluent treatment) on the volume of wastewater generated, hence a reduction in

~ the volume of water will also result in lowering the costs of treatment (compliance).

'Xxf_An option emphatically voiced by industry expert D. Chandramouli, Scientist and Head, CLRI.

i Relevant initiatives are being aggressively pursued by the dynamic CLE.

"4l Eor example in the Wet Grinder cluster at Coimbatore where the clusters BMO is now effectively serving as a financial

intermediary vis-a-vis canalizing cheaper institutional credit (from FIs such as the Indian Bank) for micro job-working

members.

Technically: many activities on the shop-floor such as clicking and closing cuts across different product
categories. Also, many of the issues are cross-cutting ones across product categories. Therefore, though of smaller
volumes in terms of contribution, the constraints of the goods and garments segment which in terms of many strategic
BDS are generic vis-a-vis the footwear segment requires to be addressed. Joint-addressing of such constraints by
different product categories will also facilitate evolution of a critical-mass of stakeholders for necessary intervention.

Ixiii
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Ixviii
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Ixxiv

" |LPA members, particularly those in the garment manufacturing segment have also emphasized on the gap in terms of
common utilization of expensive equipment. This is to ensure that idle-time and spare capacities are optimally utilized.
The IL&FS has initiated such interventions with SMEs and larger firms in the cluster in a PPP mode with fiscal
‘assistance from the Ministry of Rural Development.
i Firms who are members of the ILPA have also evinced need for thrust on relevant BDS.
il TANSTIA-FNF Service Centre will also support the intervention by means of sponsoring a seminar — “WTO impact on
~the leather and leather products SMEs.”
b Particularly voicing the concerns of industry leaders such as Habib Hussain, CEO, AVT Group and Chairman, CLE
™ Those have been successfully established in many clusters such as the Kottayam rubber cluster as well as the
Alleppey coir cluster in Kerala.
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"4 As was identified over the DS scope for cash purchase @ about Rs. 40 lakh per month of chemicals from existing
chemical manufacturers and suppliers in Chennai may also be explored to realize between 10-20 per cent reductions
in cost of procurement of chemicals.

%o 1 fact, some firms and BMOs had evinced scope for directly sourcing fat liquors from abroad. The scope for sourcing
related BDS coupled with BDS in terms of appropriate financing mechanisms for each operation is wide.

it As suggested by industry doyen Naimur Rahman, former Vice-Chairman, AISHTMA.

WV The services of the Indian embassy in Lagos/Abuja, Nigeria may also be availed of to finalize a necessary
demonstration business plan. In fact, relative cost-benefit of locations vis-a-vis South Africa, Sudan, and other
locations like Nigeria may also be considered.

MV Awareness generating and BDS introducing seminars related to WEG and CDM is to be pursued through private
service providers such as Suzlon, Enercon, and perhaps URs Productively.

i compliance costs that could make the export-oriented industry uncompetitive; to elaborate, at present the O&M cost
of the conventional ETPs in Tamil Nadu ranges between Rs. 20 and Rs. 30 per cubic metre of waste water. This
amounts to about Rs. 0.35 to Rs. 0.50 per sft of leather produced. Subsequent to the establishment of the ZLD system,
the operational cost will increase to between Rs. 80 and Rs. 90 per cubic metre. Assuming a rate of Rs. 90 per cubic
metre as treatment cost, its impact on the cost of leather would be more than Rs. 1.50 per sft, that is, more than 3
times the current impact on cost of production. Upon considering the cost of safe disposal of sludge, it would imply an
additional Rs. 0.25 per sft of leather. Obviously, this would adversely affect the competitiveness of MSE tanners; as
such strict environmental compliance is not required elsewhere but in the cluster region. The industry has been
debating on how to deal with the significant increase in the cost of operation of ZLD systems without adversely
affecting the viability of their commercial operations. One significant component of the cost of operation is the cost of
power. For example, for operation of a 3000 cubic metre per day ZLD system (as in the case of the one at Pallavaram),
the annual power consumption will be about 90 lakh units. At the rate of Rs. 4.27 per unit of power as applicable to
industrial units in Tamil Nadu, it would amount to Rs. 3.84 crore per year.

il And perhaps MTA which is not pursuing the ZLD initiative but may progressively explore the WEG option to reduce
the burden of power costs in the operation of CETPs.

il gbsequent replication of the intervention employing the services of related BDS providers is expected to benefit at
“least 500 other MSE tanners connected to CETPs (largely) in clusters located in districts away from Chennai.

i \while internationally countries like Germany, USA, Spain, and Denmark are leaders in the use of WEGS, India is a
leader amongst Developing Countries. However, only resource-rich large firms typically exploit the option, as they
enjoy 80 per cent accelerated depreciation during the first year of its installation itself. Translated into income-tax
benefits, it would help the company reduce its tax liability by 33.3 per cent of the depreciation value. For e.g. if Rs.10
crore generator is installed, a firm will be eligible for reducing its taxable income by Rs. 8 crore. This will help save on
tax and is effectively a subsidy on total investment of 26 per cent (or about Rs. 2.6 crore) for medium-sized and large
profit making tanneries with ETPs that go in for wind energy for captive consumption.™

*® In fact, the case for MSE related SPVs to seek fiscal assistance is strengthened by the fact that in this context the
depreciation benefit offered by the Gol which, in effect, is a 26 per cent investment subsidy cannot be reaped. BDS
may be visualized in terms of preparation of bankable business plans for individual as well as CETPs. Implementation

~ related BDS is normally an embedded/bundled service offered by WEG suppliers.

*' Some important related contributions of the CLRI, Chennai include a technology for recovery of chrome from the

effluent and systems for minimizing the use of water in the process. The industry is highly water-intensive. Each tonne

of hide/skin tanned requires over 40,000 litres of water. Hence, even a small tannery with a capacity to process 3 to 4

tonnes a day uses up well over 100,000 litres of water a day - the daily household requirement of about 2,500

persons.

Though SPVs in clusters such as the knitwear cluster of Tirupur have been supported for related initiatives by the

concerned Ministry, policy/schemes of other Ministries related to the leather and leather products sector needs to be

appropriately oriented.

E.g.,.DC-MSME or DIPP. Appropriate fixation of duty-drawback rates, advocacy with the customs authorities and

related stakeholders to establish raw hides and skin warehouses in Chennai may be autonomously explored by the

CLE.

For instance, extracts from an advocacy-note prepared by the visionary A. Sahasranaman (Ex — |AS) founding-head,

ILIFO, (commencing with building up a case) for incorporation of WEGs as eligible for support under specific PPP

schemes to strengthen CETPs indicatively runs as follows: “One of the major challenges facing the micro and small

enterprises engaged in leather tanning in Tamil Nadu is how to face the huge hike in the O&M cost of effluent
treatment plants after establishment of the Zero Liquid Discharge (ZLD) systems. ZLD systems are a unique
mandatory requirement only in Tamil Nadu, nowhere else in the country or any other part of the world! This effectively
increases the operating cost of the waste treatment system by 3 to 3.5 times the current cost in conventional systems.
The CETPs have been able to secure subsidy on capital cost to the extent of 50-60 per cent under various schemes of
the DIPP, Gol and the Department of Commerce, Gol, for establishment of the ZLD systems. However, the operating
cost, we are afraid, is going to be an unbearable burden on the micro and small tanners (as they perforce have to
adopt this energy intensive option, and) many of whom may face dire consequences (perhaps even closure) if not
assisted suitably. The cost of treatment would increase the total cost of finished-leather as to make such leather
produced uncompetitive vis-a-vis that produced in competing countries. In respect of larger enterprises, Gol
assistance provides for 80 per cent accelerated depreciation in the first year itself, which results in a tax saving of
approximately 33.3 per cent of the depreciation amount. Effectively, one may say that this translates into about 26 per
cent subsidy on capital cost. However, this is not available for clusters or CETPs, who (are not profit making
manufacturing businesses, and therefore) do not enjoy any surplus income at all; and therefore, cannot avail of the
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benefit of depreciation offered by the Gol in terms of tax savings. Further, 99 per cent of the firms associated with
these clusters are MSEs who can hardly afford the necessary capital expenditure sans viability gap funding.”

As has been successfully established in the nearby wet grinder cluster of Coimbatore. The tiny shoe manufacturers at
Ambur have also been benefited by a similar intervention.

STSB curriculum is developed by Micro Enterprise Acceleration Institute, Geneva a subsidiary of Hewlett Packard with
the objective of helping small and micro enterprises to bring in efficiency in their operations by employing technology in
their business.

xcv

xevi

*¥! Specific interventions in the smaller base of goods and garments manufacturers are also envisaged as to make the

interventions more inclusive.

TANSTIA-FNF Service Centre will support the intervention by means of sponsoring a seminar- “Innovative financing

instruments for financing leather and leather products SMEs” to be offered by a new BDS provider SME-FDP (IFMR).

TANSTIA-FNF Service Centre will also support the intervention by means of sponsoring a seminar — “WTO impact on

the leather and leather products SMEs” and one on “Innovative financing instruments for the leather and leather

products firms.”

¢ Various riders/assumptions may be envisaged in the context of performance of the cluster notwithstanding project
interventions. Some of them are: regulatory norms related to the environment would receive the priority it deserves by
policy makers as to facilitate PPP interventions and avoid leaving many firms uncompetitive if they have to comply; a
sustained appreciation of the rupee against the USD (unlike “competing” currencies) does not adversely affect
competitiveness of firms in this significantly export oriented cluster. At the least, drawback rates need be
appropriately oriented; global recessionary conditions do not significantly affect the growth trajectory of this highly
export oriented cluster- despite the holistically articulated and envisaged interventions!

xeviii

XCix

® The critical intervention alone is mentioned in the tabulation. Each one of the “specific service” may involve a series of
activities such as specially-designed “awareness generation” and BDS option or instrument/provider introducing
seminars (which may perhaps be subsidized 100 per cent under the BDS project), as well as “model/demonstration”
business plan preparation services (which may merit a lesser degree of subsidy). Further, while specifying expected
outcomes, direct benefit to firms that enter the project within the time-frame is indicatively specified. Spillovers in

~ terms of spontaneous or subsequent replication for benefit of other firms are also highlighted.

" Scope for cash purchase @ about Rs. 40 lakh per month of chemicals from existing chemical manufacturers and
suppliers (e.g., BASF, LANXESS) in Chennai may also be explored to realize between 10-20 per cent reductions in

~ cost of procurement of chemicals.

" Awareness generating, BDS introducing seminars related to WEG, CDM, and Cleaner Production Technologies to be

pursued through private service providers such as Suzlon, Enercon, and (perhaps) URs Productively.

Though firms in the sector are not energy intensive, over implementation of interventions scope for energy audit and
subsequent efficiency in firms through means of introducing relevant BDS may be explored sans explicit budgetary
allocation at this juncture as need for this service is yet to be articulated by industry.

® MTA is not going in for ZLD but may also nonetheless consider the WEG option to reduce the impact of power costs.

“" WEG connectivity in CETPs merit advocacy for assistance in a PPP mode (as indicated, grant-in-aid on capital
expenditure as has been accorded by the Ministry of Textiles to Tirupur and Erode based textiles and clothing firms),
particularly given the relatively resource scarce nature of MSE firms involved in concerned SPVs and their inability to
reap the fiscal (depreciation) assistance offered by the Central Government. Even over conduct of the DS, industry
has already initiated advocacy efforts with some agencies of the Government. The intervention is critical as MSE
tanneries, particularly, may find it extremely difficult to meet the high cost of compliance when the R.O. plants are

~ established and operationalised in a few months time!

“" Though SPVs in clusters such as the knitwear cluster of Tirupur has been supported for related initiatives by the
~concerned Ministry, policy/schemes of other Ministries need be appropriately oriented.

" DC-MSME or DIPP. Further, advocacy in terms of appropriate fixation of drawback rates as well as establishment of a
customs bonded warehouse is proposed to be explored by the CLE independent of the project.

CLE has necessary space at the SIDCO industrial estate at Irungattukottai, Chennai.

“ For example vis-a-vis chrome recovery plants

“ While product manufacturing firms are predominantly into footwear, some of them are simultaneously into both goods
as well as footwear manufacture. The contribution of the garments manufacturing segment is relatively small.

~ Nevertheless, some interventions are specifically addressed to such segments also.

“! TANSTIA-FNF Service Centre will support the intervention by means of sponsoring a seminar - “Innovative financing
~instruments for financing leather and leather product SMEs” to be offered by a new BDS provider SME-FDP (IFMR).

" Also as a means to increase market access — reduce stocking related expense of importers.

“V ILPA members (particularly garment manufacturers) are also considering the establishment of common manufacturing
facilities to share expensive technology as well as labour overheads. An SPV exploring PPP initiatives may be
progressively explored.

v BDS providers such as the IL&FS have launched some related initiatives. Pro-active institutions such as the FDDI and
the CFTI are also geared towards similar initiatives. Initial part subsidy of initiatives by the trainers and BDS providers

~ could also directly contribute to poverty alleviation and livelihood incomes.

"' See 10.0 below.

! TANSTIA-FNF Service Centre will also support the intervention by means of sponsoring a seminar - “WTO impact on
~ the leather and leather product SMEs.”

““!' PPP assistance under [IUS/DIPP, other schemes may be explored for the demonstration initiative.
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“*Including others such as Maharashtra, Haryana, Karnataka, Punjab, etcetera with export turnovers of less than Rs.
1000 crore per annum.

~ Expert opinion of Mr. Chandramouli, Economist & Scientist, CLRI

' Also see CLE, 2009

! Some SME and footwear tanneries are also into exporting shoe-uppers

This chart does not specifically elaborate on dissemination of benefits upon implementation of demonstration projects
and efforts towards multiplying and replicating initiatives by BDS providers amongst other firms and BMOs who
subsequently enter the project. Such initiatives will be simultaneously pursued as presented in detail in the matrix
presented in section 5.2 of this study. Activities from 2010 Q3 to 2011 Q2 will also involve replication of successfully
implemented demonstration initiatives autonomously by cluster BMOs and stake-holders. EDIlI team will provide
appropriate guidance. This is to ensure sustainable development of relevant BDS market/s. such initiatives are not
explicitly captured in this pert chart as the same will not involve specific outlay under the BDS project.
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