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1. Punjab Small Industries Corporation (PSIC) 
This report provides a financial analysis of PSIC based on the financial 
statements and records over a 4 year period (2004-2007) that were provided by 
PSIC and were verified to be correct. All these accounts were audited by the 
Avais Haider Liaqat Nauman independent auditors of the corporation. However, 
none of the accounts contained auditor’s report to the Board of Directors. 
Furthermore, PSIC informed at the initiation of this project that 2008 accounts 
will be made available, however, they were not provided within the time frame. 
This report must be read in continuation of the Inception Report produced for 
the project to cover the project back ground. The copies of the financial 
statements provided by PSIC are placed at Appendix A for record and 
verification of the results and numbers quoted in this report.  

1.1 Introduction 
PSIC was established under the Punjab Small Industries Act, 1973 (herein-
after referred to as the “Act”) as an autonomous body to succeed the business, 
projects, undertakings and properties of the defunct West Pakistan Small 
Industries Corporation. The Act extends to the whole of the Province of Punjab. 

Under the said Act, PSIC was established as a body corporate with the 
objective of promoting small and cottage industries through market driven 
industrial and credit support, contributing to employment generation and 
socioeconomic uplift of the province. 

In supporting the small and cottage industries, PSIC has, over the years, 
carried out the following activities: 

 Credit disbursement 

 Development and maintenance of small industrial estates 

 Cluster development 

 Handicraft development, purchase and sale through shops 

 Census and survey of small, cottage and household industry 

As reported in the Financial Accounts, “PSIC has incurred losses amounting to 
Rs 182.923 million, Rs 149.094 million, Rs 174.425 million & Rs 92.439 million 
for the years ended June 30, 2004, June 30, 2005, June 30, 2006 and June 30, 
2007 respectively. These losses have been, to some extent, met through 
government grants and funding, however, the accumulated deficit as at June 
30, 2007 stood at Rs 329.062 million as compared to a surplus of Rs 232.195 
million as at June 30, 2000. This figure is an improved version after 
government chipped in Rs. 278.655 million to bring the deficit down from Rs. 
614.354 million. This has resulted in the liabilities exceeding the assets of PSIC 
as apparent from the balance sheet for most of the years considered except 
2007, where a large government support turned the equity to minimal positive 
number, thereby raising concerns regarding PSIC’s ability to meet its future 
liabilities.”  
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PSIC is organisation of the Punjab Government which is currently struggling to 
define its vision and focus on its core role in the socio-economic development 
of Punjab. Historically, PSIC was considered to be an extremely effective 
organisation that had developed strong linkages with the small / micro scale 
entrepreneurs and delivered demand based facilities that really improved the 
efficiency of the private sector. Some example of historic successes include 
Sialkot Sporting Goods Center, 1980 (first center to train workers to stitch the 
last piece of the football), Vacuum and Heat Treatment for Surgical Instruments 
opened up export markets due to improved quality, 88 carpet training centers 
were established in the 70’s and etc.  

However, over time other organisations have been established that have 
somewhat reduced the role of PSIC. For example, establishment of TEVTA 
took away most of the training centers and cluster development programmes 
away from PSIC, opening of Micro Finance Banks and PSICs limited capacity 
has resulted in poor performance of PCIS’s credit/loan portfolio. Punjab 
Industrial Estate (PIE) has been established as a branded agency for industrial 
estate development in Punjab (although currently mandated for large estates) 
overlaps the role of PSIC. AHAN project is also working in similar areas as the 
handicraft promotion wing of PSIC. SMEDA is providing several facilities that 
overlap with functions performed by PSIC.  

In light of previous studies done the recommendations made on reorganising 
PSIC are summarised below: 

 To sell of the loan portfolio of PSIC to a bank involved in micro 
financing 

 Transfer the industrial estate portfolio as ‘small industrial estate 
wing’ under PIE 

 International experience has shown that cluster development has 
higher chances of success if led by private sector initiative rather 
than led by government. The support function to develop clusters 
can be performed by the small industrial estate wing suggested 
under PIE or can be performed a focused activity of PSIC. But 
PSIC will have to work closely with TEVTA and its sector to do 
projects that will really add value. 

 Handicraft shops provide an ideal PPP piloting activity for 
provincial government and this can tie in with one of the USAID 
project on women entrepreneurship. Significant resource will be 
available under this project.       

However, one area of concern in all these studies is that they evaluated the 
role of PSIC as a purely commercial organisation and have not evaluated the 
development capital and importance that PSIC carries. 

2. Accounting & Reporting System & Issues 
The PSIC Act lays out the requirements in relation to accounts and audit of 
PSIC. As per Section 34 of the said Act, PSIC is required to prepare a 
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statement of its assets and liabilities of commercial undertakings and 
transactions as they stand at the close of the year, together with a income and 
expenditure account for the year and a full report on the working during the 
year. Audited copies of the said statements, account and report are required to 
be furnished to the government within four months of the close of the financial 
year and shall also be published in the official gazette. However as observed, 
this practise is not being followed. The accounts for 2007 were completed 
during the period of this assignment, whereas, the accounts for 2008 and 
2009 are yet to be done. This is clear violation of the requirement under 
the PSIC Act but government or the board has not taken any action to 
rectify this anomaly.  
Financial statements comprising of balance sheet and income and expenditure 
account are prepared separately for Head Office, regions and loan schemes. 
Units provide financial data to Head Office either directly or through district 
offices or regional offices. Thereafter, they are consolidated in the form of 
consolidated financial statements. PSIC has 36 accounting units which are all 
consolidated under ‘Other than Loan Schemes’. Separate accounts for each 
accounting unit are prepared. All DDOs, PHSs, estate offices etc. maintain a 
cashbook and at the end of every month send it to the region where all the 
transactions are posted and manual trial balances are prepared for every office 
under the region and sent to Head Office. The due date for sending the trial 
balance, income and expenditure statement and bank reconciliation statements 
is within 10 days after the end of every month (sometimes it is delayed but it is 
to be sent maximum by the end of the next month). Annual accounts of all 
these offices and the regional office are to be prepared by the regions and sent 
to Head Office by August 31 after the end of the year at June 30. As 
mentioned above this practise is not being rigorously followed. 
Currently, following three kinds of audit are being carried out, (i) Internal Audit, 
(ii) External Audit and (iii) Government Commercial Audit. As per the audit 
program, all the audit teams visiting the various offices of PSIC are required: 

1) To conduct physical verification of stocks/stores. 

2) To check the following auditable documents on 100% basis: 

 i) Cash book 

 ii) Cash vouchers 

 iii) Ledger/Sub ledger 

 iv) Journal vouchers 

 v) Bank statement (duly reconciled) 

 vi) Inventory sheet 

 vii) Stock registers 

 viii) Postage registers 

 ix) Stationery registers 
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 x) Leave record 

 xi) Provisional Accounts for the year 

 xii) Telephone register 

 xiii) Log book 

 xiv) Current account statement duly reconciled 

 xv) Actual amount of working capital held by each project 

 xvi) Budget control register 

3) In addition to above, the audit team checks the following documents: 

 i) Loan registers pertaining to the loan schemes CSSI-2002 and CASA-
2002 wherein all particulars of loanees are required to be entered 

 ii) Proper documentation for loans for at least 10% of the loan cases 

 iii) Spot inspection of 5% of the projects sponsored by PSIC in each 
district 

4) In addition to annual internal audit, the Directorate of Internal Audit also 
analysis the performance of PHSs by comparing the trend of their sales and 
gross profits over the last three years to determine their performance. 

The External Audit is carried out by a firm of Chartered Accountants appointed 
as per the directions of Government under Section 33 of the Act. The current 
external auditors of PSIC are Avais Hyder Liaquat Nauman. The accounts that 
were handed over by PSIC did not contain nay observations made by the 
accountants on the reasonableness of the reported figures. However, in 
Ferguson report of 2006, the following auditor observations were reported: 

Fixed assets 
It was observed that fixed assets register of projects/ centers have not been 
properly maintained and fixed assets other than vehicles have not been 
insured. Furthermore, revaluation of fully depreciated but still in use assets is 
not conducted. Different depreciation rates are being used for assets of similar 
nature. 

Government Loans/Investments 
It seems that no agreement at present exists containing terms and conditions 
regarding loans/ investments extended to PSIC for Region's projects. 

Cash in hand 
No cash count is properly conducted. 

Over-due balances 
Over-due balances of advances, deposits, payables and prepayments are not 
regularly reviewed. 

Non-operative centre 
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Non operational centers are not properly accounted for. 

Accounting and internal control system 
Financial records are maintained under an old and obsolete accounting system 
without observing the requirements of the International Accounting Standards 
and generally accepted practices. 

Closing stock 
Stock is not properly and regularly reviewed to reflect the effect of 
obsolescence in the financial statements which results in overstatement of the 
stock value, the gross profit as well as the net profit for the year. 

Adjustment by Head Office 
Maintenance and updating of records at Head Office and reconciling them with 
those at centers is not efficient and timely. 

Prior year adjustment 
Unnecessary expenses/income has been charged/credited to the head "Prior 
Year Adjustments". 

Reserves and provision 
Provision for Pension and Gratuity pertaining to the employees retired or 
transferred has not been transferred to Head Office or other regions which 
resulted in extra balances under these heads. 

Cash and Bank 
Proper cash book is not maintained and checked by higher authorities. 

General matters 
Accrued Markup and Penal Markup is recorded in ledger by passing single 
entry in one head of account instead of charging it to individual parties. 
Furthermore, no provision for doubtful receivables has been made in the 
accounts.   

Finally, it is not clear if the accounts that have been handed are finalised and 
approved as none of them contain the auditor’s report to the Board of Directors. 
The accounts for 2007 were reportedly prepared horridly for the current 
assignment. The Finance Department at PSIC is extremely short on capacity to 
understand the financial prudence required to report and understand the 
PSIC’s finances. Although not part of the scope of this project several meetings 
were to be held to get an understanding on the accounting structure of PSIC, 
however, there is little clarity that exists within PSIC about their financial 
matters.   

3. Limitation of Financial Analysis 
The financial analysis of an entity is normally conducted to establish 
understanding about the profitability, sustainability and the financial stability. 
The financial numbers only reflect the commercial angle and sense of an entity. 
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PSIC like other PSOs has a nature that is very different to a normal commercial 
organisation and hence the analysis provided must be read in light of this 
spectrum.  

PSIC has been designed to perform several roles and activities on behalf of the 
government of Punjab. Its main line of activity is providing support to small and 
cottage industrial sector in Punjab. Furthermore, PSIC acts as an execution 
arm of the government in delivering subsidy to the targeted audience as 
decided by the provincial government. PSIC also runs ‘not for profit’ common 
facility centers to support the cluster development and reduce the cost of 
acquiring services for the small businesses. In addition, PSIC is also mandated 
to support the traditional arts and crafts of Punjab. Finally, PSIC carries out a 
census survey of the small and the cottage sector in Punjab. The very nature of 
these activities excluding credit schemes is purely developmental. PSIC’s main 
role is that of a facilitator of the small and the cottage sector. These activities 
anywhere in the world are expense consuming and not profit generating. As a 
result, one would normally expect that organisations such as PSIC will be 
running on deficits and require continuous support of the government to sustain 
its activities. However, the real evaluation of PSIC is whether it is able to deliver 
the value added services and facilitation to the sector. PSIC viability do not lie 
in its own capacity to generate revenues but it lies in the capacity that PSIC 
builds of the small and cottage sector to increase their revenues, exports and 
tax submissions. Organisations such as PSIC should be judged on economic 
viability and not financial viability.  

The programmes and interventions of PSIC must be judged on the economic 
benefit they are producing and that should be evaluated against the cost being 
incurred by the government. However, based on the meetings during the 
project and having reviewed the existing studies on PSIC one is forced to 
conclude that PSIC is not only financially unfeasible its economic impact in 
recent years also defy its existence. Over the years PSIC has just become a 
secretariat of unmotivated, inadequately trained people who are completely 
unaware of the development needs of the small and cottage private sector. The 
services coming out of PSIC have deteriorated significantly and private sector 
sees little value in services being offered by PSIC. PSIC spends around Rs. 
225 million a year on employee related expense amounting to 75% of the 
overall annual administrative expenditure. Yet, the quality of human resource is 
such that they are unaware of the needs of the private sector, have limited 
capacity to manage finances of PSIC and have stagnated in coming up with 
ideas to facilitate the private sector in generating economic benefit. 

The financial analysis done in the section below only looks if the organisation is 
financially feasible or not. However, in looking at the conclusions drawn from 
the financial analysis one must be considerate of the possible economic 
benefits that PSIC can bring about by developing the potential of Small & 
Cottage Sector. PSIC’s role and capacity to assist the small and cottage sector 
should be augmented and PSIC should be reorganised as a smart facilitator 
and only then will it be able to justify the expense being incurred. 
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To conclude this section it is reiterated that PSIC is not set up with a notion of 
profit maximisation; hence there will always be activities that will drain 
resources. The understanding should be whether the government is getting 
adequate economic benefit in return. This economic analysis is beyond the 
scope of this report, however, to set the tone a SWOT analysis and a strategic 
framework developed for PSIC has been provided at ANNEX B. It is also 
recommended that PSIC should be renamed as Punjab Small Industries 
Development Corporation.    

4.  Financial Highlights 
This section provides the Income Statement, Balance Sheet and Asset 
Information on PSIC over the last four years to 2007 as 2008 accounts were 
not prepared. This information is represented and deduced by re-developing 
the PSIC’s original financial statements in a more user friendly format. 

4.1 Income Statement of PSIC 

Sales 37,496,358.00         45,607,331.00         49,440,493.00         56,297,353.00         -       
Other income 184,527,198.00       265,528,772.00       234,132,773.00       280,874,945.00       -       

Total revenue 222,023,556.00     311,136,103.00     283,573,266.00     337,172,298.00     -        

O/B: Stock 19,197,898.00         21,388,595.00         23,415,088.00         23,352,842.00         -       
Recieved during the Year 26,358,827.00         33,458,243.00         34,893,861.00         40,708,128.00         -       
Other Direct Expenditure 2,697,228.00          2,571,322.00          1,886,236.00          2,619,956.00          -       
C/B: Stock 21,681,461.00         23,434,324.00         23,466,473.00         24,865,637.00         -       

Cost of Goods Sold 26,572,492.00       33,983,836.00       36,728,712.00       41,815,289.00       -        
Gross Profit 10,923,866.00       11,623,495.00       12,711,781.00       14,482,064.00       -        

Employee Related Expence 114,929,584.00       132,219,905.00       163,493,137.00       172,084,074.00       -       
Running & Administration 36,209,994.00         39,087,336.00         40,478,747.00         47,036,011.00         -       
Leave Salary, pension & 
gratuity 50,147,541.00         57,144,871.00         79,352,368.00         52,548,074.00         -       
Financial Charges 158,883,096.00       176,769,892.00       115,471,807.00       91,686,888.00         -       
Depreciation 18,211,141.00         21,024,462.00         22,473,484.00         24,441,110.00         -       

Total Expenditure 378,381,356.00     426,246,466.00     421,269,543.00     387,796,157.00     -        

Net Profit (182,930,292.00)   (149,094,199.00)   (174,424,989.00)   (92,439,148.00)      -        

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
The income statements provided above clearly show that PSIC has been loss 
making for all the years that have been looked at. The sales figures represent 
the revenue raised from common facility centers and other income 
predominantly comprises of mark up income, penal mark up and profit on bank 
deposits. Given PSIC had idle cash of over a billion in 2007, the other income 
head increased due to a profit receipt of Rs. 128.3 million during that year. The 
gross profit figures show stagnancy and low profitability. Furthermore, the 
Ferguson’s report had reported that the closing stock figures were normally 
overstated to inflate the gross profit margins.  

The total expense can be split into two heads, (i) administrative expense and 
(ii) financial charges for loan portfolio account. The administrative expense 
mainly comprise of employee related expense adding up to more than 75% of 
the total. In addition to the salary and medical benefits the employees are also 
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allowed to cash in earned leave. The expense on leave salary and pension is 
significantly high. For example in 2007, the leave salary and pension and 
charge to the profit and loss amounted to over Rs 52.5 million which was a third 
of the total salary expense. It quite clear from the financial statements above 
that PSIC is just operating as large government secretariat drawing a massive 
salary bill every year. What is more important to note is that all this expense on 
employees is conducted to manage the services that are generating only 15% 
of the total revenue. The other income which is much higher than sales do not 
require any administration as comprises of profits and payments made on 
borrowing, savings and loan portfolio. PSIC is spending too much on its 
salaries at centres that are even closed, non-operational or not delivering any 
value. It is strongly recommended that a performance audit of all these facility 
centres and district offices be conducted based on well defined performance 
indicators and targets. Excess and incapacitated staff should be given a golden 
handshake and small nucleus of qualified and well trained staff should be 
recruited.  

Although the losses in the last year fall below Rs.100 million, however, not 
much can be read into this as PSIC had too much idle cash in 2007 provided 
by the government for loans and credit schemes which was not utilised. As a 
result the income was augmented due to a significant amount of interest 
earned on the cash. The loan portfolio and the project portfolio is individually 
analysed in section below.      
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4.2 Balance Sheet of PSIC 

Current Assets:
Debtors-Estates 23,044,917.00         19,162,806.00         32,167,742.00         22,000,668.00         -        
Debtors - Other units 2,611,999.00          3,286,377.00          3,520,276.00          3,731,354.00          -        
Advances & Deposits 34,447,236.00         34,753,645.00         46,876,158.00         64,429,533.00         -        
Interest Recievable 155,618,904.00       215,900,665.00       290,169,796.00       387,739,074.00       -        
Cash & Bank 403,030,846.00       512,708,518.00       698,054,233.00       1,081,144,981.00     -        
Other receivable & prepayments 335,798,437.00       253,279,507.00       221,699,751.00       210,694,137.00       -        
Stock 21,681,461.00         23,434,324.00         23,466,473.00         24,867,937.00         -        

Total Current Assets 976,233,800.00     1,062,525,842.00  1,315,954,429.00  1,794,607,684.00  -        

Long Term Assets:
Fixed assets 379,383,144.00       373,939,243.00       400,294,519.00       531,343,202.00       -        
Long term loans 952,349,633.00       1,094,439,901.00     987,979,478.00       936,593,418.00       -        
Investments 270,680,918.00       268,425,065.00       268,525,090.00       268,425,065.00       -        
Capital Works in Progress 77,742,354.00         110,314,949.00       165,888,509.00       172,131,243.00       -        
Inter PSIC Adjustments 395,934,295.00       364,771,194.00       360,337,985.00       319,241,829.00       -        

Total LT Assets 2,076,090,344.00  2,211,890,352.00  2,183,025,581.00  2,227,734,757.00  -        

Total Assets 3,052,324,144.00  3,274,416,194.00  3,498,980,010.00  4,022,342,441.00  -        

Current Liabilities:
Loan Scheme 614,137.00             799,520.00             1,644,429.00          1,153,162.00          -        
Expenses payable 12,911,094.00         8,113,263.00          5,388,368.00          6,090,908.00          -        
Adv Deposits & Sundry 90,587,323.00         15,093,572.00         19,178,534.00         30,642,993.00         -        
Accounts payable 283,430,202.00       306,033,124.00       327,469,372.00       350,584,109.00       -        

Total C. Liabilities 387,542,756.00     330,039,479.00     353,680,703.00     388,471,172.00     -        

Long Term Liabilities
Land Recovery 851,610,729.00       1,062,163,796.00     1,175,121,820.00     1,275,553,091.00     -        
Government Loan 408,843,104.00       396,452,187.00       411,870,687.00       713,667,687.00       
Loan for CSSI Scheme 450,000,000.00       545,454,546.00       436,363,638.00       327,272,730.00       -        
Long Term Provisions 1,134,350,835.00     1,154,715,657.00     1,247,112,011.00     1,226,009,196.00     -        

Total LT Liabilities 2,844,804,668.00  3,158,786,186.00  3,270,468,156.00  3,542,502,704.00  -        

Total Liabilities 3,232,347,424.00  3,488,825,665.00  3,624,148,859.00  3,930,973,876.00  -        

Net Assets (180,023,280.00)   (214,409,471.00)   (125,168,849.00)   91,368,565.00       -        

Financed By:
Govt. Funds 286,154,777.00       304,905,857.00       378,704,857.00       420,430,857.00       -        
Retained Earnings/losses (466,178,057.00)      (519,315,328.00)      (503,873,706.00)      (329,062,292.00)      -        

Total Equity (180,023,280.00)   (214,409,471.00)   (125,168,849.00)   91,368,565.00       -        

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

                    
The impact of heavy losses incurred by PSIC has resulted in large negative 
growing balance of retained earnings. As evidenced above, these significant 
losses have completely wiped off the equity that government placed in PSIC. 
Resultantly the total liabilities are greater than total assets questioning the 
liquidity and solvency of PSIC. It will not be out of order to say that if PSIC was 
to closed today, based on the figures above it will be declared bankrupt. The 
total claims in that case will be much higher that what are reflected above. The 
reason for this being that all liabilities of PSIC comprise of payments that are 
due except for Land Recovery, whereas the assets include several tangible 
fixed assets whose sale value may out to be much lower than what is reflected 
in the accounts. All the major aspects of the balance sheet are discussed in 
detail below.   

Long-term loans show a balance of Rs. 1,040,940,417 which represents the 
loans provided by the government for projects, annual development plan 
allocation, government loans for credit schemes and UBL loan for credit 
scheme. The cumulative balance as at June 30 2007 is as follows: 
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Loans - Long Term
Govt loans for projects 153,843,104.00       141,452,187.00       156,870,687.00       141,414,687.00       NA
Grant in Aid 5,000,000.00          5,000,000.00          5,000,000.00          22,253,000.00         NA
Govt Loans for Loan Scheme 250,000,000.00       250,000,000.00       250,000,000.00       550,000,000.00       
Bank Loand for CSSI Scheme 450,000,000.00       545,454,546.00       436,363,638.00       327,272,730.00       NA
TOTAL 858,843,104.00     941,906,733.00     848,234,325.00     1,040,940,417.00  NA

GROWTH 10% -10% 23%

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
From the breakup provided in the accounts it is not clear why the amount of 
money being allocated to PSIC under the ADP is shown as loan from 
government. This money in not normally returnable if spent for the purpose. It is 
recommended that this amount not be recorded as loan and instead should be 
amortised as part of the income. Furthermore, it is not clear from the accounts 
if PSIC is paying nay interest on the government loans provided for projects. If 
not, it is again recommended that this element should be removed from the 
liability side and its value should be amortised over a reasonable time period to 
be reflected as income. PSIC has paid off a significant amount back to UBL 
with balance dropping from Rs 436.4 million to Rs 327.3 million. This borrowing 
represents the CSSI scheme where PSIC loaned out the entire portfolio. 
However, from the statements provided it is not clear how much amount has 
now been recovered back. In addition, government provides loans to PSIC to 
further loan out to small and cottage sector. The value of such loans have 
increased significantly in the last year.           

4.3 Fixed Asset Statement of PSIC as at 30 June 2007 

Asset
Cost Value as 30 

June 2007
Accumulated 
Depreciation

Book Value as 30 
June 2007

Land 172,942,581.00    -                    172,942,581.00    
Leasehold Land 1,437,668.00        -                    1,437,668.00        
Building 75,200,725.00      32,534,181.00      42,666,544.00      
Machinery & Equipment 57,768,674.00      2,465,492.00        55,303,182.00      
Furniture & Fixture 6,580,648.00        4,198,183.00        2,382,465.00        
Office Equipment 14,047,285.00      10,180,053.00      3,867,232.00        
Vehicles/Transport 24,301,282.00      17,721,199.00      6,580,083.00        
Sui Gas/Electric 85,564,729.00      32,300,045.00      53,264,684.00      
Tools & Implements 1,109,870.00        829,036.00          280,834.00          
Road & Water Supply 315,974,282.00    124,611,187.00    191,363,095.00    
Guest House Equip 545,437.00          545,437.00          -                    
Books 749,361.00          260,270.00          489,091.00          
Computers 214,062.00          202,370.00          11,692.00            
Prototypes 109,690.00          -                    109,690.00          
CNG 78,100.00            46,850.00            31,250.00            
Kilin 1,147,796.00        534,671.00          613,125.00          

Total Assets 757,772,190.00  226,428,974.00  531,343,216.00  

 
Fixed Assets comprise land, building, furniture and fixtures, machinery and 
equipment, vehicles, computers etc. Development expenses include expenses 
of capital nature, whereas, capital work in progress comprises cost incurred on 
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industrial estates, common facility service centres etc under the development 
phase. 

Ferguson’s study reported that in 2006 PSIC conducted a revaluation of its 
assets. The new valuation of fixed assets is presented below which has been 
taken from the Ferguson’s report: 

 
The revaluation exercise shows that the value of fixed assets is only a fraction 
of what is being reported in the financial statements. The reasonable sale value 
is around Rs 18 Million as compared to the current written down value of Rs 
531 million. This massive difference further weakens the solvency condition of 
PSIC as all its liabilities are such that the realisable value will be augmented 
upwards. It is also reported that PSIC do not maintain proper fixed assets 
register nor follows a standard and consistent depreciation policy. 

It is strongly recommended that the revaluation exercise done in 2006 is 
relooked at for relevance and if agreed the accounts should be adjusted to 
reflect the new figures. As such it is reported that the fixed assets present an 
overinflated view of the PSICs long term solvency. 

4.4 Cash Flow Analysis as at 30 June 2007 
The cash flows of the company can be segregated into three categories as 
follows: 
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Operating activities are the principal revenue-producing activities of the entity 
and other activities that are not investing or financing activities. These activities 
include cash flows generated from projects and other operating activities. 

Investing activities include cash flows generated from receipt of long term 
receivables, long term deposits, acquisition and disposal of operating fixed 
assets and investments including the interest thereon. 

Financing activities include cash flows generated due to government grants 
and loans etc. 

2003-04 2004-05 2005-06 2006-07 2007-08

NA NA (166,098,737)    (126,290,978)     -            
NA NA 1,919,496        (110,773,766)     -            
NA NA 349,524,956     620,155,492       -            

NA NA 185,345,715     383,090,748       -            

Net Cash Flow From
Operating Activities
Investing Activities
Financing Activities

Total  
Note: In the financial statements provided cash flows for 2006 & 2007 were 
provided only. 

The cash flow from activities has been negative due to large operational deficits 
incurred by PSIC. The purchase f plant and equipment has kept investing 
activity cash flow generally negative as well. Significant cash has been 
received through government as grant in aid to cover losses and for loans. 
Recovery of land payments has also been adding to cash balances in financing 
activities. However, the positive inflow of cash is predominantly loans that will 
have to be settled at some time in future and would require large cash outflows.   

4.5 Analysis of key Variables 

1. Provision for Long Term Liabilities 

Provision for leave salary 20,256,910.00         20,605,142.00         22,821,737.00         22,750,941.00         NA
Provision for gratuity 9,150,582.00          9,284,846.00          9,069,699.00          24,872,554.00         NA
Provision for pension 785,257,393.00       799,664,532.00       890,399,580.00       853,564,706.00       NA
Bad debts -                       -                       -                       -                       NA

For Employeer transferred to TEVTA
Provision for leave salary 15,261,200.00         15,261,200.00         15,261,200.00         15,261,200.00         NA
Provision for gratuity 4,931,077.00          4,931,077.00          4,931,077.00          4,931,077.00          NA
Provision for pension 299,493,673.00       304,628,718.00       304,628,718.00       304,628,718.00       NA

Total 1,134,350,835.00  1,154,375,515.00  1,247,112,011.00  1,226,009,196.00  NA

GROWTH NA 2% 8% -2%

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
The figures above show that PSIC has accumulated employee related liabilities 
amounting Rs 1.2 billion as at 30 June 2007 on their balance sheet. The 
liabilities represent around Rs. 22 Million of accumulated leave salary. The 
employees of PSIC are allowed to in cash their earned leave. Every employee 
on average has 40 or more days of earned leave a year. This has resulted in 
increased expense and also a corresponding increase in liabilities. 
Furthermore, PSIC offers a pension scheme for its employees. The current 
outstanding balance for PSIC employees is Rs 854 million and if the liability of 
employees transferred to TEVTA is taken account for the pension liabilities 
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reaches Rs 1.1 Billion. The critical element is that all these pension fund 
liabilities are unfunded. There is no corresponding asset side of this liability on 
the balance sheet. If PSIC were to be dissolved either the government will have 
to dish out a billion rupees to fund the pension liabilities or the employees will 
end up with no pension paid to them at all. This is another indication that the 
PSIC over time has just become a salary expense for the government. Finally, 
it is not clear why the liabilities of employees transferred to TEVTA have not 
been transferred. All the liabilities relating to TEVTA employees should be 
transferred to TEVTA’s accounts as all the matching assets have been 
transferred. This shows another whole in the sensibility of the accounting 
records and provisions. It is recommended that all such liabilities that do not 
belong to PSIC must be transferred over to relevant departments.   

2. Loans from Provincial Government 

Provincial Govt. Loans 408,843,104.00       396,452,187.00       411,870,687.00       713,667,687.00       NA
GROWTH NA -3% 4% 73% NA
Markup Payable on Govt. Loan 283,430,202.00       306,033,124.00       327,469,372.00       350,584,109.00       NA
GROWTH NA 8% 7% 7% NA
Ratio of Markup to Loan 69% 77% 80% 49% NA

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
The loans provided by the government to PSIC have recently increased where 
government handed money to PSIC to loan out to small and cottage sector. 
However, what is more important to see is that the mark-up due has always 
been a significant portion of the outstanding loan. This suggest that PSIC 
whereas is recording the expense of mar-up due to government has yet not 
paid off the mark-up due. If the government is providing loans to PSIC at 5 % 
the mark-up should be of similar proportion. However, given in some years 
mark-up due was as high as 80% of the total loan and given the mark-up figure 
is consistently rising it shows that this balance is just accumulating with no 
payments made to government in lieu of this mark-up. It is recommended that if 
the government has no intention of recovering this mark-up then it should be 
gradually written off by amortising it as income in form of government aid. 

3. Land Recovery    

Land Recovery Liabilities 851,610,729.00       1,062,163,796.00     1,175,121,820.00     1,275,553,091.00     NA
GROWTH NA 25% 11% 9%

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
Land Recovery includes the amounts received from allotees of plots in 
industrial estates developed on self financed basis; where 50% of the tentative 
price of the plot is received along with the application for the plot as first 
instalment and 25% prior to development works and the balancing amount on 
completion of the development works. It is pertinent to mention here that the 
third instalment is not necessarily the 25% of the tentative price, and the 
difference between the initial estimates and the actual cost incurred on the 
development of the land has to be borne by the allottee. The amounts so 
received are credited under this head (included in “For the year” line item). 
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As per the terms and conditions of allotment of industrial estates on self-
financed basis; the allottee has a right for cancellation of allotment. In such 
case, the amounts refunded are debited to the Land Recovery (included in 
“Refunded during the year”). 

Analysis from 2004 to 2007 reveals that there has been a continuous increase 
in land recoveries over the period. The balance in this account has been 
accumulating since 1995. However, in case of estates developed on self 
financed basis, once all the instalments are completely received from the 
allottee and rights are transferred to him, the account has to be adjusted / 
debited with the respective amounts and the land recoveries reduced by such 
amount. Also, a separate line item, like: “Adjusted during the year” needs to be 
included in the movement appearing in the accounts. The cost of land allotted 
against land recoveries and recording the resultant surplus/deficit as 
income/expense, are not being made, resulting in accumulating this balance 
over years. The only reduction in this head is represented by ‘Refunded during 
the year’ which is the amount refunded to the applicants whose plots are 
cancelled either on their own request or otherwise. 

As mentioned earlier, amounts recovered against the plots allotted in industrial 
estates are credited to Land Recovery. Primarily, this head includes the 
amounts received from investors in self-financed industrial estates. However, 
the plots in government funded estates which have been allotted to 
entrepreneurs after the initiation of self-financed scheme were also sold (as 
opposed to the leased plots in the old schemes) and the proceeds credited to 
the same head. 

This improper recording is showing a growing liability on the balance sheet. An 
evaluation must be conducted to realise the amounts where ownerships have 
been transferred and the balance should be revised downwards. Any gains and 
losses must be recorded as income in the profit and loss statement. As such 
this entry is confusing and is probably overstating the liabilities of PSIC as 
ownerships of lands have been transferred so the liabilities must be adjusted. 

4. Grant in Aid   

Grant in Aid Consumed 105,280,130.00       118,716,000.00       258,828,536.00       278,655,200.00       NA
GROWTH NA 13% 118% 8%

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
In order to cover its operational deficits PSIC receives a significant amount of direct 
government funding every year. As evidenced above in recent years the financial 
burden of such expense has increased significantly. It is also noted that all this money 
is being spent to finance the large employee related expense of PSIC. Furthermore, 
the treatment of this figure in accounts is not proper. Currently, this figure is added in 
the P&L to reduce the accumulated deficit in retained earnings and the net balance is 
taken to the balance sheet. This treatment shows that over years the balance on 
retained earnings is improving. This, however is not the case and in all years 
considered PSIC has generated negative balance on net profits. It is recommended 
that this grant in aid represented as government equity on the balance sheet and full 
balance of deficit on retained earnings is stated. This will provide a clearer picture as 
to at what speed PSIC’s operations wipe of governments enhanced equity every year. 
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5. Government Funds    

Govt. Funds /Investments
Government Fund 52,334,000.00         36,334,000.00         36,334,000.00         36,334,000.00         NA
Dutch Govt. Fund 184,592,057.00       184,592,057.00       184,592,057.00       184,592,057.00       NA
Government Investment 49,228,720.00         83,979,800.00         157,778,800.00       199,504,800.00       NA
TOTAL 286,154,777.00     304,905,857.00     378,704,857.00     420,430,857.00     NA

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
Government fund comprises investments made by government, grants made by 
government, revolving funds placed by government at the disposal of the Corporation 
and grants made by the local/foreign bodies as grant-in-aid. Government fund appears 
under line items of fund and investment. The amount of Rs 184 million appearing 
under the head “Dutch Government Assistance Fund” comprises revolving fund of Rs 
19 million provided by the GOP to start a credit scheme named as “Rural Industrial 
Loan Fund” and the grant in aid of Rs 165 million provided by the Dutch Government 
for Rural Industrial Loan Fund and Rural Industrial Program in 1987-88. 

Government investment represents amounts contributed to the Corporation which is 
invested in fixed assets. These investments have significantly increased in last two 
years representing acquisition of new fixed assets as shown above.  

6. Doubtful Receivables 

Receivables
Total Recievables 334,779,150.00       253,207,736.00       221,681,798.00       210,647,614.00       NA

NA
Accrued Mark up 219,148,130.00       158,584,878.00       141,347,522.00       126,174,687.00       
Accrued Penal Mark up 109,476,221.00       88,149,094.00         74,697,033.00         76,140,536.00         
Ratio of Accrued / Total 98% 97% 97% 96% NA

CHANGE -1% 0% -1%

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
The above analysis show that, the total outstanding receivables predominantly 
comprise of accrued mark up and accrued penal park up. The figures are fairly 
stagnant over the years and the accounts have made no provisions for doubtful 
payments. Furthermore, no ageing analysis of credit portfolio is available which 
suggest that the value of loans portfolio may be overstating the assets and not 
realising the full extent of losses.   

5. Financial Analysis 

5.1 Key Financial Numbers for PSIC 
The table below shows the key facts and figures of PSIC taken from financial 
statements. 
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Sales 37,496,358       45,607,331       49,440,493       56,297,353       -                 
Other Income 184,527,198     265,528,772     234,132,773     280,874,945     -                 
Cost of Sales 26,572,492       33,983,836       36,728,712       41,815,289       -                 

Gross Profit 10,923,866       11,623,495       12,711,781       14,482,064       -                 
Salary Costs & 
Employee Related 165,077,125     189,364,776     242,845,505     224,632,148     -                 
Running Costs 36,209,994       39,087,336       40,478,747       47,036,011       -                 

Depreciation 18,211,141       21,024,462       22,473,484       24,441,110       -                 

Interest -                 -                 1,328,208         1,195,387         -                 

Financial Charges 158,883,096     176,769,892     114,143,599     90,491,501       -                 

Net Profit (182,930,292)  (149,094,199)  (174,424,989)  (92,439,148)    -                 

Growth in Revenue NA 40% -9% 19% -                 
Growth in 
Estimated Cost NA 14% 0% -6% -                 
PV of Estimated 
Revenue
PV of Estimated 
Cost
NPV as going 
concern
Long Term Assets 2,076,090,344   2,211,890,352   2,183,025,581   2,227,734,757   -                 
Current Assets 976,233,800     1,062,525,842   1,315,954,429   1,794,607,684   -                 
Long Term 
Liabilities 2,844,804,668   3,158,786,186   3,270,468,156   3,542,502,704   -                 
Current Liabilities 387,542,756     330,039,479     353,680,703     388,471,172     -                 
Net Equity (180,023,280)    (214,409,471)    (125,168,849)    91,368,565       -                 
Note: PV of Estimated Sales and Cost is calculated on grwth perpetuity basis

2,884,763,058                                                                                                                           

4,381,984,628                                                                                                                           

(1,497,221,570)                                                                                                                         

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
Above figures have been summarised from the financial accounts provided and 
prepared by PSIC and as audited by the auditors. As evidenced in the table 
above and the preceding discussions the financial health of PSIC is 
deteriorating over time and hence the reliance on government’s support has 
consistently been rising. Based on total cost estimates and growth in sales 
present value of sales and costs have been calculated by assuming a net 
capital discount rate of 10%. Based on these calculations the net present value 
of as going concern comes to around negative Rs. 1.5 billion. To this if we use 
discounted value of assets and releasable value of liabilities another Rs 1.5 
billion of net liability can be added. Resultantly, the negative the value of PSIC 
goes significantly in red. However, it must be noted that growth figures are 
extremely variable over the last 4 years and have depended mainly on the 
interest income received on cash balances. Normally a much longer set of data 
will be required to find a better NPV using cash flow discounting. 

The total assets are less than total liabilities due to significant long term 
liabilities being accumulated on the balance sheet.  

The charts provided below cover a graphic view of some key indicators for 
PSIC.  
1. Trend of Income and Direct Expenses 
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2. Exponential Trend Projection over 10 Years  
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The gross margins have been stable over the last few years but showing very 
low profitability. The projection based on exponential growth rates suggests 
that the profitability expect to stay extremely low. This is a direct consequence 
of the approach to manage their centers and projects on a no profit basis. 
However, where the gross profits are not such a big issue the large 
administrative expense is the real financial threat to PSIC.   
3. Trend of Gross Profit and Net Profit 
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The trend analysis shows that where gross margins are very close to zero are 
positive for all the years reported. On the other hand the net profitability has 
been consistently in red with maximum losses reaching almost a negative Rs 
200 million in 2004.  
4. Percentage Split of Revenue 
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COGS account for less that 10% of the usage of sales representing that 
revenue generating base of PSIC is extremely narrow. There is no real revenue 
generator at PSIC and a result the deficit of operating activities is financed by 
losses. The employee expense categorised under three heads, pay and 
allowances, medical, leave salary and pension accounts for around 75% of the 
total expense and 55% of the use of sales. The other major expense is the 
financial charges due on the loan portfolio. These have been separately dealt 
with below. 

Overall, it is clear that PSICs employee related expenses are far greater than 
the scope of its work.   

 

 

 

 

  

 
5. Current Assets to Current Liabilities 
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The current assets of PSIC are comfortably higher than its current liabilities 
ensuring adequate short term liquidity for PSIC. However, the current liabilities 
are pretty stagnant over the period. The key reason for this has the increasing 
stagnancy on the mark-up payable on government loans. It seems PSIC is just 
accruing this liability and no payments have been made in this regard. The 
current assets have increased due to an net Rs 400 mn cash inflow received 
from additional government support and loans. The currents assets also 
represent significant accrued mark-up and penal mark-up balances 
outstanding. No provision for such outstanding balances has been made in the 
accounts.    
6. Government Equity 
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The above chart just quantifies the claim made earlier that heavy losses 
incurred by PSIC are wiping off existing and new investments of government 
into PSIC.         

 

 

 

5.2 Key Facts on Projects 

1. Income Statement 
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Sales 37,496,358.00         45,607,331.00         49,440,493.00         56,297,353.00         -         
Other income 95,144,149.00         171,479,221.00       134,250,811.00       173,832,079.00       -         

Total revenue 132,640,507.00     217,086,552.00     183,691,304.00     230,129,432.00     -          

O/B: Stock 19,197,898.00         21,388,595.00         23,415,088.00         23,352,842.00         -         
Recieved during the Year 26,358,827.00         33,458,243.00         34,893,861.00         40,708,128.00         -         
Other Direct Expenditure 2,697,228.00          2,571,322.00          1,886,236.00          2,619,956.00          -         
C/B: Stock 21,681,461.00         23,434,324.00         23,466,473.00         24,865,637.00         -         

Cost of Goods Sold 26,572,492.00       33,983,836.00       36,728,712.00       41,815,289.00       -          
Gross Profit 10,923,866.00       11,623,495.00       12,711,781.00       14,482,064.00       -          

Employee Related Expence 114,929,584.00       132,219,905.00       163,493,137.00       172,084,074.00       -         
Running & Administration 35,684,616.00         38,240,830.00         40,005,846.00         45,978,653.00         -         
Leave Salary, pension & 
gratuity 50,147,541.00         57,144,871.00         79,352,368.00         52,548,074.00         -         
Financial Charges -                       -                       1,328,208.00          1,195,387.00          -         
Depreciation 18,211,141.00         21,024,462.00         22,473,484.00         24,441,110.00         -         

Total Expenditure 218,972,882.00     248,630,068.00     306,653,043.00     296,247,298.00     -          

Net Profit (112,904,867.00)   (65,527,352.00)      (159,690,451.00)   (107,933,155.00)   -          

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
The above accounts show that the projects being managed by PSIC are increasing 
running on large deficits. PSIC’s claim that all these projects are designed on no profit 
no loss basis is weakened by the significance of losses being incurred. The ‘not for 
profit’ does not imply that the activities should necessarily be making large losses. The 
above figures clearly depict the inability of PSIC to show any financial discipline in 
managing their activities. The service centres are only using around Rs 24 million of 
input to service its clients, but the workers engaged is draining 5 times more resources 
to provide the services. The financial non-viability is not a result of ‘not for profit’ 
design of the projects but is due to over employment and lack of human resource 
capacity in PSIC.      

1. Income to Direct Costs 
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Again the diagram confirms low level of gross profitability.   

 

 

 

 

 

2. Net Profit 
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The low gross profitability is further worsened by excessive expenditure resulting in 
non-viable losses. 

3. Percentage Split of Revenue  
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Again as discussed above the non-viability comes from excessive employee related 
expenditure which captures 75% of the total budget for PSIC. 
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5.3 Key Facts of Loan Portfolio 

1. Inflow & Outflow 

Income
Profit on PLS 1,783,419.00        2,511,300.00        4,542,718.00        5,193,657.00        
Mark-up 46,426,007.00      65,324,642.00      71,802,728.00      73,923,012.00      
Penal Mark up 32,603,148.00      23,581,531.00      22,308,752.00      26,774,043.00      
Misc Reciepts 6,712,920.00        1,376,469.00        469,569.00          491,211.00          
Processing Fee 1,736,738.00        1,239,247.00        660,038.00          533,825.00          
Revenue Charges 4,845.00             4,900.00             -                    
Sale of form 87,257.00            86,218.00            
Auction Fee 115,972.00          16,362.00            6,000.00             14,000.00            
Total 89,383,049.00    94,049,551.00    99,881,962.00    107,015,966.00  

Expenditure
Remission of Markup 122,676,726.00    123,377,162.00    66,450,168.00      47,272,086.00      
Mark-up on Govt Loan 24,051,000.00      24,051,000.00      18,866,168.00      22,983,313.00      
Mark up on UBL 9,323,752.00        29,341,730.00      28,512,329.00      20,037,544.00      
Collection Charges 314,934.00          198,558.00          
Bank Charges 437,040.00          457,000.00          230,789.00          365,760.00          
Legal Charges 53,325.00            227,943.00          47,598.00            153,836.00          
Advertisement 33,550.00            134,025.00          65,509.00            185,528.00          
Commitment Charges 26,079.00            128,818.00          142,533.00          
Printing & Stationary 80,637.00            
General Charges 1,580.00             
Repair & Maint 1,462.00             1,461.00             187.00                15,565.00            
POL 80,519.00            
Registration fee 4,500.00             
Deficit Markup 2,831,618.00        
Total 159,408,473.00  177,616,400.00  114,616,500.00  91,521,959.00    

Net (70,025,424.00)  (83,566,849.00)  (14,734,538.00)  15,494,007.00    

Figures in Pak Rs. 2003-04 2004-05 2005-06 2006-07 2007-08

 
Except for 2007 in all years reported above PSIC incurred losses on their loan 
portfolio. The mark-ups due on PSIC’s loans were significant higher than the mark-ups 
PSIC were due to receive. The other threat in numbers is the high value of penal 
mark-ups. It is clear that PSIC is realising income on its accounts by charging mark-
ups and then penal mark-ups on outstanding mark-ups. No provision for doubtful 
mark-ups or outstanding principal amounts have been realised suggesting that PSIC is 
probably overstating its income. If doubtful receivable adjustments are taken account 
for the losses may further expand. A direct reason for this is that whereas PSIC 
receives the whole amount of loan for further loaning, due to its limited capacity as a 
lending agency is unable to channel all loaning. Hence, at most times where as 
interest is accrued on full amounts of loans that PSIC has taken, in return not all the 
portfolio is allocated out for loans earning interest for PSIC. This lack of capacity has 
made PSIC’s credit portfolio financially unviable. Furthermore, PSIC also is directed by 
the government to conduct targeted loaning at low interest rates. This approach results 
in bad decisions on credit and wastage of resources. 

It is recommended that the current loan portfolio of PSIC should be revaluated and a 
clear understanding is developed on liabilities and assets. The ‘good’ assets should be 
identified and listed against the liabilities of government loans and liabilities of UBL. To 
improve solvency, the government will have to decide how much of its loan should be 
written off or amortised as grant in aid to PSIC. The ‘good’ assets should then be 
sufficient to cover the liabilities of PSIC. The interest coverage is less that 1, 
suggesting the PSIC is receiving less income that what it has to pay out as interest. 
This result suggests that based on current number the viability hangs on a thin line.  
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5.4 Analysis of Financial Numbers  

1. Summary of Key Ratios 
Ratio Formula used 2003-04 2004-05 2005-06 2006-07 2007-08

Gross Profit Ratio
Gross 
Profit/Income 8.24% 5.35% 6.92% 6.29% NA

Net Profit Ratio
Net 
Profit/Income -82.39% -47.92% -61.51% -27.42% NA

Return on Assets
Net Profit after 
Tax/total Assets -5.99% -4.55% -4.99% -2.30% NA

Return on Capital 
Employed

Net profit after 
tax/ Average 
worth -63.93% -48.90% -46.06% -21.99% NA

Asset Turn Over Ratio
Sales / total 
assets               0.01               0.01               0.01               0.01 NA

Net Working Capital
Current assets - 
current liabilities     588,691,044     732,486,363     962,273,726  1,406,136,512  NA 

Current Ratio
current assets / 
current liabilitties 2.52 3.22 3.72 4.62 NA

Net Working Capital Ratio

Net working 
capital / total 
assets 0.19 0.22 0.28 0.35 NA

Acid Test (Quick Ratio)

(Current Assets - 
Inventory)/Curre
nt liabilities 2.46 3.15 3.65 4.56 NA

Gearing Ratio

Lt.liabilities/(Equi
ty+Long term 
liabilities) 107% 107% 104% 97% NA

Borowing Ratio

Total 
borrowing/total 
equity 300% 309% 224% 248% NA

Debt to Asset Ratio

Total 
borrowings/total 
assets 28% 29% 24% 26% NA

Debt to Equity Ratio
Total 
liabilities/equity 1130% 1144% 957% 935% NA

Profitability

Liquidity

Solvency

 
The gross profit margins have been extremely low over the last four years with 
the highest margin recorded at only at 8%. The net profit margins have been 
extremely negative with 2004 net profit margins reaching up to -83%. Similarly, 
the return on assets and return on equity are all negative showing the PSIC 
over time has gradually eating up the government equity and assets. The asset 
turnover ratio is significantly low suggesting that it will take around 10 years for 
PSIC to generate enough sales to cover the cost of assets employed. The poor 
performance is a direct result of lack of revenue generators and excessive 
employee and administrative expense.  

The only positive element on PSIC’s balance sheet is its short term liquidity 
position, due to excessive cash inflows from financing activities. The liquidity 
stays reasonable as government continue to dish out cash into PSIC without 
generating enough economic or financial benefit in return. The current ratio and 
acid tests show that PSIC have enough short term assets to cover its short 
term liabilities. An increasing trend is again considered to be an improvement in 
PSIC’s liquidity. The quick ratio figures also show significant improvement over 
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the last five year with better coverage available. Money like assets are those 
which can be quickly used to make payments for liabilities. This ratio ideally 
should be greater than one.  

The solvency ratios are extremely poor. The gearing ratio suggests that PSIC’s 
entire operations are run on borrowed capital. The borrowing ratio varied 
between 200%-300%, showing that PSIC’s balance sheet is running on 
external borrowing with own equity being very minimal. Similarly, the debt to 
equity ratio suggests that PSIC’s borrowing in 10x as high as its equity. The 
long term solvency is a major issue suggesting that based on reported numbers 
PSIC is practically bankrupt. The main reason for this being that PSIC is not a 
bank and hence have limited access to loan out through its credit schemes and 
also it being not a bank implies that it does not receive any deposits which 
keeps the asset base extremely low.       

6. Cost Benefit Analysis 
PSIC’s key function is provide accessible credit to small and cottage industry, 
provide cluster development support by setting up common facility centres, 
promoting the arts and crafts of traditional artisans and conducting a census of 
small and cottage sector. All of these activities cost a significant amount of 
money to the government. In the analysis above it is estimated that the present 
value of costs to run PSIC comes to around Rs 4.4 billion. In other words if 
government were to set up an endowment fund for Rs 4.4 Billion then the 
interest income would be sufficient to maintain PSIC’s running expenditure. 

On the benefit side PSIC will be able to support by providing micro-financing to 
small and cottage sector. This will help them develop and grow and may be 
move towards formality. Based on recent estimates as quoted in ADB and 
World Bank studies it is estimated that 80% of the Punjab’s economy is small 
and informal. This sector has the greatest growth potential and also the 
potential to add significantly to the tax base if they are pushed to the next level. 
However, access to viable credit has been identified as a top constraint by the 
small sector (SMEDA: 2008 Survey of Gujranwala Cluster). If PSIC is able to 
supply viable credit to develop this sector the economic benefit will far outweigh 
the financial cost of maintaining PSIC. 

Similarly, providing common facility centres are crucial to developing clusters of 
small and cottage size enterprises. The common facility centres provide low 
accost access to expensive technology, hence increases, productivity and 
value addition for the produce of small and cottage industry. Again if PSIC is 
able to play a role in cluster development and is able to upgrade the technology 
and value chain of small and cottage production centres the economic benefits 
will far outreach the financial costs. Another activity carried out by PSIC to 
assist clustering is development of small industrial estates. There is no public 
sector entity in provincial or federal government that has the mandate to 
develop small industrial estates say less than 100 acres each. These size of 
industrial estates are not feasible for big companies such as NIP & PIE. PSIc is 
the only entity responsible to look after the development of small industrial 
parks that assist again the very significant cottage and small sector.  
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PSIC also plays the role of developing and promoting local artisans by assisting 
them market their produce. If PSIC through its initiative is able to protect 
traditional arts and crafts of Punjab the economic benefit would far outweigh 
the costs. Finally, PSIC collects a lot of useful data on small and cottage sector. 
This data can feed into significant policy reforms to upgrade the small and 
cottage sector. The role of PSIC in policy development is immense, again 
generating significant economic benefits that would far outweigh the costs.  

The above discussion suggests that in theory the economic viability of PSIC is 
extremely positive as the role it plays in the development of the provincial 
economy is significant. Any successful initiative of PSIC will more than justify its 
existence. For example, PSIC was responsible to upgrade the football industry 
in Sialkot by providing training on stitching in the last piece of the football. It 
was because of this development that for several years Sialkot became the top 
exporter of football and was able to create its brand name in sports goods 
industry worldwide. The export earnings due to this initiative of PSIC and the 
incremental tax contributions have probably paid for PSIC several times over. 
So whereas there is no denial that PSIC is economically viable hence a large 
financial expense is justifiable from a development perspective, at the same 
time if PSIC fails to deliver its mandate all the economic benefits highlighted 
above would turn to economic loss or costs. For PSIC to be economically and 
financially viable it must deliver its services to add value in the small and 
cottage sector. Recent studies and analysis on PSIC suggests that PSIC has 
lost its vision and is just involved in fragmented activities. PSIC over the recent 
years have yet to come up with a major success that has converted the 
potential of small and cottage sector of Punjab into real gains. The economic 
costs of PSIC not performing its functions well is an even bigger cost as 
compared to its financial costs.  

In conclusion to this section, it is noted that whereas PSIC has a very vital and 
a wide role in the development of Punjab’s economy, however, as it is failing to 
deliver to the needs of the sector it is not only financially unviable but also 
economically unviable.         

7. Conclusion & Recommendation 
Based on the financial numbers of PSIC and arguments made in the above 
section it can be concluded at the given figures PSIC is not financially viable, in 
fact, more importantly it has accrued significant long term liabilities making it 
insolvent in the long run. A decision to privatise or liquidate PSIC would require 
a broader consensus between the key decision makers and can only be briefly 
aided by the financial analysis presented above. Furthermore, based on the 
previous work on PSIC it is difficult to decide if liquidation or privatisation is 
viable options due to the development nature of the mandate of PSIC. It will be 
extremely difficult to find private sector entities that will take on the role of 
PSIC. The Ferguson’s report also commented that privatisation or liquidation of 
PSIC is not an optimal decision. (A review covering finding, 
recommendations and strengths and weaknesses of the Ferguson’s 
report is provided at Appendix C to this report). The best way forward for 
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PSIC is to restructure itself by reducing its staff size, employing qualified and 
trained individuals understanding the requirements of the sector and the be 
able to deliver facilitative environment to the private sector.  

The financial viability analysis of PSIC must be read with the understanding 
that PSIC’s business model is not designed to be competitive or profit driven. 
The basic model of PSIC is to implement development policies and support 
functions of the government. This very nature of PSIC limits the use of looking 
at the profitability or viability of PSIC in isolation. The financial numbers above 
do reflect that PSIC is not financially viable; however the activities and roles 
that have to be played by PSIC are effective and are mostly public goods so 
will have to be provided by the government. If the government decide to close 
down PSIC then it will have to recreate another body that will have to 
implement the development functions expected of PSIC. It is instead 
recommended that PSIC be completely restructured and start working with an 
overall well articulated strategy so it is able to deliver the economic benefits 
discussed above. If PSIC becomes successful in delivering these development 
objectives then it will be viable at any cost and if not then it is not viable even if 
there are no costs. In other words, the cost of PSIC non-performance is a 
bigger threat than its poor financial condition.  The key conclusion for the above 
analysis can be summarised by the following highlights: 

• PSIC has been running operational losses for all the periods considered 
above, with losses exceeding Rs. 100 million every year. As such 
government contributes over Rs. 200 Million to maintain PSIC every 
year. In other words, without the additional grant in aid by government 
every year PSIC will not be able to carry its weight.   

• The revenue generation of running projects is extremely low. The 
expenditure incurred to maintain these projects is four times the sales. 
The employee related expense is around 3x the sales. Given, PSIC is 
spending over Rs. 200 million on its employees the output from its 
human resource is appalling. PSIC has had no major success for 
several years and any reputation it had with the small and cottage sector 
is slowly dying out. PSIC needs to reduce its employee expense and 
improve the quality of its workforce.   

• The balance sheet of PSIC also raises some grave concerns about the 
liabilities of the organization. 

o PSIC’s long term liabilities show around a billion rupees as 
employee pension liabilities. The worrying element is that all 
these liabilities are unfunded. In other words, there are no 
pension fund assets that are available to PSIC to make these 
payments over long term. The directors or the government over 
time will have to figure out these amounts to payoff these 
liabilities as a major portion of workforce comes close to 
retirement. The revenue generation capacity of PSIC in not 
enough to pay off these liabilities. 
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o PSIC has been borrowing money from the government for its loan 
schemes. Whereas, a liability to pay interest on these loans has 
been developed, it seems no interest payments have ever been 
made to government. It should be further explored if PSIC intends 
to payoff this mark-up or no. There seems little revenue in PSIC’s 
operations to pay off these loans.   

o On the assets side of balance sheet PSIC is recording receivable 
mark-up and penal mark-up for that. Some of these balances are 
quote stale, however, no provisions for doubtful receivables have 
been made, hence overstating the assets. 

o Land recovery has been shown as a liability on the balance sheet. 
These figures over the last four years have consistently grown 
larger. This is a clear case of inadequate financial management.   

• The loan portfolio is also loss making in three out of the four reported 
years. This shows the inability of PSIC to full loan out their funds hence 
accruing more payable interest than receivable.   

Based on the analysis above the following recommendations are being made: 

1. The balance sheet of PSIC especially the loan portfolio should be 
revaluated to develop a clear idea about liabilities and assets of PSIC. 
All doubtful receivables should be accounted for and the government 
should decide what portions of the loans given to PSIC may be 
converted to government investments to improve solvency of the 
organisation. 

2. An institutional review should be implemented and focus of the work 
of PSIC must be centralised on its core functions. This activity may 
involve in government providing golden handshake to a significant 
number of existing PSIC employees and to rebuild a smaller yet more 
effective team that is capable of delivering the development functions 
of PSIC. It is extremely important for PSIC to lower it employee wage 
bills to improve efficiency and viability. 

3. It is strongly recommended that PSIC should develop clear guidelines 
on an exit strategy from all its projects. PSIC should only be allowed 
to facilitate the development of projects but should play no role in 
ongoing management of these projects. PSIC should build its capacity 
to be more proactive and innovative in its approach by engaging more 
forcefully with the relevant private sector. 

4. Closure, liquidation or privatisation is not an optimal way forward due 
to the reasons discussed in the earlier section on cost and benefit 
analysis. Furthermore, closure in current state will be an expensive 
option.  

The above recommendations are provided to improve the viability of the PSIC, 
however, it must be noted that due to its very functions PSIC will always stay 
financially non-viable and will require ongoing support from the government. 
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However, if the government do not restructure PSIC to improve its 
effectiveness the opportunity loss of a non-developed small and cottage sector 
will be significant. Furthermore, purely from a financial point if government do 
not evaluate the real worth of PSIC’s assets and liabilities and rationalise its 
employment base it will just accrue to a significant debt burden on the 
government.     
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Appendix B: SWOT Analysis & Strategic 
Framework 
 

SWOT Analysis 

Strengths  Weaknesses  Opportunities  Threats 

  Political will to strengthen 
PSIC’s effectiveness 

  Successful history 

  Outreach 

 

 Limited  capacity  to 
effectively deliver  against 
functions 

 Non  responsiveness  to 
changing needs  

 Supply  driven  projects, 
not enough dialogue with 
the private sector 

 High subsidy on loans and 
poor recovery 

 Inadequate  management 
and accounting controls  

 No clear vision 

 Staff  not  motivated  or 
challenged  

 Inadequate  skill  of 
workers 

 Inadequately  managed 
industrial estates and  low 
colonisation  in  self 
financed estates 

 Inadequate  marketing 
and    facilities  at 
handicraft shops 

 Governments  focus  to 
drive  growth  via  private 
sector activity 

 PSIC  with  a  clear  vision 
can  be  a  key  driver  of 
private sector led growth 

 

 Declining  financial 
condition 

 Reluctance  to  give  away 
historic  functions  and 
transition to new ones  

 Large  number  of  non‐
performing loans  

 

Mission, Vision and Core Functions 
PSIC was established under the Punjab Small Industries Act, 1973 (herein-after 
referred to as the “Act”) as a body corporate with the objective of promoting small and 
cottage industries through market driven industrial and credit support, contributing to 
employment generation and socioeconomic uplift of the province. In supporting the 
small and cottage industries, PSIC has, over the years, carried out the following 
activities: 

  Credit disbursement 
  Development and maintenance of small industrial estates 
  Common facility centres at major clusters in Punjab 
  Handicraft development, purchase and sale through shops 



 

 

  Census and survey of small, cottage and household industry 
PSIC has now redefined its mission, vision and core functions as presented below. 

Mission Statement 
The Mission of PSIC1 is: 

To support the development of the Small, Micro and Cottage Sector all over Punjab by making 
it efficient and competitive, thereby bringing about socio-economic empowerment to people of 
Punjab 

Vision Statement 
PSIC will work in close partnership with the SM&CS to develop a sector that: 

1. Is competitive, innovative and diversified 

2. Contributes significantly to the provinces gross provincial product 

3. Generates higher labour incomes and raises the living standards 

4. Is environmentally and socially compliant 

5. Produces goods encompassing higher value added activities 

6. Employs large number of increasingly skilled and motivated workers  

7. Is technology compliant and updated 

8. Has extensive linkages with markets and within itself 

 

PSIC’s Strategy 
To realize its stated mission and vision, PSIC will: 

 Develop existing small and cottage industries through infusion of technology, 
capital and business development support services 

 Provide better opportunities to existing industries by linking them with better 
market opportunities 

 Provide support to develop an educated and skilled labour force, and by 
increasing the technological and management capabilities of small businesses 

 Promote higher productivity and incomes in cottage and small-scale industries 

 Ensure consistent growth of the SM&C Sector 

 Enhance the contribution of SM&C Sector to GPP from XX to YY per cent by 
the end of this period 

 

                                                 

 

 

 

1 PSIC will act as a development agency, funded by GoPb, rather than acting as a profitable or self-
sustaining entity 
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Core Functions 
The medium to long term strategy of PSIC would be achieved through five core 
functions.  Designating core functions will provide a way to group the fragmented 
activities and facilitate assignment of responsibilities so that PSIC’s team has 
reasonable job scope and balanced workloads against measurable key performance 
indicators. The core functions are:  

• Core Function 1: Ensuring access to finance to small and cottage industries 

• Core Function 2: Developing and maintaining infrastructure for small and 
cottage industries 

• Core Function 3: Cluster development 

• Core Function 4: Working towards developing an enabling business 
environment for small and cottage industries 

• Core Function 5: Undertaking special initiatives  

Each core function is described in detail below: 

Core Function 1: Ensuring access to finance to small and cottage 
industries 

Direct credit disbursement to small and cottage industries has been one of PSIC’s 
core functions over the years. Last year GoPb allocated Rs. 1 billion for credit 
disbursement to small and cottage industries, half of which was directly disbursed 
through PSIC while the other half has been channelled to Bank of Punjab, through 
PSIC, for lending. The inadequate access to finance poses a major constraint to micro 
and small enterprises, which, in the absence of a collateral often find it hard to access 
banks.  

Under this core function, PSIC will: 

• Recover its outstanding loans to small and cottage enterprises 

• Continue in the short term with its direct credit disbursement, in line with the 
GoPb’s policy 

• Develop a strategic partnership in the long run with Bank of Punjab (or any 
other partners) to ensure credit disbursement through these partners, with 
PSIC acting as a facilitator in terms of capacity-building of these partners as 
well as to channel any subsidy to provide the credit at lower interest rates 

• Develop a direct relationship with the microfinance institutions to provide the 
required guidelines, supervision and financial assistance to enable them to 
lend to small and cottage enterprises 

• Work on other initiatives as identified in the study to be undertaken by PSIC on 
ensuring access to finance by small and cottage enterprises 

• Explore the introduction of Credit Guarantee Schemes to support access to 
finance 

Core Function 2: Developing and maintaining infrastructure for small 
and cottage industries 

The micro and cottage sector of Punjab is spread all across Punjab. To date PSIC has 
been managing and promoting development of small industrial estates. To promote 
the cause of industrial development, over the years PSIC has developed industrial 
estates providing basic infrastructure. These developed estates have been provided to 
prospective investors desirous of establishing small industrial estates. The objective 



 

 

behind this initiative was to decentralise industrial development and provide basic 
infrastructure and promote efficiency among producers through the use of common 
facilities. 

PSIC has so far developed two categories of estates 

• Government-funded small industrial estates 

• self-financed small industrial estates.  

The recent studies conducted on PSIC recommended that PSIC may transfer this 
function to Punjab Industrial Estates (PIE) as it is newly formed organisation being 
managed much more efficiently. However, stakeholder analysis conducted by PSIC 
resulted in the conclusions; (i) Punjab Industrial Estates is not interested in doing very 
small industrials parks or estates, and (ii) there is still a lot of demand from the private 
sector for PSIC to develop very small/micro sector specific industrial parks. 

Under this core function, PSIC will do the following: 

•  PSIC sees development/management and coordinating private sector led 
management of sector specific small industrial parks as its primary function. 
However, this function must not be overlapped with PIE, NIP and other 
provincial and federal government agencies. For this reason, PSIC intends to 
keep itself limited to developing smaller industrial estates with a size of 100 
acres or less 

•  PSIC will also rehabilitate its existing industrial estates and will work towards 
providing any incentives, if required, to make them functional 

• Undertake any other initiatives for direct or indirect provision of infrastructure to promote 
small and cottage industries 

Core Function 3: Cluster development 
PSIC over time has supported the creation of thirteen industrial clusters for sports 
goods and surgical instruments in Sialkot; ceramics in Gujrat, Shahdara and Multan; 
leather and allied products in Gujranwala and Kasur; wooden furniture in Gujrat, 
Rawalpindi and Kot Addu; agricultural tools and implements in Mian Channu; light 
engineering in Gujranwala; and cutlery in Wazirabad. About 6,577 enterprises have 
been established through these clusters. This has been one of the most successful 
ventures that have been undertaken by PSIC. Almost all the industrial support centres 
that PSIC had established proved to add value to the industries they were located in. 
However, most of these centres and training facilities have been transferred to TEVTA 
over time. 

Whereas, PSIC has provided support in providing common facility centres (CVCs) to 
date it has never worked on articulating the entire cluster development process.  CVCs 
are only one aspect of cluster development, which is an integral part but is not the only 
part. PSIC in line with the Punjab Private Sector Development Strategy intends to 
broaden its scope to include in its strategy cluster development as a whole. 
Stakeholder analysis conducted by PSIC and consultations of the provincial private 
sector development core group has highlighted that PSIC will have to play a greater 
role in cluster development in Punjab.  

Under this core function, PSIC will: 

• Map out existing micro and small industries clusters in Punjab and develop a priority list, 
in line with PSIC’s policy considerations, to undertake interventions in these clusters 

• Undertake extensive diagnostic studies in these clusters and develop an action plan to 
enhance these clusters’ competitiveness 



 

 

 

• Design and deliver interventions for these cluster including establishing common 
facility centres, provision of training, forming marketing networks, etc. Not all these 
functions will necessarily be provided directly by PSIC and PSIC will make use of 
the services provided by other organizations, such as TEVTA.  

• Work towards developing vertical networks, by establishing linkages of these 
small and micro enterprises with well-established larger businesses.  

7.1.1 Core Function 4: Working towards developing an enabling business 
environment for small and cottage industries 

PSIC to date has been involved in conducting census and survey of small, 
cottage and household manufacturing industries. These surveys are extremely 
important as no other entity is involved in doing such detailed data collection for 
this sector. However, there is a need to look at the scope of this census as well 
as its use.  

   Under this core function: 

• PSIC will review it annual census methodology and scope and will revise it in 
line with stakeholders; requirements 

• PSIC will also assume a central role in spearheading policy initiatives for 
creating an enabling policy environment for growth of small and cottage 
businesses, by proposing policy changes in provincial policy framework and 
assuming a string advocacy rile for policy changes at the federal level. 

• PSIC will also work with other partners, including Punjab Economic Research 
Institute and Board of Statistics to explore the possibility of outsourcing the 
data collection function to these organizations. 

• PSIC would undertake a specialised study to identify and analyze the financing 
constraints faced by small and micro enterprises and would develop 
recommendations on how PSIC can help in addressing them.  

Core Function 5: Undertaking special initiatives 

PSIC has traditionally been performing a number of activities as part of GoPb’s 
broader policy. PSIC will continue to perform these functions, as and when required. 
PSIC will develop a dedicated ‘Special Initiatives Cell’ for this purpose. 

Policy Considerations 
The above-mentioned core functions will be performed in line with some well-laid out 
policy considerations: 

Preservation and enhancement of traditional arts and crafts of Punjab 
Punjab is house to several artisans producing unique and traditional crafts. The 
products being produced range from works with cotton textiles, basketry, embroidery 
tile and woodwork skills, ivory, silver and gold work, naqqashi, pottery and 
architectural crafts. Most of these crafts have transpired in families over centuries. The 
lack of support and insignificant commercial has resulted in these crafts dying over 
time. There is an urgent need to support this dying sector else Punjab will lose its 
artisans and works of art. PSIC has historically supported craft development centres 
and handicraft shops, which are contributing towards the development and promotion 
of handicrafts. It has also acted as a focal point for handicraft exporters by providing 
them with necessary guidance and support. It provided advisory services to existing 
and potential entrepreneurs on business planning, financing and management through 
its head office in Lahore and its regional offices. Previous studies recommended that 



 

 

PSIC it did not make commercial sense for PSIC to support traditional crafts and 
hence the function may be given to private sector or entities like AHAN. However, the 
stakeholder analysis conducted by PSIC resulted in the following important 
conclusions; (i) the effectiveness of other government support programmes for 
traditional arts and crafts were not any better than PSIC, (ii) the private sector is not 
willing to enter on its own and neither have the outreach in preserving arts and crafts 
and will require continued government support to work in this sector, and (iii) the 
artisans require significant support in order to avoid extinction of their arts and 
services. PSIC now intends to further enhance its focus on preservation and 
enhancement of traditional crafts and sees this activity as one of its primary function. 

Poverty Alleviation 
PSIC intends to align all its programs and activities with the larger goal of broad-based 
economic growth, thereby alleviating poverty. This policy consideration would help 
PSIC in defining the geographical, sectoral and programmatic focus. 

Environmental Protection 
PSIC will abide by the principle of environmental protection and besides following all 
relevant environmental laws and regulations, PSIC will also ensure that in all its 
support activities, it is promoting environmental friendly practices and working with 
partners, which share the same values. 

Social Protection 
In Punjab, the government, from time to time, offers a number of social protection 
programs including subsidized flour and bread, etc., through involvement of PSIC. 
PSIC intends to continue with these social protection programs and will implement 
them in a coordinated manner to ensure that public resources are used in the most 
efficient and equitable way to improve the lives of the poor. 

Strategic Linkages and Coordination 
PSIC will also develop strategic linkages with other organizations having similar or 
overlapping mandate. This would include working with TEVTA, Department of 
Commerce and Investment, PIE, NIP, etc. PSIC will also closely work with various 
donor-funded programs and will coordinate all the initiatives relating to small and 
cottage industry development. 

Implementation 
PSIC will require technical assistance to develop an action and implementation plan of 
its strategy and corporate business plan. It will also require assistance in undertaking 
various initiatives, as laid out in the strategy document. PSIC will also require 
assistance to restructure its staff to bring it in line with the proposed new core 
functions.   

 

 

 

 

 

 



 

 

 

Appendix C: Review of the Ferguson’s Report on 
PSIC 

8. Introduction 
This section provides a review of the report done by Ferguson’s on PSIC. The purpose 
of this section is not to critique the work done by Ferguson but is to provide a quick 
overview and identify the strengths and weaknesses in terms of the utility of the report. 
This review is not based on deliverables against TORs but to measure the 
effectiveness for achieving the conceived outcomes for PSIC. 

8.1 Objectives 

The main objective of the Ferguson’s assignment was to carry out a detailed analysis 
of Punjab Small Industries Corporation to review its present financial and operational 
status with the objective of suggesting options for future course of action. The purpose 
was to map out detailed activities of PSIC and recommend an action plan to improve 
efficiency of the organisation and its future role including recommendations on 
restructuring, privatisation or liquidation. 

The key term of reference for the Ferguson’s report was as follows: 

• Conduct a detailed financial and managerial assessment of PSIC operations to 
document its strengths, weaknesses, threats and opportunities. 

• Present options [privatization/liquidation/restructuring] to define the future role 
of PSIC for supporting SME development in the province including viability of 
bifurcating credit functions of PSIC and converting it to a SME Bank or 
financial institution. 

• Evaluate the role and functions of PSIC, for efficiency and effectiveness, to 
other private and public sector organizations providing services in SME 
sector. 

• Develop an action plan to implement the preferred option for the future role of 
PSIC [restructuring/privatization/liquidation]. 

The overall outcome of the work done by Ferguson was to improve the financial 
prudence and effectiveness of PSIC functions in delivering support to the small and 
cottage sector.  

8.2 Report summary 

The sections below provide a summary of the diagnostics made by the Ferguson’s 
team and recommendations made to achieve the outcome of improving the efficiency 
of PSIC. 

8.3 Diagnostics 

The Ferguson’s report mapped out in detail the operations of PSIC, business 
processes, history of operations, recent development and an analysis of their 
effectiveness. The key findings are reported as below: 

8.3.1 Credit Assistance 

The following gaps have been identified as a result of the mapping exercise 
carried by the Ferguson’s report. 



 

 

Limited Outreach: PSIC has a network of eight regional offices and 29 district 
development offices (DDOs) throughout the Punjab. However, the presence of 
a single DDO may not be sufficient when concentration of people is widely 
spread across all districts and tehsils. It was reported that PSIC was only able 
to disburse 3,864 cases in 2006 out of a total 160,000 entities estimated in the 
census survey of 2005.  

Sustainability of the credit program: PSIC obtains credit lines from various 
financial institutions on the basis of government guarantees. PSIC acts as an 
intermediary and provides credit to individuals, partnership firms and limited 
liability companies under various schemes in the small sector at subsidized 
mark up rates. Between 1983-2001 credit amounting to Rs. 1.8 billion was 
disbursed to 6,343 borrowers under the closed schemes. Of such schemes 
3,126 borrowers (50%) with outstanding principal balance of Rs 891 million 
were declared as defaulters and were provided an incentive scheme where 
mark up was waived off. The waived off amount represented 41% of the total 
mark-up income estimated to be Rs. 1.3 billion and a further 11% is overdue. 

Operational issues: The issues identified in this section include: 

1. Lack of procedures and capacity to assess the credit worthiness of the 
applicant 

2. Limited product range is available to suit customer demands and needs. 
The report talks about three open schemes namely, (i) credit scheme 
for small industries, (ii) credit assistance for artisans, (iii) green CNG 
rickshaw scheme. Since inception PSIC has only designed a total of 
six schemes 

3. PSIC’s business advisory services are completely redundant as are 
based on outdated projects costs. No business plans or industry 
analysis of data is provided 

4. As there are no formal procedures credit disbursement is normally not 
in line with the stated objective of the scheme and as a result the 
portfolio is fragmented and improperly managed.  

5. The capacity and the mobility of DDO’s to be affective credit officers is 
inadequate. 

6. No independent performance audit of the credit schemes are conducted 
to ensure due diligence and efficiency of resource management. 

7. No guidelines exist to make continuous provisions for non performing 
loans as a result a significant amount of mark-up income and capital 
recorded on the accounts is doubtful. 

8. Details of loan schemes are only recorded at the regional offices and no 
complication of a detailed nature is available at the head office. This 
make the senior officials at the head office incapacitated to review the 
loan portfolio. 

9. There is a significant gap between loans sanctioned and disbursed. The 
cause of this is that Loan Sanctioning Committee waits for several 
cases to be forwarded and then review the disbursements.  

10. No focused monitoring entity within PSIC having the overall 
responsibility to monitor the credit portfolio.  

11. No motoring or review of loanees/projects is conducted to evaluate the 
optimal and correct utilisation of funds 



 

 

 

12. PSIC has no credible and relevant source of information for its clients 
on needs of business, industry news, project feasibilities etc 

 Above are the gaps identified by Ferguson’s report in credit function of PSIC. 

8.3.2 Cluster Development 

The following gaps have been identified by the Ferguson’s report impeding the 
effectiveness of cluster development activity of PSIC. 

PSIC’s cluster development services have historically focused on providing common 
facility and training centres. PSIC established 83 carpet training-cum-development 
centres, wood working service centre at Gujrat, centre for agriculture machinery 
implements at Mian Channu, Blue Pottery Development at Multan, wood working 
centres at Rawalpindi and Kot Addu. All these centres were transferred to TEVTA in 
2001. Now PSIC only has on eoperational wood seasoning centre at Chiniot. 
Fergusan’s report was able to reproduce the complete project development cycle and 
the PC1 approval process to show how new programmes were being developed. 
Based on the mapping the following gaps were identified: 

1. In most of the cases the PC-1s were being produced and approved without any 
financial and economic analysis especially no projected income statements, 
net present value, cost benefit ratio, breakeven analysis and payback period 
analysis were performed. Fergusan’s recommendation was that all PC-1s 
should have a rigorous financial planning and feasibility study attached 
to it. 

2. The only monitoring of the CDCs is done through the annual accounts 
produced no evaluation of the services being provided and targets being 
achieved is performed. Fergusan’s recommendation was that continuous 
monitoring should be done by developing key performance indicators. 

3. PSIC does nothing to market its available facilities at CFC’s. Ferguson’s 
recommendation was that a cluster development agent should be hired 
whose sole responsibility should be to properly advertise, promote and 
market PSIC’s facilities. 

4. No formal budgeting is currently carried out and one line funding is granted via 
the annual development programme. Ferguson’s recommendation was 
proper budgeting with well defined targets must be performed. 

5. No project of PSIC maintain standard operating procedures (SOPs). 
Ferguson’s recommendation was that PSIC should develop a set of 
comprehensive SOPs for each of its acitivities. 

6. As PSIC do not perform operational efficiency and effectiveness monitoring the 
centres are often in the state of disrepair. For example, the wood centre 
lacked a forklifter, alternative source of power and lack of technical staff. 
Fergusan’s recommended that these facilities be provided to the centre 
at the earliest.  

   

 

8.3.3 Industrial Estates 

The followings section provides a review of the findings of the Ferguson’s 
report on PSIC’s effectiveness in managing the small industrial estates.  

Past performance of Small Industrial Estate(s) (SIEs) 



 

 

Compared to the government funded SIEs, self financed SIEs have performed 
poorly. The colonisation of the government funded SIEs is over 70% whereas 
the self financed are only 2%. 

Lack of professionally qualified staff to oversee planning and 
development of industrial estates 

Financial position of SIEs in deficit 

PSIC collects maintenance charges for the allottees of plots to cover 
administration and repair and maintenance costs. 11 out of the total 13 
government funded and all of the eight self financed showed deficit at the time 
of preparation of the Ferguson’s report.  

Lack of strict guidelines for Investors’ selection criteria 

The application to attain a plot requires a single page form and no requirement 
of a detailed feasibility of the project is submitted, neither there is a criteria for 
screening projects. 

Poor infrastructure facilities 

Estates are not developed within reasonable period of time 

The estate development takes significant amount of time due to non –
availability of funds, delays in land acquisition and appointment of non 
professional contractors. The Ferguson report recommended that a 
revolving fund may be created to support the functioning and 
development of these estates.   

Involvement in management of developed estates 

PSIC under its current terms of reference should exit out of managing the 
industrial estate within two years with the exception where private sector 
leadership is not available. However, the Ferguson’s report has identified that 
even in cases where private sector leadership was available PSIC was not 
willing to release the management. 

Land recoveries appearing in the balance sheet not being timely and 
accurately adjusted 

8.3.4     Handicrafts Development 

Currently PSIC contributes towards handicrafts development through design 
department, development centres and handicraft shops. The following gaps 
have been identified by PSIC: 

Gaps in designs prepared and distributed 

There exists a gap and a time lag between the designs developed and designs 
distributed to the artisans. Similarly the products that reach to the handicraft 
shops are of poor quality and do not attract serious custom.  

Human resource not being optimally utilised 

Comprehensive database of artisans not maintained 

Inadequate research and development activities 

The design centres are not involved in enough research and product 
development to upgrade the market price of the handicrafts and take them to 
the quality where they can access export markets. Ferguson’s report 
recommended that PSIC should conduct market evaluation studies, 
study living and working conditions of artisans, techno-economic 



 

 

 

feasibility studies for handicrafts and identify other problems relating to 
the nature of handicrafts sector.   

Limited outreach of development centres 

Unrealistic budget targets for handicraft shops 

Lack of effective marketing techniques 

PSIC is not using modern aids of communications to market its products and 
shops and over the last twenty years no trade exhibition has either been 
attended or organised to promote local artisans and handicrafts. Ferguson’s 
report recommended that PSIC should get into publicity through TV 
channels, news paper ads, handbills, souvenirs, banners, hoardings, 
developing an e-portal, setting up meetings with potential customers, 
developing samples, understanding market trends and translating them 
into products, attending trade fairs and local and international 
exhibitions and developing a customer data base.  

Lack of centralised inventory database for Shops & Development 
Centres 

Standard pricing policy for all products 

All the handicraft items are sold at a standard margin of 40% over cost. No 
proper pricing and costing is taken into account.   

8.3.5 Census and Survey 

The census and survey suffered some relevance issues due to delays caused. 

8.3.6 Operational Issues  

The Ferguson’s report provided a detailed mapping of the corporate and 
operating structure of PSIC. The following gaps were identified: 

1. The accounts are prepared with a significant lag and PSIC has no 
efficient and reliable management information system in place. 
Ferguson’s report recommended that a time frame should set for 
completion of annual accounts and also that monthly 
management accounts should be prepared. 

2. PSIC has not set quantitative and financial targets for the medium to 
long tern Mid Term Budgetary Framework. The Financial budget for a 
period over one year is also not prepared. As a result PSIC is unable to 
estimate any future financial, physical and human resource 
requirements. Ferguson’s report recommended that PSIC should 
institute procedures to prepare an effective cash budget and 
budgeted income and expenditure account each year. PSIC will 
also need to hire appropriate staff to do this. 

3. Some of the centres of PSIc have closed down however their individual 
accounting units show that administration expense is being incurred 
without any significant output. Ferguson’s report recommended 
closure of all such activities and their relevant accounting heads. 

4.  PSIC has no audit committee and hence the internal audit department 
reports directly to the deputy managing director(DMD) compromising 
independence. Ferguson’s report recommends that an audit 
committee should be put in place directly reporting to the board.  



 

 

5. The accounts show a significant balance under ‘inter PSIC adjustments’ 
which technically should be zero as it is a clearing account. No 
composition of these figures is available. 

6. No fixed assets register is maintained and no lists of assets is available. 

7. The pension scheme has never been valued by an actuary hence the 
organisation has no idea about the actual value of its long term 
liabilities. 

8. Qualification requirements for key staff has not been followed. 

8.3.7 Options Analysis 

This section only gives general outline of what privatisation, liquidation or 
restructuring is. The TORs required an analysis of the options in terms of 
costs and benefits which is not provided.  

8.4 Key recommendations 

The final report made the following recommendations: 

  Credit Schemes: No new disbursements. Future disbursement through a financial 
institution. PSIC to only recover outstanding loans.  

   Cluster Development: Continuance of cluster development activities 

   Estates Development: Transfer of maintenance of existing  industrial estates and 
development  of  new  estates  to  The  Punjab  Industrial  Development  and 
Management Company (PIEDMC) or a new company to be formed  

    Census & Survey: Continuance of such activities by PSIC after structural reforms 
in the planning and execution of such activities.  

   Handicrafts Development: Transfer of development centres and shops to a new 
company to carry out development and sale of handicrafts. Low turnover shops 
and ineffective development centres to be closed 

8.5 Strengths & Weaknesses of the Ferguson’s report 

8.5.1 Strengths 

The report is very strong in terms of its mapping exercise for PSIC and its operations. 
It brings together a lot of useful information concerning PSIC which highlights the 
working of the process. The report provides a detailed map of how everyday business 
is managed at PSIC and the current state of affairs of various activities done by PSIC. 
The reporting procedures, work processes, human resource constraints, lack of due 
diligence and inadequate management issues have been clearly identified.  

The report has in detail listed the activities of each of the functions of PSIC and has 
clearly stated the gaps that are impeding the performance of the organisation. The 
report is very useful for the top management of PSIC to pin out the areas that are not 
working and those that are.    

8.5.2 Weaknesses 

The report whereas is very strong in diagnostics is not adequate in terms of 
recommendations. As described above in section 5.6.2.1 only very brief 
recommendations have been provided for the identified issues. In most of the cases 
especially for the credit portfolio no recommendations have been made to address the 



 

 

 

immediate concerns. Furthermore, when making the recommendations that report do 
not take into account the nature of affairs of PSIC. PSIC is an execution arm of the 
Department of Industries and hence by default need to do things in certain manner for 
compliance. The report does not take into account the development angle of the 
PSIC’s function. Certain functions that PSIC is required to carry out are those that 
have been forced onto the organisation by the government and as such the report 
does not talk about the extent of actual autonomy the organisation has.  

For the gaps and issues identified the recommendations only talk about generic steps 
for example if accounting procedures are not in place then the recommendation made 
is the PSIC should adopt the proper procedures. These recommendations are not 
strong or detailed enough for PSIC to implement. If PSIC had the capacity to 
understand or put in place proper procedures then the issue would not have generated 
in the first place. Again a missing element in report is the key drivers of the identified 
issues. All the issues that are identified in section 5.6.2.1 are those reported on a 
factual analysis no analysis is provided as to why these issues have arisen. For 
example, the report correctly identifies that the self financed SIEs have very low 
colonisation rate, however, no reasons have been provided to adequately explain why. 

A brief section has been provided as options analysis. This section only highlights 
what privatisation and what restructuring entails. It does not provide any concrete 
analysis based on which a decision can be made. This section is specifically very 
weak as it is filled with technical jargon with no specificity to PSICs affairs. The reason 
for this is again the general weakness found throughout the report which is to 
understand the need for PSIC and then evaluate its role. No exercise was carried to 
look at the economic benefits of the activities being provided by PSIC or the 
development issues being addressed.          

The recommendations made in the end to not take into account the broader circle of 
events and suggest actions in isolation which are difficult to implement. The closure of 
credit portfolio and transfer of assets to an SME bank may be a solution but is it 
workable. The report does not provide any analysis on the implementation of the 
recommendation. Whereas, it may be the case that TORs for Ferguson do not require 
an action plan but any recommendation being made should ensure that it is in the 
manageable interest of the implementer. 

On the recommendation and analysis made on cluster development the Ferguson’s 
report is very weak on the understanding of clusters. PSIC is currently only involved in 
CFC’s which is just one support component of cluster development. As such PSIC to 
date has never done work with entire value chain and cluster players. The analysis 
done by Ferguson only reported the details of the wood centre of PSIC without 
providing any analysis of the entire value chain of Chiniot. This analysis would have 
been useful for PSICs management to understand the real role of its wood centre and 
how to expand its role. 

Similarly, Ferguson’s recommended that industrial estates should be transferred to 
PIE. The Ferguson’s team whilst making this recommendation did not check with PIE if 
they are interested in taking the affairs of small industrial estates. As the matter goes 
PIE is not interested in managing small industrial estates hence invalidating the 
recommendation made. Similar, the report did not explore the option of PPP 
management contract on the same lines used by PIE than can be developed for PSIC. 

Overall, whereas the report is very string in mapping out the problems is not able to 
provide suitable recommendations for PSIC’s management to start implementing. 
Furthermore, the entire report is developed by looking at PSIC as a profit making 
autonomous organisation which it is not and no economic analysis and benefits to the 
sector has been developed. The report’s recommendations are also weak as they do 
not take input from the stakeholders/clients of PSIC. A market requirement analysis of 
the small and cottage sector should have conducted to come with implementable 
recommendations for PSIC. 


