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1.

Unit 1- Entrepreneurial Competence

ENTREPRENEURIAL COMPETENCE
The ability to develop, organize and manage a business venture along with any of its risks
is referred to as entrepreneurial competence. It includes key characteristics such as social,
managerial and networking competences that should be possessed by a person in order to
successfully run a new venture.

1.1

ENTREPRENEURSHIP CONCEPT
The concept of entrepreneurship is difficult to define and takes various meanings as it is
viewed differently by different scholars based on their context. For example:
▪

Psychologist (behaviorists) see it as ‘the need for achievement, perceived locus of
control, and risk-taking propensity’

▪

Economists look at it as ‘bringing together the factors of production (land, labor,
capital, and entrepreneur) and bearing the risk of buying at a certain price and selling
at uncertain prices.’

▪

Sociologists view it as ‘the ability to recognize and act upon market opportunities in
order to provide social services.’

None these approaches is all-embracing because each focus on some aspects of
entrepreneurship while leaving the rest. However, four different definitions of the term
entrepreneurship by different scholars stated below give a more complete picture of who
an entrepreneur is and what entrepreneurship is about.
‘Entrepreneurship is the willingness and ability of an individual to seek out investment
opportunities in an environment and be able to establish and run an enterprise
successfully’.
‘Entrepreneurship is the process of identifying, developing and bringing a vision to life.
The vision may be an innovative idea, an opportunity, or simply a better way to do
something. The end result of this process is the creation of a new venture, formed under
conditions of risk and considerable uncertainty’.
‘An entrepreneur is someone who assumes the financial risk of beginning and managing a
new venture. The venture can be based on totally new idea, new way of doing things, a
new location, or attempting something no one else has done before. In other words, an
entrepreneur is seen as a person who detects a previously untapped opportunity to make
substantial profits (either by lowering the cost of producing existing goods/services or by
creating brand new products)’.
According to Joseph A Schumpeter ‘Entrepreneurship is based on purposeful and
systematic innovation. Entrepreneurs are individuals who exploit market opportunity
through technical and/or organizational innovation. It includes not only the independent
businessman but also the company directors and managers who actually carry out
innovative functions.’
In summary, the following are the basic elements of the concept of entrepreneurship:
1. Innovation
4. Vision

2. Risk-bearing
5. Organization

3. Perceiving Opportunity
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1.1.1 Innovation
The concept of innovation and newness
is an integral part of entrepreneurship as
shown in the definition below:
“The function of the entrepreneur is to
reform or revolutionize the pattern of
production by exploiting an invention or,
more generally, an untried technological
method of producing a new commodity
or producing an old one in a new way,
opening a new source of supply of
materials or a new outlet for products, by
organizing a new industry”
Innovation, the act of introducing something new, not only demands the ability to create
and conceptualize but also the ability to understand all the forces at work in the
environment.

1.1.2 Risk-bearing
Risk is the possibility of actual outcome being different than the expected outcome. In
particular, it is the probability and magnitude of the downside loss. Risk-taking quality of
a person refers to voluntarily
subjecting oneself to performing a
task that is a little above the level of
his/her capabilities.
Risk of
downside loss is partly derived from
the entrepreneur’s uncertainties over
demand, technological development and the actions of competitors. The different types
of business risks to which entrepreneurs are exposed are shown in the illustration.

1.1.3 Perceiving Opportunity
Most good business opportunities do not suddenly appear, but rather result from an
entrepreneur’s alertness to possibilities or, in some cases, the establishment of mechanisms

that identify potential opportunities. Opportunity identification is the process by which an
entrepreneur comes up with the opportunity for a new venture. Successful entrepreneurs
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have the ability to recognize a business opportunity which is fundamental to the
entrepreneurial process as well as growing a business. A business opportunity represents
a possibility for the entrepreneur to meet a large enough unsatisfied need that is
worthwhile.

1.1.4 Vision
Every successful entrepreneur likely
started with an image or idea related to
something he or she felt passionate about
creating. An entrepreneur’s vision is the
start of a roadmap that will determine
where he or she wants to go with their
entrepreneurial efforts. Vision speaks to
what the entrepreneur wants the business
to look like in the future—perhaps five or
ten years out.

1.1.5 Organization
To an economist, an entrepreneur is one who brings resources, labor, materials and other
assets into combinations that make their value greater than before. Economist’s
definition associates entrepreneur with the functions of coordination, organization and
supervision.

Synthesis of the Concept
The common element implied in all definitions is that the entrepreneur performs various
functional roles as risk taker, decision maker, organizer, coordinator, innovator,
employer of factors of production, arbitrageur, etc.
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ENTREPRENEURSHIP AS A CAREER
On completion of one’s formal education, one has usually two career options, viz.,
salaried-employment and self-employment. Under salaried employment one joins a job in
the Government, public or private establishments and earns a fixed salary. The nature of
income generation in employment is ‘self-saturation’ while that of self-employment is
‘self-actualization’ as termed by Abraham Maslow in his ‘Need Hierarchy Theory of
Motivation’. The major attractions of pursuing entrepreneurship as a career is highlighted
in the following table.
Basis

Salaried Employment

Self-Employment

Nature

Self-saturation

Self-actualization

Scope

Limited

Unlimited

Tendency

Routine or Status Quo

Imaginative, creative, innovative

Earning

Fixed, Given

Generating, Flexible

Satisfaction Through compliance of rules

Transforming creativity in to reality

Status

Status is Employer

Employee

In addition to the above differences between salaried employment and self-employment,
the charm of being an entrepreneur are:
▪ Opportunity to create one’s own destiny
▪ Opportunity to make a difference
▪ Opportunity to reach one’s full potential
▪ Opportunity to reap impressive profits
▪ Opportunity to contribute to the society
▪ Opportunity to ‘Do’ what one enjoys

1.3

ENTREPRENEURIAL PERSONALITY
There are nine personality types of entrepreneurs that shape the way they operate their
business and contribute to its growth as explained below.

1.3.1 The Improver
If you operate your business predominately in the improver mode, you are focused on
using your company as a means to improve the world. Your overarching motto is: morally
correct companies will be rewarded working on a noble cause. Improvers have an
unwavering ability to run their business with high integrity and ethics.
Personality Alert: Be aware of your tendency to be a perfectionist and over-critical of
employees and customers.
Entrepreneur example: Anita Roddick, Founder of The Body Shop.

1.3.2 The Advisor
This business personality type will provide an extremely high level of assistance and
advice to customers. The advisor's motto is: the customer is right and we must do
everything to please them. Companies built by advisors become customer focused.
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Personality Alert: Advisors can become totally focused on the needs of their business and
customers that they may ignore their own needs and ultimately burn out.
Entrepreneur example: John W. Nordstrom, Founder Nordstrom.

1.3.3 The Superstar
Here the business is centered around the charisma and high energy of the Superstar CEO.
This personality often will cause you to build your business around your own personal
brand.
Personality Alert: Can be too competitive and workaholics.
Entrepreneur example: Donald Trump, CEO of Trump Hotels & Casino Resorts.

1.3.4 The Artist
This business personality is the reserved but highly creative type. Often found in
businesses demanding creativity such as web design and ad agencies. As an artist type,
you’ll tend to build your business around the unique talents and creativities you have.
Personality Alert: You may be overly sensitive to your customer’s responses even if the
feedback is constructive. Let go the negative self-image.
Entrepreneur Example: Scott Adams, Creator of Dilbert.

1.3.5 The Visionary
A business built by a Visionary will often be based on the future vision and thoughts of
the founder. You will have a high degree of curiosity to understand the world around you
and will set-up plan to avoid the landmines.
Personality Alert: Visionaries can be too focused on the dream with little focus on reality.
Action must precede vision.
Entrepreneurial example: Bill Gates, Founder of Microsoft Inc.

1.3.6 The Analyst
If you run a business as an Analyst, your company is focus on fixing problems in a
systematic way. Often the basis for science, engineering or computer firms, Analyst
companies excel at problem solving.
Personality Alert: Be aware of analysis paralysis. Work on trusting others.
Entrepreneurial example: Intel Founder, Gordon Moore.

1.3.7 The Fireball
A business owned and operated by a Fireball is full of life, energy and optimism. Your
company is life-energizing and makes customers feel the company has a ‘get it done’
attitude in a fun playful manner.
Personality Alert: You may over commit your teams and act to impulsively. Balance your
impulsiveness with business planning.
Entrepreneurial example: Malcolm Forbes, Publisher, Forbes Magazine.
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1.3.8 The Hero
You have an incredible will and ability to lead the world and your business through any
challenge. You are the essence of entrepreneurship and can assemble great companies.
Personality Alert: Over promising and using forceful tactics to get your way will not work
long term. To be successful, trust your leadership skills to help others find their way.
Entrepreneurial example: Jack Welch, CEO GE.

1.3.9 The Healer
If you are a Healer, you provide nurturing and harmony to your business. You have an
uncanny ability to survive and persist with an inner calm.
Personality Alert: Because of your caring, healing attitude toward your business, you may
avoid outside realities and use wishful thinking. Use scenario planning to prepare for
turmoil.
Entrepreneurial example: Ben Cohen, Co-founder of Ben & Jerry’s Ice Cream.
Each business personality type can succeed in the business environment if they stay try to
their character. Knowing firmly what their strong traits are can act as a compass for their
small business. If they are building a team, this insight is invaluable. Solo business
owners, however, may need outside help to balance their personality.

1.4

CHARACTERISTICS OF SUCCESSFUL ENTREPRENEURS
What makes entrepreneurs successful? Whether they have anything in common? Some
of the common characteristics found in them are listed below.

1.4.1 Hard Work
Most of the successful entrepreneurs work hard especially in the beginning and the same
becomes their habit for their whole life.

1.4.2 Desire for High Achievement
High achievement motive strengthens them to surmount the obstacles, suppress anxieties
and setup and run a successful business.

1.4.3 Highly Optimistic
Successful entrepreneurs have a positive approach that situations will become favorable
and they do not get bogged down down by their present problems.

1.4.4 Independence
Successful entrepreneurs resist being pigeonholed and are guided by their gut feel.

1.4.5 Foresight
They visualize the changes that are likely to happen in the marketplace and take timely
actions to gain a competitive position.

1.4.6 Good Organizer
They have the ability to bring together the required resources for setting up and running
the enterprise.
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1.4.7 Innovative
Proactively identify the changing customer needs and create innovative products and
services to meet customers’ future needs is one of the characteristics of successful
entrepreneurs.

1.4.8 Perseverance
They do not give up their efforts even if they fail. Instead, they take failure as learning
experience and make more dedicated effort the next time.

1.4.9 Team Spirit
Working in teams creates synergy and team members take collective responsibility for the
outcome of the team’s effort.

1.5

KNOWLEDGE AND SKILLS OF AN ENTREPRENEUR
What are the characteristics or qualities of successful entrepreneurs? The possession of
certain knowledge, skill, attitudes and motives create a personality profile called
‘entrepreneurial competencies’ that help entrepreneurs perform well.

1.5.1 Knowledge
Knowledge is collection and retention of information in one’s mind and being able to recall
it when required. Knowledge is necessary for performing a task but not sufficient.
Something more than knowledge is required to transform knowledge into flawless action.
This component is Skill.

1.5.2 Skill
Skill is the ability to demonstrate a
system and sequence of behavior
which
results
in
something
observable. Skill is acquired by
practicing a number of times the
particular task until one is confident
of performing the task effortlessly
and flawlessly.

1.5.3 Motive
Motive is an inner urge to perform
more or perform better or both to
achieve one’s goal. The continuous
concern of goal achievement directs
the person to excel at the task he has undertaken.
Thus, the entrepreneurial competency includes knowledge, skill and motives or attitudes
as shown in these illustrations.
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2.

ENTREPRENEURIAL ENVIRONMENT

2.1

BUSINESS ENVIRONMENT
Businesses have to interact and transact with its environment. Business environment is
the aggregate of all conditions, events and influence that surrounds and affect it, is
always changing and is uncertain. It includes customers, competitors, stakeholders,
suppliers, industry trends, regulations, social & economic factors and technological
developments. In addition to these external factors, business operations are affected by
the internal environment also.

2.1.1 Nature of Business Environment
The business environment usually poses threats as well as opportunities. To grasp the
opportunities and reduce the threat, it is important to know the nature of business
environment. Following are some points which describe the nature of business
environment.
1. Internal and External Environment
Every business is surrounded by internal and external environment. Internal environment
comprising men, material, machine, money and methods can be controlled by an
organization, whereas external environment like political conditions, technology, legal
regulations, etc., is uncontrollable.
2. Dynamic and Ever-changing
Business environment keeps on changing frequently in terms of technologies, government
rules and regulations, socio-economic conditions, etc., which make business dynamic.
3. Complexity of the Environment
Environment consists of a number of factors, events, conditions and influences generated
from different sources which impact business, thus making it complex and difficult to
analyze.
4. Inter-relatedness
Factors of business environment are related to each other. For example, a change in
government will result in change in rules, fiscal policies, market conditions, technology,
etc.
5. Uncertainty
It is difficult to predict the changes that are going to take place in future because
environment keeps on changing. These changes are beyond the control of any business.
6. Impact
Impact means the effect of environment on business. Business environment has both longterm and short-term impact on business. For example, different firms may get influenced
differently from change in monetary policy.

R D Vasudevan (This document is for student’s use only. Not to be reproduced or circulated)
8

BA4032-Entrepreneurship Development

Unit 2- Entrepreneurial Environment

7. Inter-dependence
A business firm and its environment are mutually interdependent. For example, the
economic status of a country affects the development of technology and may change the
lifestyle of people.

2.1.2 Importance of Business Environment
Businesses can benefit from scanning and analyzing the environment to detect early
signals and get the first mover advantage. Some of the benefits that can accrue to a
business from a detailed study of the environment are:
▪

Identification of business opportunities

▪

Optimum utilization of resources

▪

Identification of threat

▪

Coping with rapid changes

▪

Developing competitive advantage

▪

Assisting in planning and policy formulation

2.1.3 Components of Business Environment
The business environment has a far-reaching impact on the performance, survival, profit
and growth of a firm. These forces inside and outside the organization affect the business
both favorably and adversely. Major components of the business environment are
illustrated in the figure below.

1. Internal Environment
These are conditions that exist within an organization and affect its performance. They
include organizational resources like men, machine, material, money and methods that are
controllable in nature. Various internal factors are:
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Value System
Values are the ethical beliefs that guide the organization in achieving its mission and
objectives. The extent to which the value system is shared by all in the organization is an
important factor contributing to its success.
Mission and Objectives
The objective is the end towards which business activities are directed. Mission is defined
as the overall purpose or reason for a firm’s existence. A mission guides and influences
an organization’s decisions and economic activities.
Organization Structure
Structure is the hierarchy that defines roles, responsibilities and authority. For efficient
functioning of an organization and to facilitate prompt decision making, the organization
structure should be conducive.
Culture
Shared values and belief in an organization which determine its internal environment are
called its culture. The set of values that help members understand what the organization
stands for, how it works, what it considers right and wrong and so on determines and
shapes its culture.
Human Resources
Quality of human resource of a firm is an important factor of internal environment. Skills,
qualities, capabilities, attitude, competencies and commitment of its employees could
contribute to its strength.
Physical Resources and Capabilities
Physical resources, such as plant and equipment and organizational capabilities of a firm
determine its competitive strength. Also research and development capabilities determine
its ability to introduce innovations.
2. External Environment
These are factors and conditions that are outside the organization and affect the
performance of the business. External factors are further divided into micro environment
and macro environment which are detailed below.
Micro Environment
Micro environment refers to the factors that are in close proximity to the firm’s operations
and affect their performance as given below.
Sl.
No.

Factor

Impact

1

Suppliers of
Inputs

Suppliers provide raw material and resources to the firm. A firm
should have more than one supplier for proper inflow of inputs.

2

Customers

They are the buyers of firm’s products and services. Customers
are critical to a firm’s survival and growth. So, it is necessary to
keep the customers satisfied.
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3

Market
Intermediaries play an essential role of distributing and selling a
Intermediaries firm’s products to the final customers.

4

Competitors

Competitors strategic moves in the market impact a firm’s
operations and its future performance.

5

Public

Environmentalists, media groups, associations, consumer
protection groups can impact the firm’s ability to achieve its
objective.

Macro Environment
These are components that are general to all businesses and are uncontrollable. Because
of the uncontrollable nature of macro forces, a firm needs to adapt to these external forces.
Major components of the macro environment are discussed below.
Political-legal Environment
The activities of legislature, executives and judiciary play a vital role in shaping, directing,
developing and controlling business activities. Rules and regulations, framed by the
government, licensing policy, pollution control measures, taxation, administered pricing
mechanism, etc., affect business. A stable and favorable politico-legal environment is a
prerequisite for growth of industry and economy.
Economic Environment
All those factors such as basic economic philosophy, stage of economic development,
trade cycles, GDP, per capita income, savings, money supply, etc. that impact business
come under this category. For example, low per capita income will negatively impact
business because people have less money to spend.
Socio-cultural Environment
Attitude towards work, leisure, lifestyle, wealth, ethical issues, role of family, marriage,
religion, education and social responsiveness of business affect the way a business is
organized and conducted.
Technological Environment
Level of innovation, automation, R&D activities, introduction of disruptive technologies,
incentives for development of technology and frequency of technological change affect
the prospects of business activities.
Natural Environment
The natural environment provides raw materials and energy for production in a firm.
Natural environment consists of geographical and ecological factors a such as mineral and
oil reserves, water and forest resources, weather and climatic conditions. Natural
calamities like floods, droughts, earthquakes, etc., immensely affect business activities.
Global Environment
In the era of globalization, whole world is a market. Businesses operate in a highly
networked world that calls for constant vigil on changes happening in the international
environment and strategies to cope with those changes.
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ROLE OF FAMILY AND SOCIETY
Family support are an important source of early-stage funding, mentoring, moral support,
information, business contacts/referrals and often perform important incubation functions
in the new venture creation process. Parents often assist younger generation family
entrepreneurs by using their own connections. Entrepreneurs who receive some form of
emotional, operational and/or financial assistance from their family and friends are more
likely to succeed in their venture.
Social support is the perception or experience that one is loved, cared for by others,
esteemed, valued, and part of a mutually supportive social network. Social capital refers
to networks of relationships in which personal and organizational contacts are closely
embedded. Through these relationships, social actors can gain access to information,
resources, and social approval.
Some authors suggest that being embedded in a family that provides strong emotional
support is what encourages youth entrepreneurship, while others suggest that it is the
tangible support provided to the entrepreneur that matters more. Research studies have
shown that entrepreneur’s success can be significantly augmented by their family and the
proximate society providing them with the following type of support.
▪

Serving important roles in their business as advisers, employees, partners, investors,
etc. for free or at subsidized cost

▪

Providing business financial support with a tacit understanding that it will be repaid
once the venture becomes profitable

▪

Providing interest free loan to fund their business

▪

Provide personal financial support

▪

Be a customer and buy goods and services from the entrepreneur

▪

Refer the entrepreneurs product / service to others and thus play the role of a ‘brand
ambassador’

▪

Volunteer operational help

▪

Provide emotional support

Through the introduction of young nascent entrepreneurs into family members' existing
social networks, family social capital facilitates the mobilization of other resources and
the implementation of founding activities needed for a successful start-up. By exploiting
the previously established relationships between family members and resources holders,
family involvement may be instrumental in the acquisition of debt financing, a critical
start-up activity. Children may also access the social capital of parents-entrepreneurs,
including contacts with suppliers, business partners, and customers, to facilitate the
completion of other start-up activities
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ENTREPRENEURSHIP DEVELOPMENT TRAINING
“Entrepreneurs are not only born but
they can be made also” is the
philosophy
on
which
entrepreneurship
development
movement is founded upon. The
making process, however, calls for
developing certain entrepreneurial
capabilities and inculcating certain
entrepreneurial competencies in the
would-be
entrepreneur.
Entrepreneurship
development
training is a process by which
knowledge, skills, capabilities and
competencies that are essential for
success in an entrepreneurial venture
is imparted to individuals who are
desirous of taking up business as their
career.

2.3.1 Need for ED Training
A well-known behavioral scientist at Harvard University, David C McClelland,
investigated the question, why certain societies displayed great creative powers at
particular periods on history? He came up with the answer that ‘need for achievement
(NAch)’ is the factor contributing to this and that achievement motivation can be
inculcated in individuals through a well-structured training program more popularly
known as Entrepreneurship Development Programs (EDPs).

2.3.2 Objectives of EDP
Major objectives of EDPs are to:
▪ Develop/strengthen entrepreneurial quality, i.e., motivation and need for achievement
▪ Analyze the environment relating to small business
▪ Select the product
▪ Formulate project proposal
▪ Understand the procedure involved in setting up a small enterprise
▪ Know the sources of information and support available for starting a small business
▪ Acquire the necessary managerial skills to run a small business

2.3.3 Course Content of EDPs
The EDP is usually a six-week fulltime program and consists of the following six major
input categories.
▪ General Introduction to Entrepreneurship
▪ Motivation Training
▪ Management Skills
▪ Support System and Procedure
▪ Fundamentals of Project Feasibility Study
▪ Plant Visits
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2.3.4 Phases of EDP
EDP consists of the following three phases:
1. Pre-training Phase
The activities and preparations required to launch the training program come under this
phase and includes:
▪ Selection of entrepreneurs
▪ Arrangement of infrastructure
▪ Tie-up with guest faculty for the training
▪ Arrangement for the inauguration and publicity of the program
▪ Pre-potential survey of opportunities in the region
3. Training Phase
This phase is intended to bring desirable change in the behavior of the trainees by
developing ‘need for achievement’ and a motivation in them. Informational inputs and
managerial skills are also developed in the training phase.
4. Post-training Phase (Follow-up Phase)
The purpose behind this phase is to:
▪ Review the pre-training work
▪ Review the process of training program
▪ Review the past training approach

2.3.5 Selection Procedure for EDP Trainees
The selection procedure for EDP trainees comprise the following:
▪ Analysis of filled-in application form
▪ Psychological tests
▪ Group planning exercise
▪ Personal interview
The methods used to assess the above dimensions are shown in the following table.
Sl. No.

Dimension Assessed

Method

1

Achievement Motivation

Thematic Apperception Test

2

Risk Propensity

Ring Toss Game

3

Personal Efficacy, Leadership Quality

Locus of Control Questionnaire

4

Commitment to Task, Team Spirit
Planning and Organizing Ability
Decision Making

Group Planning Exercise

5

Education, Training, Experience

Filled-in Application

6

Social Participation, Knowledge,
Involvement in the proposed enterprise

Personal Interview
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2.3.6 Problems of EDPs
In India, EDPs have been able to achieve the intended objectives only to a limited extent
due the following lacunae.

2.4

▪

Trainer’s motivations are not found to be up to the mark in motivating trainees to
start their own enterprise

▪

ED organizations lack in commitment and sincerity in conducting the EDPs. In some
cases, EDPs are used as a means to generate surplus income for the ED organizations

▪

Non-conducive environment and constraints make the trainer-motivator’s role
ineffective

▪

The unenthusiastic attitude of supporting agencies like banks and financial
institutions serves as a stumbling block in the success of EDPs

SUPPORT ORGANIZATIONAL SERVICES
Starting a business requires various resources and facilities. Small businesses find it
difficult to organize all these resources and facilities on their own. Hence, government
institutions have come forward to help small businesses by providing them the required
financial resources and infrastructural facilities to promote economic growth. The various
support organizations and their respective services are explained below.
Functions of Support Organizations
Sl.
No.

Organization

Services

NSIC

▪
▪
▪
▪
▪
▪
▪
▪
▪

2

SIDO

❖ Coordinate policies and programs of governments
❖ Industrial development
❖ Extension services such as technical, consultancy & training

3

SSIB

•

Development of SSI in the country

SSIDC

➢
➢
➢
➢
➢

Procure and distribute scarce raw material
Supply machinery on hire purchase
Marketing assistance
Construct industrial estates and allied infrastructure
Management assistance

SISI

✓ Provide consultancy and training
✓ Interface between state and central governments
✓ Provide technical, consultancy, training and workshops support

1

4

5

Machinery on hire purchase scheme
Equipment leasing
Credit support
Marketing support for export and within India
Preference in government purchase programs
Technology support and upgradation
Distribute basic raw material
Training on various industrial trades
Undertake construction of industrial estates
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✓ Carry out industrial potential surveys
✓ Conduct EDPs
✓ Initiate promotional programs

6

DIC

 District level single window agency for promotional and
development of SSI
 Conduct industrial potential & techno-economic surveys
 Implement schemes of state and central governments
 Guide entrepreneurs on all aspects of their project
 Project appraisal
 Marketing assistance





7

8

9






Central Institute of Tool Design, Hyderabad
Central Tool Room Training Centers
Central Institute of Hand Tools, Jalandhar
Institute for Design of Electrical Measuring Instruments,
Mumbai
National Institute of Entrepreneurship and Small Business
Development, Noida
National Institute of Small Industries Extension Training,
Hyderabad
Electronics Training and Services Institute, Nainital
Central Machine Tools Limited, Bangalore
Central Institute of Plastics Engineering and Tools, Chennai
National Institute of Foundry and Forging Technology, Ranchi

Industrial
Estates







Provide infrastructure and accommodation facilities
Encourage development of SSI
Decentralize industries to the rural and backward area
Encourage ancillaries around major industries
Develop entrepreneurship by creating a favorable climate

TCO









Prepare project profiles and feasibility studies
Undertake industrial potential surveys
Provide technical and management assistance
Project supervision
Export consultancy
Conduct EDPs
Merchant Banking Services

Special
Institutions




Legend:
NSIC-National Small Industries Corporation
SIDO-Small Industries Development Organization
SSIB-Small Scale Industries Board
SSIDC-State Small Industries Development Corporations
SISI-Small Industries Service Institute
DIC-District Industries Centre
TCO-Technical Consultancy Organization
R D Vasudevan (This document is for student’s use only. Not to be reproduced or circulated)
16

BA4032-Entrepreneurship Development

2.5

Unit 2- Entrepreneurial Environment

CENTRAL AND STATE GOVERNMENT INDUSTRIAL POLICIES
AND REGULATIONS
Small-scale enterprises have been given an important place in the framework of Indian
planning for both ideological and economic reasons. Development of small-scale
enterprises has been imbued with a multiplicity of objectives. Important among these are:
▪

Generation of immediate employment with relatively low investment

▪

Promotion of more equitable distribution of national income

▪

Effective mobilization of untapped capital and human skills and

▪

Dispersal of manufacturing activities all over the country leading to growth of
villages, small towns and far-flung economically backwar regions.

Therefore, the Government of India has started various provrams for the development of
small-scale enterprises in India. The government’s objectives and intentions towards
industry including small-scale industry were announced through the Industrial Policy
Resolutions (IPRs) from time to time. These resolutions were announced in 1948, 1956,
1977, 1980, 1990, 1991 and 2006.
In August 1991, the GoI, for the first time, framed “Policy measures for Promoting and
Strengthening and Supplementing Small, Tiny and Village Enterprises”. The main thrust
of New Small Enterprise Policy is to impart more vitality and growth impetus to the sector
to enable it to contrinute its might to the economy particularly in terms of growth of output,
employment and exports.

2.5.1 Micro Small and Medium Enterprises Development (MSMED) Act,
2006
In 2006, the GoI set up a separate Ministry of Micro Small and Medium Enterprises
(MSME) and enacted ‘MSME Development Act’, the salient features of which are listed
below:
▪

Recognition of the concept of ‘Enterprise’ comprising both manufacturing and service
sectors

▪

Integrating the 3 tiers of these enterprises, viz., Micro, Small and Medium

▪

Statutory consultative mechanism at the national level with wide representation of all
sections of stakeholders from all 3 tiers with a wide range of advisory functions

▪

Establishing funds for promotion, development and enhancing competitiveness of
these enterprises

▪

Progressive credit policies and practices

▪

Preference in government procurements to products and services of the micro and
small enterprises

▪

Mitigating the problems of delayed payments from government departments

▪

Simplification of the process of closure of business
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As regards the definition of the category of units, the MSME Ministry brought out a
unified definition for both manufacturing and service industries in July 2020. The
figure below outlines the earlier (as per IPR 2006) and revised criterion for definition
of MSME.

* Investment here, means investment in plant & machinery and equipment only.
Even there, investment on the cost of pollution control, research and development,
industrial safety devices, etc may be excluded.
In fulfillment of the assurance in the National Common Minimum Program (NCMP), the
following package was announced:
▪ Promotional Package
▪

Fiscal Support

▪

Support for Cluster Based Development

▪

Technology and Quality Upgradation Support

▪

Marketing Support

▪

Support for Entrepreneurial and Managerial Development

▪

Empowerment of Women Owned Enterprises

▪

Strengthening of Prime Minister’s Rozgar Yojana (PMRY) Scheme

▪

Strengthening of Data Base for MSME Sector
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2.5.2 Tax Benefits
Various tax benefits announced by the government for small-scale enterprises are given
below:
1. Tax Holiday
Under section 80J of the Income Tax Act, 1961, new industrial undertakings including
SSIs are exempted from the payment of income tax on their profits subject to a maximum
of 6% per annum of their capital employed, spread over a period of five years from the
commencement of production.
2. Depreciation
Under section 32 of the Income Tax Act, 1961, small enterprises are allowed, subject to a
maximum of Rs. 20 lakhs, deduction for depreciation on plant and machinery on the
diminishing balance method.
3. Rehabilitation Allowance
A rehabilitation allowance is granted to SSIs under section 33-B of the Income Tax Act,
1961, whose business is discontinued on account of flood, typhoon and such other natural
upheavels, riots, fire or explosion or act of war.
4. Investment Allowance
Investment allowance under section 31A of the Income Tax Act, 1961, is allowed at the
rate of 25% of the cost of acquisition of new plant and machinery installed.
5. Expenditure on Scientific Research
Under section 35 of the Income Tax Act, 1961, any revenue or capital expenditure incurred
on scientific research related to the business is allowed for deductions subject to certain
provisions.
6. Amortization of Preliminary Expenses
Under section 35D of the Income Tax Act, 1961, SSIs are allowed to write off the
preliminary and development expenses incurred by them in connection with the setting up
of a new industrial unit or expansion of an existing unit.
7. Tax Concession for Rural Areas
Tax payers under section 80HHA are entitled to a deduction of 20% of the profits and
gains derived by running an SSI in the rural areas. The deduction is allowed for a period
of 10 years from the year of commencement of manufacturing activity.
8. Tax Concession to SSIs in Backward Areas
Newly established SSIs in any of the 247 districts declared as backward areas are entitled
to a deduction of 20% of their profits and gains from their gross total income. The
deduction is allowed for a period of 10 years from the year of commencement of
manufacturing activity.
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9. Expenditure on Acquisition of Patents and Copyrights
Under section 35A of the Income Tax Act, 1961, any expenditure of capital nature incurred
in acquiring a patent and copyright by an SSI is deductible from its income in 14 equal
installments beginning with the previous year in which the expenditure was incurred.
10. Profits from Business of Publication of Books
Under section 80-1A of the Income Tax Act, 1961, 20% of the profits earned by an SSI
from the business of publication of books is deductible from its gross total income.

2.5.3 Incentives and Concessions for SSI
Government of India has offered the following incentive and concessions to SSI and
Tiny industries:
▪

Exemption of excise duty limit raised from Rs. 50 lakhs to Rs. 100 lakhs

▪

The composite loan limit raised from Rs. 10 lakhs to Rs. 25 lakhs

▪

Small scale service and business enterprise up to Rs. 10 lakhs will qualify for priority
lending

▪

In the National Equity Fund Scheme, the project cost limit is raised from Rs. 25 lakhs
to Rs. 50 lakhs

▪

Eligibility limit for coverage under Credit Guarantee Scheme is raised from Rs. 10
lakhs to Rs. 25 lakhs

▪

Capital subsidy is provided at 12% for investment in technology in selected sectors

▪

Setting up of incubation centers in sunrise industries such as IT, biotechnology,
electronics, non-conventional energy sources will be supported

▪

Family income level under PMRY has been raised from Rs. 24,000 to Rs. 40,000 per
annum
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3. BUSINESS PLAN PREPARATION
3.1

SOURCES OF PRODUCT FOR BUSINESS
Identifying suitable project ideas is the most important and the first step towards
establishing a successful venture. The objective is to identify investment opportunities
which are:
✓ Practically Possible ✓ Technically Feasible ✓ Economically Viable
✓ Financially Profitable ✓ Socially Acceptable

✓ Environment Friendly.

The basic criterion for selection of a project could be existence of a favorable cost-benefit
relationship. Generation of an idea of producing a new product or setting up a new
business, requires imagination sensitivity to environmental changes and the realistic
assessment of what the firm can do? Generally, project ideas are generated based on:
✓ Consumer Needs

✓ Market Demand

✓ Resource Availability

✓ Technology

✓ SWOT Analysis

✓ Political Considerations.

A business opportunity is the business proposal an entrepreneur would like to pursue
considering risk and the reward involved in the proposal which may be a manufacturing,
servicing or trading activity.

3.1.1 Scientific Approach
Identifying a business opportunity calls for a scientific approach based on its origin,
application or end-use. Accordingly, sourcing of business opportunity can be categorized
as follows:
1. Resource Based
6. Inputs to Primary Sector
2. Demand Based
7. Inputs to Secondary Sector
3. Skill Based
8. Inputs to Tertiary Sector
4. Ancillary / Vendor
9. Waste Based.
5. Innovative
1. Resource Based Ideas
Resources of a place offers ample opportunity to produce goods and services out of those
resources, which can be sold in the same locality or transported to far-off places where it
has good demand. To facilitate identification of possible business opportunities, resourcebased ideas can be further categorized as follows:
Resource
Some Examples of Items
Cereals, Pulses, Oilseeds, Plantations, Commercial crops (sugarcane,
Agriculture
cotton, tobacco), Spices, Vegetables, Fruits
Forest
Renewable resources such as herbs, fruits, flowers, barks, tree oozing
Marine
Fish, shrimp, corals, sea shells, conch
Mineral
Iron ore, Bauxite, Manganese, Limestone, Sand, Granite, Blue Metal
Cattle
Milk, Manure, Wool, Meat, Hides, Horns
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2. Demand Based Ideas
Here availability of resource is not a pre-requisite. Criteria for opting this approach is the
local requirement in sizeable quantity. Raw material can be transported/imported from
where it is available. Example: Production of plastic pots for fetching / storing water.
3. Skill Based Ideas
Investigation of local human resources and skills towards various ways of adding value to
those skills may be examined. For example, the skills of local artisans may suggest
products that can be produced locally and marketed profitably elsewhere or exported.
Local carpenters may be encouraged to produce high value wooden carvings, idols, toys,
vanity items, etc., that fetch premium price in up markets.
4. Ancillary / Vendor
Large and medium scale industries in the region may be analyzed for their input goods and
services requirement that may give rise to some project ideas. Opportunities exist when
materials, purchased parts, or consumable supplies are presently procured from distant
sources with considerable time lag and transportation cost. Also, when several firms are
producing internally some similar component parts, that can be supplied at a lower cost by
an external producer, who can enjoy economies of scale.
5. Innovative
These are the new goods and services designed by innovative entrepreneurs. More often,
such goods or services would have been non-existent till it was conceptualized and
launched. An innovative idea transforms the way people think and shifts how the entire
market operates, as a result. It also helps to introduce new customers to the market because
it profoundly changes the way people live.
6. Inputs to Primary Sector
Mining, agriculture, sericulture, horticulture, cattle rearing, aqua culture, etc., come under
primary sector. Industries which cater to the requirement of these sectors are categorized
as input to primary sector. For example, production of vermin compost, agri-clinics,
spraying services are all input to agriculture.
7. Inputs to Secondary Sector
Existing industries offer ample scope for supply of raw material, components, subassemblies, spares, packing materials, etc. Industries which are manufacturing goods and
services for existing industries fall under this category.
8. Inputs to Tertiary Sector
Existing trade & commerce offers scope for supplying goods and services such as
computers, software applications, etc. Businesses that provide this type of goods and
services fall under this category.
9. Waste Based
Lot of different types of wastes are generated every day from industries and households.
These unused materials offer scope for converting them into value added goods. For
example, paper/board can be manufactured from bagasse which is a waste from sugar
industry.
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3.1.2 Analytical Approach
1. Performance of Existing Industries
A study of existing industries in terms of their profitability and capacity utilization can
indicate prospects for capacity additions of the same and complementary products in the
region.
2. Imports and Exports
Analysis of import statistics for a period of five to seven years is helpful in understanding
the trend of imports of various goods and the potential for import substitution. Likewise,
an examination of export statistics is useful in learning about the export possibilities of
various products.
3. Economic and Social Change
Changing economic conditions and consumer preferences provide new businesses
opportunities. For example, a 24 X 7 work culture is creating demand for time saving
products like prepared food items, ovens and powered vehicles. Changing lifestyle is
creating demand for leisure and recreational activities.
4. Technological Developments
New products, processes and technologies that are superior to existing ones in an
interesting way, always capture the attention of customers and hence are good business
ideas to explore. Such new technologies are being developed and offered to entrepreneurs
by various research laboratories coming under the central government organization,
Council of Scientific and Industrial Research (CSIR).
5. Sick Unit Revival
There are some business units in every region that have been categorized as sick. These
units which are either closed are inactive can be nursed back to health by sound
management, fusion of further capital and provision of complementary inputs. Hence
there is a fairly good scope for investment in this area.
6. Identification of Unfulfilled Psychological Needs
For well-established multi brand product groups like bathing soaps, detergents, cosmetics
and tooth paste, the question to be asked is NOT whether there is an opportunity to
manufacture them for satisfying an actual physical need, but whether there are certain
psychological needs of the consumers which are presently unfulfilled. For example, in the
post-pandemic era, consumers are obsessed about ‘infection’ which gives rise to a number
of ‘germ-free’, ‘immunity-enhancing’, ‘protective-shield’ variants of existing products.
7. Attending Trade Fairs
National and international trade fairs provide an excellent opportunity to know about
inventions, innovations, new products and technical developments.
8. Government Policies and Plan
The information contained in Government five-year plan, development schemes and
industrial policy resolution is useful in generating ideas for new projects. For example, if
the government brings about favorable policies and schemes to promote non-conventional
energy, then an investment in that field or related area will be a good idea.
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3.1.3 Methods of Generating Innovative Ideas
1. Customer Surveys
Prospective customers know best what they want and the habits/tastes that will be popular
shortly. New product or service ideas may come from customers’ reactions to the present
product and the expected product idea. Contacts with prospective consumers can also
reveal the features that should be built into a product or service. The attention to the
customers can take the form of informally monitoring potential ideas and needs or formally
arranging surveys among prospective customers. Care needs to be taken to ensure that the
idea or need represents a large enough market to support a new venture.
2. Distribution Channel Study
The agents, retailers and dealers can be approached to give their inputs about the product
demand, its future prospect, transient customer preferences and possible expectations.
Channel members can suggest improvements to existing products or completely new
products. These inputs are very valuable for generating new business idea.
3. FIs and Development Agencies
These organizations provide ready project profiles and offer suggestions to potential
entrepreneurs to help them identify promising projects.
4. Research & Development
The entrepreneur’s own research and development is a large source of new ideas. It may
be a more formal endeavor connected with one’s current employment or an informal
laboratory in the private premises. Formal institutional research and development are
often better equipped, enabling the entrepreneur to conceptualize and develop successful
new product ideas. Technology business incubators (TBIs) set up with government
support in educational institutions and other centers, help in developing ‘proof-of-concept’
of a business idea. Amazing product ideas have also come from informal research
endeavors at the private level.
5. Focus Groups
A moderator leads a group of people through an open, in-depth discussion to elicit
participant response on a new product area. The group of 8 to 14 participants is stimulated
by comments from other group members to conceptualize and develop a new product idea
to fulfill market needs. This is an excellent method for initial screening of ideas and
concepts also.
6. Collective Notebook Method
In the collective notebook method, a small notebook that easily fits in a pocket, containing
a statement of the problem, blank pages, and pertinent background data, is distributed.
Participants consider the problem and its possible solutions, recording ideas at least once
but preferably three times a day. At the end of a month, a list of acceptable ideas is
developed, along with any suggestions.
7. Brainstorming
The brainstorming method for generating new product ideas is based on the fact that people
can be stimulated to greater creativity by meeting with others and participating in
organized group experiences. This method would be effective if the effort focuses on a
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specific product or market area. The following four rules should be followed when using
this method:
▪ No criticism is allowed by anyone in the group – no negative comments
▪ Freewheeling is encouraged – the wilder the idea, the better
▪ Quantity of ideas is desired – the greater the number of ideas, the greater is the
likelihood of useful ideas emerging
▪ Combinations and improvements of ideas are encouraged – ideas of others can still
produce another new idea.
The brainstorming session should be fun, with no one dominating the discussion.
8. Heuristics Ideation Technique (HIT)
According to psychologists, ideas are simply a combination of two or more concepts
formed in a creator mind. The Heuristic Ideation Technique uses the same concept of
generating new product ideas. The technique involves locating all relevant features that
could be associated with a given product area and generating a set of all possible
combinations of features in order to search for a new product idea. The technique uses a
grid with rules of thumbs to quickly find the possibilities of new products.
9. Checklist Method
Checklists help to generate ideas in a systematic way. Once a problem is identified, teams
can use checklists to explore all areas and issues that are associated with the problem.
They help the team think and are often in the form of questions. Teams can then discuss
the ideas generated to arrive at a set of feasible solutions. A typical checklist developed
by Alex Osborn is given below:
▪ Put to other uses?
▪ Adapt? Is there anything else like this?
▪ Modify? Give it a new angle?
▪ Magnify? Can it be duplicated, multiplied or exaggerated?
▪ Minimize? Can anything be taken away? Made smaller? Lowered?
▪ Shortened? Lengthened? Omitted? Broken up?
▪ Substitute? Different ingredients used? Other material?
▪ Other processes? Other places? Other approaches? Other tone of voice? Someone
else?
▪ Rearrange? Swap components? Alter the pattern, sequence or layout? Change the
pace or schedule? Transpose cause and effect?
▪ Reverse? Opposites? Backwards? Reverse roles?
10. Dream Approach
The dream big approach to coming up with a new idea requires that the entrepreneur
dreams about the problem and its solution –Thinking Big. Every possibility is recorded
and investigated without regard to any limitations or the resources required. In other
words, ideas should be conceptualized without any constraints until an idea is developed.
The idea so selected is tailored into a workable form.
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11. Market Gap Analysis
Market gap analysis is a powerful method to identify areas where needs and wants far
exceed the supply. This method has a ‘hopper’ effect of converting everyday information
into bundles of lucrative product and service gaps that few have thought of before.
12. Life-style Analysis Method
Lifestyle is a person’s pattern of living expressed in his or her psychographics. It involves
measuring consumers’ major activities (work, hobbies, shopping, sports, social events),
interests (food, fashion, family, recreation), and opinions (about themselves, social issues,
business, products). The lifestyle analysis will help entrepreneurs understand new needs
and wants under the changed conditions. It will also reflect the changing consumer values
that may be a good source of product/service ideas.

3.2

PREFEASIBILITY STUDY
A prefeasibility study (PFS) is a rough screening of the business ideas generated in the
previous stage. Our aim is to identify the most promising idea(s) and discard the
unattractive options. This reduces the number of options thus saving time and money.
Often, the pre-feasibility study returns only one most promising option.

3.2.1 Objectives of PFS
PFS is conducted for the purpose of determining whether the idea is worth pursuing. A
prefeasibility study is a fairly detailed study of a project idea just before assigning larger
funds for feasibility study. The objectives are to determine whether:
▪ All possible project alternatives have been examined
▪ The project concept justifies a detailed analysis
▪ The project idea is attractive enough for an investor
▪ The environmental situation at the planned site and potential impact are in line with
national standards
▪ Any other aspects that are critical to its feasibility.
A pre-feasibility study should be viewed as an intermediate stage between a project
opportunity study and a detailed feasibility study. The difference is in the degree of detail
of the information obtained and the intensity with which project alternatives are discussed.
The structure of a pre-feasibility study should, however, be the same as that of a feasibility
study.

3.2.2 Focus of PFS
To efficiently evaluate alternatives, a PFS is often conducted after discussing a series of
business ideas or scenarios. This PFS helps to ‘frame’ and ‘flesh-out’ specific business
scenarios, with only some studied more in-depth. The PFS addresses the following major
aspects of the project:
▪

Technical – hardware & software, infrastructure, know-how, resource availability

▪

Market – industry structure, market characteristics, demand & growth, competition

▪

Organization – ownership, structure, legal, management competency

▪

Financial – project cost, means of finance, breakeven, ROI, sensitivity analysis
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3.2.3 Benefits of PFS
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪

3.3

Improves project team focus
Provides valuable information for the ‘go/no go’ decision
Narrows the business alternatives
At times, helps to discover new opportunities
Identifies the valid reason(s) to undertake the project
Outline various business scenarios and the strengths and weaknesses of each
Determines whether a full-blown feasibility study is warranted
Enhances the success rate through evaluating multiple parameters
Aids decision-making on the project
Identifies reasons to not proceed.

CRITERIA FOR SELECTION OF PRODUCT
The prefeasibility study should provide all data necessary for taking an investment
decision. Based on the data from PFS, the following technical, market, organizational and
financial aspects should be defined and critically examined.

3.3.1 Technical Criteria
▪

Determine manufacturing facility requirements such as machinery, equipment,
hardware, software, dies & moulds, jigs & tools, auxiliary equipment, material
handling equipment, vehicles, etc.

▪

Suitability of production technology / technical know-how

▪

Availability and suitability of:
 Project site
 Raw material
 Other inputs such as power, gas, furnace oil…
 Labour

▪

Infrastructural facilities required such as boiler, compressor, generator, weigh
bridge, warehouse, cold storage, stock yard, substation, STP/ETP

▪

Points of vulnerability.

3.3.2 Market Criteria
▪

Market demand and the price at which demanded

▪

Industry structure

▪

Competition

▪

Market potential

▪

Access to market outlets

▪

Market share & Sales projection.
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3.3.3 Organizational Criteria
▪
▪
▪
▪
▪
▪

Business structure / ownership type / constitution
Human resource required and their skills
Organization structure and hierarchy
Background of Promoters
Competency of Management
Joint venture, strategic alliances, technology partnerships.

3.3.4 Financial Criteria
▪
▪
▪
▪
▪
▪
▪

3.4

Short-term profit and loss projection for 12 months
Long-term profit and loss projection for, say, 10 years
Cash-flow projection
Projected balance sheet
Breakeven calculation
Profitability ratios
List of assumptions made in the P&L.

OWNERSHIP
If one is planning to start a business, an important decision relates to the choice of the form
of organization. The most appropriate form is determined by weighing the advantages and
disadvantages of each type of organization against one’s own requirements. Various forms
of business organizations from which one can choose the right one include:
1. Sole Proprietorship
2. Partnership
3. Joint Hindu Family Business
4. Cooperative Societies
5. Joint Stock Company
6. One Person Company
7. Limited Liability Partnership (LLP).

3.4.1 Sole Proprietorship
Sole proprietorship is a type of business unit where a person is solely responsible for
providing the capital, for bearing the risk of the enterprise and for the management of
business. Sole proprietorship is a popular form of business organization and is the most
suitable form for small business, especially in their initial years of operation.
1. Features
▪ One-man Ownership
▪ Full Control, no interference
▪ Unlimited Liability
▪ Sole risk bearer and profit recipient
▪ Free from Government Regulations
▪ No separate entity; proprietor & firm are identical.
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2. Pros & Cons

Merits

Demerits

Ease of Formation

Limited Resources

Direct Incentive

Limited Managerial Ability

Complete Degree of Control

Lack of Business Continuity

Quick in Decision Making

Unlimited Liability

Flexibility in Operation
Confidentiality
Low Government Regulation

3.4.2 Partnership
The inherent disadvantage of the sole proprietorship in financing and managing an
expanding business paved the way for partnership as a viable option. Partnership serves
as an answer to the needs of greater capital investment, varied skills and sharing of risks.
The Indian Partnership Act, 1932 defines partnership as ‘the relation between persons who
have agreed to share the profit of the business carried on by all or any one of them acting
for all’.
1. Features
▪ Contractual Relationship
▪ Plurality of Persons – min 2, max 50
▪ Unlimited Liability – partners are jointly and individually liable for payment of debts
▪ Decision Making and Control – joint efforts of all the partners
▪ Lack of Business Continuity
▪ Sharing of Profits and Losses on an Agreed Ratio
▪ Mutual Agency – both ‘agent’ & ‘principal’.
2. Pros & Cons

Merits

Demerits

Ease of Formation

Unlimited Liability

Benefits of Larger Resources

Limited Resources compared to a Company

Benefits of Combined Ability

Possibility of Conflict

Balanced Decision Making

Lack of Continuity

Sharing of Risk

Lack of Public Confidence

Confidentiality

Heavy Burden through Implied Authority
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3. Partner Types and Implications

4. Partnership Deed
The written agreement which specifies the terms and conditions that govern the partnership
is called the partnership deed. The partnership deed generally includes the following
aspects:
✓ Name of firm
✓ Salaries and withdrawals of the partners
✓ Nature of business and location
✓ Duration of business
✓ Investment made by each partner
✓ Distribution of profits and losses

✓ Terms governing admission, retirement
and expulsion of a partner
✓ Interest on capital and interest on
drawings
✓ Procedure for dissolution of the firm
✓ Preparation of accounts and their
auditing
✓ Method of solving disputes.

3.4.3 Joint Hindu Family Business
Joint Hindu family business is a specific form of business organization found only in India.
It is one of the oldest forms of business organization in the country. It refers to a form of
organization wherein the business is owned and carried on by the members of a Hindu
Undivided Family (HUF). It is governed by the Hindu Law. The basis of membership in
the business is birth in a particular family and three successive generations can be members
in the business. The business is controlled by the head of the family who is the eldest
member and is called karta. All members have equal ownership right over the property of
an ancestor and they are known as co-parceners.
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1. Features
The following points highlight the essential characteristics of the joint Hindu family
business.
▪ Formation – minimum 2 family members; governed by the Hindy Succession Act
1956
▪ Liability – limited for co-parcenery but unlimited for the karta
▪ Control – karta has full control and his decision are binding on other members
▪ Continuity – business continues even after the death of the karta as the next eldest
member takes up the position of karta
▪ Minor Members – allowed and inclusion occurs due to birth.
2. Pros & Cons

Merits

Demerits

Effective Control

Limited Resources

Business Continuity

Unlimited Liability of karta

Limited Liability of Members

Dominance of karta

Increased Loyalty

Limited Managerial Skills

Increased Cooperation
The joint Hindu family business is on the decline because of the diminishing number of
joint Hindu families in the country.

3.4.4 Cooperative Societies
The word cooperative means working together and with others for a common purpose.
The cooperative society is a voluntary association of persons, who join together with the
motive of welfare of the members. They are driven by the need to protect their economic
interests in the face of possible exploitation at the hands of middlemen obsessed with the
desire to earn greater profits.
The cooperative society is compulsorily required to be registered under the Cooperative
Societies Act 1912. The process of setting up a cooperative society is simple and requires
the consent of at least ten adult persons. The capital of a society is raised from its members
through issue of shares. The society acquires a distinct legal identity after its registration.
1. Features
▪ Voluntary Membership
▪ Legal Status
▪ Limited Liability
▪ Control – by the managing committee democratically elected by the members
▪ Service Motive – surplus distributed as dividend to members.
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2. Pros & Cons

Merits

Demerits

Equality in Voting Status

Limited Resource

Limited Liability

Inefficiency in Management

Stable Existence

Lack of Secrecy

Economy in Operations

Govt. Controls

Support from Government

Difference of Opinion

Ease of Formation
3. Types of Cooperative Societies
▪ Consumers’ Cooperative Societies
▪ Producers’ Cooperative Societies
▪ Marketing Cooperative Societies
▪ Farmers’ Cooperative Societies
▪ Credit Cooperative Societies
▪ Cooperative Housing Societies.

3.4.5 Joint Stock Company
A company is an association of persons formed for carrying out business activities and has
a legal status independent of its members. A company can be described as an artificial
person having a separate legal entity, perpetual succession and a common seal. The
company form of organization is governed by The Companies Act, 2013.
The shareholders are the owners of the company while the Board of Directors is the chief
managing body elected by the shareholders. Usually, the owners exercise an indirect
control over the business. The capital of the company is divided into smaller parts called
‘shares’ which can be transferred freely from one shareholder to another person (except in
a private company).
1. Features
▪ Artificial Person – created by law, exists independent of its members, can own
property, incur debts, borrow money, enter into contracts, sue and be sued
▪ Separate Legal Entity – acquires an identity distinct from its members, its assets
and liabilities are separate from those of its owners, law does not recognize the
business and owners to be one and the same
▪ Formation – time consuming, expensive and complicated process, involves the
preparation of several documents and compliance with several legal requirements
▪ Perpetual Succession – members may come and members may go, but the company
continues to exist
▪ Control – is with Directors who are accountable to shareholders, but shareholders
don’t have right in day-to-day operations of the company
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▪ Liability – limited to the extent of the members’ capital, it is the company and not
the members that owes debts, members must contribute to the loss only to the extent
of the unpaid amount of share held by them
▪ Common Seal – the company being an artificial person cannot sign, therefore, every
company is required to have its own seal which acts as official signature
▪ Risk Bearing – the risk of losses in a company is borne by all the shareholders.
2. Pros & Cons

Merits
Limited Liability
Transfer of Ownership
Perpetual Existence
Scope for Expansion
Professional Management

Demerits
Complexity in Formation
Lack of Secrecy
Impersonal Work Environment
Numerous Regulations
Slow Decision Making
Oligarchic Management
Conflict of Interest

3. Types of Companies
A company can be either a private or a public company. It is necessary for a private
company to use the words private limited after its name whereas a public company can
just use the word limited after its name. A private company which is a subsidiary of a
public company is also treated as a public company.
Difference Between a Public and a Private Company

3.4.6 One Person Company
This type of business ownerships in India was introduced in 2013 to offer limited liability
protection to its sole shareholder, while having continuity of business and being easy to
incorporate. One Person Company will be registered with the Ministry of Corporate
Affairs under the Companies Act, 2013.
1. Features
▪ A separate legal entity registered under the Companies Act, 2013
▪ Only 2 people viz. Director and Nominee Director
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▪ Director and Nominee Director have limited liability
▪ Ownership can be transferred
▪ Existence not dependent on the Director or Nominee Director
▪ Could be dissolved only voluntarily or by Regulatory Authorities
▪ No requirement to conduct annual statutory meetings
▪ Must file annual accounts with the Registrar of Companies.
2. Pros & Cons

Merits
Complete Degree of Control
Limited Liability
Quick Decision Making
Transfer of Ownership
Business Continuity

Demerits
A little difficult to establish
Limited Resources
Limited Managerial Ability
Moderate Compliance Requirements

3.4.7 Limited Liability Partnership
LLP is a separate legal entity registered with the Ministry of Corporate Affairs under the
LLP Act, 2008. A minimum of two persons (maximum unlimited) are required to start an
LLP. The partners of an LLP are not personally liable for the liabilities of the LLP and
their liability is limited to the extent of their contribution to the LLP’s share capital. The
choice of name provided by the promoter must be approved by the Registrar of Companies.
Only names that are not similar to an existing company or LLP name and names that are
not offensive or illegal would be allowed. The name of the entity will end with the words
‘Limited Liability Partnership’ or ‘LLP’. Foreigners are allowed to invest in an LLP only
with prior approval of Reserve Bank of India and Foreign Investment Promotion Board
(FIPB).
1. Features
▪ A separate legal entity with limited liability
▪ Existence of an LLP is not dependent on the Partners
▪ Could be dissolved only voluntarily or by an order of the Company Law Board
▪ No requirement to conduct annual statutory meetings
▪ Must file annual accounts & solvency.
2. Pros & Cons

Merits

Demerits

Limited Liability
Transfer of ownership
Business Continuity
Larger resources and managerial bandwidth
Low compliance requirement

A little difficult to establish
More complex to manage than partnership
Slower decision making
Compliance burden
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3.4.8 Choice of Form of Business Organization
After studying various forms
of business organizations, it is
evident that each form has
certain advantages as well as
disadvantages. Therefore, it is
vital that certain basic
considerations are kept in mind
while choosing an appropriate
form of organization. The
important factors determining
the choice of organization are
listed here.
Comparative Evaluation of Forms of Organization

3.5

CAPITAL BUDGETING
Capital budgeting is the process of making investment decision in long-term assets.
Capital expenditure incurred today is expected to bring benefits over a period of time.
These expenditures are related to the acquisition / improvement of fixed assets. The
manager has to choose a project, which gives a rate of return, which is more than the cost
of financing the project. For this, the manager has to evaluate the worth of the projects interms of cost and benefits. The benefits are the expected cash inflows from the project,
which are discounted generally at the cost of capital.
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3.5.1 Significance of Capital Budgeting
Capital budgeting helps to:
▪

evaluate different projects in terms of their viability and rank them based on ROI

▪

analyze the risk and uncertainty of different projects

▪

effectively control cost of capital expenditure projects

▪

measure how optimally the available resources are used

3.5.2 Methods of Capital Budgeting
The capital budgeting techniques help to decide on the attractiveness of investment
proposals on the basis
of their relative
income generating
capacity and rank
them in the order of
their
desirability.
These
methods
provide a set of
norms on the basis of
which the project
proposals are either
accepted or rejected.
The most widely
accepted techniques
used in estimating the
cost-benefit
of
investment projects
can be grouped under
two categories, namely, 1. Traditional Methods (Non-discounting methods) and 2.
Modern Methods (Discounted Cash flow methods).
1. Traditional Methods
These methods are based on the useful life and expected returns of the project. These
methods depend upon the accounting information available from the books of accounts of
the company. These will not take into account the concept of ‘time value of money’.
A. Payback Period
The payback period is the number of years it takes the firm to recover its original
investment by net returns before depreciation, but after taxes. Lower the payback period,
better is the investment/project. Focus is on cost recovery or liquidity. It is calculated as
follows:
𝑪𝒂𝒔𝒉 𝑶𝒖𝒕𝒍𝒂𝒚 (𝑶𝑹) 𝑶𝒓𝒊𝒈𝒊𝒏𝒂𝒍 𝑪𝒐𝒔𝒕 𝒐𝒇 𝑷𝒓𝒐𝒋𝒆𝒄𝒕
𝑷𝒂𝒚𝒃𝒂𝒄𝒌 𝑷𝒆𝒓𝒊𝒐𝒅 =
𝑨𝒏𝒏𝒖𝒂𝒍 𝑪𝒂𝒔𝒉 𝑰𝒏𝒇𝒍𝒐𝒘
Limitations
 It ignores all cash flow after the initial cash outflow has been recovered
 It ignores the time value of money
 It does not take into account the risk of the cash flows
 Not consistent with the firm’s objective of maximizing the market value of shares.
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B. Accounting Rate of Return
This method uses the accounting information reported in the financial statements to
measure the profitability of an investment proposal. It is calculated by dividing the
average income after taxes by the average investment.
𝐴𝑅𝑅 =

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐴𝑛𝑛𝑎𝑙 𝐼𝑛𝑐𝑜𝑚𝑒
𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡

𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐴𝑛𝑛𝑢𝑎𝑙 𝐼𝑛𝑐𝑜𝑚𝑒 =

𝑇𝑜𝑡𝑎𝑙 𝑖𝑛𝑐𝑜𝑚𝑒 𝑎𝑓𝑡𝑒𝑟 𝑡𝑎𝑥𝑒𝑠
𝑁𝑜. 𝑜𝑓 𝑦𝑒𝑎𝑟𝑠

𝑇𝑜𝑡𝑎𝑙 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡
2
All projects with ARR higher than the minimum required rate, are selected and projects
with ARR lower than the expected minimum rate are rejected. This method can also help
the management to rank the proposal on the basis of ARR.
Limitations
 Ignores time value of money
 Doesn’t consider the length of life of the projects
 Not consistent with the firm’s objective of maximizing the market value of shares
𝐴𝑣𝑒𝑟𝑎𝑔𝑒 𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 =

2. Modern Methods (Discounted Cashflow Methods)
The traditional method does not take into consideration the time value of money. They
give equal weightage to the present and future flow of incomes. The DCF methods are
based on the concept that a rupee today has more value than a rupee tomorrow. These
methods take into consideration the profitability and also time value of money. They
calculate the cash outflow and inflow through the life of an asset which are then discounted
through a discounting factor and the discounted cash inflows and outflows are then
compared to arrive at a ‘go/no-go’ decision. These methods are superior to traditional
methods as they take into account the interest factor, the time value of money and the
return after the payback period.
A.
Net Present Value (NPV)
NPV of a project is the present value of future stream of returns, discounted at the required
rate, minus the present value of the cost of the investment. Here, the cash inflow that is
expected at different periods of time is discounted at a particular rate, generally the cost of
capital. The original investment is subtracted from the present value of the cash inflows.
The balance is NPV.
𝑨𝟏
𝑨𝟐
𝑨𝟑
𝑨𝒏
𝑵𝑷𝑽 = [(𝟏+𝒌)
𝟏 + (𝟏+𝒌)𝟐 + (𝟏+𝒌)𝟑 + … … + (𝟏+𝒌)𝒏 ] - C
𝒏

= [∑
𝒕=𝟏

Where
▪
▪
▪
▪

𝑨𝒕
] −𝐂
(𝟏 + 𝒌)𝒕

A1, A2…. represent cash inflows at the end of years 1, 2, …
k is the firm’s cost of capital
C is the cost of the investment proposal and
n is the expected life of the proposal in years
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If NPV is positive then the project is accepted or otherwise rejected. If there are more than
one project with positive NPV’s, the project whose NPV is the highest is selected.
Merits of NPV Method
▪ It recognizes the time value of money
▪ It is based on the entire cash flows generated during the useful life of the asset
▪ It is consistent with the objective of maximization of wealth of the owners
▪ The ranking of projects is independent of the discount rate used for determining
the present value.
Limitations of NPV Method
▪

NPV is an absolute monetary measure of the project returns

▪

Where two or more competing projects with different capital investments are to be
evaluated, NPV may not be the right choice.

B.
Internal Rate of Return (IRR)
IRR is defined as the discount rate at which the present value of the stream of future
benefits from a project is equal to the initial project outlay. Alternatively, at IRR, the
discounted cash ‘inflow’ is equal to the initial cash ‘outflow’. If IRR is more than the
‘hurdle rate’, then the project is accepted. Otherwise, the project is rejected.
𝑨𝟏
𝑨𝟐
𝑨𝟑
𝑨𝒏
𝑪= [
+
+
+
⋯
+
]
(𝟏 + 𝒓)𝟏 (𝟏 + 𝒓)𝟐 (𝟏 + 𝒓)𝟑
(𝟏 + 𝒓)𝒏
𝒏

𝑪 = [∑
𝒕=𝟏

Where
▪
▪
▪
▪

𝑨𝒕
]
(𝟏 + 𝒓)𝒕

A1, A2…. represent cash inflows at the end of the years 1, 2, …
r is the IRR to be calculated based on trial-and-error
C is the initial project outlay and
n is the expected life of the project

Merits of IRR Method
▪ It considers the time value of money
▪ It takes into account the cash flows over the entire useful life of the asset
▪ It helps to compare two are more projects and rank them on the basis of timing and
magnitude of their returns
▪ It conforms to the company’s objective of maximizing shareholders’ wealth.
C.
Profitability Index (PI)
It is the ratio of the present value of the stream of future cash benefits at the required rate
of return to the initial cash outflow on the project. It may be gross or net PI. Net PI is
simply gross PI minus one. The formula to calculate profitability index (PI) or benefit to
cost (BC) ratio is:
PI or Benefit to Cost Ratio
Present Value of Future Cash Inflows
=
Initial Cash Outlay
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If the gross PI is more than one, the proposal is accepted else rejected. If there are more
than one investment proposal with gross PI>1, then the one with the highest PI is to be
selected. This method is more useful in case of projects with different cash outlays and
hence is superior to the NPV method.
Merits of PI Method
▪ It requires less computational work than IRR method
▪ It helps to accept / reject investment proposal on the basis of value of the index
▪ It is useful to rank the proposals on the basis of the highest/lowest value of the
index
▪ It considers the time value of money
▪ It takes into consideration the entire stream of cash flows generated during the
useful life of the asset
▪ It conforms to the company’s objective of maximizing shareholders’ wealth.

3.6

PROJECT PROFILE PREPARATION
A project profile gives a bird's-eye view of the proposed project. This may be used for
obtaining Provisional Registration Certificate (PRC) from the District Industries Centre
and while making an application to Industrial Areas Development Board or State Small
Industries Development Corporation (SSIDC) for land / shed and other infrastructure. The
content of a project profile is given below.
▪ Introduction
▪ Promoters’ Background
▪ Management Expertise
▪ Product Description
▪ Market Demand and Strategy
▪ Details of Infrastructure Required
▪ Plant and Machinery Required
▪ Manufacturing Process
▪ Raw Materials Required
▪ Human Resource Requirement
▪ Cost of the Project and Means of Financing
▪ Cost of Production & Profitability
▪ Breakeven Point
▪ Bottlenecks / Challenges / Risk Factors
While the above aspects of the project are covered very briefly in the project profile, the
same are covered in much greater detail in the feasibility report (refer article 3.8). In that
sense, a project profile can be considered as a basic, first-cut document on the feasibility
and viability of the project.

3.7

MATCHING ENTREPRENEUR WITH THE PROJECT
The entrepreneur’s individual tastes & preferences, values and believes should match with
the nature of the project. The unique features of a project, that are essential for the success
of the project are to be critically examined for proper alignment with the promoters’
individual preferences as explained below.
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3.7.1 Characteristics of the Product or Service
A project may be quite attractive from profitability point of view, but may have certain
features that may not suit the entrepreneur. For example, setting up a sewerage treatment
plant, a waste management plant or abattoir, though may get evaluated as a viable
proposition, may not align with the aptitude/interest of all.

3.7.2 Ownership Form
While there are many pros & cons as well as technical considerations involved in the
selection of the form of business organization as discussed in 3.4 above, the personal
preference of the promoter is also an important factor to be considered. For example,
individuals may have reservations in sharing decision making and control with others, in
which case, partnership may not be a suitable form, though it may be the preferred choice
based on other project considerations.

3.7.3 Location of Project
Startup entrepreneurs generally prefer proximity to their normal place of domicile for
operational convenience. Businesses that necessitate remote location such as mining,
plantation-based units like tea/fruit processing, resorts, industries high on pollution will
suit only a few. Similarly, government incentives, availability of resources, proximity to
market, etc., impose certain locational restrictions on the project which the entrepreneur
has to evaluate by matching with his personal preferences.

3.7.4 Capital Structure
The means by which the project capital outlay is proposed to be financed has a bearing on
the promoter’s preferences. For example, if a bank loan is sought, it may involve offering
some collateral security. If government subsidy is sought, then the project will have to be
located in a backward area. If the project entails a large equity contribution, then the
number of promoters will have to be increased. Capital structure decisions therefore has
a profound influence on promoter’s preferences.

3.7.5 Technical Know-how
Projects demanding a fairly high degree of technical competence from the entrepreneur
for its success may not be the right choice for those who do not possess that skill. Projects
in chemical, metallurgy, information technology, biotechnology, etc., are generally sought
after by entrepreneurs who have technical expertise in such sectors. Similarly, individuals
often take up an entrepreneurial venture to commercialize a special skill that they may
possess or have acquired over time (Ex: music album, short-film production, dance
academy).

3.7.6 Market Served
The market for the product or service that the entrepreneur is planning to sell may comprise
the general public, other businesses, the government or some intermediaries.
Entrepreneurs should evaluate the type of markets served and his/her level of comfort in
dealing with such markets efficiently. Winning and executing government contracts is a
different ball game when compared to running a management consulting firm. Markets
served, in that sense, is another aspect that should match the personality type of the
entrepreneur.
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3.7.7 Barriers to Success
Every project has one or two critical barriers which the promoter has to effectively
overcome to become successful.
It may be technology, market access,
accreditation/certification, licensing, financial muscle, unique ingredients, political clout,
unionism, government regulations, global network, access to specific raw material, cartels,
or the like. The entrepreneur should critically evaluate the barriers to success of his project
vis-à-vis his/her ability to overcome that barrier while select the right project.

3.8

FEASIBILITY REPORT PREPARATION AND EVALUATION
CRITERIA
A feasibility study is an important step in business idea development. Not all feasibility
studies are alike. The elements to include in a feasibility study vary according to the type
of business venture analyzed and the kind of market opportunities identified. Below is a
list of typical topics to be included in a feasibility report. A good feasibility study is based
on the careful identification and assessment of all of the issues important to a specific
business idea. The basic premise of a feasibility study is to determine the potential for
success or viability of a proposed business venture.

3.8.1 Description of the Product or Service
1. Identification and Exploration of Business Scenarios
▪ Alternative scenarios or business models of what the project will entail, how it will
be organized, and how it will generate profits
▪ Scenarios that don’t make sense are eliminated
▪ Scenario(s) that appear to have potential for further exploration are detailed
2. Define Project and Alternative Scenarios
▪ Type and quality of product(s) or service(s) to be marketed
▪ General business model (i.e., how the business will make money)
▪ Technical processes including size, location, kind of inputs, etc.
▪ The time horizon from the time the project is initiated until it is up and running at
capacity is specified
3. Relationship to the Surrounding Geographic Area
▪ Economic and social impact on local communities
▪ Environmental impact on the surrounding area

3.8.2 Market Feasibility (Strategy)
1. Industry or Marketplace Description
▪ Size and scope of the industry, market or market segment(s)
▪ Future direction of the industry, market or market segment(s)
▪ Nature of the industry, market or market segment(s). Is it stable or going through
rapid change and restructuring?
▪ Life-cycle of the industry, market or market segment(s). Is it emerging, growing,
mature, declining?
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2. Industry Competitiveness
▪ Industry concentration – few large producers or many small producers?
▪ Major competitors
▪ Barriers to entry of new competitors into the market or industry
▪ Concentration and competitiveness of input suppliers and customers
▪ Price competitiveness of our product or service
3. Specific Market Potential
▪ Whether a commodity market or a differentiated product or service market?
▪ Demand and usage trends of the market or market segment
▪ Potential for emerging, niche or segmented market opportunities
▪ Potential for a branded product
▪ Market usage and potential share of the market for the proposed project
4. Access to Market Outlets
▪ Potential buyers of the product or service and the associated marketing costs
▪ Product or service distribution system and the costs involved
5. Sales Projection
▪ Estimate of sales or usage
▪ Underlying assumptions in the sales projection
▪ Project sales under various assumptions (i.e. selling prices, services provided, etc.).

3.8.3 Technical Considerations
1. Facility Needs
▪ Size and type of production facilities
▪ Need for related buildings, equipment, rolling-stock, etc.
2. Suitability of Production Technology
▪ Comparison of technology providers
▪ Reliability and competitiveness of technology (proven or unproven, state-of-the art,
etc.)
▪ Limitations or constraints of the technology
3. Availability and Suitability of Site
▪ Access to raw materials, transport, labor, production inputs (electricity, natural gas,
water, etc.)
▪ Potential emissions problems and other environmental impacts
▪ Regulatory requirements
▪ Government subsidies and incentives
4. Raw Materials
▪ Quantity of raw materials needed
▪ Current and future availability and access to raw materials
▪ Quality and cost of raw materials
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5. Other Inputs
▪ Availability of labor including wage rates, skill level, etc.
▪ Potential to access and attract qualified management personnel.

3.8.4 Financial Projections or Economic Feasibility
1. Estimate the Total Capital Requirements
▪ Seed capital needs during the investigation and start-up
▪ Capital requirements for facilities, equipment and inventories
▪ Working capital needs
▪ Start-up capital needs until revenues are realized at full capacity
▪ Contingency capital needs due to construction delays, technology malfunction,
market access delays, etc.
▪ Other capital needs
2. Estimate Equity and Credit Needs
▪ Equity needs, alternative equity sources and capital availability – family, producers,
local investors, angel investors, venture capitalists, etc.
▪ Credit needs – alternative credit sources such as banks, government (i.e., direct loans
or loan guarantees), grants and local and state economic development incentives.
3. Budget Expected Costs and Returns of Various Alternatives
▪ Expected revenue, costs, profit margin and expected net profit
▪ Sales or usage needed to breakeven
▪ Returns under various production, price and sales levels
▪ Underlying assumptions of the analysis (prices, production efficiencies, market
access, market penetration, etc.)
▪ Industry averages / competitors (cost, margin, profits, ROI, etc.) for benchmarking
▪ Limitations or constraints of the economic analysis
▪ Expected cash flows during the start-up period and when the business reaches
capacity
▪ Proforma income statement, balance sheet, and other statements of when the
business is fully operating

3.8.5 Organization Structure and Managerial Feasibility
1. Business Structure
▪ Proposed legal structure of the business
▪ Staffing and governance structure of the business along with lines of authority and
decision-making structure
▪ Potential joint venture partners, alliances or other important stakeholders
▪ Availability of skilled and experienced business managers
▪ Availability of consultants and service providers with the skills needed to realize the
project, including legal, accounting, industry experts, etc.
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2. Business Founders and Management
▪ Background of promoters, their qualification and experience
▪ Promoter group’s vision, mission and objectives
▪ Credit standing and bona fide of the founders
▪ Other business interest of promoters, details of loan availed for that business, etc.
▪ Top management personnel, their qualification, work experience and expertise in the
proposed project area

3.8.6 Evaluation Criteria
The project is finally evaluated on the basis of product/service attractiveness, market
feasibility, technical feasibility, organizational feasibility and financial viability from the
details presented above. For evaluating the project financial viability, the following
indicators / ratios are used.
✓ Debt-Equity Ratio ✓ Debt Service Coverage Ratio ✓ Return on Investment
✓ Breakeven Point

✓ Internal Rate of Return (IRR) ✓ Net Present Value (NPV)

✓ Sensitivity Analysis ✓ Earnings Per Share (EPS)

✓

3.8.7 Study Conclusions
This final step is sometimes referred to as the “go/no go” decision. The leaders will be
faced with deciding the specific course(s) of action to pursue. This schedule of potential
courses of action may include:
▪ Choosing the most viable business scenario or model and then developing that
scenario’s business plan
▪ Identifying additional scenarios for further study
▪ Deciding that a viable business opportunity is not available and moving to end the
business investigation process
▪ Following another course of action.
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LAUNCHING OF SMALL BUSINESS

4.1

FINANCE MOBILISATION

Unit 4 – Launching of Small Business

Finance is one of the important prerequisites to start an enterprise. It is the availability of
finance that facilitates an entrepreneur to bring together land, labour, machinery and raw
material together to combine them to produce goods or services.

4.1.1 Classification of Capital
There are two ways of classifying the financial needs of an enterprise:
1. Fixed Capital
The money invested in some fixed assets or durable assets like land, building, machinery,
equipment, furniture, vehicles, etc., is known as fixed capital. These assets are required
for permanent use, that is, for a long period of time and hence such investments are also
known as long-term capital.
2. Working Capital
The money invested in current assets such as raw material, finished goods, debtors, etc.,
is known as working capital. In other words, money required for day-to-day operations of
business is called working capital. Since the current assets are generally converted into
cash within one year, and the money borrowed for this is to be repaid within one year, such
investments are also known as short-term capital.

4.1.2 Sources of Finance
The various sources from which an enterprise can raise the required funds could be broadly
classified into two.
1. Internal Sources
Internal sources refer to funds raised from within the enterprise itself. This could be
owner’s capital known as equity, deposits and loans given by owner, partners, directors as
the case may be to the enterprise. One source of raising funds internally may be personal
loans taken by the entrepreneur on his/her personal assets such as provident fund, life
insurance policy, buildings, investments, etc. In addition, in case of a running enterprise,
funds could also be raised from retained earnings and conversion of some assets into funds.
However, the scope for raising funds from internal sources particularly in the case of
small-scale enterprises remains limited.
2. External Sources
Funds raised from other than internal sources are from external sources which usually
include:
▪ Deposits or borrowings from relatives and friends
▪ Borrowings from banks for working capital
▪ Credit facilities from commercial banks
▪ Term loans from financial institutions
▪ Hire purchase or leasing facility from National Small Industries Corporation (NSIC)
and State Small Industries Corporations (SSICs)
▪ Seed / Margin money and subsidies from government
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4.1.3 Capital Structure
The composition of equity and debt in overall capital of an enterprise is called capital
structure. In other words, capital structure is the ratio between debt and equity capital. It
is also known as the debt-equity ratio.
The term capital structure differs financial structure. Capital structure means the
permanent financing of the enterprise represented primarily by long-term funds. Thus, it
excludes funds raised from short-term sources. But financial structure refers to how the
firm’s assets are financed by raising funds from both long-term and short-term sources.
A business enterprise needs to maintain a proper ratio between debt and equity capital in
order to function smoothly and efficiently. As a general principle, for a successful business
in favourable economic conditions, debt capital may be twice or even more than equity
capital. But for a business reeling under unfavourable conditions, the proportion of debt
capital should be as low as possible. In other words, an optimum capital structure can be
defined as a financing mix incurring the least cost but yielding the maximum returns.

4.1.4 Long-term Loans
Loans taken for a definite period of time are called ‘term’ loans. Based on period, loans
are classified into short-term loans (less than one year tenure) and long-term loans (more
than one year tenure, typically more than 5 years). But in business parlance, term loans
refer to only long-term loans whose features are given below.
▪

Term loans are taken for a fairly long tenure of 5 to 10 or 15 years

▪

Term loans are raised for acquiring fixed assets such as land, building, plant &
machinery, miscellaneous fixed assets

▪

Term loans are also required for expansion of existing units

▪

Sources of term-loans include issue of debentures, loans from financial institutions /
commercial banks, public deposits and retained profits.
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4.1.5 Short-term Loans
Short-term finance is obtained for a period of upto one year. These are required to meet
the day-to-day business requirement or working capital. Source of short-term finance are:
1.
2.
3.
4.

Loans from commercial banks
Public deposits
Trade Credit
Factoring

6.
7.
8.
9.

Discounting of Bills of Exchange
Bank Overdraft and Cash credit
Advances from customers
Accruals

4.1.6 Lease Finance
A lease is a sort of contract whereby the owner of an asset (called lessor) grants to another
party (called lessee) the exclusive right to use the asset usually for an agreed period of time
in return for the payment of rent. Leasing is an alternative to loan financing. There are
four types of leasing as follows:
▪

Capital Lease which is non-cancelable and where the period of lease generally
corresponds to the useful life of the asset

▪

Operating Lease which is a lease cancelable at the option of lessee with prior notice
and where the lease term is shorter than the economic life of the asset

▪

Sale and Leaseback where a firm sells an asset to another party who in turn leases it
back to the firm. The firm thus receives the sale price in cash and also the economic
use of the asset sold, for periodic rental payments.

▪

Leveraged Leasing is a lease arrangement in which the lessor provides an equity
portion (say 25%) of the leased asset’s cost and third-party lenders provide the balance
of the financing.

4.1.7 Hire Purchase
Hire purchase is an agreement under which the owner called ‘hire vendor’ gives delivery
of goods to the buyer called ‘hire purchaser’ who pays the price in certain number of
installments. The hire vendor retains the ownership of the goods with him until the last
installment is paid. The installments paid consists of principal and interest payments.

Basis

Hire Purchase

Leasing

Nature of
Transaction

Installment credit for goods purchased
Right to use the equipment in
in return for a rental payment that
return for a rental payment
includes principal + interest

Option for
Purchase

An option is provided to the hirer to
buy the asset

Nature of Rental Only interest portion of the HP
Expenditure
installment is revenue expenditure
Ownership

Passes on to the hire purchaser on the
payment of the last installment

No such option is provided to
the lessee to purchase the goods
Lease rentals paid are entirely
revenue expenditure
Does not pass on even after
payment of the last installment
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4.1.8 Factoring
Factoring is yet another type of financial service provided by banks, NBFCs and other
specialized organizations to SMEs. When SMEs sell on credit basis, collection of
receivable becomes a serious problem for them which affects their working capital. In
such a case, factoring service providers come to their rescue to make collection from
debtors.
Factoring involves sale of receivables to specialized firms called Factors. Factoring is an
arrangement under which a financial institution (called factor) undertakes the task of
collecting the book debts of its client in return for a service charge in the form of discount.
The factoring institution eliminates the client’s risk of bad debts by taking over the
responsibility of book debts due to the client. The factoring institution advances a portion
of the value of book debts of the client immediately and the balance on maturity of book
debts.

4.1.9 Venture Capital
Venture capital is a form of financing especially designed for funding high-technology,
high-risk and perceived high-reward projects. While a conventional lender seeks to fund
projects with proven technologies and already established markets, a venture capitalist
provides funds to the entrepreneurs pursuing new and hitherto unexplored avenues and
ideas.

4.2

HUMAN RESOURCE MOBILIZATION
Human resource mobilization means the recruitment and bringing together of human
resources for a collective action designed to enhance the firm’s performance. It is the
process by which an entrepreneur ensures that he has the right number of people, right
kind of people (with appropriate skills) at the right place and the right time to do work and
are economically the most suitable. The HR mobilization process consists of the following
steps:
✓ Identifying Job Requirements ✓ Recruitment
✓ Selection
✓ Training & Development

✓ Remuneration

4.2.1 Identifying Job Requirements
The job requirements must be identified before an enterprise selects employees which
comprises job analysis, job description and job specification as outlined below.
1. Conducting Job Analysis
This is an investigation into various aspects of a task in terms of skill, qualification, duties
and responsibilities. It covers job title, the department to which it relates, line of
supervision, relationship with other jobs, types of material and equipment used, mental
and manual dexterity, working condition, etc.
2. Job Description
Job description deals with what, why, when and how tasks are to be performed. In other
words, it is a written statement of work conditions, time involvement and job
responsibilities.
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3. Job Specification
Job specification is a description of the salient features of the person to be recruited in the
specific job. It is a standard against which the salient features of the employee are matched
to ascertain how far he/she matches the job specification. In other words, it describes the
personal qualities of the employee like their knowledge, skills, experience, qualities of
leadership, decision making abilities, etc.

4.2.2 Recruitment
Recruitment in SMEs is a difficult process unlike large industries which offer better salary,
benefits and stability. These limitations impose severe problems for small enterprises for
attracting qualified and committed work force. The entrepreneur should also strive hard
to create a public image of his enterprise as a worthy place to work and prosper.
Broadly, there could be two sources of recruitment in SMEs: 1. Internal Sources and 2.
External Sources.
1. Internal Sources
Internal sources refer to recruitment from the present workforce of the enterprise itself.
Filling vacancies from existing employees boost the morale of the employees by providing
scope for career development and advancement. One of the serious drawbacks of this
method is that the quality level will be limited to that of the existing employees and the
option to recruit fresh talent is excluded.
2. External Sources:
Employees Referrals: More often, the existing employees of the enterprise and other
sister organizations can refer suitable candidates. In this case, kinship, friendship and
nativity ties of the existing employees play a major role in the recruitment process.
Recommendations: Sometimes the entrepreneurs receive recommendations from their
friends and relatives to employ the persons known to them. Experience suggests that the
entrepreneurs need to be cautions in considering such recommendations. The best
principle in such case will be ‘Never hire a person to please someone, make sure that he
will add value to your business.’
Unsolicited Applications: This is one of the common methods adopted by SMEs to recruit
generic skills. The job applications received by the firm from several sources over a period
of time are kept in the active file which are scrutinized and suitable candidates called for,
when there is a requirement.
Advertisements: Cost of advertisement and the considerable time to be invested in sifting
through the large number of candidates are the major deterrents of this method. In case
the entrepreneur wants to get the best talents or identify candidates with some special skills
this method can be employed.

4.2.3 Selection
The basic purpose of selection is to find the right kind of people to fill the available
positions. An orderly and systematic procedure is therefore advisable. Selection of over
or under qualified persons should be avoided. Although, the selection procedure varies
from enterprise to enterprise, most commonly used selection procedures in SMEs are
explained below.
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1. Preliminary Interview
If the recruitment program is non-selective, the preliminary interview is likely to be used
in selection. This interview is generally short, often lasting for ten to fifteen minutes. The
basic purpose of the preliminary interview is to determine an applicant’s suitability for
further consideration. The kind of work available in the enterprise is explained by the
interviewer. If the applicant is found suitable, he/she is allowed to continue to the next
stage of the selection procedure.
2. Application Blank
Questions like work history, education level, work experience and nature of work done are
asked in the question blank. Application questions are related to the probability of job
success.
3. Psychological Test
Psychological tests mostly contain a series of questions with a choice of two or more
possible answers for the applicant to choose from. Aptitude Test, Performance Test,
Personality test and Interest Test are some examples.
4. References
Personal references are generally unreliable and biased. Therefore, the names of previous
employers and teachers are considered more reliable and unbiased in giving judgment
about one’s past experienced/performance.
5. Interview
Interview helps to evaluate more effectively the applicant’s potential for success in a
particular job. The objective is to measure those qualities and traits that cannot be
measured by other devices like test or application blank.
6. Physical Examination
A physical examination is usually placed towards the end of the selection process. It gives
the enterprise current information about the applicant’s physical health at the time of
selection or hiring.
7. Placement
Once a new employee has been selected, he/she is finally placed to perform the specific
job. A new entrant should be formally introduced to fellow workers, shown the location
of facilities available and informed of regulations, if any.
8. Orientation
The employees selected should be made familiar with their enterprise objectives and
activities and acquainted with their jobs. The orientation period will help them learn about
their work environment.

4.2.4 Training & Development
Training may be defined as any procedure initiated by an enterprise which intends to foster
and enhance learning among the employees working in the enterprise.

R D Vasudevan (This document is for student’s use only. Not to be reproduced or circulated)
50

BA4032-Entrepreneurship Development

Unit 4 – Launching of Small Business

1. Objectives
The main objectives of training are:
▪

To improve job performance by enhancing employee’s knowledge and skill

▪

To make employees competent to discharge the new responsibilities

▪

To impart skills on how to operate new machinery or equipment

▪

To reduce wastage and avoid accidents

▪

To develop a second line of succession

2. Characteristics
Characteristics of a successful training program are:
▪

Its objectives and scope are clearly defined

▪

The training techniques are related directly to the need and objectives of the
organization

▪

It employs accepted principles of learning

▪

As far as possible, it is conducted in the actual job environment

3. Methods of Training:
On the job Training: The oldest and most commonly used training technique is on-thejob training. It consists of the employees receiving training from their supervisors and
other departmental members while they perform their regular jobs. Such training is
considered essential on every job available in the enterprise. On-the-job training has three
steps:
Demonstration: The job is demonstrated to the employees and each step involved
in the process is explained thoroughly
Performance: The trainees perform the task they learnt in step one
Inspection: In the third and final step, the work performed by the employees, as
mentioned in the step two, is inspected and immediate feedback on the
performance is given to the employees.
Apprenticeship Training: Apprentice training combines both formal classroom learning
and on-the-job experience. This kind of training program is provided mainly to the
technical cadre.
Job Rotation: In this training program, employees are moved from one job to another for
a few hours a day, a few days or several weeks. This kind of training is particularly
beneficial in the case of SMEs where each employee has a thorough understanding of the
different functions performed in the enterprise.
Outside Training: Outside training consists of the employees being trained at
schools/institutes outside the enterprise. Training is a continuous process of employee
development.

4.3

OPERATIONS PLANNING
The term production management is more used for a system where tangible goods are
produced. Operations management is used to refer to both service organizations and
manufacturing enterprises.
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Operations management deals with processes. A process is an activity or group of
activities that takes one or more inputs, transforms them, adds value to them, and provides
one or more outputs for its customers. Value addition is the difference between the cost
of inputs and the price of outputs. Following are the major components of operations
planning:
▪

Demand Forecasting

▪

Capacity Planning

▪

Facility Location

▪

Facility Layout

▪

Material Requirements Planning

▪

Manufacturing Resource Planning

▪

Enterprise Resource Planning

4.3.1 Demand Forecasting
Systematic methods to know the future by scientific analysis based on facts and possible
consequences is called forecasting. Sales forecasting is the most important activity in the
business because all other activities depend upon the sales of the concern. Sales
forecasting is the basis of planning the various activities i.e., production activities, pricing
policies, personnel policies as to recruitment, transfer, promotion, training, wages etc.
Various factors that influence the forecast are:
▪

Environmental changes

▪

Changes in the preference of the user

▪

Number of competitive products

▪

Disposable income of consumers, etc.

In forecasting the production, important factors to be considered are:
▪

Demand from the marketing department

▪

Rate of labour absenteeism

▪

Availability of materials

▪

Available capacity of machines

▪

Maintenance schedules

▪

Delivery schedules, etc.

Forecasting Methods
▪

Survey of Buyers’ intentions

▪

Sales force opinion

▪

Executive judgment

▪

Expert opinion

▪

Market test and

▪

Trend projection.
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4.3.2 Capacity Planning
Capacity is the rate of productive capability of a facility. Capacity is usually expressed as
volume of output per period of time. Effective management of capacity, i.e., planning and
control of capacity, is an important responsibility of production and operations
management. The objective of capacity management is to match the level of operations
to the level of demand. Capacity planning is to be carried out keeping in mind future
growth and expansion plans, market trends, sales forecasting, etc. Two kinds of factors
affecting capacity planning are:
Controllable Factors that include amount of labour employed, facilities installed,
machines, tooling, shifts of work per day, days worked per week, overtime work,
subcontracting, preventive maintenance and number of production set ups.
Less Controllable Factors that include absenteeism, labour performance, machine breakdowns, material shortages, scrap and rework, strike, lock-out, fire accidents, natural
calamities (flood, earthquake etc.), etc.

4.3.3 Facility Location
Plant location may be understood as the function of determining where the plant should be
located for maximum operating economy and effectiveness. The selection of a place for
locating a plant is one of the problems, perhaps the most important, which is faced by an
entrepreneur while launching a new enterprise. A selection on pure economic
considerations will ensure an easy and regular supply of raw materials, labour force,
efficient plant layout, proper utilization of production capacity and reduced cost of
production. An ideal location may not, by itself, guarantee success; but it certainly
contributes to the smooth and efficient working of an organization. A bad location, on the
other hand, is a severe handicap for any enterprise and it finally bankrupts it. It is,
therefore, very essential that utmost care should be exercised in the initial stages to select
a proper place. Once a mistake is made in locating a plant it becomes extremely difficult
and costly to correct it.
To be systematic, in choosing a plant location, the entrepreneur would do well to proceed
step by step as follows:
▪
▪
▪
▪

Within the country or outside
Selection of the region
Selection of the locality and
Selection of the exact site.

Location choice is influenced by:
▪ Availability of RM, Labour, Power, Transport
▪ Nearness to Market
▪ Suitability of Climate
▪ Government Policy
▪ Existence of Complementary and Competing Industries
▪ Soil, Size and Topography
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4.3.4 Facility Layout
Plant layout, also known as layout of facility, refers to the configuration of departments,
work-centers, equipment, machinery, utilities, customer service areas, material storage
areas, aisles, rest rooms, lunch rooms, coffee/tea bays, offices, and computer rooms with
focus on the patterns of flow of materials through the production system and people
around, into and within the buildings. The goal of layout planning is to allow workers and
equipment to operate more effectively.
1.
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪

Objectives of Good Plant Layout
Higher utilization of space, equipment and people
Improved flow of materials, information and people
Reduced congestion or reduced bottlenecks
Reduced health hazards and accidents
To allow ease of maintenance
To facilitate better coordination and face-to-face communication
To improve productivity
To provide ease of supervision
To provide product flexibility and volume flexibility
To utilize available space efficiently and effectively

The different types of layouts are:
1. Process layout or functional layout or job shop layout
2. Product layout or line processing layout or flow-line layout
3. Project Layout or fixed position layout or static layout
4. Combination layout or hybrid layout.
1. Process Layout
Also called the functional layout or batch production layout, the process layout involves a
grouping together of similar machines in one department. For example, machines
performing drilling operations are installed in the drilling department; machines
performing turning operations are grouped in the turning department and so on.
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2. Product Layout
Also called the straight-line or flow-line layout, the product layout involves the
arrangement of machines in one line depending upon the sequence of operations. Material
is fed into the first machine and finished products come out of the last machine. In
between, partly finished goods move from machine to machine. The output of one
machine becoming the input for the next. The emphasis here is on special purpose
machines in contrast to general purpose machines in the process layout.

Product Layout 1

Product Layout 2
3. Fixed Position Layout
In this type of layout, also referred to as project layout, the material or major component
remains in a fixed location and tools, machinery and men as well as other pieces of material
are brought to this location. The movement of men and machines to the product is
advisable because the cost of moving them would be less than the cost of moving the
product which is very bulky. Also called static layout, this type is followed in the
manufacture of bulky and heavy products, such as locomotives, ships, boilers, air crafts
and generators.
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Fixed Position Layout 1

Fixed Position Layout 2
4. Mixed or Group Technology or Combined Layout
The application of the principles of product layout or process layout in their strict meanings
is difficult to come across in practice. A combination of the product and process layouts
is noticed in most industrial establishments.
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4.3.5 Material Requirements Planning
Material requirements planning (MRP) refers to the basic calculations used to determine
component requirements from end item requirements. It also refers to a broader
information system that uses the dependence relationship to plan and control
manufacturing operations. The technique determines what components are needed, how
many are needed, when they are needed and when they should be ordered so that they are
likely to be available as needed.
1. MRP Objectives
▪
▪
▪
▪

Inventory reduction
Reduction in the manufacturing and delivery lead times
Realistic delivery commitments
Increased efficiency

2. Advantages of MRP
▪
▪
▪
▪
▪
▪

Reduced inventory, idle time and setup time
Ability to change the master production schedule
Ability to price more competitively
Better customer service
Better response to market demands
Reduced sales price.

4.3.6 Manufacturing Resource Planning
MRP breaks down the Business Plan into specific tasks that people agree to execute and
are held accountable for. It involves all departments viz.:
✓ Materials
✓ Sales & Marketing
✓ Manufacturing
✓ Engineering

✓ Purchasing

✓ Finance.

MRP lays the basic foundation for shop-floor control.

4.3.7 Enterprise Resource Planning
ERP is a business process management software package developed for optimum use of
resources of an enterprise in a planned manner. ERP integrates the entire enterprise
starting from the supplier to the customer, covering logistics, financial and human
resources. This will enable the enterprise to increase productivity by reducing costs. Once
the ERP is implemented, a single solution addresses the information needs of the whole
organization.

4.4

MARKET AND CHANNEL SELECTION

4.4.1 What is a Market?
A market is the set of actual and potential buyers of a product or service. These buyers
share a particular need or want that can be satisfied through exchange relationships.
Originally a market was a physical place where buyers and sellers gathered. But today it
can be a virtual place and the transaction can take place over phone, the Internet, email,
etc.
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4.4.2 What is Marketing?
Marketing means managing markets to bring about profitable customer relationships.
Activities such as Market Research, Product Development, Communication, Distribution,
Pricing and Service are core marketing activities. Market Research is the process of
collecting data relevant to a specific marketing problem faced by the company, analyzing
and interpreting the data for taking well informed management decisions.

4.4.3 Sales Vs Marketing
1. The Selling Concept
Many companies follow the selling concept, which holds that consumers will not buy
enough of the firm’s products unless it undertakes a large-scale selling and promotion
effort.
2. The Marketing Concept
The marketing concept holds that achieving organizational goals depends on knowing the
needs and wants of target markets and delivering the desired satisfactions better than
competitors do. Under the marketing concept, customer focus and value are the paths to
sales and profits. Instead of a product-centered make-and sell philosophy, the marketing
concept is a customer-centered sense-and-respond philosophy. The job is not to find the
right customers for your product but to find the right products for your customers.

4.4.4 Marketing Management
Managing the marketing process comprises the five marketing management functions
namely, Analysis, Planning, Implementation, Organization, and Control. The company
first develops company-wide strategic plans and then translates them into marketing and
other plans for each division, product, and brand. Through implementation and
organization, the company turns the plans into actions. Control consists of measuring and
evaluating the results of marketing activities and taking corrective action where needed.
Finally, marketing analysis provides the information and evaluations needed for all the
other marketing activities.
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4.4.5 Market Segmentation
The market consists of many types of consumers, products, and needs. The marketer must
determine which segments offer the best opportunities. Consumers can be grouped and
served in various ways based on geographic, demographic, psychographic, and behavioral
factors. The process of dividing a market into distinct groups of buyers who have different
needs, characteristics, or behaviors and who might require separate marketing strategies
or mixes is called market segmentation. Market segment consists of consumers who
respond in a similar way to a given set of marketing efforts.

4.4.6 Target Markets
After a company has defined its market segments, it can enter one or many of these
segments. Market targeting involves evaluating each market segment’s attractiveness and
selecting one or more segments to enter. A company should target segments in which it
can profitably generate the greatest customer value and sustain it over time.

4.4.7 Differentiation and Positioning
After a company has decided which market segments to enter, it must determine how to
differentiate its market offering for each targeted segment and what positions it wants to
occupy in those segments. Positioning is arranging for a product to occupy a clear,
distinctive, and desirable place relative to competing products in the minds of target
consumers. Marketers plan positions that distinguish their products from competing
brands and give them the greatest advantage in their target markets. In positioning its
brand, a company first identifies possible customer value differences that provide
competitive advantages on which to build the position.
Thus, effective positioning begins with differentiation—actually differentiating the
company’s market offering to create superior customer value. It is the process of
distinguishing a product or service from others to make it more attractive to a particular
target market to create a competitive advantage. It is not just standing out from the
competition, but also standing above than the rest. Once the company has chosen a desired
position, it must take strong steps to deliver and communicate that position to target
consumers. The company’s entire marketing program should support the chosen
positioning strategy.
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4.4.8 Value Proposition
A brand’s value proposition is the set of benefits or values it promises to deliver to
consumers to satisfy their needs. It is more than the core positioning of the offering. Such
value propositions differentiate one brand from another. They answer the customer’s
question: “Why should I buy your brand rather than a competitor’s?”
Companies must design strong value propositions that give them the greatest advantage in
their target markets. The value proposition is thus a promise about the experience
customers can expect from the company’s market offering and their relationship with the
supplier. Whether the promise is kept depends on the company’s ability to manage its
value delivery system. The value delivery system includes all the experiences the
customer will have on the way to obtaining and using the offering. At the heart of a good
value delivery system is a set of core business processes that help deliver distinctive
consumer value.
A company can offer greater customer value by either charging lower prices than
competitors or offering more benefits to justify higher prices.

4.4.9 Marketing Mix
After determining its overall marketing strategy, the company is ready to begin planning
the details of the marketing mix, one of the major concepts in modern marketing. The
marketing mix is the set of tactical marketing tools —product, price, place, and
promotion— that the firm blends to produce the response it wants in the target market.
The marketing mix consists of everything the firm can do to engage consumers and deliver
customer value. The many possibilities can be collected into four groups of variables—
the four Ps.

The Four Ps of Marketing Mix
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4.4.10 Marketing Channel
Most producers do not sell their goods directly to the final users; between them stands a
set of intermediaries performing a variety of functions. These intermediaries constitute a
marketing channel (also called a trade channel or distribution channel). Formally,
marketing channels are sets of interdependent organizations participating in the process of
making a product or service available for end-use. They are the set of pathways a product
or service follows after production, culminating in purchase and consumption by the final
end user.
Some intermediaries, such as wholesalers and retailers, buy, take title to, and resell the
merchandise; they are called merchants. Others (brokers, manufacturers’ representatives,
sales agents) search for customers and may negotiate on the producer’s behalf but do not
take title to the goods; they are called agents. Still others (transportation companies,
independent warehouses, banks, advertising agencies) assist in the distribution process but
neither take title to goods nor negotiate purchases or sales; they are called facilitators.
Channels of all types play an important role in the success of a company and affect all
other marketing decisions. Marketers should judge them in the context of the entire
process by which their products are made, distributed, sold, and serviced.

4.4.11 Channel Functions
▪
▪
▪
▪
▪
▪
▪
▪
▪

Gather information about potential and current customers and competitors
Develop and disseminate persuasive communications to stimulate purchasing
Negotiate and reach agreements on price and other terms
Place orders with manufacturers
Acquire the funds to finance inventories
Assume risks connected with carrying out channel work
Provide for the successive storage and movement of physical products
Provide for buyers’ payment of their bills through banks
Oversee actual transfer of ownership from one organization or person to another.

4.4.12 Channel Levels
The producer and the final customer are part
of every channel.
The number of
intermediaries decide the length of a
channel. Figure here illustrates several
consumer-goods marketing channels of
different lengths.
A zero-level channel, also called a direct
marketing channel, consists of a
manufacturer selling directly to the final
customer. The major examples are mail
order, online selling, TV selling,
telemarketing, door-to-door sales, home
parties, and manufacturer-owned stores. An
example is Tupperware which sold its
containers via in-home parties.
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A one-level channel contains one selling intermediary, such as a retailer. A two-level
channel contains two intermediaries, typically a wholesaler and a retailer, and a three-level
channel contains three. Obtaining information about end users and exercising control
become more difficult for the producer as the number of channel levels increases.

4.4.13 Selection of a Marketing Channel
To select a marketing channel system, marketers analyze:
▪
▪
▪
▪
▪

Customer needs and wants
Channel objectives & constraints
Identify / evaluate major channel alternatives
The product and
The competitive environment

All these factors have a strong bearing on the type of distribution channel selected. A
company should be very deliberate in deciding upon a distribution channel as it is
expensive, cumbersome and can invite litigations to dismantle a distribution channel once
it is established because interests of independent intermediaries are involved.
1. Marketing Factors
▪ Buyers may prefer to buy from a particular type of outlet, and only at a particular
time, and a supplier needs to match such customer expectations.
▪

A supplier also needs to be mindful of customer needs regarding product
information, installation and technical assistance. The company has to decide
whether the channel intermediary can meet these needs in terms of expertise,
commitment and cost or it has to set up its own infrastructure to serve customers’
needs effectively.
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▪

A company has to resort to direct distribution if distributors refuse to distribute its
product because the brand or the product is not well established or there is not
enough margin. Manufacturer will have to look at branding as their weapon for the
long term, against powerful intermediaries.

▪

The profit margins demanded by wholesalers and retailers need to be assessed in
comparison with those that will be incurred if the company decides to sell directly to
customers.

▪

Direct distribution is feasible if the customer base is clustered, and is local. When a
company has large number of customers who buy in small lots, and are widely
dispersed, it has to use channel intermediaries to reach them.

2. Manufacturer Factors
▪ Most manufacturers want to focus on designing and producing quality products, and
hence want to delegate the task of selling and distributing to channel intermediaries.
▪

Some manufacturers lack the financial and managerial resources to take on the tasks
of selling and distributing.

▪

A wide mix of products makes direct distribution feasible, as the cost of setting up
and operating a common distribution infrastructure is distributed over a larger
number of products. Narrow or single product companies therefore, use channel
intermediaries to sell and distribute their products.

▪

When a company uses independent channel intermediaries, the company loses
control of the price charged to customers and the way the product is stocked and
presented to customers.

3. Product Factors
▪ Design and production of large and complex products need personal contact between
the manufacturer and customer. These products are also expensive, and hence direct
selling and distribution of such products is economically viable.
▪

The manufacturer and customer remain in active contact during the lifetime of the
equipment, as both need to collaborate during its installation, operation and service.

▪

Perishable products require short channels to supply the customer with fresh stock.

▪

Bulky or difficult to handle products may require direct distribution due to space
constraint in displaying such bulky products.

4. Competitive Factors
▪ If competitors control traditional channels of distribution a company has to decide to
sell directly or set up its own distribution network.
▪

Players of an industry sell and distribute in a particular way, but a manufacturer
should explore alternative means of reaching customers i.e., use distributors and
retailers not used by competitors to reach customers.

▪

Alternate distribution channels may be used as a means of attaining competitive
advantage. For instance, Dell uses direct marketing to gain a substantial competitive
advantage by customizing personal computers to suit customer requirements.
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4.4.14 Distribution Intensity
Deciding the number of outlets in a region or for a population, i.e., the intensity of outlets
is a critical decision. If the number of outlets is more than required, the cost of serving a
customer goes up and if less, customers will face difficulty in accessing the outlets. There
are three options for a company as illustrated in the figure below.

1. Intensive Distribution
Intensive distribution is required for products that are inexpensive and customers can
choose from large number of equally good brands. The objective is to achieve maximum
coverage of the market by using all available outlets.
2. Selective Distribution
For products like electronics goods and home appliances, a manufacturer uses a limited
number of outlets in a geographical area. It selects the best outlets in the area in terms of
their location, space, decor and the owners’ enthusiasm to carry its products.
3. Exclusive Distribution
Exclusive distribution is appropriate where the product is important to the customer and
he is willing to travel to buy his preferred brand. The product is expensive and hence the
company will incur high inventory holding costs if it is stocked at too many locations.

4.4.15 Channel Integration
Degree of channel integration varies widely. The manufacturer or any particular
intermediary has minimal control when independent wholesalers, dealers and agents are
part of the distribution channels. At the other extreme, in the wholly-owned distribution
infrastructure, the channel members are owned by the manufacturer who exercises
complete control over them. Somewhere in between are arrangements like franchise
operation where both franchiser and franchisee exercise power and discretion in their areas
of jurisdiction.

4.4.16 Franchising
A franchise is a legal contract in which the manufacturer or the producer and the
intermediary agree to each member’s rights and obligations. The intermediary receives
marketing, managerial, technical and financial services from the producer in return for a
fee. Franchise operations give the manufacturer a certain degree of control over its
intermediaries. Franchising occurs at four levels as shown in the illustration below.
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GROWTH STRATEGIES

4.5.1 Why Business Enterprises Need to Grow?
Growth implies strength and stamina and enables a business enterprise to face adversities,
challenges, competition, hardships, etc. Thus, growth is vital for survival. The use of
modern technology involves huge investments and big size of business facilitates
investment on such technology. Also, big businesses are in a better position to complete
cumbersome statutory and regulatory procedures. The entrepreneurs desire for social and
economic recognition also motivates one to build a business empire.

4.5.2 Growth Indicators
Increase in sales turnover, volume of output (economies of scale), product / service range
(economies of scope), geographical presence, number of customers served, etc., are some
of the indicators of business growth.

4.5.3 Economies of Scale
Economies of scale refer to the cost advantage experienced by a firm when it increases its
level of output. The advantage arises due to the inverse relationship between per-unit fixed
cost and the quantity produced. The greater the quantity of output produced, the lower the
per-unit fixed cost.
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Economies of scale also result in a fall in average variable costs with an increase in output.
This is brought about by operational efficiencies and synergies as a result of an increase
in the scale of production.

4.5.4 Economies of Scope
Economies of scope is an economic concept that refers to the decrease in the total cost of
production when a range of products are produced together rather than separately. In many
cases, economy of scope is a generalization of economy of scale rather than an opposing
concept.

4.5.5 Assessing Growth Opportunities
If there is a gap between future desired sales and projected sales, the entrepreneur will
need to develop or acquire new businesses to fill it. The first option is to identify
opportunities for growth within current businesses (intensive opportunities). The second
is to identify opportunities to build or acquire businesses related to current businesses
(integrative opportunities).
1. Intensive Growth Strategy
Entrepreneurs should first review opportunities for improving existing businesses. One
useful framework is a ‘product-market expansion grid,’ illustrated below which considers
the strategic growth opportunities for a firm in terms of current and new products and
markets.
The firm first considers whether it could gain more market share with its current products
in their current markets, using a market-penetration strategy. A strategy to grow by
encouraging existing customers to buy more of the firm’s current products by, say, offering
discounts for buying more to grab market share from competitors.
Next it considers whether
it can find or develop new
markets for its current
products, in a marketdevelopment
strategy.
This strategy involves
selling existing products
to new groups of
customers in terms of
geographics,
demographics and / or
new use of the product.
Then it considers whether
it can develop new products for its current markets with a product-development strategy.
This strategy involves developing and selling new products to people who are already
purchasing the firm’s existing products by leveraging existing customer knowledge,
distribution system and firm’s reputation.
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2. Integrative Strategy
Later the firm will also review
opportunities to develop new
products for new markets in a
diversification strategy.
The
diversification strategies can be
categorized into few types as
illustrated
in
the
figure.
Unrelated
diversification,
though undertaken by big
established corporates, is not
suitable for an entrepreneurial
venture wanting to grow, as
diversifying into unrelated areas
is fraught with high-levels of risk. In related diversification, the firm can build or acquire
a business: (i) in same or
similar line of activity, in
order to achieve growth
which is termed as
horizontal integration or
(ii) that is engaged in the
same line of activity as
the
firm’s
existing
supplier
(backward
integration) or the firm’s
existing
customer
(forward
integration).
Vertical
Integration
could be either forward or
backward integration.

4.6

PRODUCT LAUNCHING
Product launch process is a step-wise process followed by firms when they want to launch
their product in the market. Product launch process need to be designed and planned
according to the nature of product, industry type, investment budget available, expected
return on investment etc. Product launch process requires detailed planning and
preparation for effectively positioning our product in the minds of the target customer.
The main steps of a successful product launch process are as shown below.
1. Target Audience
The first step in the product launch process is to accurately identify the target audience
which needs to be addressed in the target market.
2. Packaging
The second step involves designing the product packaging which is unique and different.
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3. Slogan & Timeline
The third step is to define a time-line which needs to be followed during the product
launch. Also, effective marketing slogans and taglines have to be prepared to attract
customers.
4. Analyze Competitors
The next step involves understanding the current competitor strategy and their marketing
effectiveness.
5. Consulting a Public Relations Firm
Product launch process also involves consulting public relations companies to ensure an
effective marketing plan to reach out to a wider audience.
6. Product Sheet
Creating a product sheet having the list of product features is important for product launch.
This sheet would explain the product to the customers and clear their doubts about the
product.
7. Website
Launching a website of the company, product or brand (if it is not existent) is the next step.
If it exists, it needs to be revamped & updated to reflect the new products.
8. Advertise
This is the most important step in the product launch process. Advertisements need to be
released in appropriate media to maximize the reach. Online and social media channels
can be leveraged as they are economical and effective.
9. Press Conference
Finally holding a press conference and addressing the media about the product features,
company goals, technology and people behind it, the compelling need it fulfills, etc., will
contribute significantly to the product’s success.
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INCUBATION, VENTURE CAPITAL & STARTUPS

4.7.1 Incubation
Business incubation is a unique and highly flexible combination of business development
processes, infrastructure and people designed to nurture new and small businesses by
helping them to survive and grow through the difficult and vulnerable early stages of
development.

The goal of incubators is to increase the chance that a start-up will succeed, shorten the
time of launch and reduce the cost of establishing and growing its business. Business
incubation provides SMEs and start-ups with the nurturing environment needed to develop
and grow their businesses, offering everything from virtual support, rent-a-desk to stateof-the-art laboratories and many services in between. They provide direct access to hands
on intensive business support, access to finance and experts and to other entrepreneurs and
suppliers to really make businesses and entrepreneurs grow.
As a self-sustaining organization business incubation program should also provide
services to itself as it should also be managed. Therefore, the whole range of services, that
business incubators provide, consists of services for startup clients and support system
services for the Incubator (E.g. No. 7. Management of the program in the above figure).
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4.7.2 Venture Capital
Venture capital is a form of financing especially designed for funding high-technology,
high-risk and perceived high-reward projects. While a conventional lender seeks to fund
projects with proven technologies and already established markets, a venture capitalist
provides funds to the entrepreneurs pursuing new and hitherto unexplored avenues and
ideas.
The venture capital firm earns money by owning equity in the companies it invests in.
VCs can provide large sums of money, business advice and contacts for the startup firms
to become successful. Venture capitalists typically invest in companies they anticipate to
be sold either to the public or to larger firms within the next several years. Companies
they will consider investing in usually have the following features:
▪ Rapid, steady sales growth
▪

A proprietary new technology or dominant position in an emerging market

▪

A sound management team

▪

The potential for being acquired by a larger company or taken public in a stock
offering.

In addition, venture capitalists often define their investment depending on the stage of the
life cycle in which the business being funded is in as listed below.
✓ Seed financing
✓ Startup financing
✓ Second-stage financing
✓ Bridge financing

✓ Leveraged buyout

Some venture capitalists prefer to invest in firms only during start-up where the risk is
highest but so is the potential for return. Other venture capital firms deal only with secondstage financing for expansion purposes or bridge financing where they provide capital for
growth until the company goes public. Finally, there are venture capital companies that
concentrate solely on supplying funds for management-led buyouts. The venture capital
firms can be categorized into three types as follows.
1. Private Venture Capital Partnerships
This is perhaps the largest source of risk capital and generally look for businesses that have
the capability to generate a 30 percent return on investment each year. They like to actively
participate in the planning and management of the businesses they finance and have very
large capital bases--up to $500 million--to invest at all stages.
2. Industrial Venture Capital Pools
They usually focus on funding firms that have a high likelihood of success, like high-tech
firms or companies using state-of-the-art technology in a unique manner.
3. Investment Banking Firms
These firms traditionally provide expansion capital by selling a company's stock to public
and private equity investors. Some also have formed their own venture capital divisions
to provide risk capital for expansion and early-stage financing.
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4.7.3 Startups
A startup is a young, dynamic company built on technology and innovation wherein the
founders attempt to capitalize on developing a product or service for which they believe
there is a demand.
Stages of the Startup Lifecycle

Pre-startup
Discovery: Identify a potential scalable product/service idea for a big enough target
market
Validation: The service or product discovered hits the market, looking for the first clients
ready to pay for it
Startup
Efficiency: The entrepreneur begins to define his/her business model and looks for ways
to increase customer base
Scale: Pushing the growth of the business aggressively while increasing its capacity to
grow in a sustainable manner
Growth
Maintenance: Maximizing benefits and facing problems derived from the global
dimension that the business has achieved
Sale or Renewal: The decision to sell the startup to a giant or acquire huge resources that
the brand will need to continue growing.
Effective Operational Management of Startups
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5.

MANAGEMENT OF SMALL BUSINESS

5.1

MONITORING AND EVALUATION OF BUSINESS
Although the term ‘monitoring and evaluation’ tends to get run together as if the two are
one and the same, monitoring and evaluation are, in fact, two distinct sets of organizational
activities.
Monitoring is the continuous and systematic assessment of activities to determine whether
they are proceeding as per targets set, use of inputs, infrastructure and services planned.
Evaluation involves periodic and time-bound assessment of activities towards
achievement of results, milestones and outcomes based on the use of performance
indicators.
Both activities require dedicated funds, trained personnel, monitoring and evaluation tools,
effective data collection / storage and time for effective inspection visits in the field.
Monitoring and evaluation are both tools and strategy which help a business know when
plans are not working, and when circumstances have changed. Both monitoring and
evaluation are focusing on:
▪ What is being done?
▪ How it is being done?
▪ Whether the plans are working? and
▪ When circumstances have changed?
They give the management the information it needs to make decisions about the business,
and about the changes that are necessary for strategy or plans. In this sense, monitoring
and evaluation are iterative.

5.1.1 Monitoring
Monitoring tracks the actual performance against what was planned or expected by
collecting and analyzing data on the indicators according to pre-determined standards. If
done properly, it is an invaluable tool for the good management and provides a useful base
for evaluation. It also identifies strengths and weaknesses in a program.
The performance information generated from monitoring enhances learning from
experience and improves decision-making. It enables you to determine whether the
resources available are sufficient and are being well used, whether the capacity you have
is sufficient and appropriate and whether you are doing what you planned to do.
Monitoring information is collected in a planned, organized, and routine way at specific
times, for example, daily, monthly, or quarterly. At some point, this information is needed
to be collated, brought together, and analyzed so that it can answer questions such as:
▪
▪
▪
▪

How well are we doing?
Are we doing the right things?
What differences are we making?
Does the approach need to be modified, and if so, how?
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5.1.2 Evaluation
Evaluation is a periodic in-depth time-bound analysis that attempts to assess systematically
and objectively the relevance, performance, impact, success, or the lack thereof and
sustainability of the on-going and completed programs of a business.
Evaluation relies on data generated through monitoring activities as well as information
obtained from other sources such as studies, research, in-depth interviews, focus group
discussions, etc.
In essence, evaluation is the comparison of actual business impacts against the agreedupon strategic plans. It is essentially undertaken to look at what you set out to do, at what
you could accomplish, and how you accomplished it.

5.1.3 Objectives of Monitoring and Evaluation
While monitoring and evaluation are two distinct elements, they are decidedly geared
towards learning from what you are doing and how you are doing it by focusing on many
essential and common objectives:
✓ Relevance
✓ Efficiency ✓ Effectiveness
✓ Impact
✓ Sustainability ✓ Causality

✓ Alternative Strategy

5.1.4 Differences between Monitoring and Evaluation
Sl. No.
Monitoring
1
Continuous process
Keeps track, analyzes and
2
documents progress
Focuses on inputs, activities,
3
outputs
Answers what activities were
4
implemented and the results
achieved
Alerts managers to problems and
5
provides options for corrective
measures
Self-assessment by supervisors
6

Evaluation
Periodic process at essential milestones
In-depth analysis, compares planned with
actual achievements
Focuses on outputs to inputs; results to
cost
Answers why and how results were
achieved
Provides managers with strategy and
policy options
Internal and/external analysis by
supervisors and external evaluators

5.1.5 Benefits of Monitoring and Evaluation
In monitoring and evaluation, we do not look for a profit; rather, we want to see whether
we are making a difference from what we had earlier. Monitoring and evaluation systems
can be an effective way to:
▪
▪
▪

Provide constant feedback on the extent to which the business is achieving their goals
Identify potential problems and their causes at an early stage and suggest possible
solutions to problems
Monitor the efficiency with which the different components of the business are being
implemented and suggest improvement
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Evaluate the extent to which the business can achieve its general objectives
Provide guidelines for the planning of future business initiatives
Improve design and show the need for mid-course corrections
Incorporate the views of the stakeholders

BUSINESS SICKNESS
Sickness is easy to understand but difficult to define. It is a relative term. In general, a
sick unit is one which is not healthy. A healthy unit is one which earns a reasonable profit,
i.e., return on capital employed and which builds up reserves after providing for
depreciation. Different agencies have defined industrial sickness differently. Some
important definitions of industrial sickness are given below.

5.2.1 Definition of Industrial Sickness
According to the Reserve Bank of India instruction (1989) ‘A sick unit is that which has
incurred a cash loss for one year and is likely to continue incurring losses in the current as
well as in the following year and the unit has an imbalance in its financial structure’.
The Sick Industrial Companies (Special Provisions) Act, (SICA) 1985 (Government of
India) defines a sick industry as ‘an industrial company (being a company registered for
not less than seven years), which at the end of any financial year has accumulated losses
equal to or exceeding its entire net-worth and has also suffered cash losses in the financial
year immediately preceding such financial year’.
The study team of the State Bank of India (SBI), 1975 ‘a sick unit is one which fails to
generate internal surplus on a continuing basis and depends on its survival upon frequent
infusion of external funds’.
An industrial unit is termed as weak if at the end of any accounting year it has (i)
Accumulated losses equal to or exceeding 50% of its networth in the immediately
preceding five accounting years, (ii) A current ratio of less than 1:1 and (iii) Suffers a cash
loss in the immediately preceding accounting year.
According to existing RBI guidelines on rehabilitation of sick SSI (Kohli Committee), a
small enterprise is considered sick if:
a) Any of the borrowal accounts of the unit remains substandard for more than six
months i.e., principal or interest in respect of any of its accounts has remained
overdue for a period exceeding one year; OR
b) There is erosion in the networth due to accumulated cash losses to the extent of 50%
of its networth during the previous accounting year; and
c) The unit has been in commercial production for at least for two years.
As per RBI notification dated 19-03-2008, an MSME may be treated to have reached the
stage of incipient sickness / potential sickness, if any of the following events are triggered:
a) There is delay in commencement of commercial production by more than 6 months
b) The company incurs losses for two years or cash loss for one year
c) The capacity utilization is less than 50% of the projected level in terms of quantity or
the sales are less than 50% of the projected level in terms of value during a year.
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5.2.2 Signals of Industrial Sickness
The important signals of industrial sickness are:
▪ Decline in capacity utilization
▪ Shortage of liquid funds
▪ Excessive inventories
▪ Irregularity in bank accounts
▪ Frequent breakdowns in plants
▪ Decline in quality of products
▪ Delay or default in payment of dues
▪ Frequent turnover over of personnel

5.2.3 Symptoms of Industrial Sickness
The persistence of various signals over a long period of time becomes symptoms of
sickness. The various signals ultimately reflect on plant performance, capacity utilization,
financial ratios and share price. Some of the important symptoms which characterize
industrial sickness are:
▪ Persisting shortage of cash
▪ Deteriorating financial ratios
▪ Widespread use of creative accounting
▪ Continuous tumble in the price of shares
▪ Frequent request to banks for loans
▪ Delay and default in the payment of statutory dues
▪ Delay in the audit of annual accounts and
▪ Morale degradation of employees and desperation among top management

5.2.4 Causes of Industrial Sickness
Based on the origin, the causes of sickness can be broadly classified into two categories,
(i) exogenous or external factors and (ii) endogenous or internal factors that are outlined
below.
1. External Causes
The eternal or exogenous factors are beyond the control of a SSI and usually affect the
industry sector as a whole. Examples are:
▪ Changes in the industrial policies of the government
▪ Scarcity of inputs like RM, Power, HR
▪ Lack of demand for the product
▪ Recessionary trends in the economy
▪ Technological obsolescence
▪ Industrial strikes, unrest
▪ Shortage of financial resources
▪ Natural calamities
2.
✓
✓
✓

Internal Causes
Working capital shortage
Lack of demand/Marketing problems
Non-availability of raw materials

✓ Technical/Operational problems
✓ Labour problems / Power shortage
✓ Management problems
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5.2.5 Consequences of Industrial Sickness
The major evil effects of industrial sickness in an economy are locking up the economy’s
financial resources, wastage of scarce capital assets, loss of production and increase in
unemployment. The various consequences of industrial sickness are listed below.
▪ Financial losses to Banks and Financial Institutions
▪ Loss of employment opportunities
▪ Emergence of industrial unrest
▪ Wastage of scarce resources
▪ Loss of revenue to Government
▪ Adverse effect on prospective investors and entrepreneurs

5.3

PREVENTION OF SICKNESS IN BUSINESS
The growing incidence of sickness by size, region and industry followed by its far reaching
socio-economic evil effects has necessitated the need to find an urgent solution for
prevention of sickness in Indian industry. Some of the measures to prevent onset of
sickness are listed below.

5.3.1 Preventive Measures
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪
▪

Proper project planning
Appropriate location of project
Ensuring availability of RM
Ensuring availability of labor & technical staff
Arranging finance at reasonable rates
Systematic Market Analysis
Scientific demand forecasting
Study of opportunities & threats
Assessing Consumer tastes & preferences
Selecting the right marketing channel
Competent management
Good performance reporting System

5.3.2 Remedial Measures by Government
Sickness in small scale industries is not a sudden phenomenon but it is a gradual process
taking 5 to 7 years eroding the health of a unit beyond cure. Therefore, the identification
and detection of the sickness at incipient stage is the first and foremost measure to detect
and reduce industrial sickness. Government with the help of banks and financial
institutions have done extensive research on sickness in Indian industries and have come
up with a list of prescribed remedial measures such as:
▪ Proper monitoring and control of operations
▪ Setting up common facilities and infrastructure
▪ Support for technology upgradation
▪ Identification of sickness at the incipient stage
▪ Evolving yardsticks to detect sickness at an early stage
▪ Providing training
▪ Rehabilitation funding
▪ Liquidation
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REHABILITATION OF SICK BUSINESS UNITS
The Government of India set up ‘Industrial Reconstruction Corporation of India
(IRCI)’ in 1971 to reconstruct and restructure the financial base as well as the management
of the assisted units besides providing financial assistance and technical / managerial
guidance. The control measures adopted by IRCI include:
▪

Transfer of major shares in the name of IRCI

▪

Appointment of IRCI nominees in the Board of Directors of the sick unit

▪

Appointment of personnel and nominees in key managerial post and purchase/sales
committees

▪

Frequent plant and factory inspections.

In August 1984, through a Parliamentary Act, IRCI was converted into a statutory body
called the Industrial Reconstruction Bank of India (IRBI). With its head office in
Kolkata, the IRBI is wholly owned by the Central Government. Apart from its role as the
principal credit and reconstruction agency for industrial revival, the IRBI has been given
powers to take over the management, lease out or sell the undertaking as a running concern
or prepare schemes of merger or amalgamation and submit them for Central Government’s
approval.
In 1985, the Sick Industrial Companies (Special Provisions) Act (SICA) was passed.
According to it, the Government has removed sick industrial companies from the purview
of the Monopolies and Restrictive Trade Practices Act, 1969, for purposes of
modernization, expansion, amalgamation or merger. Besides, for the early detection of
industrial sickness, instructions have been given to the banks to monitor the progress of
sick industrial units. In cases, where the net worth has been substantially eroded, financial
institutions have been directed to stop assistance to the units concerned. The Act also
provides for the setting up of a board of experts for industrial and financial reconstruction.
Though the Government started initiating policy measures to deal with sickness problem
in its different industrial policies, the most significant measure initiated to curb the
problem of industrial sickness started with the establishment of the Board for Industrial
and Financial Reconstruction (BIFR). The BIFR came into being by a special gazette
of the Government of India on 27th April 1987 and became operational on 15th May 1987.
Now sick SSIs also come within the purview of the BIFR. The procedure involved in
reporting and reviving sick SSIs by the BIFR are outlined below.

5.4.1 Reporting to BIFR
As per the law the Board of Directors of a sick industry is required to report the sickness
problem of the unit in the prescribed format to the BIFR within 60 days of finalization of
audited accounts for the financial year at the end of which the company has become sick.
Any other person / party i.e., financial institution / bank that has lent loan to the company,
the RBI, the central / state governments can also report the sickness problem of a unit to
the BIFR.

5.4.2 Enquiry by BIFR
When a case is referred to the BIFR, it is verified by the Registrar of BIFR as to whether
the facts of the case fall within the provisions of the SICA, 1985. If so, the BIFR accepts
the case and notifies a date for hearing the case. Normally, the lead financial institution
or the lead public sector bank that has financed the company is nominated as the Operating
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Agency. The enquiry is to be completed within 60 days and based on its outcome BIFR
will declare whether the company is sick or not. Once the BIFR declares a unit as sick,
rehabilitation / revival process sets in.

5.4.3 BIFR Rehabilitation Process
The rehabilitation process begins with assessing the viability position of sick units. An
SSI unit may be regarded as potentially viable if it would be in a position, after
implementing a relief package spread over a period not exceeding five years from the
commencement of the package, to continue to service its repayment obligations as agreed
upon including those forming part of the package without the help of the concessions, after
the aforesaid period.
The repayment period for restructured (past) debts should not exceed seven years from the
date of implementation of the package. Based on the norms specified above, it will be for
the banks / FIs to decide whether a sick SSI unit is potentially viable or not. The
rehabilitation package should be fully implemented within six months from the date the
unit is declared as ‘potentially viable’ or viable.

5.4.4 Exclusions
Units becoming sick on account of willful mismanagement, willful default, unauthorized
diversion of funds, disputes among partners, etc., should not be considered for
rehabilitation and steps should be taken for recovery of bank’s dues. The definition of
willful default will broadly cover the following:
▪

Deliberate non-payment of the dues despite adequate cash flow and good networth

▪

Siphoning off funds to the detriment of the defaulting unit

▪

Assets financed have either not been purchased or have been sold and proceeds have
been misappropriated

▪

Misrepresentation / falsification of records

▪

Disposal / removal of securities without bank/s knowledge

▪

Fraudulent transactions by the borrower.

5.4.5 BIFR – Relief and Concessions
Only potentially viable sick units are taken up for rehabilitation package. Reliefs and
concessions specified are not to be given in a routine manner but based on the commercial
judgement and merits of each case. Only in exceptional cases, concessions / reliefs beyond
the parameters should be considered. Following are various parameters on reliefs and
concessions for rehabilitation of sick SSIs.
▪
▪
▪

▪
▪
▪

Waiver of penal interest
Interest free funding of overdue interest
Unadjusted interest dues, such as interest charged between the date up to which
rehabilitation package was prepared and the date from which actually implemented,
may also be funded without interest
Reduction in term loan interest rates upto 2%
Working Capital Term Loan for overdrawn principal at up to 3% lower rate of
interest
Funding of cash losses at reduced rates

R D Vasudevan (This document is for student’s use only. Not to be reproduced or circulated)
79

BA4032-Entrepreneurship Development
▪
▪
▪
▪

Unit 5 – Management of Small Business

Additional working capital at minimum lending rate
Contingency loan assistance for meeting escalation in rehabilitation plan cost
Funds for startup expenses and margin money for working capital
Promoters’ contribution at 20% of long-term rehabilitation package to be brought in.

5.4.6 Revised RBI Guidelines
Some of the fresh guidelines issued by the RBI to scheduled commercial banks regarding
the revival of sick units are given below.
▪

Banks participating under consortium arrangement of financing a healthy unit should
provide for a clause to the effect that in case the unit turns sick, they would participate
in the rehabilitation package in accordance with the instructions issued by the RBI

▪

In the case of sick units where workers are interested in taking over the management
by forming workers’ cooperatives, banks have been advised to actively support the
rehabilitation packages

▪

Banks are given the option of selling their debts in respect of a sick unit to other willing
banks at a discount as per the guidelines issued by the RBI.

The Reserve Bank of India has evolved a coordinated approach between banks and termlending institutions in assessing the viability of a unit once it is identified sick. The earlier
ad hoc approach of nursing sick units has given place to a pragmatic package approach to
tackle problem of sickness. The new approach puts emphasis on prevention of sickness
rather than resorting to remedial measures after the unit becomes sick.

5.5

EFFECTIVE MANAGEMENT OF SMALL BUSINESS
The
small
business
management calls for a
wide variety of talents.
New ventures pass through
transitional stages that
present challenges to its
founders. These transitional
stages are represented by an
organizational life cycle.
This life cycle requires
changes in entrepreneurial
behaviour and because
many entrepreneurs cannot adapt to new roles / responsibilities, their ventures can fail.
Consequently, there are many issues to consider for successfully managing ventures during
their transition from embryonic to mature organizations.

5.5.1 Organization Life Cycle
The organization life cycle comprises five stages: development, startup, growth, maturity,
renewal / decline as shown in figure. As the venture progresses from one stage to the next,
conditions change, requiring different decisions for managing growth, developing
products and markets, and organizing the company.
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5.5.2 Strategic Management
Making effective strategic decisions is a theme that occurs throughout the organizational
life cycle and the nature of the decisions taken at various stages changes as the company
evolves. A strategic plan is a blueprint to help develop and maintain a superior competitive
advantage in the marketplace.
1. Strategic Plan
The outline of a strategic plan is given below.
▪ Business mission
▪ Situation analysis
▪ Internal environmental analysis -includes a discussion of the venture's strengths and
weaknesses
▪ External environmental analysis -includes a discussion of the venture's opportunities
and threats (industry and competitive analysis) in the market-place
▪ Goal formulation
▪ Strategy formulation
▪ Formulation of programs to meet goals
▪ Implementation
▪ Feedback and control.
2. Steps in Strategic Planning
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5.5.3 Managing an Entrepreneurial Business
▪

Create a business plan

▪

Separate personal and business finances

▪

Determine funding requirements correctly

▪

Hire the right people

▪

Train the employees

▪

Invest in marketing

▪

Learn to delegate

▪

Communicate Effectively

▪

Cope with Dynamic Environment

5.5.4 Responsibilities of Small Business Owner
▪

Design and implement the company’s budget

▪

Set sales goals and ensure that the team is on track to achieving them

▪

Handle production, marketing and administrative functions

▪

Recruit, hire and train new employees

▪

Manage inventory and make purchase decisions

▪

Ensure the day-to-day operations are running smoothly

▪

Ensure financial goals of the business are being achieved.

5.5.5 Balanced Scorecard
The term balanced scorecard (BSC) refers to a strategic management performance metric
used to identify and improve various internal business functions and their resulting
external outcomes. Used to measure and provide feedback to organizations, company
personnel can use BSC information to make better decisions for the future of their
organizations.
A properly constructed BSC is ‘Balanced’ between:
▪
▪
▪

Short and long-term measures
Financial and non-financial measures
Internal and external performance perspectives

The concept of BSCs was first introduced in 1992 by David Norton and Robert Kaplan,
who took previous metric performance measures and adapted them to include nonfinancial
information. The balanced scorecard involves measuring four main aspects of a business:
▪

Learning and Growth

▪

Internal Business Processes

▪

Customers Knowledge and

▪

Financial Performance
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The BSC is used to gather important information, such as objectives, measurements,
initiatives, and goals, that result from these four primary functions of a business.
Companies can easily identify factors that hinder business performance and outline
strategic changes.
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