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INTRODUCTION

A person who invests his resources to perform an economic activity is an
entrepreneur. Entrepreneurs share certain common characteristics that include ability
towork hard, desireto succeed, innovativeness, risk-taking and avision. It iscommon
to associate the process of entrepreneurship with uncertainty, especially when
introducing something that does not have a market yet. Therefore, an entrepreneur
needsto be ableto seize the right business opportunity after proper research, planning
and with sufficient financial backing. In India, there are various support agencies
and institutions that offer start-up entrepreneurs with financial assistance, technology
and information. Entrepreneurship is the key to a country’s economic development,
and the Government of India, through its Five-Year Plans and industrial policies, has
concentrated onindustrial development and supported the development of small-scale
industries.

This book iswritten with the BBA student in mind. It introduces the reader to
the concept of entrepreneurship and guides him/her through the complex process of
setting up a business. It provides instructions on business planning and financial
statements, possible sources of capital, therole of support agencies, and entrepreneurship
development programmes. It ispresented in auser-friendly format, with a‘ Summary’
and‘Key Terms' at theend of each unit for quick recollection. The* Check Your Progress
questions and  Questionsand Exercises’ sectionswill further help in understanding the
contentsin abetter way. Besides, numerous examples are provided inthetext.
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UNIT 1 ENTREPRENEURSHIP

Sructure

1.0 Introduction
1.1 Unit Objectives
1.2 Concept and Definition of an Entrepreneur
1.3 Characteristics of an Entrepreneur
1.4 Functions of an Entrepreneur
1.5 Types of Entrepreneurs
1.6 Intrapreneurs
1.6.1 Difference between Entrepreneur and Intrapreneur
1.7 Qualities of an Entrepreneur
1.8 Growth of Entrepreneurship in India
181 Entrepreneurial Growth Before 1850
182 Entrepreneurial Growth After 1850
183 Entrepreneurial Growth in Post-Independence ERA
1.9 Role of Entrepreneurship in Economic Development
191 Viewsof Schumpeter on Entrepreneurship Devel opment
192 Viewsof Walker on Entrepreneurship Devel opment
19.3 Viewsof Drucker on Entrepreneurship
1.10 Women Entrepreneurs in India
1101 Support and Financial Assistanceto\Women Entrepreneursin India
1102 Problems Faced by Women Entrepreneurs
111 Summary
112 Key Terms
1.13 Answersto ‘Check Your Progress
1.14 Questions and Exercises
1.15 Further Reading

1.0 INTRODUCTION

A common exchange medium offers various individual s the chance to think about the
different needs of their fellow citizens. As such, they wish to come up with different
ideas to invest their resources in away that satisfies their needs and wants. A person
who invests his resources to perform an economic activity is called an entrepreneur. An
activity that generates money is cdled an economic activity. Entrepreneurs with their
variousideas and needs start economic activities. They share certain common characteristics
that includethe ability to work hard, desireto succeed in private business, beinnovative,
take risks, and have a vision for their business. Entrepreneurship can be seen as the
establishment of business operations, such as selling and buying, by an entrepreneur.

Itisusual to associate the process of entrepreneurship with uncertainty, especialy
at thetime of introducing something new into theworld, something that does not have a
market yet. For example, prior to the emergence of the Internet, no one could have
conceived of amarket for I nternet-rel ated business opportunities such asYahoo, YouTube,
Google and Amazon. It was only after the Internet revolution that markets and
opportunities for such technology began to be seen. However, even in cases where
markets already exist, the existence of such market cannot guarantee the success of a
new product in the same category. For instance, a market for coladrinks (created by
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CocaCola) already exists, but it does not guarantee that anew coladrink would enjoy
the same market. Therefore, the real question to be considered is whether a market
exists, and if it does, doesit exist for us?

1.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Definean entrepreneur
¢ Understand the concept, functions, qualities and types of entrepreneurs
¢ Understand the meaning of intrapreneur
¢ Describetherole of entrepreneurship inthe economic development of India
e Discusswomen’sentrepreneurship inndia

1.2 CONCEPT AND DEFINITION OF AN
ENTREPRENEUR

The term ‘entrepreneur’ is often used interchangeably with ‘ entrepreneurship’. But
conceptually they are different. An entrepreneur isacreator whereas entrepreneurship
is the creation. Entrepreneurship is the tendency of a person to organize his own
business and run it profitably, exploiting the qualities of leadership, decision making,
managerial calibre, etc. In a way, an entrepreneur precedes entrepreneurship.
Entrepreneurship is concerned with the development and coordination of
entrepreneurial functions. It is abstract whereas entrepreneurs are tangible persons.
Entrepreneurship is a role played by or the task performed by an entrepreneur. The
central task of the entrepreneur is to take moderate risks and invest money to earn
profits by exploiting an opportunity.

Theword *entrepreneurship’ typically meansto undertake. It owesitsoriginto
Western societies. But even in the West, the meaning has undergone changes fromtime
totime. Inthe early sixteenth century, thetermwas used to refer to army leaders. Inthe
eighteenth century, it represented a dealer who bought and sold goods at uncertain
prices. In 1961 Schumpeter used the term ‘innovator’ for entrepreneur.
Entrepreneurship isrecognized al over theworld in countriessuchas USA, Germany,
and Japan and in developing countries like India.

Entrepreneurs have been described by David M cClelland (1961) asbeing chiefly
motivated by the overwhelming desire to achieve something and an intense impulse
to build.

Likeather economic concepts, entrepreneurship has been asubject of much debate
and discussion. Itisan elusive concept. Hence, it isdefined differently by different authors.
While some compare entrepreneurship to ‘ risk-bearing’, others view it as ‘ innovating’
and yet othersconsider it * thrill-seeking’ . L et us consider someimportant definitions of
entrepreneur and entrepreneurship to get a better understanding of the two terms.

According to Zimmerer and Scarborough, * An entrepreneur isonewho createsa
new businessin the face of risk and uncertainty for the purpose of achieving profit and
growth by identifying significant opportunities and assembling the necessary resources
to capitalize onthem'’ .2

! Thomas W. Zimmerer and Norman M. Scarborough Essentials of Entrepreneurship and Small Business
Manangment. Person Education, Chapter 1, pp.17.



According to John K. and Howard Stevenson, ‘ Entrepreneurship isthe attempt
to create value through recognition of business opportunity, the management of risk-
taking appropriate to the opportunity, and through the communicative and management
skillsto mobilize human, financia and material resources necessary to bring aproject to
fruition’ .2

According to Higgins, ‘By entrepreneurship is meant the function of seeing
investment and production opportunity, organizing an enterprise to undertake a new
production process, raising capital, hiring labour, arranging for supply of raw materias
and selecting top managers for day-to-day operations of the enterprise.’

Inthe opinion of A.H. Cole, former Professor of Business Economics, Emeritus,
at Harvard University, * Entrepreneurship is the purposeful activity of anindividual or
agroup of associated individuals, undertakento initiate, maintain or exaggerate profit
by production or distribution of economic goods and services.’?

According to Schumpeter, ‘Entrepreneurship is based on purposeful and
systematic innovation. It included not only the independent businessman but also
company directors and managers who actually carry out innovative functions' .#

In India, the definition of ‘ an entrepreneur as being the one who undertakes to
organize, own and run a business’ was accepted in 1975 at a national seminar on
Entrepreneurship heldin New Delhi.

1.3 CHARACTERISTICS OF AN ENTREPRENEUR

The basic characteristics of an entrepreneur are asfollows:

Desire for responsibility: Thisis a fundamental characteristic of an entrepreneur
who feels a deep sense of personal responsibility for the result of the projects that he
starts. He prefers to have control over the resources, which he uses for achieving self-
determined goals.

Preferencefor moderaterisk: Thismeansthat entrepreneurs do not take wild risks;
instead, they take calculated risks. In other words, successful entrepreneursare not as
much risk takers asthey arerisk eliminators, removing obstacles that comein the way
of the successful launch of their ventures.

Confidence in their ability to succeed: The National Federation of Independent
Businesses (NFIB) found that business owners rated the success of their companies
asquite high—an average of 7.3 onascaleof 1 (total failure) to 10 (extreme success).
Thishighlevel of optimism may explain why some of the most successful entrepreneurs
have failed in business — often more than once — before finally succeeding. Hence,
entrepreneurs are typically confident about succeeding.

High level of energy: Entrepreneurs are more energetic than the average person,
which sometimes proves to be vita in launching a start-up company. That energy
may beacritical factor giventheincredible effort required to launch astart-up company.
Hard work and long working hours are common, and the pace can be gruelling. For
example, during the nascent phase of Infosys, NarayanaM urthy and afew members of

2 John K and Howard Stevenson (eds.), Entrepreneurship ... What it is and How to Teach it. Division of
Research, Harvard Business School, 1984.

3 A.H. Cole, Business Enterprise in its Social Setting. Harvard University Press, Cambridge, 1959, p.44.
4 J. A. Schumpeter, op.cit., 1949.
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his team worked tirelessly to build acompany that would fulfill all the software needs
and wants of customers.

Desirefor immediate feedback: Most entrepreneurs feel a sense of pride in being
entrepreneurs. They take pleasure in facing the challenges that go with the running of
businesses and constantly invite feedback as they are eager to find out how they are
performing. They usethis feedback to overcome their negative points by working on
them.

Futureorientation: Anentrepreneur hasadefinite sense of probing for opportunities.
Helooks beyond the present and concerns himself with considering what can be done
in the future rather than brooding on what was done in the past. Not satisfied to sit
back and revel in their success, real entrepreneurs stay focused on the future. An
examplewould be ‘home shopping’ viateevision channds—amedium that the Indian
audienceis adready familiar with. For some time now, Indian viewers have watched
Asian Sky Shop being aired on different channels. However, what is new isthe notion
of a 24-hour channel that completely caters to home shopping. First on the block is
HomeShop18, aNetwork 18 venture, which was launched in April 2008. Growing at
arate of 30 per cent per month, the company istargeting ‘ arun-rate breakeven’ inthe
first year of itslaunch. With more channelswanting to grab asharein this market, one
can expect more action in this area over the next 12 months—aclear indication of the
growing retail space in India. In an interview with Brand Line Sundeep Malhotra,
CEO, HomeShopl8 said, ‘Retail trends are changing drastically. However, for e-
commerce to evolve in the consumer retail space, consumers at large have to be
aware of the benefits of the medium.’

Skill at organizing: An entrepreneur knows how to bring together the right people
for accomplishing atask. He effectively combinesjobs and people and transforms his
vision into reality.

Value of achievement over money: One of the most widely held misconceptions
about entrepreneurship isthat it is the desire for money that drives entrepreneurs. In
fact, entrepreneurs are chiefly motivated by the urge to achieve something; money
merely serves as a symbol of achievement — a means of ‘keeping score’ of the
accomplishments.

Flexibility: Entrepreneurs are capable of adapting themselvesto the varying demands
of businesses and customers. Rigidity can lead to failure in today’s swiftly atering
global economy. For example, IBM’s strategy of adopting e-mail advertising in early
1990 evinced a good response and increased its microprocessors business.

Tolerance for ambiguity: Entrepreneur expert Amar Bhide says that entrepreneurs
exhibit ‘awillingnessto jump into thingswhenit' shard to evenimagine what the possible
set of outcomeswill be'. Entrepreneurs have atendency to be highly tolerant toforever
shifting, ambiguous circumstances, which isoften theenvironment they frequently operate
in. Itisessentia for them to be able to deal with uncertainty as these business builders
haveto continuously makedecisions using new and at times even conflicting information
gleaned from avariety of unknown sources.

High degree of commitment: Entrepreneurship is hard work, and launching an
organization successfully requires total commitment from an entrepreneur. Business
founders often immerse themselves completely in their companies. M ost entrepreneurs
have to overcome seemingly insurmountable barriersto launch an organization and to
keepit growing. That requires commitment.



1.4 FUNCTIONS OF AN ENTREPRENEUR

Anentrepreneur is expected to perform thefollowing functions:

1. Assumption of Risk: The entrepreneur assumes all possible risks of business
which emerge with changesin the tastes of consumers, techniques of production
and new inventions. Such risks are not insurable and the entrepreneur has to
bear the loss, if any. Thus, risk-assumption and risk-bearing remain the most
important functions of an entrepreneur, which hetriesto reduce with hisinitiative,
knowledge and skill and good decisions.

2. Business Decisions: The entrepreneur has to decide the nature and type of
business to undertake the nature and type of goods that must be produced or
services that must be provided to customers. He enters the particular industry
which offershim the best prospects and produces whatever commodities he thinks
will pay him the most and employs those methods of production which seem to
himto bethemost profitable. He effects suitable changesin the size of the business,
its location, techniques of production and does everything that is needed for the
development of his business.

3. Managerial Functions: There are different types of managerial functions that
an entrepreneur hasto perform and these are based on the size and activities of
anenterprise. The managerial functionsincludeformulation of production plans,
raising of finance, dealing with suppliersfor procurement of raw materials and
other materids, providing production facilities, organizing sales, and conducting
and so on. Administrative functions such as manpower planning, selection,
recruitment, etc.

Generally an entrepreneur performs many useful functions for the development
of society and to satisfy the needs of fellow citizens. The entrepreneur can identify
opportunities to start a business either as a manufacturer or as a distributor, for
entrepreneurship existsin every field of economic endeavour. Manufacturing activities
require a relatively high capital investment and more entrepreneuria abilities than
distribution activities. An entrepreneur has strong motivation and desire to achieve
success by undertaking a venture and bearing risk for earning profit.

1.5 TYPES OF ENTREPRENEURS

On the basis of his study of American agriculture, Clarence Danhof classified
entrepreneurs in the following way:

1. Innovative entrepreneur

2. Adoptive or imitative entrepreneur
3. Fabian entrepreneur

4. Drone entrepreneur

1. Innovative Entrepreneur

An entrepreneur who is able to foresee potentially viable and profitable opportunities
through innovationis considered an Innovative Entrepreneur. Aninnovative entrepreneur
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ishighly motivated and talented and * innovation’ is his key function. According to Peter
F. Drucker, * aninnovating entrepreneur isonewho always searchesfor change, responds
toit, and exploitsit asan opportunity’ . An entrepreneur creates new values or increases
the value of what already exists.

Anentrepreneur can exhibit hisinnovativenessin any of thefollowing ways:

(a) Byintroducinganew product, anew quality, anew processor anew method
for an existing product.

(b) By opening anew market, for examplee-business.

(c) By discoveringanew sourcefor the supply of raw material or semi-finished
goods.

(d) By reorganizing the enterprise so asto achieve monopoly or to break up an
existing monopoly position.

2. Adoptive or Imitative Entrepreneur

An Imitative Entrepreneur does not innovate anything, but imitates techniques and
technologies innovated by others. That means an imitative entrepreneur isonewhois
ready to adopt the successful innovations already inaugurated by innovating
entrepreneurs. He simply follows the innovators after carefully observing how they
fare and towhat extent their innovation has caught the imagination of the society. This
type of an entrepreneur playsavital roleindeveloping countries.

For example, Indian entrepreneurs are adopting the new technol ogies developed
in Japan, France and Germany in various lines of products such as automobiles,
electronics, and infrastructure.

3. Fabian Entrepreneur

This type of entrepreneur is one who is cautious in introducing any change in
the business. Normally, he has neither the will to introduce new changes nor
the desire to adopt new methods. He is ready to imitate only when it becomes
perfectly clear that failureto do sowould result in heavy lossfor him. Heisdominated
more by customs, religion, traditions and past practices and he is not ready to take
any risk at all.

4. Drone Entrepreneur

Thistypeof entrepreneur isonewho blindly follows the traditional methods of production
even when it results in loss to him. He is not prepared to introduce any change in his
method of production, whichisaready in place. He continuesto carry out hisbusiness
in the traditional way even when he suffers losses. Reasons of this attitude could
be several, such as lack of funds, lack of understanding of new developmentsin his
field of operations. For example, the coir industry in Kerala is dominated by drone
entrepreneurs.

Cole hasclassified entrepreneurs asfollows:
1. Empirical entrepreneur
2. Rationa entrepreneur
3. Cognitive entrepreneur



1. Empirical Entrepreneur Entrepreneurship

An empirical entrepreneur is similar to a drone entrepreneur. He is one who does not
introduce anything revolutionary in his method of production or business. He simply
followsthe rule of thumb principle. NOTES

2. Rational Entrepreneur

Hetakesrationa decisionsby himsdf depending uponthe situation. A rationa entrepreneur
isonewho isready to introduce even revolutionary changes on the basis of the general
economic conditions prevailing inthat area.

3. Cognitive Entrepreneur

Heisone who takes the advice and services of experts and introduces changes. Since
he acts on the advice of experts, heis called acognitive entrepreneur.

1.6 INTRAPRENEURS

Theterm ‘intrapreneur’ was coined in United States of Americain thelate 70s. Many
bright executives in major corporations started leaving their jobs because of their
entrepreneurial urge and drive. They preferred to start their own enterprise as they
wanted fascinating and lucrative jobs. Their success as entrepreneurs posed a threat
to the corporation that they had left afew years ago. Gifford Pinchot defined theterm
intrapreneur with referenceto the personswho resigned from their well paid executive
positionsto launch their own ventures. This brain drain had to be stopped asindustries
were losing their highly competent and capable executives. Gifford devised away by
which such executives could be retained in theindustry and their entrepreneurial urge
could also be satisfied by their bosses. A system was devised whereby such executives
would operate as entrepreneurs with full independence and autonomy but within the
organization. They were alowed to introduce new products, take their own decisions
and put their ideas into practice. Such executives-turned-entrepreneurs were encouraged
tosurviveinan organization. They were adequately sponsored and their entrepreneurial
spark was kept alive. Their turnover was aso reduced. Such people were called
intrapreneurs.

Intrapreneurs, withtheir innovative and dedicated efforts, are perceived asvauable
assets by the organizations. They serve as championsto othersinthe organization.

1.6.1 Difference between Entrepreneur and Intrapreneur

Entrepreneurs and intrapreneurs have thefollowing differences:

1. Anentrepreneur is an independent person who starts his venture and bears full
risk of failure and enjoysthefruit of his success whereasintrapreneur ispartially
independent and is sponsored by the corporation in which he isworking. He is
also not liable to bear the losses in case of his failure.

2. An entrepreneur raises the finance from various sources and aso guarantees
their return, which means he is responsible for the amount of investment by the
investors. An intrapreneur does not own responsibility to raise the capital or to
returnit.
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An entrepreneur has no relation with any organization whereas an intrapreneur
operates within the organization where heisworking.

1.7 QUALITIES OF AN ENTREPRENEUR

Check Your Progress
4. Ligt the functions of
an entrepreneur.

5. What are the types of
entrepreneurs?

6. Who is an intrapre-
neur?
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Essentid qudlities of entrepreneurs are asfollows:

1

10.

11.

Success and Achievement: Entrepreneursare determined to achieve high goals
in business. This achievement motive gives them the strength to surmount
obstacles, suppress anxieties, overcome misfortune and desire expedients to
run a successful business.

Risk Bearer: Rather than gambling or avoiding risks, entrepreneurs take
moderate strategic and financial risks.

Opportunity Explorer: Anentrepreneur is always seeking new opportunities.
He seizes opportunities and converts them into realistic achievable goals by
adopting a constructive approach.

Perseverance: Entrepreneurs make extreme efforts and work hard till their
goals are accomplished. They are undeterred by the uncertainties, risks and
difficulties that come in the way of achievement of their goal. So obstacles do
not stop an entrepreneur from reaching his goal.

Facing Uncertainty: Achievement-oriented people tend to tackle unfamiliar
but interesting situations. They go ahead with solutions for the problems even
without guidelines. With their analytical ability they investigate a situation and
act accordingly.

Feedback: Entrepreneurs want prompt feedback of their performance so that
they can correct themselves without delay.

Independence: Entrepreneurs like to be their own master and want to be
responsible for their own decisions. An entrepreneur is ajob giver and not ajob
seeker.

Flexibility: Entrepreneurs make decisions based on the prevailing situations.
Successful entrepreneurs do not hesitate in revising their decisions. An
entrepreneur is a person with an open mind and is not rigid in his ideas.
Planner: Entrepreneursframerealistic business plansand follow them rigorously
to achieve their objectives in a stipulated time limit.

Self Confidence: Entrepreneursdirect their abilities towards the accomplishment
of goals with the help of their strengths.

Motivator: Entrepreneurs influence and initiate people and make them think in
their way and act accordingly.

StressTaker : Entrepreneurstake many decisionsthat may involve lot of physical
and emotional stress. They keep their cool under alot of tension while decision
making.

1.8 GROWTH OF ENTREPRENEURSHIP IN INDIA

Entrepreneurial growthinany country must evolve within the context of the economic
history of that particular country. The study of entrepreneurial growth in Indiahas been
divided into three sections, viz, entrepreneurial growth before 1850, from 1850 till
Independence, and post I ndependence.



1.8.1 Entrepreneurial Growth Before 1850 Entrepreneurship

Indian industrial entrepreneurship can be traced back to as early as the Vedic period
when metal handicrafts were produced. People were organized into an economic and
social system, the unit of which was the agricultural village, which can be termed as NOTES
village community. It consisted of farmers, artisans, Brahmins, weavers, carpenters,
goldsmiths and others. Artisans were treated asvillage servants and there was absence
of localization of industry. However, somekind of entrepreneurship existed among the
artisans in cities on the banks of rivers, mostly becauserivers provided transportation
facilities. Indian artisanship was well recognized all over theworld. For instance, corahs
of Bengal, dupattas and dhotis of Ahmedabad, silk-bordered clothes of Nagpur, shawls
of Kashmir, Amritsar and L udhianaand brass, metal and copper wares of Benaras and
Moradabad. Moreover this Indiawas well-known for artistic industries like marble-
work, stone-carving, jewellery, brass, copper and wood-carving, etc. Manufacturing
entrepreneurship did not develop in Indiatill 1850 due to weak communication and
transportation systems. The Indian industry which was basically a cottage and small
scaleindustry declined at the end of eighteenth century for thefollowing reasons:

a. The disappearance of Indian princely courts which patronized the crafts.
Theartisans who manufactured specially designed articles for decoration
of courts also suffered because of adeclinein thedemand for works of art.

b. Lack of communication and transportation facilities.

c. Theestablishment of andienrulewiththeinflux of many foreigninfluences.

d. The competitionfrom ahighly developed European industry.

Although entrepreneurial talent was in abundance amongst businessmen, India
did not offer much scope for their development. It is evident from the fact that large
numbers of traders and moneylenders migrated to various countrieslike Burma, Singapore
and Kenya for the purpose of trading and had extensive trade with China and
Hong Kong.

Thereasons why entrepreneurship did not grow early in Indiacan be explained
by multiple factors:

i. Lack of capitd created various problemsfor artisans. Sincethe moneylenders
earned a lot of money as interest by exploiting the artisans they did not
bother to takerisks by entering into manufacturing entrepreneurship. Sothe
artisans were dependent on the mercantile class for the supply of raw
material, salesand financing.

ii. Lack of political unity

iii. Network of custom barriers
iv. Existence of innumerable systems of currency
v. Regional markets were plagued by arbitrary political authority in the
seventeenth and eighteenth centuries
vi. Unfavourabletaxation policies
vil. Low prestige of businessman

In spiteof such adiscouraging environment for entrepreneurship, the export trade
of textilesin the seventeenth century was ascending. The European investment in India
also changed themethod of trading in India. Inthis period grouping of Indian merchants
into joint-stock associationsfor the purpose of managing the supply of textilesto European
countries was significant. Indian textile goods were in great demand and balance of
tradewasfavourable.
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The British entrepreneurs made pioneering efforts to export the modern factory
system outside England. Up to 1850, the major economic and commercial development
in India centered on the growth of the British private enterprise in banking, insurance,
steamships, plantationsand coal mines.

1.8.2 Entrepreneurial Growth After 1850

Therallwayswereintroduced inIndiain 1853. They successfully transformed the Indian
economy The Indian mercantile class, along with the Europeans, took advantage of the
rapidly expanding trade and got engaged in highly lucrative trading. Inthe middle of the
nineteenth century, the British considered exploiting the natural resources of Indiato
their advantage. To penetrate the Indian territory, they undertook the building of certain
infrastructure such as roads and railways.

The* Swadeshi’ campaignwhich beganin 1905 emphasized the use of indigenous
goods. It was animportant expression of nationalism and inculcated and developed a
feeling of pridein Indians. Jameshedjee Tata also named hisfirst mill Swadeshi Mills.
The purpose of the Swadeshi movement was to encourage the Indian industriesand to
promotether interest.

The British had shattered the economy of India, and their goods had driven the
indigenous goods out of competition. Raw materials from Indiawere sent to England
to be used by British industrialists and manufacturers. As a result, Indian craftsmen
were rendered jobless and idle. The chief aim of Swadeshi movement was to promote
Indian industries and to provide employment to craftsmen aong with popularizing Indian
goods and boycotting foreign goods. The Swadeshi movement hit the British trade and
industry adversely and gave a new life to manufacturing entrepreneurship particularly
to the cottage industry, e.g., handloom cloth, handicraft, soap and textiles.

Upto 1915, Parsisin Indiahad takentheinitiative to expand the textileindustries.
L ater, they were attracted to other fields, mainly ironand steel. Jamshedjee Tatawas a
Parsi entrepreneur who established thefirst steel plant in Jamshedpur in 1911.

Indian merchants mainly invested in cotton textile mills because:
1. Cotton textiles were largely controlled by the Indians even till the First
World War.
2. Therewas competitive advantage in the manufacture of coarser varieties
of textiles which did not require any protection.

3. The necessary technology could easily beimported.

4. Requirement of skilled labour wasless and unskilled labour was already
availablein abundance.

After World War 1, the Government of India agreed to provide ‘ discriminating’
protection to certain industries, even requiring that companies receiving its benefits be
registered in India with rupee capital and have a proportion of their directors as Indians.
These measures helped in establishing and extending the factory system in Indiain
the first four decades of the twentieth century. Share of foreign-controlled enterprises
fell in such industries as codl, tea, sugar, and cement. From 1911 to 1921, the number
of tea gardens run by foreign public enterprise in Bengal fell from 66 to 54 per cent
of the total and the share of coal production in that province fell from over four-fifth
to two-third between 1904 and 1920. British capital in industries like tea plantations,
coal mines, banking, insurance and steamships increased up till World War I. The
Partnership Act of 1932 provided an opportunity to build a managing agency system



that established partnerships among companies that were formed by groups of Entrepreneurship
individuals with strong financia resources and business expertise. Among the pioneering

managing agents were famous business houses such asAndrew Yule and Co., Martin

Burns, Bird and Co., and Duncan Brathers. The managing agents supplied finance to

set up jute mills and tea plantations when India did not have a developed banking NOTES
system. Dwarkanath Tagore, who encouraged joint-stock companies, invented a distinct
method of management in which management remained in the hands of a‘ firm’ rather
than with ‘individuals'.

East India Company’s arrival in India was the hidden consequence of
manufacturing entrepreneurship. In 1854, C. Davar established a cotton textile
manufacturing unit in Bombay. In 1858, there were four cotton textiles millsin India
and within aperiod of 25 years, their number had increased to 58. By the last quarter
of nineteenth century, there were 51 cotton mills and 18 jute mills.

The British developed India in many ways but it is not correct to argue that
they showed a spirit of adventure; they developed the railways, tea and coffee
plantations and made huge investmentsin jute industry. These efforts were undertaken
by them only when they felt attracted by high profits available in these areas. The
British policies were meant to protect their own industries and commercial interests.

1.8.3 Entrepreneurial Growth in Post-Independence Era

The post-1ndependence era witnessed industrial development, innovations by
individuals or corporations relating to a product, organization or market; rise and
mobility of certain castes or communitiesin relation to business activities; and entry of
venture capital in an altogether new line. It may also be construed as a period which
saw slow or creeping changeinthetraditional structure of agriculture, such asgrowth of
commercia crops by using modern techniques of cultivation.

After Independence, the Indian Government framed an industrial policy to set
up productionand combat inflationary tendencies. Thiswas to ensure economic security,
whichwasvita for industrial growth and asoto creste astimulaing climatefor investment
inindustry. The First Industria Policy of 1948 recommended amixed economic system
which would ensure proper distribution of economic power between the private and
public sectors, encourage the tempo of industrialization by spreading entrepreneurship
from existing centresto other cities, townsand villages, and spread the entrepreneurial
spirit which was concentrated in a few dominant communities to a large number of
people of varied social strata. Thelndustrial Financial Corporation of India(IFCI) was
set up in 1948 to develop industry.

During the periods of the First and Second Five-Year Plans, major proposals
for establishing basic industries were formulated under the government sector. In the
Second Five-Year Plan, production of heavy electrical and heavy machinetool industries,
heavy machine building and production of machinery for cement and paper industries
began for the firgt time in the country. Good progress was aso recorded in modernization
and re-equipment of modern industries such asjute, cotton, textiles, and sugar. New
industria items such as industrid boilers, milling machines, tractors, motor cycles and
scooters were produced in large quantities. New industrial townships and industrial
regions came up. In the field of small and village industries, about 60 industrial estates
comprising 1,000 small factories were set up. This period also saw the rise of a
vigorous class of small entrepreneurs. This is how a socio-economic framework was
established and the environment considerably influenced the growth of entrepreneurship
in the country.
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TheThird Five-Year Plan created favourable conditionsfor industrial investment
and growth was also significant. Industries like automobiles, textile machinery, diesel
engine, petroleum products and cement developed as per the target. During the Plan
period, mining and extractive industries showed considerable progress. A fairly sound
base for future industrial growth was laid with the completion of projects of Heavy
Engineering Corporation (HEC) for manufacture of machinery and equipment for
steel plants, and Bharat Heavy Electricals Limited (BHEL) for power generation and
transmission equipment. In this plan period the government offered variousincentives
and concessions in the form of capital, technical know-how, markets and land to
prospective entrepreneursto establish industriesin different areasand removeregiona
imbalances in the development process. Several institutions like Directorate of
Industries (DICs), Financial Corporations, Small Scale Industries Corporations (SSICs)
and Small Industries Service Institutes (S SIs) were established by the government to
facilitate new entrepreneursin setting up their enterprises. Expectedly, thesmall scale
units emerged rapidly in India, registering a tremendous increase in their numbers
from 1,21,619 in 1966 to 1,90,727 in 1970. There was an increase of about 17,000
units per year during this period.

The Fourth Five-Year Plan aimed at increasing the existing capacitiesto thelevel
required for present or future development, to build new basisfor industries, to limit the
importsto amanageabl e proportion, to maintain asustained increase of exportsby 7 per
cent per year as strategy to attain self-reliance, and to achieve a growth rate of 8 per
cent. However, the performance was much short of set targets. Lack of integrated
planning and deficienciesin implementation gave asetback to coreindustrieslike steel
and fertilizers. Failureto begin production of steel and non-ferrous metals had an adverse
effect on engineering industries. Stagnation in industries such as sugar, textiles, and
fluctuationinagricultural output constrained rapid growth. Shortage of power and coal
created additional impediments.

TheFifth Five-Year Plan had the objective of self reliance and growth with social
justice. It wasintended to rapidly diversify theindustry and reserve certain itemsfor the
development of small industry. During this period, there was considerable progressin
industries like steel, aluminum, engineering goods, fertilizers and petroleum products.
Equally impressive was the progress in metallurgical industries, chemicalsand alied
industries. Economic and social changeswere occurring so rapidly inthe country that
even the most conservative families started feeling that their next generation would not
survivein businesswithout appropriatetraining and education.

The Sixth Five-Year Planwasintended to strengthentheimpulses of modernization,
especially development of indigenous sources of energy, and reduction in regional
inequalities. Technologica advancementsin fields of computers, electronics, and fuel
efficient motor vehiclestook placeduring thisperiod. Village and small scaleindustries
weregivenimportance and atremendousincreasein their production was noted.

The Seventh Five-Year Plan revealed considerable achievement in the area of
villageand small scaleindustries. The handicrafts sector touched ahigh level inexports.
Achievement infields of man-madefibre, nitrogenousfertilizers and machinetoolswas
commendable and went beyond thetargeted level fixed for the plan. Inthis plan period,
the Government of Indiaannounced the Small Scale Industria Policy, 1991. Theprimary
focus of this policy lay in imparting a growth-impetus and vitality to the small scale
sector sothat it could contribute to economic growth. The scope of the Nationa Equity
Fund Schemewas a'so widened and the SingleWindow L oan Schemewas extended for



covering projects up to Rs 20 lakh with working capital margin up to Rs10 lakh. It was Entrepreneurship
decided that composite loans under the Single Window Schemewould be channelized

through commercid banks. The schemewas available only through SFCsand SSIDCs.

A large number of Entrepreneur Development Programmes (EDPs) were planned to

support first generation entrepreneurs by providing themwith training in different areas NOTES

of enterprise operations.

TheEighth Five-Year Plan emphasized that small scaleindustry would be freed
from innumerable rules, regulations and bureaucratic controls. This plan recognized
the problem of small scale units in technological obsolescence and weak marketing
power and remedial measures were proposed. In July 1993, Reserve Bank of India
(RBI) announced a package of measures to ensure adequate and timely credit to the
SSl sector. It stated that the banks should adopt the Single Window Clearance Scheme
of SIDBI for meeting the credit requirements of small scale units.

TheNinth Five-Year Plan reserved 821 items for small sector. The Government
took measures to increase the flow of credit by setting up specialized branches of
banks exclusively for providing credit to Small Scale Industry (SSI). The SIDBI set
up a Technical Development and Modernization Fund to improve technology.
Infrastructure facilities were developed and various tool roomswere set upin different
citiesto givetraining and technological support to SSIs. Exports showed an increase
and recorded an annual growth rate of 14.7 per cent contributed mainly by SSls and
handicrafts. Thus, the Government realized the need to further develop this sector by
giving help, protection and encouragement to small scale units.

The Tenth Five-Year Planlaid emphasison ahighrate of development inthefield
of science and technology, whichin turn hel ped in the development of the manufacturing
sector. The fact that the economy grew robustly and the manufacturing sector’s
performanceimproved aided in maintaining the revenuereceipts, especially tax revenues,
buoyant through the entire period of the Tenth Five-Year Plan. Robust economic growth
and improved performance of the manufacturing sector hel ped to maintain the revenue
receipts, particularly thetax revenues, buoyant throughout the whole period of the Tenth
Five-Year Plan. The Central Government witnessed an average annual growth of 14.9
per cent inrevenue receipts between 2002—-03 and 2006-07 (BE).

The present plan, i.e. the Eleventh Five-Year Plan (2007-2012), has given
preference to the development of Micro, Small and Medium Enterprises (MSMES).
Inthe Nationa Awardsto M SMEson 30 August 2008, the PrimeMinister, Dr Manmohan
Singh said, ‘M SMEs have avery important role to play in ensuring that processes of
economic growthin our country areinclusive, employment-friendly and they contribute
togreater regiona balancein levels of development. The positive contribution that this
sector makes to employment is of utmost importanceto our vision of shared and equitable
growth. This sector provides employment to over 42 million people. It contributes about
45 per cent of the total manufacturing output and nearly 40 per cent of India sexports.
The Risk Capital Fund of Rs 2000 crore with Small Industries Development Bank of
Indiaannounced in the budget of 2008-09 will fecilitateflow of enhanced equity support
and venture capital to MSMEs. | would urge M SME units to take full advantage of
these many initiatives of the government. Education and skill development canbelndia’s
global opportunity. Our government has made education the core of the Eleventh Five-
Year Plan. In our National Actionfor Skill Development, wewould like to set for the
country the ambitious goal of 500 million trained people by 2020 in keeping with Smt.
SoniaGandhi’svision of Rozgar Badhao.’
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During the post-1ndependence era, the Government has provided stimulation for
thegrowth of private sector, both small scale and large scale. Diversification of industry,
generation of employment potential, policy of import substitution and export promotion,
and use of new and advanced technologies have significantly changed the nature of
Indian entrepreneurship and brought in new techniques of modern management. During
this period, the existing large business houses have taken advantage of the extremely
favourableatmosphereand diversfied widdy. A large number of established entrepreneurs
have stepped into disparate industries to the extent that the textile mills have marched
into the area of electronics. Family-held entrepreneur groupslike Tata, Birla, Dalmia,
Kirloskar and Bajg have expanded their businesses. The Government has established
various entrepreneurship development institutes and strengthened the role that
entrepreneurship playsin economic development.

1.9 ROLE OF ENTREPRENEURSHIP IN ECONOMIC
DEVELOPMENT

To understand the role of entrepreneurship in economic development we should first
know the key elements of entrepreneurship.

Entrepreneurship refers to the functions performed by an entrepreneur in
establishing an enterprise. Just as management refers to what managers do,
entrepreneurship may be regarded as what entrepreneurs do. In other words,
entrepreneurship is the act of being an entrepreneur. Entrepreneurship is a process
involving various actions to be undertaken to establish an enterprise. It is, thus, the
process of giving birth to a new enterprise.

Entrepreneurship may be defined in various ways, but itskey elementsare:

1) Innovation

2) Risk-bearing

3) Economic Organization

4) Vison

5) Organizing Skills

All the elements are inter-related and form a continuous process in business.
These elements have agreat influence on entrepreneurship development, whichinturn

leads to economic growth of any nation. Let us understand what these terms actually
mean.

1. Innovation

Doing something new or something different is a necessary condition for a person to
be called an entrepreneur. Entrepreneurs are constantly on the lookout to do something
different and unique to meet the changing requirements of the customers. They may
or may not be inventors of new products or new methods of production, but they can
foresee the possibility of making use of theinventionsin their enterprises. These days
we learn of so many innovative ideas and actions of entrepreneurs to meet their
customers’ expectations and to get unique identity in the market. Let us examine
some of them.



Inorder to satisfy the changing preferences and needs of customers, fruit juiceis Entrepreneurship
sold insmall cartonsinstead of bottles so that customers can throw away the container
after drinking thejuice. Lipton offersitsteain small packsknownas’ pudiyas’ to meet
therequirements of itsrural customers.® The passenger car Nano isarecent innovation
by Tata. Tatawantsto produce a car whichis affordable for the middle class and thus NOTES
does not want the price to exceed Rs 1 lakh. Innovations are taking place in service
sector to provide effective and efficient service to enrich customer loyalty by using
information technology and Internet. Since customers’ tastes and preferences keep on
changing, the entrepreneur needs to come up with new inventions on acontinuous basis
to meet these changing demandsfor products.

2. Risk-bearing

Establishing anew enterprise and trying to do something new and varied involves different
risks, especially financial risks. The enterprise may earn profits or incur losses because
of various factors like increasing competition, changes in customer preferences, and
shortage of raw materia and so on. An entrepreneur, therefore, needsto be bold enough
to assume therisk involved in the enterprise. Infact, he needs to be arisk-taker, not a
risk avoider. Hisrisk-bearing ability enables him to persist evenif hemeetswith failure
intheinitia period. Itisthisquadity which ultimately hel ps him succeed. The Japanese
proverb appliesto him:  Fal seventimes, stand up eight.’

3. Economic Organization

The term economic organization refers to an organization that allocates scarce
resources. It can be a firm, a business unit within a firm, a network of independent
organizations, or anot-for-profit organization (NPO). Inwhat may seem paradoxica to
many, even governments can create entrepreneurial organizations under the right
conditions. The business organization can, of course, pursue gain and growth as its
motivations. Infact, some firms use both profit and size astheir main objectives. Other
businesses do not seek growth, which distinguishes entrepreneurial firms from small
businesses. Do NPOs seek gain and growth? Yes, they do. Although NPOs may be
prohibited by law from making profitsfor stockholders, they areallowed to accumulate
surplusesintheir accounts. NPOs certainly seek growth: M ore members, more services
performed, more clients served —thelist isendless.

4. Vision

Visonencompassesthereentless pursuit for operationd excellence, innovativetechnology
and being responsive to the needs of the market place. It is based on the promoter or
entrepreneur’s picture of the organization inthe yearsto come.

5. Organizing Skills

As Jan Tinbergen points out, ‘ The best entrepreneur in any developing country is not
necessarily the man who uses much capital, but rather the man who knows how to
organizethe employment and training of his employees. Whoever concentratesonthisis
rendering a much more important service to his country than the man who uses huge

capita’.

5 S.S. Khanka, ‘Marketing of Small Industry Products’, Prabandh, Vol.17, No.63, July—September, 1996,
pp. 20-24.
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Fig. 1.1 Conceptual Model of Entrepreneurship — Based on Key Elements
of Entrepreneurship for Economic Development

Joseph A.Schumpeter, FrancisA. Walker and Peter Drucker have focused on
theroleof Entrepreneurship ineconomic development.

1.9.1 Views of Schumpeter on Entrepreneurship Development

JosephA. Schumpeter (1883-1950) emphasized therole of innovation (entrepreneur).
According to him, an entrepreneur was someone who carried out * new combinations’
such astheintroduction of novel processesor products, theidentification of novel sources
of supply or export markets, the creation of novel types of organizations, and
so on. A heroic vision of an entrepreneur as motivated by the ‘joy of creation’, ‘the
impulseto fight and prove oneself superior to others’, ‘will to conquer’ and the * dream
and thewill to found a private kingdom'’ was presented by Schumpeter.

Inhisview, entrepreneurslead theway in the creation of novel industries, so that
significant structural alterations are precipitated by them inthe economy. The process of
what is known as ‘ creative destruction’ renders the old industries obsolete. As the
competition between the already established and the new industriesfor investment goods,
material, labour, etc. increases, the prices of these resourcestoorise. Itis not possible
for the old industries to pass on their increased costs as customers can switch over to
newer products. With the old industries declining, newer ones can engagein expansion
asimitatorswho are optimistic of earning good profits (onthe basis of theinitial success
enjoyed by theinnovator) continue their investment. Ultimately, the profit declinesdueto
overcapacity and the investment also gets halted, along with the economy going into
depressonand stopping innovation atogether. However, invention continues and ultimately
leadsto there being adequate stock of unexploited inventionsfor encouraging themore
spirited entrepreneursto re-commenceinnovation. Thiswas how Schumpeter made use
of entrepreneurship for explaining business cycles, economic growth and structural
changes, by combining psychologica and economic notions.

An important matter of concern for Schumpeter was the *high-level’ kind of
entrepreneurship that was historicaly responsible for giving riseto the multidivisional
firm, commercially exploiting colonies, giving rise to the chemical industry, creating
railroads, etc. Therewas little room in his analysis for the more common and equally
significant ‘low-level’ entrepreneurship that the smaller firms engaged in. Isragl M.
Kirzner and FriedrichA. Hayek explainthe essence of thislow-level activity (theAustrian
approach). In market economies, it isthe entrepreneurswho providethe priceinformation.
Unlike bureaucratsin socialist economies who do not have any incentive for discovering
the price for themselves, profit opportunities motivate the entrepreneurs in market
economies to do so. Price quotations are provided by entrepreneurs to others as an



invitation for trading with them. Profits are expected to be earned by means of cheap Entrepreneurship
buying and dear selling. Inthelong term, price differentials are arbitraged away by the
competition among theentrepreneurs; however, profitsare generated for thearbitrageurs
inthe short term, once such differentials are discovered.

One problem with theAustrian approach is that the entrepreneur isisolated from

thefirm. Itismorefitting for individua dealers or speculatorsthan small manufacturers
or retailers.

NOTES

In the case of a developing economy like India, the concept is understood
differently. An entrepreneur in a developing economy is one who starts an industry,
undertakes risks, bears uncertainties and also performs the managerial functions of
decision-making and co-ordination. He also puts the new process based on
technological research into operation. As unlike in the developed industrial world, in
developing countries, the emphasis is not (nor is there any need for it) only on
‘ Schumpeterianinnovations'.

Schumpeter’s‘ entrepreneur’ only existsif the factorsof production arecombined
for thefirst time. To him, maintenance of acombination is not entrepreneurial activity.
As such, he differs from the Theory of Rent enunciated by Ricardo, in which he
included the term ‘ entrepreneurial ability’ as an independent factor of production. To
Ricardo, profit is the reward for entrepreneurial ability.

1.9.2 Views of Walker on Entrepreneurship Development

According to Francis A. Walker, the true entrepreneur is one who is endowed with
more than average capacities in the task of organizing and coordinating the various
other factors of production. Heis a pioneer, a captain of industry. The supply of such
entrepreneurship is however quite limited and enterprisein general consists of several
grades of organizational skill and capability. The more efficient entrepreneurs receive
areward over and above the managerial wages and this sum constitutes true profit
ascribable to superior talent.

An ‘entrepreneur’ has been defined as someone who can detect and evaluate
new situations in his environment and direct the adjustments that he thinks must
necessarily be madein the economic system. He envisages anindustrial venture for the
same and exhibits significant determination, grit and initiative in the execution of this
project, and performs one or more of the following in the process:

(&) Suppliestechnica know-how
(b) Promisesto make up the shortfalsin capital
(c) Offerspersonal guaranteesto financial institutions
(d) Arrangesinitia capital
(e) Obtainsthe necessary industrial licenses
(f) Exploresthe prospects of starting amanufacturing enterprise
(g) Perceives opportunitiesfor profitableinvestments
1.9.3 Views of Drucker on Entrepreneurship

According to Peter Drucker (1970), entrepreneurship deals with risk-taking. The
behaviour of the entrepreneur isreflective of thetype of individual prepared to stake his
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or her financial security as well as career in the name of an idea, and spend a lot of
capital and time on uncertain ventures. Uncertainties have been classified by Drucker
asfollows: .

e Risk that can be statistically measured (e.g., the probability that ablue penwill be
drawn from abox which containsfive blue and five black pens).

e Ambiguity, or that which cannot be easily measured in statistical terms(e.g., the
probability that ablue penwill bedrawn from abox which containsfive blue pens,
but an unknown number of black pens).

e True Uncertainty or Knightian Uncertainty, which cannot be estimated or
statistically predicted (e.g., the probability that ablue penwill be drawn from a
box which contains an unknown number of blue pensand other coloured pens).

Drucker has also aptly observed that ‘Innovation is the specific tool of
entrepreneurs, the means by which they exploit change as an opportunity for adifferent
business or adifferent service. It is capable of being presented as adiscipline, capable
of being learned and practiced. Entrepreneurs need to search purposefully for the
sources of innovation, the changes and their symptoms that indicate opportunities for
successful innovation. And they need to know and to apply the principles of successful
innovation.’

Systematic innovation, according to him, has to do with searching for changes
inan organized and purposeful manner and systematically analysing the opportunities
offered by such changes in terms of social and economic innovation. Thisin turn
leads to economic development.

According to Drucker, three conditions have to be fulfilled for aninnovation to
be successful. Theseare asfollows:
1. Innovation at work. It requires knowledge and ingenuity. It makes great
demands ondiligence, persistence and commitment.
2. Innovators need to build on their own strengthsin order to succeed.
3. It is necessary for innovation to be close to the market, focused on the
market, and indeed market-driven.

Specifically, systematic innovation refers to six sources being monitored for
innovative opportunities. Of these, the first three are contained within the enterprise
itself, beit the service sector, anindustry, apublic serviceinstitution or abusinessenterprise.
They are therefore visible primarily to people within that industry or service sector.
These sources are basically symptoms. Nevertheless, they proveto bevery reliablein
indicating the dterations that have taken place or that can be madeto take place without
too much effort. These source areas are as follows:

1. Industrial or market structure innovation that is likely to catch the other

unawares.

2. The incongruity — between actual and assumed (or what ‘ ought to be')
reality.

3. Theunexpected — unexpected outside events and unexpected success and
failures.

4. The second set of three sources for innovative opportunity hasto do with
aterations that are external to the industry or enterprise:

e New knowledge, both non-scientific and scientific
e Shiftsin meaning, mood and perception
e Demographics(population changes)



1.10 WOMEN ENTREPRENEURSIN INDIA

Women entrepreneurship is a relatively recent phenomenon which came into
prominenceinthelate 1970s. Favourable government policiestowards the development
of women, enhanced ratio of educated women, entrepreneurship awareness, and new
opportunities arethe reasons why more and morewomen are venturing as entrepreneurs
inal kinds of businesses, economic and other useful activities.

Women entrepreneurshipin Indiahas come along way from papad-and pickle-
making to making forays into engineering and electronics. Nowadays elite women in
cities are making a mark in non-conventiona fields such as consultancy, garment
exports, interior designing, textile printing, food processing, chemicals,
pharmaceuticals, etc.

There were 3 lakh women entrepreneurs in India constituting 11.2 per cent of
thetotd entrepreneursin 1995-96. Nearly 8 per cent of small-scaleindustries arerun
exclusively by women entrepreneurs.

Women entrepreneursin Indiacan be classified into thefollowing three categories:

1. Women who reside in cities generally have adequate education and

professiona qudifications. Such women can become entrepreneurs, and

are able to engage in medium and large industrial units and non-traditional

establishments. This type of entrepreneurs are not confined to commercia

activities but venture into fields such as electronics, engineering

and services. This type of entrepreneur has the determination, drive,

creativity and innovativeness for taking on the challenging role of
entrepreneurship.

2. Thesecond category consists of middle—classwomenwho havetheeducation
but lack training. These women have become entrepreneurs dueto the pull
and push of traditional and changing values. They are mostly engaged in
handicrafts and cottageindustries and produce low value added items such
asknitted garments, garments, doll and toy making, etc.

3. Thenext and last category of women entrepreneurs are those who take up
business enterprisetotide over financial difficultieswhenresponsibility is
thrust upon them due to family circumstances. This group of women
entrepreneursisilliterate, financially weak and is engaged mastly in family
business such as horticulture, fisheries, nursery, handlooms, etc.

1.10.1 Support and Financial Assistance to Women Entrepreneurs
in India

A number of institutions and agencies have been set up to devel op entrepreneurship in
womenin Indiafor purposes of training and giving financial and marketing assistance.
Public sector banks and statefinancid corporations provideloansto women entrepreneurs.
Schemes such as Self-employment for Educated Unemployed Youth and Mahila
Gramodyog are implemented to develop women entrepreneurs. Assistance under the
District Rural Development Agency is provided to women entrepreneurs. Under the
Jawahar Rozgar YojanaScheme, 75 per cent of thefundsare provided by banks and 25
per cent by the Women’s Finance Corporation, out of which 20 per centis provided as
subsidy to women entrepreneurs. The M ahilaUdyog Nidhi Schemewasintroduced by
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IDBI to provideequity assistanceto set up new industrial projects by women. Under the
PrimeMinister’sIntegrated Urban Poverty Eradication programme, theWomen's Finance
Corporation provided financial assistanceto set up unitsfor lessthan Rs 10 lakh. Self-
help Groups set up by women in villages are financed by commercial banks. The Self-
help Group isagroup of rural poor with a homogenous background and interest, who
voluntarily cometogether withintent to carry out savings and credit operations and other
economic activitiesfor mutual benefit.

Shri Shaki Package is a scheme run by State Bank of Indiato provide special
training and concessions to women entrepreneurs. Training of Rura Youth in self
employment, Action Plan and severa other schemes providefinancia support, technical
assistance and guidance to women entrepreneurs.

The Government of Indiahas organized anumber of workshopson Trade-Related
Entrepreneurship Assistance and devel opment for the benefit of women entrepreneurs.
The government seeks to empower women in rural and semi-urban areas through
development of entrepreneurial skills, elimination of various constraints faced by them
and by strengthening the trade support network.

The Federation of Societies of Women Entrepreneurs is engaged in promoting
women entrepreneurship by:
(@) Providing marketing assistance to market their products,
(b) Providing effectiveinteractionwith government officers, and
(c) Evolving suitable guidelines from time to time for the promotion of
entrepreneurship among women.

The National Research Development Corporation has set up a number of
technology demonstration-cum-training centresto provide expertise and resourcesto
women entrepreneursin respect of new technology.

The National Alliance of Young Entrepreneurs, National Institute for
Entrepreneurship and Small Business Development, National Institute of Small Business
ExtensonTraining, and Small Industries Development Bank of Indiaaretheother agencies
rendering assistance to women entrepreneurs.

In the New Industrial Policy of 1991, the government stressed the need
for conducting special entrepreneurship programmes for women with a view to
develop women entrepreneurship. The policy has recommended that product and
process oriented courses may be conducted to enable women to start small-scale
industries.

Onelakh women entrepreneurs weretrained intrade-related activities under the
initiation of the Ministry of Small Scale Industry. Six project linesincluding food, forest
produce collection, leather, readymade garments and coins have been selected which
would focus on women entrepreneurs. Thus, the climateisideal for womenin Indiato
become entrepreneurs.

1.10.2 Problems faced by Women Entrepreneurs

The problemsfaced by women entrepreneursin Indiaare immense and complex. They
face more serious problems than men entrepreneurs. Some of these are asfollows:



1. NolIndependence: Womenin Indialack the basic ingredients that are needed Entrepreneurship
for a successful entrepreneur such as independence and authority. They are
considered subordinateto meninall walksof life.

2. Lowrateof Literacy: Low literacy levels hinder womenin carrying out their
activities as entrepreneurs. Lack of education is a handicap in their
understanding of technological and marketing issues.

3. Social Attitude: Overbearing presence of elders restricts young girls from
venturing out and very strict boundaries are drawn around their mobility,
keeping women away from training and acquiring skillsin rural aress.

4. LowRisk-bearing Capacity: The psychological state of women does not allow
them to bear highrisks, whichisacrucial factor and unavoidablein running an
enterprise.

5. Financial Constraints: Financein anenterprisethatisrun by women still remains
achallenge, because of their inability to provide tangible security. Very few women
have property in their name. Banks also take a negative attitude while providing
finance to women entrepreneurs. As aresult they rely on their own funds and
loansfrom family and friends, which isnot sufficient to manage the enterprise.

6. MultipleResponsibilities: A woman hasto perform her responsbilitiestowards
her family, organization and society. Consequently a serious conflict emerges
between home and work, resulting in high stresslevelsthat inhibit her success,
independence and progress.

7. Marketing Problems: Marketing isaserious problem encountered by women
entrepreneurs because of intense competition, lack of storage facilities, and
failure to synchronize their products with market requirements.

8. Limited Mobility: Women entrepreneurs are often hindered by their inability
totravel from one placeto ancther for businessreasons. Further, the humiliating
attitude of government officials, such as licensing authorities, labour officers,
sdestax officials, etc. makes life miserable for women and forcesthem to leave
thebusinessin certain cases.

NOTES

1.11 SUMMARY

John K. and Howard Stevenson have defined entrepreneurship as ' the attempt to create
value through recognition of business opportunity, the management of risk-taking
appropriateto the opportunity, and through the communicative and management skillsto
mobilize human, financia and materia resources necessary to bring aproject tofruition’.
The key dements of entrepreneurship are (i) Innovation, (ii) Risk-bearing, (ii) Economic
organization, (iv) Visonand (v) Organizing skills. All theelements areinter-related and
form a continuous process in business. In Schumpeter’s view, entrepreneurs lead the
way in the creation of novel industries, so that significant structural alterations are
precipitated by them in the economy. He emphasized the role played by innovation in
this. According to FrancisA. Walker, thetrue entrepreneur isonewho is endowed with
more than average capabilitiesin the task of organizing and coordinating the various
factors of production. Drucker has also aptly observed that innovationis the specific tool
of entrepreneurs, the means by which they can exploit changes as an opportunity for a
different business or adifferent service. Gifford Pinchot defined theterm intrapreneurs
with referenceto personswho resigned from their well-paid executive positionstolaunch
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their own ventures. He devised a system whereby such executives could operate as
entrepreneurs with full independence and autonomy but within the organization. They
were allowed to introduce new products, take their own decisions and put their ideas
into practice. Such executives-turned-entrepreneurs were encouraged to survivein an
organization. They were adequately sponsored and their entrepreneurial spark was kept
aliive. Their turnover was also reduced. Such people were called intrapreneurs.
Entrepreneurs should possess certain characteristics to lead an organization.

There are four types of entrepreneurs. Of these, it is the Adoptive or Imitative
Entrepreneur who is playing avital role in developing countries like India. The basic
functions of an entrepreneur are assumption of risk, business decisions and manageria
functions such as formulation of production plans, raising of finance, dealing with
suppliersinthe procurement of raw materials and other materials, providing production
facilities, sales organization, administrative functions such as manpower planning,
selection, recruitment, etc.

Women entrepreneurship in India has come along way from papad-and pickle-
making to engineering and dectronics. Nowadays elite women in cities are making a
mark in non-conventional fields such as consultancy, garment exporting, interior
designing, textile, printing food processing, chemicals, pharmaceuticals, etc. There has
been remarkable growth in entrepreneurship after Independence. The Government of
India from time to time adopts industrial policies to give a boost to industries in the
large, medium, small, tiny and khadi and village sectors. Nationdization of banks and
incorporation of various financial ingtitutions has further provided financial assistance
to entrepreneurship.

1.12 KEY TERMS

e Entrepreneurship: A processthat an entrepreneur undertakesfor augmenting
his business interests.

e Intrapreneurs: Executives who operate as entrepreneurs with full
independence and autonomy but within an organization.

1.13 ANSWERS TO ‘CHECK YOUR PROGRESS

1. Thepersonwho invests his resourcesto perform an economic activity iscalled an
entrepreneur. In India, the definition of an entrepreneur as * being the one who
undertakesto organize, ownand runabusiness wasaccepted at anationa seminar
on Entrepreneurship organized inNew Delhi in 1975.

2. Theterm ‘entrepreneur’ isoften used interchangeably with ‘ entrepreneurship’.
But conceptually they are different: An entrepreneur is a creator whereas
entrepreneurship isthe creation.

3. The basic characteristics of an entrepreneur are a high degree of commitment,
tolerance for ambiguity, flexibility, value of achievement over money, skill at
organizing, future orientation, highlevel of energy, desirefor immediatefeedback,
confidencein his ability to succeed, preference for moderate risk and desire for

responsibility.



10.

Thefunctions of an entrepreneur are asfollows:

(8 Assumptionof risk

(b) Businessdecisions

(c) Managerid functions

Types of entrepreneurs are asfollows:

(8 Innovative Entrepreneur

(b) Adoptiveor Imitative Entrepreneur

(c) Fabian Entrepreneur

(d) DroneEntrepreneur

Intrapreneursare executives who operate as entrepreneurs with full independence
and autonomy but within the organization, and who are allowed to introduce new
products, take their own decisionsand put their ideasinto practice.

Village community consisted of farmers, artisans, Brahmins, weavers, carpenters,
goldsmithsetc. Theartisansweretreated as village servants and there was absence
of locdlization of industry in India.

Indian merchants had mainly made investments in cotton textile mills because
cotton textilewas largely controlled by the Indians eventill the First World War.
There was competitive advantage in the manufacture of coarser varieties of
textiles, which did not require any protection. Necessary technology could easily
be imported.

Requirement of skilled labour was less and of unskilled labour was more, which
was aready available in abundance.

Inthe post-Independence era, the Government has given plenty of stimulation for
the growth of private sector, both small scale and large scale. Diversification of
industry, generation of employment potentia, policy of import substitution and export
promotion, and the use of new and advanced technology have significantly changed
thenature of Indian entrepreneurship and brought into existence new techniques
of modern management. During this period the existing large business houses
have taken advantage of the extremely favourable atmosphere and diversified
widely. A large number of established entrepreneurs have ventured into disparate
industries to the extent that the textile mills have marched into the area of
electronics.

K ey elements of entrepreneurship are asfollows:

(a) Innovation

(b) Risk-bearing

(c) EconomicOrganization

(d) Vision

(e) Organizing kills

In Schumpeter’sview, entrepreneurslead theway inthe creation of novel industries,
sothat significant structural aterations are precipitated by them in the economy.
Schumpeter madeuse of entrepreneurship for explaining business cycles, economic
growth and structura changes, by combining psychologica and economic notions.
An important matter of concern for Schumpeter was the *high-level’ kind of
entrepreneurship that was historicaly responsiblefor giving riseto themultidivisonal
firm, commercidly exploiting colonies, giving riseto the chemical industry, creeting
railroads, etc. There was little room in his analysis for the more common and
equaly significant ‘ low-level’ entrepreneurship that the smaller firmsengagedin.
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12. According toWalker an* entrepreneur’ is as someonewho can detect and eval uate
new situationsin his environment and direct the adjustments that he thinks must
necessarily be made in the economic system. He envisages an industrial venture
for the sameand exhibits significant determination, grit and initiativeinthe execution
of thisproject, and performs one or more of thefollowing inthe process: @) Supplies
technical know-how; b) Promisesto make up the shortfallsin capital; c) Offers
persond guaranteestofinancid institutions; d) Arrangesinitia capital; €) Obtains
the necessary industrial licenses; f) Explores the prospects of starting such a
manufacturing enterprise; and g) Percelves opportunitiesfor profitableinvestments.

13. Systematic innovation, according to Drucker, hasto dowith searching for changes
in an organized and purposeful manner and systematically analysing the
opportunities offered by such changesintermsof social and economic innovation.
Thisinturnleadsto economic development.

14. A number of institutions/ agencies have been set up to develop entrepreneurship
inwomeninIndiaby providing themwith training and giving financial and marketing
assistance. The public sector banks and statefinancia corporations provideloans
to women entrepreneurs. Schemes such as Self-employment for Educated
Unemployed Youth and M ahila Gramodyog are being implemented to develop
women entrepreneurs. Assistance under the District Rural Development Agency
isprovided to women entrepreneurs.

1.14 QUESTIONSAND EXERCISES

Short-Answer Questions

1. Definetheterm entrepreneur.

2. Whoisanintrapreneur?

3. Distinguish between the Fabian entrepreneur and Drone entrepreneur.
4. WhoisanAdoptiveor Imitative entrepreneur?

5. WhoisaCognitive entrepreneur?

6. Namethequalitiesthat arerequired in an entrepreneur.

Long-Answer Questions

1. What isthe concept of entrepreneurship. Explain the characteristics and functions
of an entrepreneur.

2. Describethe growth of entrepreneurshipin India.
Describetherole of entrepreneurship in economic development.

4. What arethe problems of women entrepreneurs?\What arethe support and financia
assistance that women entrepreneurs get in India?

w

1.15 FURTHER READING

Desai, Vasant D. Dynamics of Entrepreneurship Development and Management.
Hyderabad: Himalaya Publishing House.

Gordon, E. and K. Natarajan. Entrepreneur ship Development. Hyderabad: Himalaya
Publishing House.

Arora, Renu and S.K. Sood. Fundamental s of Entrepreneur ship and Small Business.
New Dehi: Kalyani Publishers.



Kumar, Anil S. et d. Entrepreneur ship Development. New Delhi: New Age International
Publishers.

Kuratko, Hodgetts. Entrepreneur ship— Theory, Process, Practice. Haryana: Thomson.
Khanka, S.S. Entrepreneurial Development. New Delhi: S. Chand & Company.

Sarwate, Dilip. Entrepreneurship Development and Project Management. Pune:
Everest Publishing House.

Holt, David H. Entrepreneurship and New \enture Creation. New Delhi: Prentice
Hall.

Lall, Madhurimaand Shikha Sahai. Entrepreneur ship. New Delhi: Excel Books.

Sahay, A. and V. Sharma. Entrepreneur ship and New Venture Creation. New Delhi:
Excel Books.

Allen, Kathleen. Entrepreneur ship and Small Business Management. Student Edition,
New Delhi: McGraw-Hill.

Deshpande, Manohar U. Entrepreneurship of Small-Scale Industries. New Delhi:
Deep & Deep Publication.

Mehan, K.K. Small Industry Entrepreneurs Handbook. Bombay: Productivity Services
International.

Uddin, Sami. Entrepreneurship Development in India. New Ddhi: Mittal Publications.
Vepa, Ram K. Modern Small Industry in India. New Delhi: Sage Publications.

Sharma, PK. Industrial Entrepreneurship in a Developing Economy. New Delhi:
Kalyani Publishers.

Sharma, Krishan Lal. Entrepreneurial Performancein Role Per spective. New Delhi:
Abhinav Publications.

Manimal, J. M athew. Entrepreneur ship Theory at the Crossroads. New Delhi: Whedler
Publishing.

Rao, M. Gangadhra. Entrepreneur ship and Entrepreneurial Development. New Delhi:
KanishkaPublishing House.

Entrepreneurship

NOTES

Self-Instructional
Material

29






Assessment of Business

UNIT 2 ASSESSMENT OF BUSINESS Opportunity
OPPORTUNITY

NOTES

Sructure

2.0 Introduction
2.1 Unit Objectives
2.2 Search for Business ldeas
2.3 Market Assessment
2.4 Sources of Information
2.5 Modalities of Information Collection
2.6 Environmental Assessment
2.6.1 Economic Environment
262 Socia Environment
26.3 Psychological Factors
264 Attitude of Government
265 Competitive Factors
26.6 Opportunity Analysis
2.7 Summary
2.8 Key Terms
2.9 Answers to ‘Check Your Progress
2.10 Questions and Exercises
211 Further Reading

20 INTRODUCTION

Thefirst Prime Minister of India, Pandit Jawaharlal Nehru, had emphasized that ‘ real
progressmust ultimately depend onindugtridization. Throughout theworld, indugtridization
hasindeed become the magic word of the mid-twentieth county’ .

Industrialization iswidely recognized not only as one of theimportant factorsfor
socio-economic transformation and for achieving industrial self-sufficiency, but alsofor
the accelerated development of other sectors such as agriculture, transportation, trade
and services. This meansthat any sector aone cannot be devel oped without developing
other potential sectors, which may directly or indirectly influenceit. Business opportunity
identification isaprocesswhich accel erates economic growth, effects structural changes
inthe economy, particularly in respect to resource utilization, production functions, income
generation, occupationa patterns, population distribution and foreign trade, and induces
social change.

Well-trained entrepreneurs can bring industrialization to adeveloping country like
India. Thus, entrepreneurship isone of the most important factors of industriadizationin
the process of economic growth. Nowadays aspiring entrepreneurs can get information
regarding variousinvestment opportunitiesfromthe I nternet, business magazines, financial
ingtitutions, government, commercia organizations, friendsand relatives.
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2.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Understand the meaning of business opportunity
¢ Know thevarious sources of business opportunities
¢ Understand the modealities of information collection
o Understand theimportance of environment analysis

2.2 SEARCH FOR BUSINESS IDEAS

What are the motivational factorsthat drive an entrepreneur to launch abusiness? For
example, Jemini Tooth Powder is the idea of awoman who, frustrated with existing
tooth cleaning items, launched a new tooth powder of her own. There are many such
incidents and issues which are directly connected with an entrepreneur’s frustrations
with existing products or services. These have propelled them to launch successful
enterprises.

Business opportunity may be defined as an attractive project idea which an
entrepreneur accepts as the basis for his investment decision. A business opportunity
has two mgjor ingredients.

1. Growing markets
2. Optimum return on investment

The entrepreneur has to prepare alist of project ideas identified from various
sources. The business opportunities are evaluated against a set of specific criteriato
select those projects which are commercially viable.

Thefollowing arethe criteriafor evaluation.

1. Well-matched with the promoter: The entrepreneur should ensure that
the proposed project is well-matched vis-a-vis the available financial and
human resources.

2. Favourable and growing market: With an assured market for the
products or services, the project can run successfully. So, the existing and
potential demand in the market, consumption trends, nature of competition,
availability of substitutes and technological development, sales efforts
required, and export possibilities are the factors to be evaluated by the
entrepreneur.

3. Government regulations: The project to be undertaken should not violate
government rulesand regulations.

4. Risk: Risks are unavoidable. Entrepreneurs are not only facing pure risk
but also strategic, financial risk. Thewillingnessto assumerisk isamajor
characteristic of an entrepreneur. However, unnecessary risk isfoolhardy.
It isdifficult to predict the future. But the possible effect of unfavourable
future events on each of the project ideas can be examined. Thefollowing
factors should be considered:

(a) Market stability ineconomic cycles
(b) Technological risk



(c) Domestic competition aswell asfromimports
(d) Legidationsand controls
(e) Seasonal demand
(f) Predictability of demand

5. Rawmaterial: Assuranceof continuousand required quantitiesof quaitative
raw material provides half the success of any project. So theavailability of
raw materials, cost of obtaining it and its supply by the government at
concessional rate arefactorsto be considered by the entrepreneur.

Entrepreneurs should havethe knack to recognize abusiness opportunity. Thisis
fundamental to the entrepreneuria process aswell asfor building abusiness. A business
opportunity representsapossibility for the entrepreneur to meet alarge enough unsatisfied
need. Significant research has been done on the opportunity recognition process and
several models have been developed. One model that clearly identifies the aspects of
this opportunity recognition processisindicated in Figure 2.1.

Prior Knowledge
Of markets and
Education Customer
Problems
i Outcome:
Experience Entrepreneurial Successful
Alertness Opportunity
Recognition
Perst_)nal quk Networks
experience experience

Fig. 2.1 Model of Opportunity Recognition Process

Source: From Alexander Ardichivili and Richard N. Cardozo, ‘ A Mode of the Entrepreneurial
Opportunity Recognition Process', Journal of Enterprising Culture, Vol.8, no.2, June 2000.

Figure 2.1 indicatesthat the key to recognizing an opportunity liesintheknowledge
and experience of theindividual entrepreneur and, whereappropriate, theentrepreneuria
business. Thisprior knowledgeisaresult of acombination of education and experience,
and the relevant experience could be work related or could result from a variety of
personal experiences or events. The entrepreneur needs to be aware of this knowledge
and experience and have the desire to understand and make use of it. The other important
factorsinthis process are entrepreneurial aertnessand entrepreneurial networks. There
isaninteraction between entrepreneuria aertness and the entrepreneur’s prior knowledge
of markets and customer problems. Those entrepreneurswho can recognize meaningful
business opportunities are in a strategic position to successfully complete the product
planning and development process and launch new ventures.

2.3 MARKET ASSESSMENT

Informal market assessment has been practiced ever since firms began to market their
products, whereas formal market assessment has developed only during the past six or
seven decades. Thekey distinctionisthat theformal approach is systematic; it follows
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an orderly sequencein which each step is subordinated to alarger systematic wholeto
provide reliable information for decision making. Formal market assessment has been
predominantly hel ping entrepreneurs to use the scarce resourcesin theright way.

Market assessment therefore refersto systematic collection, recording and anadysis
of data. This data is used to develop an appropriate information base for decision
making related to new product development or an existing product in marketing area.

Although it is important for an entrepreneur to evaluate ideas against personal
considerations, itisequaly important to assess them against marketplace considerations.
Hisdecision about which entrepreneurial directionto take should not be made without
considering the market factors. His idea will have to be viable in a competitive and
dynamic marketplace. Consequently, his choice needs to be made with an eye on the
market. The more market-driven the venture, the greater are the chances of success.
Thefollowing questions may be asked inrelation to evaluating the marketplace potential:

(&) How istheproposed entrepreneuria ventureto be promoted and advertised?

(b) How is the proposed idea to be priced? Has the break-even point been
caculated?

(c) Whereand how might the product be purchased by the potential customer?

(d) What arethedistinct or similar features that the proposed product hasin
relationto what is presently available in the market?

(e) Who (how many and where) are the potential customers for an
entrepreneur’sidea?

The broad-based questions force an entrepreneur to at least think about the viability
of the proposed entrepreneuria idea. Although theideamay appear impressive on paper,
if thereis no market for it, the chances of success are zero.

A market feasibility study is a structured and systematic analysis of the
various aspectsrelated to market area of aproposed entrepreneurial venture designed
to determineitsworkability. A well-prepared feasibility study can bean effectiveevaluaion
tool to determine whether or not an entrepreneuria idea is a potentially successful
one. Inaddition the feasibility study can serve asabasis for the all-important business
plan.

Wheat does afeasibility study include?It should give adescription of theimportant
elements of the entrepreneurial venture and the entrepreneur’s analysis of the viability
of thefollowing elements.

1. Detailed product description
2. ldentify thetarget market (who, where, how many)

3. Describewherethe product will bedistributed (location, treffic, Size, channels,
etc.)

4. Price determination (competition, pricelists, etc.)
5. Promoation plans(roleof personal sdlling, advertising, sales promaotions, etc.)

2.4 SOURCESOF INFORMATION

Entrepreneurship researchers have looked at the sources of an entrepreneur’s ideas.
These studies have shown that the sources of their ideas are unique and varied. Inone
survey, 60 per cent of respondents said working in the same industry was the major
source of ideasfor business. For example, Vance Patterson, CEO of Patterson Fan Co.



(Wwwwpatter sonfan.com), manufacturer of industrial fans, found two of his employees Assessment of Business
cooking hamburgers on an odd-looking grill. They had created the device out of spare Opportunity
parts, and it seemed that the odd shape of the flared fan parts kept the unit cooler than

other grillsand alowed air to circulate more evenly. Recognizing the uniqueness of the

idea, hegot a patent for the grill in his name and the names of the two employees who NOTES
invented it, James Balentine and Robert Carter. Another survey of 100 entrepreneurs
who created some of the fastest-growing private companiesinthe United States showed
similar results. An overwhelming mgjority (71 per cent) of the respondentsreplicated or
modified anideagained through previous employment. The next largest percentage of
survey respondentsin this particular study (20 per cent) said they got their ideas for an
entrepreneurial venture from aserendipitous (coincidental) discovery.

Entrepreneurs might use numerousideasources. TheseareshowninTable2.1.

Table 2.1 Potential Sources of Entrepreneurial Ideas

What to look for

e Limitationsof what is
available at present

e Approachesthat are
different and novel

e Breakthroughs and

Sources

e Hobbiesor personal interests

e Abilities, skills and work experience

e Familiar and unfamiliar services and
products
External environmental opportunities inthe

Entrepreneurial

Ideas for
Venture

legal-political, economic, demographic, advances
socio-cultural and technological sectors e Nichesthat are
unfilled

e Changes and trends

Table 2.1 illustrates some of the more common sources and what to look for
while exploring them. Let us look more closely at the four main sources of ideas.

1. Personal interests or hobbies. Many entrepreneurial ventures were
formed because of an entrepreneur’s love of doing something such as
restoring antique automobiles, scubadiving, baking grandma’s scrumptious
praline chocolate brownies, etc. A successful entrepreneurial business might
bebuilt around one's personal interestsin aparticular product or activity.

2. Work experiences, knowledge, and skills: By tapping into the knowledge
of aparticular industry or market gained by working init, an entrepreneur
can pinpoint areas of potential opportunity. For example, if you’ ve ever
travelled, you' ve undoubtedly seen those suitcaseswith wheels. Now wasn't
that a great ideal Robert Plath created the first wheeled suitcase, the
Travelpro Rollerboard, becauseinhisjob asanairline pilot he was constantly
carrying his bagsfrom one placeto another, and hewaslooking for amore
convenient, comfortable way to do so. In the process of using his work-
related experiences and knowledge, he created not only anew product but
also anew industry!

3. Products and services currently available (both familiar and
unfamiliar): What products do you use everyday? Do they do everything
that you wished they would? What about products you are not familiar
with?Canyou takewhat you arefamiliar with and apply it to those unfamiliar
ones?Answersto the above questions are sources of ideagenerationto an
innovative entrepreneur.

4. External environment: Positive trends or changes that provide unique
and distinct possibilities for innovating and creating value — in the
entrepreneuria context. Theseopportunitiescanbefound inthetechnologicdl,

societd culture, demographics, economic and lega-palitical sectors. Self-Instructional
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Thosewerethe potentia sources of entrepreneurial ideas, but what are the specific
things that an entrepreneur should look for?Basically, he should look for changes and
trends, unfilled niches, breakthroughs and technol ogica and scientific advances, different
and new approaches, and limitations of what is currently available. Any of these could
provideapotential ideafor an entrepreneurial venture. But, perhapsthisis not enough.
Even with the wide variety of idea sources, an entrepreneur may have difficulty in
coming up withanideafor his entrepreneurial venture. At this point, he may want to use
some different, more structured approaches to help generate ideas. There are four
different structured approaches that he might use:

(1) Environmental scanning
(i) Crestivity and creative problem solving
(i) Brainstorming, and
(iv) Focusgroups
(i) Environmental Scanning: Doesthe aspiring entrepreneur know thelatest

scoop on what is happening in the business world? Has he read the latest
news headlines? Does he know what books or movies are popular right
now? If yes, it is an indication that has a good environmental scanning
ability. One technique that entrepreneurs can use to generate ideas is
environmenta scanning, the processinwhich huge quantities of information
are screened for detecting the ternsthat may be emerging. Here are some
‘ideas’ to stimulate one’sown idea creating by scanning the world around:
Read thelocal and other major metropolitan newspapers (The Hindu, New
York Times, the Washington Post, USA Today, and others); read business
publications (Business Line, Economic Times, Business \eek, Fortune,
Financial Times, Fast Company, Wall Sreet Journal, and others); read
popular consumer and new magazines, review the fiction and nonfiction
best-seller lists; review government and consumer publications; subscribe
to relevant trade publications; pay attention to commercias; watch and
review top prime-time television shows; browse the magazine section of
book store; walk through alocal shopping mall to seewhat isthere; and so
forth.

(i) Creativity and creative problem solving: This is the capability for
combining ideasinadistinct manner or making unusual connections between
them. It means cross-thinking by seeing new angles, connections, and
approaches. Thewhole area of creativity has been extensively researched
and studied, resultinginalot of information—all of which cannot be covered
here. Instead, what can be understood about therole of creativity and creative
problem solving asastructuretechniquefor generating ideasisthat anumber
of specific creativity approaches can be used. Here are a few specific
techniques:

e Thechecklist method, inwhichan entrepreneur usesalist of questions
or statementsto develop new ideas,
e Free association, whereby an entrepreneur develops a new idea
through achain of word associations;
e Attribute listing, in which an entrepreneur develops a new idea by
looking at the positive and negative attributes of aproduct or service.
Using any of these structured creative problem-solving approaches can
help an entrepreneur unlock his creativity and generate potential



entrepreneurial idess. If he needs moreinformation on how to be crestive, Assessment of Business
he can research the topic at the library or on the Internet. Opportunity

(i) Brainstorming: Itisone of themost familiar and widely used techniques
to generateideas. It is anidea-generating process for developing creative
solutions that encourages as many alternatives as possiblewhilewithholding NOTES
criticism. Brainstorming isarelatively smpletechniquethat istypicaly done
with agroup of people. (You could do thiswith friends or colleagues). Ina
brainstorming session, agroup of people getstogether inaroom, preferably
one with a relaxed environment, where everyone is free to stretch their
minds and think out of thebox. A group leader statestheissue or problemto
be addressed and ensures that all participants understand it. The members
contribute as many ideas as they can in a given time by describing them
verbally (often shouting them out). Partici pants are encouraged to come up
withasmany ideas as possibleandto build on each others’ ideas. Nocriticism
of ideasisallowed during the brainstorming session. Instead, al ideas, no
matter how illogical or crazy, arerecorded for later discussion and anaysis.
Brainstorming isan idea-generating processthat opensup many dternatives.
It can beafrenzied, yet productive way to generate numerousideas.

(iv) Focusgroups. Thefina structured approach to generating ideasistheuse
of focus groups. These groups of individuals provide information about
proposed products or services in a structured setting. In atypical focus
group, a moderator focuses the group discussion on whatever issues are
being examined. For instance, afocusgroup might look at apropased product
and answer specific questions asked by the moderator. In other instances,
the focus group might be given a more general issue to discuss and the
moderator simply leads the discussion based on comments made by the
group. Either way, afocus group can provide an excellent way to generate
new ideas and to screen proposed ideas and concepts.

5. The Role of Intuition: We cannot leave our discussion of generating
ideas without looking at therole of intuition. Intuition is cognitive process
whereby we subconsciously make decisions based on our accumulated
knowledge and experiences. It has been called that * Aha feeling you get
when your internal search engine hitsitsmark’. It may also be called ‘ gut
fedling’ . Researchershave shownthat aperson’ sintuition can be measured.
Measureyoursby usingthe FY | box titled ‘ As Good AsaGuess . Although
structured, methodica approachesto generating ideas areimportant, intuition
can also play animportant role. Intuition can be apowerful source of new
ideas. M aybe the best approach of all would beto combine the structured
with theintuitive. After all, the two complement each other. Entrepreneurs
canlistentothat ‘inner voice' and then use more structured approachesto
fine-tunetheir ideas. Although generating ideasis animportant process for
entrepreneurs, itisonly half the battle! Ideas have to be carefully examined
before taking action and proceeding with an entrepreneuria venture.

6. Other sources of business or product ideas

Other sources of business or product ideasare asfollows:

e Emerging new technologiesand scientific know-how: Commercial
exploitation of indigenous or imported technologies and know-how are
other sources of business for entrepreneurs in developing countries,
especially inthe case of import substitute product manufacturing.
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e Tradefairsand tradejournals. Magazines, journals, industries or
trade fairs offer wide scope for business opportunities to aspiring
entrepreneurs of developing countries like India in the area of small
scale and tiny sectors.

e Social and economictrends. Social and economic status of peopleis
awaysdynamicin nature and offerswide opportunities. An entrepreneur
should observe such changes. For example there is a shift towards
readymade garments; possessing consumer durables, retail shopping
malls, western ouitfits, priority and preferencesfor cosmetics, etc.

e Changesin consumption patter n: Entrepreneur should pay attention
to the consumption levels or habits of domestic as well as foreign
consumers.

e Market characteristics: Aspiring entrepreneurs should study market
characteristicsto get widerange of businessideas. Unfulfilled demand
of aproduct will open the door for anew product. Supply and demand
of various products and demand for new products should also be
analysed.

e Product profile: Anandytica study of theend products and by products
can be the genesis of new project ideas. For example, byproducts of
the sugar industry gave riseto one more large scaleindustry, the paper
industry.

e Import and exports: The Government of Indiais encouraging exports
andvarious Export and Import (EX1M) policiesencourage entrepreneurs
to think about new options.

e Stimulation of sick units: Investment on a sick unit is highly risky
but a sick unit gives ample investment opportunities to a dynamic
entrepreneur. He can stimulate and turn asick unit into aprofitable one.

25 MODALITIESOF INFORMATION COLLECTION

The collected informationis utilized only for the particular usefor which it wasintended
and is not utilized for anything except what is specified in the privacy statement. This
information consists of last and first name, total combined household income, interests,
occupation, age, gender, residence/cellular/business/fax/aternate phone numbers, street
address, e-mail address, any automobile/home/revolving debt balances and related rates
of interest, last and first name of contact, name of the company, budget, past advertising
modalities, business services provided, vacation/hotel/travel preferences, billing
information, level of interest in business opportunities and estimated time and level of
monetary investment in the said business opportunities, along with the desired income
levels of the same, and general health status.

M odalities of information collectionisthe process of analysing and materiaizing
theinformation collected after abusiness opportunity has been identified with aclear
understanding of the particular sector of business. The process of modalities of information
collection gives aclear understanding and scope of the opportunity to start afeasibility
study. Here, wewill study the emerging business operations which have alarge scope of
development infuture.



Chakraborty, D. and Hui L&, University of Maryland, Baltimore, MD, USA, have Assessment of Business
expressed in their paper Pervasive Enablement of Business Processes that * People Opportunity
are an important part of many business processes. Current workflow-based
implementations of business processes constrain usersto the desktop environment; require
them to periodically check for pending tasks; and do not support direct or synchronous NOTES
people-to-peapleinteraction. Onthe other hand, thewide spectrum of people collaboration
tools ranging from telephones to instant messaging and to email has no provision for
structured collaboration and is separate from business processes.’ !

A system known as PerCollab has been designed and implemented by them for
integrating collaboration technologies and workflow. This permits the participation of
peoplein abusiness processfrom any location with the use of traditional collaboration
mechanisms. It aso enables usersto proactively engagein abusiness process by means
of channelizing the communication to convenient devices for the user. An extended
BPEL is used by PerCollab for formally defining a business process with a human
partner and exploiting dynamic user contexts for solving personal mobility problems.
Diverse collaboration tools such as e-meetings, emails and instant messaging are
integrated by the prototype implementation in PerCollab. The innovationis helpful to
those engaged in various business activitiesin different areasto interact.

Mobile phones and the Internet can be seen as the two most successful
technological inventions of the past decade. Both the technol ogies have developed and
spread rapidly, resulting in considerable unforeseen shiftsin consumer behaviour. Recently,
interest in the application of mobile technology has increased, both in business settings
aswell as consumer markets.> Consequently, the relationship between improving the
performance of abusiness and the use of mobile technology has become animportant
theoretical and practical issue. Pablo Valientein his research work titled A Method to
| dentify Opportunities for Mobile Business Processes concluded that * As with most
applicationsof technology, wedo not believethat mobiletechnology by itself can contribute
to performance. People, systems and processes must work in concert to achieve higher
performance levels. Further research should be directed towards deeper studiesof the
different usage levels of technology and the way they impact the processes and the
peoplethat participateinit.’2

L. Gregory Pawlson, inanarticletitled  Health Information Technology: Does It
Facilitate Or Hinder Rapid Learning? Health Affairs, The Policy Journal of the
Health Sphere (Published online 26 January 2007) expressed modalities of information
regarding the healthcare business. In hisview,  Healthinformation technology presents
major challenges as well as opportunities in creating care that fulfills the Institute of
Medicine' saims of being safe, timely, effective, efficient, equitable, and patient-centered.
This commentary examines thebarriersthat relate directly to the collection and use of
informationin practice, and it explores some of the possible solutions. Only through
concerted effortsinvolving mgor changesin theway we collect, store, analyse, and use
information related to the care of patientswith cancer, paired with active practiceredesign
and reimbursement reform, arewe likely to achievethe substantia progress envisioned
by Paul Wallace.*

1 *Pervasive Computing and Communications’, 2004. PerCom 2004. Proceedings of the Second |EEE
Annual Conference Publication Date: 14-17 March 2004 On page(s):87-97, http://ieeexplore.ieee.org/
xpl/freeabs_all.jsp?arnumber=12768480).

2 Heijden and Valiente 2002; Smith, Kulatilaka et al. 2002.
3 http://swoba.hhs.se/hastba/papers/hastba2002_010.pdf
4 http://content.healthaffairs.org/cgi/content/abstract/26/2/w178
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Yann-Yann Shieh, American Ingtitutesfor Research, Washington DC, inaresearch
work titled The Effect of Data Collection Modality on Sudents’ Foreign Language
SQurvey stated that * Surveys areaninvauabletool for helping diverseresearchinstitutes,
government agencies, and business organizationsto gather information needs. Selection
of data collection techniquesisgenerally based on cost, completion time and response
rate. Traditionally, surveys have been done using paper-pencil methodologies, which can
be costly to administer interms of time, labour, and materials. Dueto the popularity of
computer usage, the Internet has dramatically increased the ease and speed of survey
administration and data collection, aswell as decreasing associated costs, making surveys
faster, easier and cheaper than telephoneor paper-pencil collecting methods. Researches
have shown that paper-pencil and Internet/web methods have often been considered to
produce similar results. However, there is some evidence that people may respond
differently depending on modality of administration. Inaddition, because of theimportant
role that surveys play in today’s society, it is crucial that the psychometrics of any
administered survey beevaluated to assureitstechnical soundness'.

The purpose of this study isto investigate the effect of data collection modes on
thelanguage survey administered via paper and pencil, Internet/web and PDA (palm),
aswell asto evauatethe psychometric structure of high school students’ foreignlanguage
self-assessment survey. Datafrom a self-assessment survey administered to 314 high
school senior students across 10 states viapaper and pencil, Internet and PDA methods
were examined. The students self-assessment foreign language survey was evaluated
for the survey dissemination modalities as well as technique soundness and internal
reliability. Results showed that for listening, speaking, reading, writing, and tota scores,
students who used paper-and-pencil administration had higher scores than those who
used PDA; and students who used Internet administration had higher scoresthan those
who used PDA.

The advent of Internet or computer-related technology and the ability to post
guestionnaires onthe Web or PDA extends opportunities for assessing and researching
psychological function. Although this study was asmall-scaletryout, theresults of this
study represents animportant contribution. As Krantz and Dalal (2000) point out, few
studiesto date have explored differences between Web and traditional survey responses.

Aswiththe current study, they have expanded the data collection modes not only
to the paper-and-pencil and Web modes but also to the PDA mode. The findings open
thedoor for researchersto use theinformation from the self-assessment language survey
that has been collected online, paper-and-pencil, and PDA, and preparefor the future
development of large-scale language survey. (Source: www.amstat.org)

2.6 ENVIRONMENTAL ASSESSMENT

Entrepreneurship environment refers to the various positive and negative constraints
within which various enterprises are required to operate. Positive impact refers to
existence of various factorsfacilitating growth and negativeimpact referstothose factors
adversely affecting emergence and growth of entrepreneurship.

Anentrepreneur does not emerge by himself. Various economic, social, politica,
technological and psychologica factors are responsible for the emergence and growth
of entrepreneurship. Theseare called the external environmental factors over whichan
entrepreneur has no control and these have a high impact on entrepreneurial decision
making. The environment, especially the external environment, is highly dynamic. It



keeps on changing and affects different organizationsto varying extents. The degree of
environmental impact depends upon the extent to which the organization depends onit
and the organization's responseto the changesin environment. An entrepreneur should
understand the behaviour of key environmental forces that will affect the present and
future operations of the enterprise. Thisis called environmental assessment. Figure 2.2
shows the different environmental factors that affect the emergence and growth of
entrepreneurship. Theseare briefly discussed below.

Environmental Assessment
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Fig. 2.2 Environmental Assessment

2.6.1 Economic Environment

One of the most important factors affecting entrepreneurship is economic environment.
It comprisesthefollowing:

(i) Capital
(if) Labour
(i) Raw Materia
(iv) Market

1. Capital: Thisisoneof theimportant factors of production. Adequate capital
isrequired for other factors of production such as purchasing, raw material,
labour and machinery. Capital actsasalubricant inthe production process.
Increasein capitd investment in viable projectsresultsinincrease in profits,
which helpsin accelerating the process of capita formation. Entrepreneurship
activity too gets aboost with the easy availability of funds for investment.

. Labour: Location of an entrepreneurship is determined by the production
fector of Iabour. Generdly, amix of skilled, semi-skilled and un-skilled workers
isrequired for production. Easy availability of theright number and quality
of workersisagreat asset to any enterprise to generate quality products,
and to make profits. The advantages accruing to an entrepreneur with low
cost of labour are often offset by the disadvantages arising out of immoability
of unskilled workers. These disadvantages can be better tackled by resorting
to capital intensive technologies. But acountry like India, confronted with
thetwin problems of unemployment and shortage of capital, cannot afford
to adopt capita intensive technologies. Labour-intensive rather than capital-
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intensive technology will serve our interests better. The problem of labour
immobility can be solved by providing infrastructural facilities including
efficient transportation, wherever entrepreneurship isto be promoted.

3. Raw Material: Raw material is one of the important ingredients in the
production process. Insufficient quantity or inferior quality of raw material
can adversely affect entrepreneurial environment. Proximity to the source
of raw material isone of theinfluencing factorsin deciding the location of
industry. Having several suppliers for asimilar type of raw material isa
wise palicy. Without adequate supply of raw materials noindustry canfunction
properly and emergence of entrepreneurship too is adversely affected.
Shortage, high prices and inferior quality of raw materials are the major
problems confronting entrepreneurs.

4. Market: In the present competitive world no entrepreneur can think of
surviving in the absence of latest knowledge about markets and various
marketing techniques. A market survey and research helps an entrepreneur
get therequired knowledge about the market condition for his new product
launch or for modifying the features of existing product. The benefits of
improved and healthy market conditionsin the environment on entrepreneuria
growth are sdlf evident. Germany and Japan are examples where rapid
improvement in market was followed by rapid entrepreneuria appearance.
Market demand depends upon purchasing power. Thisin turn dependsupon
current income, prices, savingsand availability of credit.

Entrepreneurs should keep track of the main trends in the economic environment.
Any changeinthechief economic variables such as credit availability, savings, interest
rates, cost of living, income and money has an immediate effect on the working of an
enterprise.

2.6.2 Social Environment

Entrepreneurial behaviour is strongly affected by the social environment, which
contributes to entrepreneuria growth. The social setting in which people live shapes
their basic beliefs, values and norms. The social factors can be (i) Family background
(i1) Friends, relatives and teachers, (iii) Religion (iv) Social status (v) Social mobility
and marginality.

Family background gresatly influences the entrepreneurial environment and
maintenance of social system. If thefather is an entrepreneur, the sonismore likely to
enter the same line of business because of certain inherent advantages.

A personislikely to follow therules of the reference group to which he belongs.
Thereference group can beareligious group, close circle of friends and relatives. The
prospective entrepreneur would discuss his business ideas with them and seek their
advice before starting anew business.

M obility of the entrepreneursisinfluenced by the occupation and social status of
thefamily. Socia statustoo affects entrepreneurship. Generally, people aspirefor high
social status and once they reach that level they start aspiring for the next higher level
and then the next. They become quite responsible in their pursuit of protecting and
developing their status. Chester |. Bernard believesthat the desirefor improvement and
protection of status forces people to behave responsibly. They work hard to maintain



and improvetheir status, and it contributesto entrepreneurial growth. Casteand religion Assessment of Business
of an entrepreneur are contributory factors of entrepreneurial growth. InIndia, certain Opportunity
communities such as Jains, Baniyas, Vaishyas and K hatris have been engaged intrade

and industry for centuries. They have been the dominant sources of entrepreneurship.

Socid mobility involves geographical mohility and the nature of mobility withinthe NOTES
system. Not everyoneis of the view that social mobility is crucial for entrepreneurial
emergence. Somebelieve that ahigh degree of mobility is conduciveto the emergence
of entrepreneurship. Onthe other hand, there are otherswho believe that lack of mobility
would result in thethe emergence of entrepreneurship. Thereare still otherswho argue
that the system should neither betoo flexible nor too rigid becausetheformer would pull
the entrepreneur away from his role and the latter would restrict the entrepreneur.
Socid marginality also positively influences entrepreneurship. Socid marginaity implies
astuationinwhich thereis adiscontinuity between theindividuas' personal attributes
(comprising physical characteristics, intellectua make up and social behaviour patterns)
and theroleor roleswhich theindividual playsin the society. The number of openings
available also affects the emergence of entrepreneurship. Expanding economy and
increase in per capita income boosts entrepreneurial activity. Similarly, the pace of
structural changein the economy opens new opportunities for prospective entrepreneurs.

2.6.3 Psychological Factors

M cClelland devel oped the theory of Achievement M otivation. Achievement motivation
isadrivetoovercome challenges. According to McClelland, aconstdllation of personality
characteristicswhich areindicative of high need achievement isthemajor determinant
of entrepreneurship development.

If the average level needed for achievement in asociety isrelatively high one can
expect arelatively high amount of entrepreneurship inthe society. Thetrait of need for
achievement is not by birth and can be devel oped through intensive training programmes.
In India, Small Industries Training Institute (SITI), Hyderabad, and Small Industries
Service Institutes (SISI) and others al over India are conducting extensive training
programmes aimed at generating confidence amongst new entrepreneurs. M cClelland
carried out afull-fledged programmein K akinada, Andhra Pradesh. Training wasgiven
to agroup of persons and was designed primarily to stimulate theimagination and to
encourage introspection of personal motivation and community goas. McClelland
concluded that participants displayed an active business behaviour and worked for long
hours. Hefound thet caste, traditional beliefs, or even westernlifestylesdid not determine
the mental make up of participants. M cCldland explainsthat peoplewith low achievement
motivation are prepared to work hard for money or other such incentives but peoplewith
high achievement motivation work for status. According to him, people with high need
for achievement possessthefollowing attributes:

(i) They takepersona responsibility for decisions.
(i) They are moderaterisk takers.
(i) They haveinterest in knowing theresult of decisions.

McClelland believes that achievement motivation can be developed through
intensivetraining programmes.

Hagen was of the opinion that thewithdrawal of status respect of agroup led to
the emergence of entrepreneurship in Japan. He states that theinitial condition leading
toeventua entrepreneuria behaviour wastheloss of status/respect by agroup. According
to Hagen, four different types of events can produce status withdrawal:
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(i) Thegroup may be displaced by force.
(i1) Its value symbols may be denigrated.
(i) 1t may drift into asituation of statusinconsistency.
(iv) 1t may not be accepted into expected status on migration to anew society.

Whenever thereisany withdrawal of status respect it leads to thefollowing four
different responses and creates four different types of personalities:

(i) Retreatist. It referstothe personwho continuesto work in the society but
remainsindifferent to hiswork and position.

(i) Ritualigtic. Heisthetypeof personwho adoptsakind of defensive behaviour
and actsinaway accepted and approved in his society but with no hope of
improving hisposition.

(i) Reformist. Heisthe onewho foments arebellion and attemptsto establish
anew society.

(iv) Innovator. A creativeindividua whoislikely to be an entrepreneur.

Hagen believesthat creative persondities emerge when members of some socia
group experience the withdrawal of status respect. Innovation, which is basic for the
emergence of entrepreneurship, requires creativity and such creative individuals act as
catalytic agents for economic growth.

2.6.4 Attitude of Government

Inany country the government’ s attitude towards entrepreneurship playsavery important
roleintheemergence of entrepreneurship. Positive action by the government can facilitate
growth of entrepreneurship whereas negative action can adversely affect it. The
government policiestowards entrepreneurship can beunderstood by theindustria policies
adopted from timeto time by the government. The Industria Policy of 1956 provided
the basic framework for encouraging the entrepreneurs. The New Industria Policy of
1991 was areformative policy and hasled to the emergence of many new entrepreneurs
inIndia. By providing theright type of infrastructural facilities and other incentivesthe
government can play apositive role for the emergence of an entrepreneurial class and
for setting up more and more viable industrial units. The supportive actions of the
government can help in creating a conducive environment leading to entrepreneurial
growth. It is only due to the various steps initiated by the government over the years
under development planning that a positive environment for entrepreneurial growth has
been created. The slogan* Export or Perish’ led to export promotion. The government
took thefollowing threeimportant stepsthrough variousindustrial resolutions:

e Tomaintain aproper distribution of economic power between private and public
sector

¢ Toencouragethetempo of industridization by spreading entrepreneurship toevery
city, townor village

¢ To disseminate entrepreneurial talent that was concentrated in afew dominant
communitiesto alarge number of people of varied social and economic groups

The government has the power to regulate business activities. Its policiesinfluence
all thedecisions of the entrepreneursregarding what to produce, how much to produce,
of what quality to produce, where to produce and for whom to produce. Entrepreneurs
have to operate within the concessions and limits set by the government. Potential



entrepreneurs must scan government policiesbeforetaking their decision withregard to
Setting up an enterprise.

2.6.5 Competitive Factors

In the present context of entrepreneurship competitive factors play an important role.
No prospective entrepreneur can afford to ignore competitivefactors. Study of competitive
factors covers members of competing firms, their scale of operation, product range and
features, prices, channels of distribution, terms and conditions of sales, etc. Michael E.
Porter statesthe following four factorsfor the analysis of industry and competitors:

1. Existing and Potential Entrants. The various aspects studied are capital
requirement, scale of operation, product differentiation, channelsof distribution,
etc. The perception of existing and potential entrantsis scanned under thishead.

2. Bargaining Power of Buyers. Keeping in mind demand and supply position,
bargaining power of buyersis studied.

3. Bargaining Power of Suppliers. Bargaining power of suppliersof raw materials
and other factors can be assessed keeping in mind the demand and supply paosition.

4. Availability of Substitutes. Demand for aparticular product will depend upon
the availability and prices of substitutes.

Anentrepreneur can achieve successin hisventure by undertaking the following
four steps:
(i) Educating consumers about the possible use of his product
(i) Cresating aviabledemand for hisproduct
(i) Assessing the existing demand in the domestic and export markets
(iv) Assessing the potential demand

2.6.6 Opportunity Analysis

Theroleof entrepreneurship in economic development variesfrom economy to economy
depending upon human and materia resource, industria environment, and theimportance
attached to entrepreneuria growth by the palitical system. The emergence, working and
growth of entrepreneurs arefacilitated in those economies where favourable conditions
exist.

According to Joseph Schumpeter, an ‘ Entrepreneur is onewho seeksto reform
or revolutionize the pattern of production by exploiting aninnovation or more generally
an untried technological possibility for producing anew commodity or producing anold
oneinanew way by opening up anew source of supply of material or anew outlet for
aproduct.” Thus, Schumpeter is of the opinion that an entrepreneur is always on the
lookout for potential profitable opportunities and exploitsthem in the best interest of his
enterprise.

According to Peter F. Drucker, an entrepreneur must be capable of analysing the
opportunities and exploiting them successfully. According to him, opportunitiesare of
threekindsthefollowing:

¢ Additive opportunities
e Complementary opportunities
e Breakthrough opportunities
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Additive oppor tunities arethose which enabl e the decision maker to better utilisethe
existing resources without in any way changing the character of abusiness.

Complimentary opportunitiesinvolvetheintroduction of new ideas and as such lead
to acertain amount of changein the existing structure.

Breakthrough opportunitieson the other hand involve fundamental changesin both
the structure and character of the business.

Additive opportunitiesinvolve theleast amount of disturbancetotheexisting state
of affairs and hence there is least amount of risk. There is more risk involved in
complimentary and breakthrough opportunities.

Withtheincreaseinrisk it becomesdl the moreimportant for the entrepreneur to
carefully define the nature and scope of the project idea. He should also analyse the
various solutions aimed at redlizing objectives of the project by selecting those solutions
which onthe one hand help inreducing cost and risks and on the other hand facilitate the
redlization of maximum possiblereturnsto the enterprise. Entrepreneurs have to consider
availability of the5 Ms, i.e. Men, Material, Machines, Money and Markets. They are
equally concerned about availability of infrastructural facilities such as roads, power,
water, severage and communication. The entrepreneur also considers various financial
and non-financial incentives provided by the government, availability of markets,
environmental factors, and soon.

2.7 SUMMARY

Industrializationiswidely recognized not only as one of theimportant factors of socio-
economic transformation and achieving industrial self-sufficiency but aso for the
accelerated devel opment of other sectors suchasagriculture, transport, trade and services.
Business opportunity may be defined as an attractive project idea, which an entrepreneur
acceptsasthebasisfor hisinvestment decision. A business opportunity has two major
ingredients: growing markets and optimum return on investment.

Opportunitieslieinthe experience and knowledge of theindividual entrepreneur,
and where appropriate, the entrepreneurial business. M arket assessment refersto the
systematic collection, recording and analysis of datarelevant to marketing problem of a
businessin order to develop an appropriateinformation base for decision-making related
to new product development or on existing product in marketing area. There are four
structured approaches that can be used to generate ideas: (i) Environment Scanning,
(i) Crestivity and cresative problem solving, (iii) Brainstorming, and (iv) Focus groups.

Themodalitiesof information collectionisthe process of andysing and materidizing
theinformation collected after abusiness opportunity has been identified with aclear
understanding of that particular sector of business. Various authors have made known
their observations, intheir research work, on the modalities of information collection.
Entrepreneurship environment refersto the positive and negative constraintswithinwhich
enterprises operate. Positive impact refersto the existence of variousfactorsfacilitating
growth and negativeimpact refersto the factors adversely affecting the emergence and
growth of entrepreneurship. Environment analysis is to be performed on the basis of
economic, social, psychological and competitivefactors and attitude of the government.
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e Entrepreneurial development: A process to enrich the knowledge and skills
of an entrepreneur by a systematic way and through job training for overall NOTES
development of entrepreneurial activities.

e Strategicrisk: Thefactor that could lead to the failure of an organization’s goals
and objectives.

e Financial risk: Thefactor that could lead to an organization’sinability to recover
itsinvestment on aproject.

e Environmental scanning: Acquiring up to date knowledge onthe present trends
and factors that influence business decision making.

2.9 ANSWERS TO ‘CHECK YOUR PROGRESS

1. Business opportunity may be defined as an attractive project idea, which an
entrepreneur accepts as the basis for his investment decision. A business
opportunity hastwo mgjor ingredients. 1. Growing Markets 2. Optimum return on
investmen.

2. The risk factors to be considered by an entrepreneur in consideration of
business search are a) market stability in economic cycles, b) technological risk,
¢) domestic competition aswell as competition from imports, d) legislations and
controls, ) seasonal demand and f) predictability of demand.

3. Thekey torecognizing an opportunity liesin the knowledgeand experience of the
entrepreneur. Thisknowledgeisaresult of education and experience. Therelevant
experience could be persona or work related. The entrepreneur needs to be
aware of thisknowledge and experience and have the desire to understand and
make use of it.

4. Informal market assessment has been practiced ever sincefirms began to market
their products, whereasforma market assessment has developed only during the
past six or seven decades. The key distinction is that the formal approach is
systematic; it followsan orderly sequenceinwhich each stepissubordinatedtoa
larger systematic wholeto providerdiableinformation for decision making. Formal
market assessment helps entrepreneurs use scarce resources in theright way.

5. A market feasibility study is astructured and systematic analysis of the various
aspectsrelated to market area of aproposed entrepreneurial venture designed to
determine its workability. A well-prepared feasibility study can be an effective
evaluation tool to determine whether an entrepreneurial idea is a potentially
successful one. It should give descriptions of the important elements of the
entrepreneuria ventureand the entrepreneur’s analysis of theviability of following
elementsinrelationto market assessment of anidentified idea. ) Detailed product
description b) Identify the target market (who, where, how many) c) Describe
where the product will be distributed (location, traffic, size, channels, etc.) d)
Price determination (competition, pricelists, etc.) and €) Promotion plans (role of
persond sdlling, advertising, sales promotions).
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10.

. The common sources of ideas are 1) personal interests or hobbies, 2) work

experiences, knowledge and skills, 3) products and services currently available
(both familiar and unfamiliar) and 4) external environment.

. Brainstorming isan idea-generating processthat throws up many alternatives. It

canbeafrenzied, yet productive way to generate numerous ideas.

. Modalities of information collectionisthe process of analysing and materiaizing

theinformation collected after abusiness opportunity has beenidentified witha
clear understanding of that particular sector of business. The process of moddities
of information collection gives aclear understanding and scope of the opportunity
to start afeasibility study.

. Environment analysis involves the key environmental forces such as economic,

socid, palitical, technological and psychological factors, attitude of government,
competitive factors and opportunities that are going to affect the present and
future operations of the enterprise.

According to Peter F. Drucker, an entrepreneur must be capable of analysing the
opportunities and exploiting them successfully. According to him, opportunities
are of three kinds. Additive opportunities are those which enable the decision
maker to better utilize the existing resources without in any way changing the
character of the business. Complimentary opportunitiesinvolvetheintroduction
of new ideas and cause a certain amount of change in the existing structure.
Breakthrough opportunitiesinvolve fundamental changesin both the structure
and character of the business.

2.10 QUESTIONSAND EXERCISES

1
2.

3.
4.

Short-Answer Questions
1
2.
3.
4.
5.
6.

What isthe role of the growth market while searching for abusiness idea?
Wheat are the elements in relation to market assessment of an identified idea?
What is meant by external environment?

What is environment scanning?

Wheat isbrainstorming?

What arefocus groups?

Long-Answer Questions

What arethemgjor sourcesof information for identification of abusiness? Explain.

What are the modalities of information collection and how do they help an
organization?

Define environment analysis. What areits components?
What arethe modalities of information collection? Discuss opportunity analysis.
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3.0 INTRODUCTION

Itistheingenuity, skill and foresight of entrepreneursthat can guidethem to choosethe
best business opportunity. The entrepreneur has to select a feasible and rewarding
opportunity inorder to make it an enterprise. For thispurpaose, he hasto evaluate some
considerations and understand the gap between demand and supply. He hasto study
government rules and regulations regarding different business opportunities, conduct an
extensive study of promising investment opportunities, conduct a SWOT (Strength,
Weakness, Opportunitiesand Threats) analysis of business potential and conduct amarket
survey. Inthisunit, you will study about the aforementioned factorsthat helpindetermining
and establishing better business opportunitiesindifferent sectors.

3.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
o |dentify entrepreneurial opportunitiesin different sectors
o Understand how to select business opportunities

3.2 ENTREPRENEURIAL OPPORTUNITIESIN
DIFFERENT SECTORS

The Internet has ushered in numerous fundamental aterations inthe economics of the
serviceindustry and contributed significantly to the emergence of newer network-based
globa e-business models, along with identifying SM Es asthe primary users of Internet
commerce. Some of the practical hindrances that come in the way of SMEs going
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onlineinclude developing capabilities to manage the information infrastructure for e-
businessand strategically appreciating the Web dynamics.

With the liberalization and globalization of the Indian economy, the Indian
entrepreneurs haveto face fierce competition from new entrants and free import from
anywhere ontheglobe. Evenin consumer productswhichtill now had some protection,
therewill be severe competition. Therefore, future entrepreneurs should have exposure
to the changing trends.

The competition has also opened up opportunities to aspiring entrepreneursin
various sectors such as electronics, communication, food technology, packaging,
floriculture, cane/wood craft, textiles, pharmaceuticals, transportation, tourism and
hospitality, toy, gemsand jewellery. Entrepreneurshaveto realize that export orientation,
which includes quality and operations of enterprise, is important for success. With
emphasis on technology and clean environment, many more opportunitieswill emerge
for Indian entrepreneurs.

India offers several advantages and opportunities for investment. It has arich
resource base, which can be utilized for setting up industrial unitsinthe country. There
isimmense unharnessed potential in the various sectors of its economy. For instance, it
isthelargest producer of variousfood grains and commercia cropswhichincludemaize,
rice, wheat, potato, large cardamom, ginger and turmeric, cotton, tobacco, jute, and
sugarcane, and it utilizes largest area for cultivation of many crops. Thereis ample
opportunity for agro-based industria development in India. Itstraditiona handloomsand
handicrafts are in demand worldwide. Its proficient manpower can be used for
transforming the country into an IT state. Also, itsbeautiful landscape and rich cultural
heritage makesit an attractive tourist destination.

In a world that is becoming more and more interdependent, policies for
optimizing comparative factor endowments need to be vigorously pursued by al
countries. Whiletransactions are made more seamless by the rapidly changing technology,
the global integration process aso getsreinforced. According to one observation, it will
be the ‘power of ideas' that will form the basis of wars and battles in the present
century. As societies become more knowledge-based, more knowledge-based industries
will bepromoted.

Indiaenjoysaunique comparativefactor advantagein having ahugereservoir of
skilled manpower. It isapparent from the demographic differentialsthat Indiawill have
aunique advantage in the population profiles that are focused on the youth, where a
number of novel opportunities would be wholly optimized in the next twenty or thirty
years.

A High-Level Strategic Group (HL SG) was set up by theAll India M anagement
Association (AIMA) to examinethe policies that could facilitate Indiain optimizing the
emerging opportunities. The HSL G comprised leaders from the Government, academia
and industry. Thegroup deliberated on theseissues and conducted in-depth interactions
with the broad segments of the society and arrived at the following conclusions:

1. India seconomic growth can be accelerated and the unemployment problem
that is forecasted for its future mitigated if the vast opportunities that the
combination of global development in demographics, trade and industry
provideareseized by it.

2. A number of agencies must act immediately so that the best use can be
made of these opportunities. Indiaseemsto be enjoying huge gainsevenin
theface of anot very optimistic scenario of global economic growth. Hence,



no more time must be wasted in debates about the exact size of such
opportunities. Instead, Indiashould act immediately on them.

3. Thealterationsthat need to be made at themacro level have beenidentified
by the HL SG and appropriate recommendations made by it for carrying out
these changes. It is necessary now for the concerned agencies to briskly
engagethemselvesin action particularly in sectorswhereit is necessary for
thr Government and businessmen to collaborate more effectively.

4. Thekey to successliesinentrepreneurship in actionand thought, alignment
among the participants and quick execution.

3.2.1 Manufacturing Sector

The economic potential of acountry isreflected inthe growthrate of itsmanufacturing
sector. The mgjority of developed countries have strong manufacturing sectors. Although
the economic success of the Indian service sector has beenrelatively fast, asignificant
roleis still played by the manufacturing sector in terms of sustainability. The Indian
economy has witnessed a manufacturing revolution in the last few years, which has
received impetus from the growing presence of MNCs, the expansion in the domestic
market aswell asthe operations of domestic firmsbeing scaled up. Theaveragegrowth
of the sector between 2004 and 2008 has been about nine per cent, with the highest
growth of 12.3 per cent being recorded in 2006-07, when it made acontribution of 16.3
per cent to the GDP.

The Indian manufacturing base is ranked fourth in the list of the largest
manufacturing bases in emerging economies and is one of the fastest growing
manufacturing bases. Its level of investment as a proportion of the GDP is exceeded
only by China.

If a Centre for Monitoring Indian Economy (CMIE) report is to be believed, a
33.9 per cent growth has been registered by 2,144 listed manufacturing companiesin
terms of their aggregate net sales. Thisis apparent from their financial positionsinthe
June 2008 quarter. In fact, the manufacturing industry has grown at about 22.6 per cent
interms of itsinflation-deflated sales.

Consequently, Indiais fast growing to be a global manufacturing hub. All the
necessary skillsin capital engineering, process and product are possessed by the country
asaresult of its higher education system, combined with itslong manufacturing history.
Numerous enterprises from varied industries are attracted by the cheap, skilled Indian
manpower, inturn turning the country into agloba manufacturing powerhouse.

o Anextra$75 millionisbeing invested by Nokiainits Sriperumbudur plant, making
the total investment $285 million. About 50 per cent of its production at
Sriperumbudur is exported to countries across Africa, the Middle East, New
Zedland, Australiaand Asia.

e Indiaisthe manufacturing hub for Suzuki’ssmall cars. Itisonly in Indiathat the
‘A-Star’ ismanufactured and exported to Europe.

o Like Suzuki, India is now the export and manufacturing hub for Hyundai’s
small cars as well. It is solely in India that the ‘110" is manufactured and
exported to the other countries. Outside of K orea, the largest base of Hyundai is
inlndia.

¢ Indiawill be made the manufacturing hub for engine manufacturing by Ford.

e Samsung has planned an investment of about $100 million in its Chennai
manufacturing plant within the next 4 years and intends to makeit its global hub.
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e India has been made the manufacturing hub of the newly developed line of
Cumminsgenerator sets.

India advantage

The huge domestic market in Indiaaswell asthe availability of cheap, skilled manpower
attracts theforever growing number of MNCs, whowish to set up their manufacturing
basesin India.

The very size of the market in India is quite appealing. According to a study
conducted by the McKinsey Global Ingtitute, giventhe rate at which the Indian economy
seemsto begrowing, it is probablethat by 2025, Indiawill have becomethefifth largest
consumer market intheworld, rising fromitstwelfth positionin 2005. It isaso estimated
that, by 2025, theaggregate Indian consumer spending would have quadrupled to about
$1.5trillion, asaresult of athree-fold hikein household income and aten-fold raisein
middleclass population.

An abundance of technical and engineering manpower too is offered by India,
which produces roughly 4000,000 engineering graduates every year. Interestingly, itis
expected that the technical workforce will exceed one millionin the current year, with
themoveto two million from onemillion taking place within approximately three years.

Global manufacturing exports hub

A ClI-McKinsey report estimates that by 2015, manufacturing exports could go up from
$48 hillion in 2003 to $300 billion so that India's share in world manufacturing trade
would go up from 0.8 per cent to 3.5 per cent.

Emergence of third-party logistics (3PL) as a fast-growing manufacturing
sector in India

Top car-makers from across the globe are now considering India for their vehicle
components. Asaresult of capitalizing onthe rapidly increasing demand for domestic
automobilefirms, thedemand for 3PL is being strengthened within the Indian automobile
componentsindustry, whichinturnisfast rising asone of thefastest growing and globaly
competitive Indian manufacturing sectors.

Recently, Frost and Sullivan strategical ly analysed 3PL marketsin the Indian auto
components sector and discovered earned revenues of $172.0 millionin 2006 that were
likely toincresseto $900.6 million by 2013.

‘The encouraging growth in global and intra-Asian level trade of Indian auto
components sector has created many avenues for 3PL adoption and more can be expected
dueto India's active participation in the regional free trade agreements,’ said Frost &
Sullivan research analyst, Srinath Manda.

The prospects for the auto components 3PL markets are bound to get better
consequent on this. Given the emergence of Indiaas an auto components sourcing hub,
anumber of opportunities have opened up for intra-Asiatrade interms of professional
export/import logistics services.

Thestable sdes growth inthe automotive market ispressurizing itssupply chains,
thereby adding to the need for improving the efficiency of makers of auto components

sothat bigger orderscanbeseized, inturnincreasing theuseof 3PL inthe auto components
sector.



Indian auto component firms are exhibiting a positive attitude towards 3PL
providers. Consequently, in this sector, achieving higher penetration of 3PL usage
becomes easier for providers.

Consistent delivery of high quality servicesisamust for 3PL providersif they
wish to acquire more business from the auto components sector in India. It is also
necessary for service providers to offer integrated logistics services at a reasonable
cost so that the growing demand from clients can be matched.

Frogst and Sullivan point out that tackling the challenges of unorganized competition,
meeting customer expectations and shortage of skilled manpower is necessary for 3PL
service providersif their market presenceisto be established. * Service providerswho
help their clientsredlize significant savingsinlogistics, cost, and improving efficienciesin
the supply chains are bound to witness greater successin thishighly potential market,’
saysManda.

M anufacturing sector isIndia’s largest employer: Census

The Central Statistical Organization (CSO) conducted an official economic survey in
2005 and showed that roughly 100.9 million people were employed in 41.8 million
establishments across India, with a growth rate of 2.78 per cent and 4.69 per cent
respectively, between 1998 and 2005. The non-farm sector remained the primary source
of employment, providing employment to 90 million people, asagainst 10.9 millioninthe
agriculture sector.

‘Retail and manufacturing establishments continue to be the key employment
providersin India. It isasignificant pointer that India has a great deal of potential for
growthinthesetwo sectors,” said S.K. Nath, Director General, CSO. The survey showed
that the manufacturing sector employed 25.5 million peopleor 25.25 per cent of thetotal
workforce, followed by 25.1 million or 24.91 per cent respectively for theretail trade
sector.

3.2.2 Services Sector

Nearly half of India’'s GDP comes from the services sector. It is evident from datafor
thefinancial year 200607 that the agriculturd, industrial and tertiary (services) sectors
inIndiacontribute 18.5, 26.4 and 55.1 per cent, respectively tothe GDP. This contribution
of the services sector constitutes an extremely significant event in the evolution of
theeconomy inIndiaandisinstrumental istaking it closer to adeveloped economy. The
services sector includes a broad range of activities such as technical consultancy,
management, security, transportation, real estate, infotainment, banking and finance
and trading. The diverse sectors that together comprise the tertiary sector are as
fallows:

o Community services

o Personal services

o Public administration and defence
e Businessservices

¢ Dwellingsand real estate

e |nsurance

e Banking

o Communication (post, telecom)
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e Transport and storage
¢ Railways

e Hotelsand restaurants
e Trade

e Other services

The growthrate of thetertiary sector accelerated markedly inthe 80s, moresoin
the 90s. The tertiary sector’s contribution to the GDP grew by 21 per cent between
1950 and 2000, of which almost 40 per cent occurred in the 90s. Although there was
active participationfrom nearly all service sectorsinthis growth, the areasthat witnessed
the fastest growth were business services, trade, community services, hotels and
restaurants, banking and communications. One reason why the tertiary sector grew
suddenly in the 90s was because the regulatory framework was liberalized, thus
encouraging innovation and more export of services. However, asimilar expansionin
jobs was not created with this escalation of the tertiary sector. The increase in the
contribution of the service sector to the GDP did not, at the sametime, proportionally
increase national employment. A few economists caution that the the industrial sector
must necessarily grow in proportion to the service sector, otherwisethe latter’s growth
may not be sustainable. Given the present economic state of affairs, it seemsthat the
escalation of the tertiary sector will continue for some time as India emerges as the
global services hub.

India’s IT services sector refreshes itsalf

Arno Franz, a partner and Asia-Pacific managing director of sourcing advisory firm
TP, hassaid that over 700,000 people are employed by the Indian | T-enabled services
(ITES), along with accounting for roughly 35 per cent of the BPO market across the
globe. According to him, ‘ IndiaBPO export revenues have grown to nearly $11 billion,
or up by 30 per cent, for the year 2007—2008'. While I TES and BPO servicesin India
continue to depend a lot on outside market conditions, it is still uncertain what
the effect of an economic recession will be on the ITES-BPO industry in India.
Nevertheless, this uncertainty has compelled BPO firmsto re-examinetheir strategies
and offerings.

According to Sol E. Solomon, ZDNet Asia, the ITES industry environment is
shiftinginIndia, even asit remains, asinthe past, asource of employment and growthin
the country.

According to Girija Pande, Asia-Pacific executive vice president and head of
TataConsultancy Services(TCYS), ‘ IT iscautiously optimistic about growth, despitethe
global economic downturn, because the outsourcing services provider sees continued
demand for itsvarious service offerings across markets. Our diversified and growing
presence in different markets and the investments we have made are aso significant
driversof our growth’. Table 3.1 showsIndias I T services market forecast.



Table 3.1 India’'s IT Services Market Forecast,2006—11 ($ million)

2007 2008 2011 CAGR
2006 - 2011
Hardware maintenance and support et 1,033 1,724 207
Software support 74 aa0 1,771 248
Consulting 174 BOT 1,174 281
Deyelopment and integration fPE Cla 2,525 3,516 211
IT manadement 743 914 1,598 238
Frocess management 406 210 942 i
TOTAL A.031 6,140 10,729 232

Source: Gartner.

Henoted that, ‘ Emerging markets offer ITES companies great opportunitiesfor
growth. TCS, for example, ismaking largeinvestmentsin LatinAmericaand theAsia-
Pacific region, including India. It is estimated that these regions account for 25.5 per
cent of the$730 billion global 1T services market, which is growing at afaster annua
rate of 8 per cent, versus the developed market growth rate of 6 per cent. The Asia-
Pacific regionisplaying asignificant rolein TCS' expansion, noting that the company is
growing at a compound annual growth rate (CAGR) of 49 per cent. Currently, US
revenues make up less than 50 per cent of our total revenues. TCSis aso looking to
increase its presence in other emerging markets such as Eastern Europe, West Asia
and Africa. To do this, we will consolidate our operations in these regions into a
strategic business unit. Already, emerging markets account for amost 20 per cent of our
revenues.’

Teecommunication sector opportunitiesin India

The Ministry of Communication and Information Technology in New Delhi recently
conducted a survey on telecommunication sector opportunities in India. The survey
results showed that the telecommunication sector has grown phenomenally inthe past
threeyears. Thetelecom sector isone of the leading contributorsto India’sflourishing
economy. Taking into account the statements of Ministry of Communications and
Information Technology, the report stated that telecom opportunitiesin Indiahave been
growing at the rate of 20 to 40 per cent every year since the past three years. Telecom
services in India have been recognized as a world-class tool for socio-economic
development in India, which ranks fourth in the telecom industry in Asia after China,
Japan and South Korea and the telecom network in India ranks second among the
emerging economies and eighth acrossthe globe.

The tele-density has jJumped from 2.3 per cent in 1999 to 4.8 per cent in 2002.
Theworld average percentage for thetelecom industry as against the Indian averageis
7.5timeswhiletheAsian average against the samewas 4.5 times. The current market
range of the telecommunication industry in Indiais estimated at $8 billion and thisis
expected to undergo an accretion by the end of 2012.

The growth witnessed by the telecom market in India has increased the number
of opportunities for the industry. This has been fueled by the growing mobile sector,
which attained the consumer level of 10 million by the end of December 2002 (that was
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almost 100 per cent inthe year). This outstanding growth in the mobile sector explains
theadvent of digital cdllular technology and reduced tariffs asaconsequence of competitive
pressures. The growth in the cellular subscribers has surpassed the benchmark of
subscriber base. The telecom market has increased dramatically with the advent of
Wirelessin Locd Loop Technology.

Telecommunication sector opportunitiesin India assure atransparent, safe and
secure environment for the telecom market. A highly consumer-driven middle class of
roughly 300 million isadvantageousfor theindustry surrounding thetelecom sector in
India. Thisis becausein some partsof India, land linetelephones can be substituted by
mobile phones. Thisisvery unlike the developed countries. Therefore, it addsuptothe
growth of the mobile sector inthe Indiantelecomindustry.

Few more telecommunication sector opportunitiesin Indiainclude introduction of
Internet telephony services, privatization of VSNL, and introduction of a number of
international long distance services sector. Innovative schemesin various sectorshave
led to amassiveincrease in the opportunitiesin the Indian telecom sector and at present
thissector isclaimed to be one of the mgjor contributorsto India sflourishing economy.

Banking and financial services opportunitiesin India

Thefinancia services sector inIndiaishighly developed. The popularity and prominence
of foreign banksisgrowing inIndia. Thesize of Indian banking and financial servicesis
asfollows:
¢ Thebanking and financia sector iswitnessing rapid growth, which hasitsbasisin
sound fundamentds (low NPAs, Basel | compliance)
e Total banking assets of about $16 billionin 2007: CAGR of 24 per cent over last
year
e Liquid and well regulated equity markets
0 Market capitalization (NSE) of over $1.6 billion on December 2007
0 Growthinturnover a a CAGR of 24 per cent in 2007
e Mutual funds assets under management of $130billioninCY 2007; growthof 70
per cent over previous year
0 44 venture capital and over 100 private equity fundsarein India.
e About 75 per cent of the assets are accounted for by public sector (government-

owned) banks; however, rapid growth isbeing witnessed by foreign banks and
Indian private banks asthey gain bigger shares.

e The three largest banks in India with over 65 per cent of the total assets of a
foreign bank are HSBC, Citibank and Standard Chartered Bank.

e Themgority of global playersin banking and financial services, such as Calyon,
Barclays, ABN Amro, LehmanBrothers, UBS, Deutsche Bank, JPMorgan, Merrill
Lynch, Morgan Stanley and Goldman Sachs are activein India.

¢ Bothforeign and domestic firmsareapart of the mutua fundsindustry, such as
TataMutua Fund, BirlaSunLifeMutud Fund, Franklin Templeton, HDFC, ICICI
Prudential and UTI Mutual Fund.



Structure of the Indian Banking Industry

Table 3.2 shows structure of Indian Banking industry.
Table 3.2 Sructure of the Indian Banking Industry

Classification of Banks (2007) Number of Banks Total Assets ($ billion)

Public Sector Banks 28 575

Indian Private Banks 25 175

Foreign Banks 29 48

Total 82 798
Source: RBI

Indian banking industry regulation by gover nment

TheIndian banking and financial servicesindustry isregulated by India' s central bank,
Reserve Bank of India (RBI), which has put in place certain guidelines for adopting
Basel 11 by March 2008. All foreign investment inthis sector hasto befirst approved by
RBI. Inorder to conduct businessin India, foreign banks must either set up branchesor
do sothroughwholly owned subsidiaries, but only after RBI has approved of the same.
Indian private banks may be 74 per cent foreign owned, with a5 per cent cap on
ownership by any oneentity.

Future opportunity

Thebanking sector hasthefollowing future opportunities:

o |t is expected that the total banking assets will grow to $1 trillion by 2010 —a
CAGR of 11 per cent.

e Morethan $70 billion supplementary equity is required for growth along with
Basd 1l compliance. Private playerswill probably bethedriversof consolidation
inthe banking space.

e Mutua funds: It is expected that the Assets Under Management (AUM) will
increase by 15 per cent by 2010. Retail finance will escalate at ayearly rate of 18
per cent, from $27.6 billionin 2003—-04 to morethan $75 billion by 2010.

o Itisanticipated that demand for credit will increase at 25 per cent per annumwith
aswift growthin GDP.

The contribution made by the service sector to therecent growthin Indiahas not
received the appreciation that isduetoit. It isusual to equate its performance with more
remarkable performance of ITES and IT exports. However, one must go beyond this
narrow view and seeit for what it is. Since 1991, ayearly average growth rate of 9 per
has been observed for thetertiary sector. In other words, this means a contribution of 60
per cent to the overall economic growth, which raisesits contribution to more than 50
per cent of the GDP. A growth rate of nearly 20 per cent has been observed for the
export of servicesin India, which increasesits contributionto world exportsto 1.5 per
cent, as against the meagre 0.8 per cent contribution of merchandise exports.
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But still, only merchandise trade is discussed by the annual foreign trade policy,
which maintains silence on the servicestrading. Thisdynamic sector lacks an exclusive
Government of Indiadocument. It issimilarly astonishing that it has taken the Government
thislong to contemplate aFree Trade Agreement (FTA) in services with the US, and
realize the huge benefits that could accrue for both India and the US from such an
agreement.

AlthoughitisintheBPO and I T services sector that the growth is most apparent,
other service sectors such ashotelsand restaurants, community services, financid services
and telecommunications too have lately witnessed relatively swifter growth than the
GDP. Growth and access to external markets and speed of domestic reformsin this
sector aredirectly correlated, which servesto explainthe growthintelecommunications,
maritimetransport, tourismand IT.

Contrarily, closed sectors such as professional services (rail transport, post,
accountancy, legal) and retail have not contributed much to exports and growth. For
deriving the maximum possible gain from globalization, Indianeedsto beaggressivein
pursuing greater external market access in services, while at the sametime, eradicating
the obstaclesthat are imposed on many service sectors.

3.2.3Knowledge-Based Industries

Toan extent, al industries depend on knowledge inputs. But afew of them depend on
knowledge more than the others. The term ‘ knowledge-based industries’ is generally
said torefer to the industriesthat are comparatively intensive in their inputs of human
capital and/or technology.

The significance of activities that are based on technology has frequently been
estimated from the share of high-technology industriesin manufacturing. But thefocus
of this approach is only on the major producers of high-technology goods. The other
activitiesthat intensively use high technology and/or have acomparatively better skilled
workforce benefiting from technological advancestoo must beincluded. Hence, along
with the manufacturing industries that are commonly identified, it isalso necessary to
include service activities such as communication, insurance and finance here. Such a
widely defined group would account for the growth of the Organization for Economic
Co-operation and Development (OECD) business value from roughly 45 per cent inthe
mid-80sto over 50 per cent inthe mid-90s. Business, insurance and financial services
areresponsiblefor thelargest shareinall countries. Itisin thelarger OECD economies
that knowledge-based manufacturing industries and services predominate more. Recently,
in Japan and the US, growthin services has been outpaced by the growthin medium and
high-technology manufacturing. In Europe, the performance of services has been far
better. A general level of consistency has been observed in the growth of knowledge-
based services in the past few years. The progress of medium and high-technology
manufacturing has beenrather cyclical. InUSA, this group of industries grew at afar
slower ratein the period 1988-1993; but since then there has been strong and sustained
growth.

Although established methods do exist for the classification of manufacturing
industriesonthebasis of technological intensity, it has been more challenging to capture
theright service sector for aiding inthe measurement of the effect of knowledge. The
magjor reasons for thisareinternational comparability and limited dataavailability. Data
on the services sector has been provided only at reasonably aggregate levels by most
OECD countriesfor along time now; their focus has been on providing manufacturing



datain more detail. Even when broad service sectors are considered, it becomes difficult
to group them in a formal manner on the basis of ‘knowledge intensity’ because of
limited informationin areassuch asskill levelsand R& D expenditure. With theincreasing
interest inthe service sector, there has been animprovement in the scenario, yet difficulties
continueto exist inthe application of acommon classfication (in this case, International
Standard Industrial Classification (ISIC) Rev. 2) forimproving comparability. for instance,
ISIC Rev. 2 Division 8, though not perfect, is still utilized for capturing business and
financial services. But in the case of certain countries such as Japan and Germany, a
number of business services are reported under |SIC Rev. 2 Division 9, thusblurring the
digtinction.

Keeping thisin mind, gpart from the manufacturing industries that are commonly
identified, ISIC Rev. 2 service activities such as personal, social and community services,
real estate, insurance, finance and communications too are included. Along with the
inclusion of education and health services, anumber of services that may not be thought
of asknowledgeintensiveareasoincluded in Division 9, athough education and health
predominate. Thisisdonesothat optimal comparability can be achieved among countries.
However, it needs to be kept in mind that though only market services are reported in
ISIC Rev. 2 division 9 by anumber of countries, certain non-market services areincluded
by afew of them. Nonetheless, thereisn’t much changeinthe general picturewhenthis
istaken note of. ‘ Total business sector’ refersto ISIC Rev. 2 Divisions 1t0 9.

In the past decade, emerging economies like China, Malaysia, Singapore, and
Thailand have grown asimportant playersin the international market for knowledge-
intensiveindustries such as electronic hardware. However, low-technology goods that
aredow moving, low vaue-adding and highly price sensitive continueto dominate India’'s
exports The challenge for Indiais to strengthen the international competitiveness of
knowledge-based industries, and to upgrade the technology profile of her exports.

Intheir book, Inter national Competitivenessand Knowledge-based Industries
In India, Nagesh Kumar and K.J. Joseph study the international competitiveness of
India's exports through an empirical analysis covering a sample of more than 4,000
enterprises. A detailed study of five key knowledge-based industries — non-electrical
machinery, automotive, chemical, pharmaceuticals and electronics — provides an in-
depth coverage of the issue. The focus is on corporate strategies such as scale of
operations, technologica dynamism, multinationd affiliation, and outward investments.

The volume advocates a strategic approach to enhance export competitiveness
of enterprisesin Indiaand outlines policy lessonsfor the government, industry bodies,
and enterprises. It remains of interest to policymakers, industry specialists, analysts,
researchers, and students of industrial economies and development studies.

3.3 BUSINESSOPPORTUNITY IDENTIFICATION AND
SELECTION

According to David H. Holt, * Business opportunity is defined astheidentification of a
gap in “need” and the likelihood that if a product were developed to fill that need, it
would also be “wanted” (i.e. there would be effective consumer demand). Thisidea
may beborn of entrepreneurial insight, creative mind-mapping, or accidentally stumbling
uponan ideathrough acorridor of related activity.’
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Opportunities, according to Drucker, are of three kinds: (i) Additive (ii)
Complementary and (iii) Breakthrough. Additive opportunities are those which enable
the decision-maker to better utilize the existing resources without in any way involving a
changeinthe character of business. These opportunitiesinvolve minimum disturbance
to the existing state of affairs and hence the least risk. Complementary opportunities
involvetheintroduction of new ideasand as such do lead to acertain amount of change
in the existing structure. Breakthrough opportunities, on the other hand involve
fundamental changesin both the structure and character of business. These opportunities
involve minimum disturbance to the existing state of affairsand hencetheleast risk. The
element of risk isgreater inthe case of complementary opportunitiesand isgreatest in
the case of breakthrough opportunities. As the element of risk increases, it becomes
more important to precisely definethe scope and nature of the project objectivesand to
select the best possible approach so asto minimize both resource consumption and risks
andto optimizethereturn or gains.

In free-enterprise systems, markets for new servicesand products emergefrom
the needs and wants of consumers. Opportunitiesareidentified by entrepreneurson the
basis of both needsand wants. For instance, it was recognized by furniture maker Paul
Bush that there was aneed for some base that €lectronic products could sit on —desks
customized for holding microcomputer workstations, V CR cabinetsand TV standswere
required by homeconsumers. Therefore, heavy investment was made by Bushinmarket
research, asaresult of whichit cametolight that similar productsthat aready existed in
the market wee ugly and flimsy. It was also discovered by him that there were only a
few firmsthat manufactured computer workstations, and there was awide gap between
functional metal desks (altered typewriter stands) and trendy office furniture designed
specialy for PCsand word processors. Bush made optimum use of this opportunity and
came up with his line of products to cater to this requirement. The observant mind
continuously comes across situations which can be utilized to develop investment
opportunities. The observation may be made during the course of one’ s routine occupation
or otherwise.

Similarly, containerized shipping and seavans emerged asaresult of lack of low-
cost global freight coupled with the necessity for prompt on-shore handling. According
to Peter Drucker, prior to the evolution of container systems, American shipping had
been closeto disintegrating. Although cargo ships were not inefficient, theentire shipping
system was not very profitable given that the actua transoceanic transport did not incur
the high cost that dockside handling and storageincurred. Simplemeta containerswould
result inintegrated systems of storing and moving cargo ontrucks, railcarsand ships. A
similar casein point is the plastic templatesthat are slipped over computer keyboards
that enable quick reference to keyboard functions. Such atemplate provides the user of
the computeinformation at the fingertips on thefunctions performed by the various keys
for thedifferent software applications. Such opportunity gapsprovide useful knowledge.
A number of exciting applications have been created by software developers such as
computer sided designing and word processing. However, it becomes slightly difficult
for new usersto learn how to use the application as they have to wade through huge
manualswritten by engineers. Thistask ismade easier by the plastic templates asthey
make systems more user ‘friendly’, and at the same time are not very expensive to
manufacture because they are actually only printed plastic sheets.

I dentifying and evaluating opportunities are not easy tasks. The majority of good
business opportunities do not emerge suddenly out of the blue; they are actually a
conseguence of an entrepreneur being alert to the possibilitiesthat might arise, and ina



few instances, the consequence of establishing somemechanism for identifying prospective
opportunities. For instance, at all the cocktail partiesthat they attend, entrepreneurs ask
the guests whether there were any people using products that did not quite satisfy the
purpose they were meant for. They continuously look for needs and corresponding
opportunitiesfor creating better products. Similarly, some other entrepreneurs constantly
monitor the toys and recreational habits of their nephews and nieces and come up with
some uniquetoys or some new ventures for the same.

Though the majority of entrepreneurs lack aformal mechanism that identifies
business opportunities, certain sources usualy proveto be more useful than others, such
as technical people, members of distribution systems and business associates. Quite
frequently, consumers prove to bethe best source of ideas for novel ventures. A casual
comment such as ‘If only there was a product that would....." can result in a novel
businessidea. The manner inwhich a certain entrepreneur evauates the reason behind
the complaints of numerous business executives regarding inadequate word processing
and technical writing skills can result inanovel business venture being established for
fulfilling thislack. Product needs can beidentified effectively by the distribution channel
members, because of their close contact with end users of the product. For example, a
college bookstore was started by an entrepreneur following his evauating of students’
complaintsthat the books available at the existing college bookstore were highly priced
and the service itself was not up to the mark. Numerous business opportunities have
been recognized by entrepreneursfollowing discussionswith wholesalers, retailersand
representatives of manufacturers.

Business opportunities are frequently conceptualized by people with technical
orientation while they work on other assignments; for example, the one entrepreneur
observed the application of aplastic resin compound casket molding and came up with
theidea of applying the same to the development and manufacture of certain types of

pallets.
3.3.1 Criteria for Selecting a Particular Business Opportunity

Following theidentification of an opportunity, by any means, whether through inputs
received from technical people, channel members, business associates, or consumers,
careful screening and evauation of it are required. Evaluating the business opportunity
is perhaps the most crucial aspect of the entrepreneuria process because it assists
entrepreneursin assessing whether the particular service or product provides sufficient
returnsin comparison to the resources needed. Such aprocess of evaluation takesinto
account the duration of the opportunity, the returns and risks involved as well as the
idea’sreal and perceived vaue. It dso involves considering whether it correspondsto
the entrepreneur’s goalsand skills, aswell asthe distinctness or differential advantage
that it enjoysinitscompetitive environment. After gathering alarge number of business
opportunities, the entrepreneur should consider the following criteria for selecting a
particular business opportunity.

1. Investment size: Capital requirement and the risk aspect and gestation period of
the project influence the evaluation process. Professional managers, who have
worked in multinational companies or large Indian companies, should think of
starting medium-sized or large-sized units only. Theinvestment size (project cost)
should be between Rs 3 and Rs 5 crore. They should not make the common
mistake of restricting the project size to less than Rs 2 crore. In fact, under the
present circumstance, it will bemuch easier to get projects cleared by theal-India
ingtitutions, requiring even less contribution from the promoter.

Selection of Business
Opportunitiesin Different
Sectors

NOTES

Check Your Progress

4. Define ‘business
opportunity’.

5. What is Indias
position in the
manufacturing
sector when
compared with
China?

6. Describe the
services sector in
India.

Self-Instructional
Material 63



Selection of Business
Opportunitiesin Different
Sectors

NOTES

Self-Instructional
64 Material

2. Location: This is the second influencing factor in the selection criteria of the
project. The theories suggest that projects should be located close to human
resources and raw material availability. A new entrepreneur should locate his
project in and around the state headquarters. There are many backward areas
around such cities. Itis necessary to belocated in such a place where entrepreneurs
can attract competent managers. This will also facilitate liaison with the State
Electricity Board, State Industrial Development Corporation and various other
agencies.

3. Technology: What type of technology is required? Should it be indigenous or
foreign collaboration? Isthe required skilled manpower readily availableinthejob
market? These questions are answered in the next stage of the selection process
of project. The first project should not be for a product which requires high
technology, necessitating foreign technical collaboration. It isbetter togoinfor a
product with proven technology that isindigenously available. It makes|life easier
to beginwith.

4. Equipment: Thequality of aproduct not only depends ontheraw materid that the
entrepreneur uses but also on the quality of equipment that he uses in the
manufacturing process. The entrepreneur should select the best equipment as
advised by experienced technical consultants. He should not compromise onthe
quality of the equipment. Many entrepreneurs enter into some sort of adeal with
the equipment manufacturesfor a‘kick-back’ and in the process sacrifice quality.
One should not be short-sighted and come to grief by going in for poor quality
equipment.

5. Marketing: The market size and opportunity of product or service have to be
investigated with the help of Market Survey and Assessment Research Reports.
It isnot advisableto get into a project, particularly thefirst, which would mean
survival amidst cut-throat competition involving direct selling to the ultimate
consumer. One should go infor productswith alimited number (say 10 to 20) of
industria customers.

An opportunity assessment plan is also inclusive of the source of capital for
financing the initial venture and its growth, the resources required for translating the
opportunity into apractica businessenterprise venture, specificationsof al theactivities,
an assessment of the entrepreneur and the team and descriptions of the service or
product. In order to assessthe opportunity, the following questions need to be addressed:

e What market need isfulfilled by it?

e What personal observations have been recorded or experienced in terms of
market need?

e What arethe social condition underlying this market need?

e What market research dataneeds to be marshaled for describing this market
need?

e What arethe patentsthat might be availablefor fulfilling this need?

e What doestheinternal competition look like?

e What doestheinternational market look like?

e Where can money be made inthis activity?

e What technologica requirements need to befulfilled?

e What environmental and licensing requirements need to befulfilled?



3.4 SUMMARY

Competition has also opened up opportunities for aspiring entrepreneurs in various
sectors such as electronics, communication, food technology, packaging, floriculture,
cane/wood craft, textile, pharmaceuticals, transportation, tourism and hospitality, toy,
gemsand jewellery. Entrepreneurs havetoredizethat quality isimportant for successin
the export business. With emphasis being laid on technology and clean environment,
many more opportunities will emerge for Indian entrepreneurs. Entrepreneurs have
opportunitiesinthe fields of manufacturing, services and knowledge-based industries,
provided they have knowledge the present trends in capital investment and security
measuresfor investment.

Business opportunities may be defined asidentifying agap interms of ‘need’ and
the possibility of the product that is developed for fulfilling this need being ‘wanted’ (in
other words, there would effectively be some consumer demand). There are various
ways to identify the business; among them an individual’s working knowledge rates
high. The criteria of selection of anideaare based on the size of investment, location,
technology, equipment and market.

35 KEY TERMS

e Businessopportunity: Itistheidentificationof agapin‘need’ and thelikelihood
that if aproduct were devel oped to fulfill that need, it would dsobe‘wanted', i.e.,
therewould be effective consumer demand.

e Opportunity assessment: It is a critical process in which the sales team
determineswhereto invest the capita and make best possible profit from.

3.6 ANSWERSTO ‘CHECK YOUR PROGRESS

1. Thediverse sectorsthat together comprisethetertiary sector are asfollows:
e Community services
e Personal services
e Public administration and defence
e Businessservices
e Dwellings and real estate
e Insurance
e Banking
e Communication (post, telecom)
e Transport and storage
¢ Rallways
¢ Hotelsand restaurants
e Trade
o Other services
2. The Ministry of Communication and Information Technology in New Delhi

conducted asurvey ontelecommunication sector opportunitiesin India. Thesurvey
results showed that the telecommunication sector had grown phenomenally inthe
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past three years. The telecom sector is one of the leading contributorsto India’s
flourishing economy. Thereport of the ministry statesthat telecom opportunities
in India have been growing at therate of 20 to 40 per cent every year.

. The contribution of private and foreign banks in India can be summed up as

falows:

e Thethreelargest banksin Indiawith over 65 per cent of the total assetsof a
foreign bank are HSBC, Citibank and Standard Chartered Bank.

e Themgority of global playersinbanking and finandia services, such asCalyon,
Barclays, ABN Amro, Lehman Brothers, UBS, Deutsche Bank, JPMorgan,
Merrill Lynch, Morgan Stanley and Goldman Sachs are activein India

¢ Bothforeignand domestic firmsare apart of the mutual fundsindustry such
asTataMutua Fund, BirlaSunLifeMutua Fund, Franklin Templeton, HDFC,
ICICI Prudential and UTI Mutual Fund.

. A "business opportunity’ may be defined asidentifying agap intermsof ‘ need’

and the possibility of the product that is devel oped for fulfilling this need being
‘wanted’ (in other words, therewould effectively be some consumer demand).
Suchideas may arise from accidentally stumbling upon ideas by means of related
activities, creative mind-mapping or s mply through entrepreneurial insight.

. The Indian manufacturing base is ranked fourth in the list of the largest

manufacturing bases in emerging economies and is one of the fastest growing
manufacturing bases. Itsleve of investment asaproportion of the GDPis exceeded
only by China.

. Nearly half of India's GDP comes from the services sector. It is evident from

datafor the financial year 2006-07 that the agricultural, industrial and tertiary
(services) sectorsin Indiacontribute 18.5, 26.4 and 55.1 per cent respectively to
the GDP. This contribution of the services sector congtitutes an extremely significant
event in the evolution of the economy in India and is instrumental is taking it
closer to a developed economy. The services sector includes a broad range of
activities such as coversawide gamut of activities such astechnica consultancy,
management, security, transportation, rea estate, infotainment, banking and finance
and trading.

3.7 QUESTIONSAND EXERCISES

Short-Answer Questions
1. Which sector isthelargest employer in India? Give datato support your answer.

2. What are the various features and future forecast of India's|IT sector?
3. Givethemainfeatures of the Indian banking sector.
4. How does Drucker classify opportunities? What is free-enterprise system?

Long-Answer Questions

1. Describeentrepreneurial opportunitiesinthe manufacturing sector.
2. Analysethe entrepreneurial opportunitiesin the services sector.
3. Explainthe entrepreneurial opportunitiesin knowledge-based industries.

4. Describe the process of business opportunity identification and the criteriafor

evaluation of opportunities.
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4.0 INTRODUCTION

Business plansareacrucia component of management and financia institutions. These
areinstrumental in establishing the objectives and goals of afinancid institution. They
summarize the manner in which the resources of the business will be organized and
how progress will be measured. Appraisa of a business plan refers to the critical
assessment of abusiness. In other words, it evauatesthe businessonitsvariousfunctions
such as marketing, finance, human resources and production. Based on the feasibility
analysis of each, it providesinformation to al the concerned people, such asemployees,
venture capitalists, etc. It also drawsaroad map to help the entrepreneur run his business
successfully.

In this unit, you will study about the various types of business plans and their
significancein running businesses successfully.

4.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Understand the meaning and significance of abusiness plan
¢ Know the components of abusinessplan
o Explainthecontent of abusinessplan
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4.2 MEANING AND SIGNIFICANCE OF
A BUSINESS PLAN

The business plan must be comprehensive. The management and organizers of the
institution must carry out in-depth planning and then prepare the business plan. Economic
conditions, competition, customer base and market demand must be accurately forecasted
by abusiness plan. Sound banking principles must bereflected inthe plan along witha
demonstration of realistic risk evaluation in the face of competitive and economic
conditionsinthetarget market.

The chief argument infavour of preparing abusiness planisthat it convincesthe
entrepreneur that hisdream or idea.can be turned into areal operating business enterprise.
The entrepreneur must refrain from trying to sell his plan unless he is satisfied that it
‘makes sense’. Only after being fully convinced that the idea will work should it be
shownto prospectiveinvestors and lenders. Businessplansarenot ‘ one-time’ documents
meant only to obtain finance or attract investors. They are ‘living’ documents in the
sensethat they need to be updated and upgraded from time and again as circumstances
vary and corresponding alterations have to be made to the business.

Unless aperson has enough fundsfor investing in his business, abusinessplanis
needed for convincing investorsand lendersthat the businessisworthinvesting in. The
business plan can aso function asablueprint for the business. The methods of preparing
abusiness plan have seen several changes. Inthe modern era, the Internet (for example,
such services are offered by Planigent) has become abig sourcefor aspiring entrepreneurs
to preparetheir business plans.

Institutions with particular purposes or aims (such as bankers’ banks, cash
management, trust only or credit cards) must discussthat particular distinct or special
feature in a detailed manner in the suitable section of the plan. Three years must be
covered in the business plan, which must explain in detall the activities that the
entrepreneur proposesto engage in for accomplishing the enterprise’s chief functions.
It must be demonstrated in the description that the enterprise has sufficient capital for
supporting the risk profile, it can operate safely and that it stands a fair chance of
success. All institutions that make use of the Internet or alternative electronic delivery
channels, the market that will be served by the enterprise and the services and products
that will be offered via the electronic channels must be clearly defined in the plan.
Given that a global market exists for the Internet and it can reach everyone with
access to the Net, selected details regarding services and products and market are
vital. The manner in which brand recognition will be attained by the enterprise should
be explained in the marketing plan.

The business plan serves the following purposes:

1. Under many crucial aspects of the venture, business plan ensures that the
entrepreneur will do the business in a thoughtful manner.

2. Business plan dlowsthe entrepreneur to embed his goalsinto the objectives
and achievetheminalogica and structured manner.

3. Theentrepreneur can plot his progressvis-a-vistheplan.
Business plan canidentify thetimeand financial requirements of the business.

5. Assuming that the key features of business plan are communicated to the
employees, the plan is ameans to make them cognizant of the direction the
business proposesto take.

e



6. In casetheam of the management isturning around abusiness or starting Preparing a
anew stage of growth, business plans becomesasignificant instrument of Business Plan
articulating its ideas even as investors and other people are convinced to
support it.

7. It servesasavital document to be used in discussionswith potential lenders NOTES
and investors of funds such asventure capitalistsand banks.

8. It links the detailed, short-term and annual budgets.

Therefore, the business plan should provide a complete framework for the
presentation of all information that would be required by financial institutions for
appraising the business. It would aso enable the entrepreneur to know how much
money, material and manpower would be required to set up the business Thus, a
business report for an entrepreneur is very similar to a guide map for atraveller.

The actual worth of the creation of a business plan lies in systematically
researching and thinking about one’s businessinstead of having thefinished product in
hand. The act of planning aids an entrepreneur thinking things through, studying and
researching, and looking at his schemesfrom acritica perspective. Although thisistime
consuming, it isnevertheless useful in avoiding expensive and maybe even catastrophic
blunders|ater.

It serves as ageneral model that suits every type of business. But it needsto be
modified by every entrepreneur in keeping with his specific circumstance. As such,
certain areas are emphasized in the business plan according to the type of business
(service, retail, manufacturing, etc.) that is undertaken. It further offers some tips to
enable the entrepreneur to fine-tune his plan so that an effective presentation can be
madeto the bankers or investors. If thisisthe objective behind the creation of the plan
then specia attention needs to be paid by the entrepreneur to the style of writing. Itis
both hisideas aswell asthe appearance and quality of hiswork that arethe criteriafor
judgement.

Usually, several weeks arerequired for agood planto be completed. Themgjority
of that time is expended in researching and re-thinking one’s assumptions and ideas,
whichiswherethereal worth of the process lies. In addition, the entrepreneur should

take and preserve detailed notes on the assumptions that underlie his financial dataas
well as hissources of information.

4.3 COMPONENTS OF A BUSINESS PLAN

Figure 4.1 portrays the components of abusiness plan.
The components of abusiness plan areasfollows:
1. Estimation
2. Projections
3. Information
4. Caculations
5. Documentation
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consumption .
& RETEILE Profitability | | Land title deed
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Sales Rent deed
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requirements '

Fig. 4.1 Components of a Business Plan

A business plan should estimatethe production demand, raw material consumption,
manpower requirements and capital requirementsintermsof value of money. It should
also estimate the prices of product and sales. The plan hasto project the cost of production
and sdesrevenueto determinethefeasibility of the plan. Adequate informationregarding
technology, competition and pricesmust be available so asto adopt the suitabletechnology
based onthe competitive products technology, investment ability of company and pricing
of technology. An organization workswith the motive of making profits. The business
plan hasacomponent about the cashinflow, cash outflow, cost of product and profitability.
A study of dl theseis essential for an entrepreneur to have an understanding about the
safety of hisinvestment. Apart fromthis, abusiness plan should concentrate ontheflow
of work in the organization by making proper documentation on price quotations for
materials and machinery, land title deed, lease and rent deed and it should also stresson
thelegal aspectsrelated to business such as partnerships. According to Partnership Act,
1932, apartnership deed should be prepared and registered. The componentsof abusiness
plan guide the preparation of acomprehensive plan.

4.4 CONTENTS OF A BUSINESS PLAN

A business plan may be prepared in different ways by different entrepreneurs. Thereis
no standard pattern for it. However, it must contain all information necessary to appraise
it and for lending institutionsto take afinancial decision. Theamount of information to be
furnished inthe report depends upon the size of theunit, the nature of productionand the
amount of finance required. The Planning Commission of India has issued certain
guidelinesfor formulating abusiness planfor industrial concerns. Theseguidelinesare
moreor lesssimilar to the onewhich weare going to discuss now. However, thevarious
headings of those guidelines are asfollows:

1. General information

2. Preliminary analysis of dternatives
3. Project description

4. Marketing plan

5. Capital requirements and costs



6. Operating requirements and costs

7. Financial analysis

8. Economic analysis

Thefollowing guidelineswill help an entrepreneur to prepare abusiness plan for
the establishment of a small-scale unit. Therelevant information should be given under
thefollowing heads:

1. General company description

2. Products and services

3. Marketing plan

4. Operationd plan

5. Management and organization

6. Persond financial statement

7. Startup expenses and capitalization

8. Financia plan

9. Economic and socia considerations

A business plan starts with the owner’s particulars such as address and phone
numbers and an executive summary, which explains the fundamental aspects of the
business, such as what the product is, who the customers are, who the owners are,
what can bethe future potentia of theindustry in general and the businessin particular
and so on. It should be concise, complete, professional and enthusiastic. If aloan is
being applied for, the amount that is required should be clearly stated along with a
description of how the entrepreneur plans on using it and how the loan amount can

aid in making the business more profitable and consequently ensure that the money
will berepaid.

4.4.1 General Company Description

Tostart with, some basicinformation should be provided. Thisincludes:

¢ Questionssuchas*What will | do? and ‘What businesswill | bein? should be
asked and answered by the entrepreneur.

e Mission statement: A number of businesses usudly add ashort mission statement
of about thirty wordsto the plan, which explainsthe principlesthat areintended to
guide the business and the very reason behind the existence of the business. In
case an entrepreneur wants to have amission statement drafted, thisiswhereit
can beinserted inthe plan.

e Company goalsand objectives: Themission statement isfollowed by alist of
company objectives and goals. Goals specify the destination that the entrepreneur
aspirestoreach and objectives mark the progress along the way. For instance, if
thegoal isto have asuccessful and hedlthy organizationthat is the best in customer
service and is assured of aloyal customer base, the objective would be certain
customer satisfaction measures and the annual salesfigures.

e Businessphilosophy: Itisthe aspect, whichis given the maximum importance
by the entrepreneur in the business.
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e Whom will the entrepreneur’s products be marketed to: (This is stated
briefly here, asit will be explained in amore detailed manner in the section on
Marketing Plan).

e Description of theindustry: Isit agrowth industry? What changes does the
entrepreneur foresee in the industry, both-short-term and long-term? How will
the company be poised to take advantage of them?

e Description of the most significant strengths and core competencies of
the company: What kind of strengths, skills, experience and background are
personally brought by the entrepreneur to this new project? What will be the
business’ major competitive strengths? What are the factorsthat could lead the
company to success?

e Legal form of owner ship: Isthecompany aLimited Liability Corporation (LLC)
acorporation, apartnership or asole proprietor firm? Why was this particular
form selected by the entrepreneur?

e Personal profile of the entrepreneur: It includes the entrepreneur’s name
and addressaswell as his capabilities, experienceand qualification.

4.4.2 Products and Services

Inthis section of the business plan, the entrepreneur projects hisideas about the products
or servicestha heis going to launch and why he has chosen them. This section does not
focus on the unique features and benefits of each product or service. These are assessed
inthesection on ‘Market Plan’. The following arethe key areasto study:

e The entrepreneur describes his services or products (bulky items such as sales
brochures, photographs, drawings and technical specifications are given in the
Appendix).

e He states the factors that are likely to offer him some competitive advantage or

disadvantage such as somedistinct or proprietary feature, the level of quality and so
on.

e Hestatestheleasing structures, the fee or the pricing of his services and products.
4.4.3 Marketing Plan

A marketing plan helps an entrepreneur answer the questions such as How to market
his products or services?\Why amarketing plan?How does one makeamarketing plan?
Answersto these questions are provided in this section.

Regardless of how good one's products or services are, the project cannot meet
with successin the absence of effective marketing, and the entrepreneur must beginthis
process by carefully and systematically researching the market. It is foolhardiness to
assume that an entrepreneur already has adequate knowledge of his intended market.
Market research needs to be conducted by the entrepreneur for ensuring that heis on
theright track. He can utilize the process of business planning for obtaining dataand
planning his marketing endeavours.

Market research can be of two kinds: primary and secondary. Theformer refers
to the callection of one's own data. For instance, doing one’s own traffic count at a
planned site, using the yellow pagesfor identifying competitors and conducting focus-
group interviews or surveysfor obtaining information regarding consumer preferences.
Professional market research can be arather expensive affair; however, anumber of



books are available on how owners of small businesses can conduct effective research
themselves. Small business aspirants can meet fellow entrepreneurs, a customers or
suppliers and give questionnairesto them to seek the required informationto launch a
business.

Secondary researchrrefersto the use of published information such asdemographic
profiles, censusdata, magazines, newspapers, tradejournals and industry profiles. Such
information can be obtained from government agencies, vendorsto the proposed type of
industry, chambers of commerce, industry associationsand publiclibraries. .

Anentrepreneur can start a theloca library and review its business data collection.
There are innumerable online sources that can also be used. A chamber of commerce
can provide good loca areainformation. Trade publications frequently provide superior
industry-specific data.

It is necessary for the entrepreneur to be as specific as possible in the marketing
plan and provide sources, numbers and statistics. Thisisimportant as, at alater date,
crucial sales projectionswill be based on the marketing plan. In case heis an existing
entrepreneur and wantsto enlargeor diversify thefollowing must also beincluded inthe
business plan under the M arketing Plan section.

Economics

In this section, the entrepreneur makes an assessment of the economic activity of the
existing company and furnishes facts about hisindustry.

Heconsidersthefollowing issues:

¢ Total sizeof themarket, the geographica areathat is covered and the quantity of
sdes

o Percentage of market share that he will have (this assumesimportanceonly if he
expects to be akey force in the market.)

e Current demand in the target market. In other words, the quality and quantity
that the target customer expects from the entrepreneur with regard to the
product

¢ Trendsinthetarget market such as product devel opment, consumer preferences
and growth trends

o Opportunitiesand growth potential for hissize of business

o Hurdles that might be faced by the firm when it enters a market are location
problems (problemsinacquiring the prime areain the market for services), quotas
and tariff barriers, shipping costs, unions, distinct technologies and patents, skills
and training, brand recognition and consumer acceptance high marketing, production
and high capital costs.

¢ Themanner inwhichthesehurdles can be overcome by means of some constructive
schemeor plan

e Themanner in which the company may be affected by alterationsin theindustry,
economy, government regulations or technology

Analysis of unique features and benefits of products and services

In the section on services and products, the services and products had been described
fromthe point of view of theentrepreneur. Here, these are explained from the perspective
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of customers. Theintention of thisexerciseistoidentify theimportant and uniquefeatures
of hisproducts or services.

Features and benefits: The entrepreneur listsal his key services and products.

¢ Themost significant features are described along with an explanation of what is
so special about them.

¢ The benefits are described in addition to an explanation of what the product is
expected to do for the customer.

The entrepreneur describesthe after-sales services that he will provide such as
refunds, follow-ups, service contracts, warranties and deliveries.

Customers

Thecustomer sectionincludes customer detailsin terms of geographic and demographic
factors and focuses on customer profilein order to build customer loyalty.

The targeted customers are identified by the entrepreneur along with their
geographiclocationsand characteristics (thisis called demographics). Based onwhether
the target customers are direct consumers or other businesses, the descriptions are
likely to be absolutely different. If a consumer product is to be sold via retailers,
wholesalersor distribution channels, both the middieman aswell as the end consumer
need to be analysed. There may be more than one customer groupsin such acase, the
most important groups need to beidentified. Following this, ademographic profile hasto
be constructed for every consumer group, consisting of education, occupation, social
class, level of income, location, gender, age and other details pertaining to hisindustry.
Similarly, inthe case of business customers, the demographic factors could include price
preferences, technology, quality, size of the company, location, industry and other details
pertaining to hisindustry.

Competition

Under this section, complete competitor strategy and competitive analysis have to be
made to learn about competitive products and competitors' strengths, weaknesses,
opportunitiesand threats. Theseinclude:

e Thefirmsand productsthat may proveto be competition for the entrepreneur
e Thenames and addresses of key competitors

¢ Knowledge whether they are expected to compete only for specific locations,
customers and products, or acrosstheboard

¢ Knowledgewhether thereislikely to be significant indirect competition (e.g., the
competition between theatres and video rental stores, even though they engagein
different types of business)

e Knowledge of how hisservices or products are likely to compare with those of
competitors

The competitive analysis format shown in Table 4.1 can be used by the
entrepreneur for comparing his firm with his two most significant rivals. The major
competitive factors arelisted in the first column. Since thereis variation among them
acrosstheindustry, thislist of factors may be customized.

Inthe column labelled M e, an honest evaluation of how the entrepreneur thinks
he might be received in the customers' mind is stated. He then checks whether this
factor would prove to be aweakness or strength for him. At times, it may be difficult



to analyse one’'s own weaknesses. Honesty isimportant here. Infact, an unbiased third Preparing a
person might make abetter assessment of you. The entrepreneur must understand that Business Plan
he cannot be all things to all people. Actually, such an attempt could lead to failurein

business as efforts could get diluted and scattered. The entrepreneur should prefer an

honest evaluation of his company’s strengths and weaknesses. NOTES

The next stepisto analyse every significant rival he has. Hisanalysis of how they
compareto hisfirmisbriefly stated by him.

Inthelast column, an estimate of the significance that every competitive factor
holds for the customer is given. 1 = critical; 5 = not very important.

Table 4.1 Competitive Analysis

Importance to

Factor Me |Strength | Weakness| Competitor A | Competitor B Customer

Products

Price

Quality

Selection

Service

Reliability

Stability

Expertise

Company
Reputation

L ocation

Appearance

Sales Method

Credit Policies

Advertisng

Image

Activity
Assume that you are the owner of an enterprise dealing with: (i) Manufacturing
sanitary items, (ii) Manufacturing paints and (iii) Financial services. Briefly
discuss your competitive advantages and disadvantages in each case.

Niche

Under this section, the entrepreneur studies his product’s unique positioninthe market.

Following the systematic analysis of the industry, competition, customers and
products, aclear picture should emerge about wherethe firm stands. A short description
of hisdefinition of hisunigque position—hisniche—should be provided. Following this, a
strategy that is consistent with this nicheisformulated.
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Promotion

In this section, the plan describes how the entrepreneur plans on communicating his
presenceto the customers.

Advertizing: Questions such as what mediaisto be chosen, how often and why, why
has this particular mix been choseninstead of some other mix, have low-cost methods
been identified for getting the most out of the promotional budget, will methods other
than paid advertising (e.g., word-of-mouth, dealer incentives, catalogues, trade shows,
etc.) be used, what kind of image does the entrepreneur wish to present and how does
he expect the customer to view him are considered. Additiondly, the entrepreneur must
look into options for graphic image support, including interior designing (only in cases
where customers visit his place of business), signage, brochures, |etterheads, cards,
logos, etc. Hemust dso consider whether some system should beinstalled for identifying
repeat customers so that they can be systematically contacted.

Promotional Budget: Here, the amount that can be spent on the items discussed
aboveisconsidered, prior to starting up (which will beincluded in the start-up budget)
aswell as when the business operations are being carried out (which will beincluded
in hisoperating plan budget).

Pricing

Under this section, the methods for fixing the price are explained. With the majority of
small businesses, the lowest price may not necessarily be the best policy as it may
reduce the profit margin and customers might not be bothered with the price. In any
case, they may be under-priced by larger rival firms. Generally, average prices, coupled
withacompetitiveleve of quality, arepreferable. It is a so necessary to consider whether
thepricing strategy fitsinwith what the competitive anaysis had reveaed. Further, the
prices need to be compared with those of rivals and some analysis needs to be done
regarding whether they are higher/lower, and if so, then why. The entrepreneur must
also examine the degree of importance of price as acompetitive factor to see whether
customer buying decisions areredly affected by theprice, and if so, thentowhat extent.
Inaddition, hemust look into the credit policies and customer servicesthat hewishesto
provide.

Proposed location

The entrepreneur may not have decided on an exact location yet for setting up his
businessenterprise. Thisisthe point at which hemust think about what exactly isrequired
from the location. Numerous start-up ventures can be successfully run from homes, at
least temporarily. The physical requirements can be discussed later in the section on the
operational plan. At this point, the criteriathat need to be taken into account for choosing
alocation are analysed interms of their effect on the consumers. Thefollowing questions
may be considered for thistask:

¢ Doesthelocation carry any significance from the consumer’s perspective? How
So?

e |sthelocation convenient enough for customersto visit? Areinterior spacesand
parking spaces adequate?Isit accessible enough?

e |sthelocation consistent with the company’ simage?
¢ Doesit satisfy what iswanted and expected by the customers?



e Where are the competitor’s situated? Would it be better to stay close to them Preparing a
(e.g., fast food restaurants or car dealers) or would maintaining some distance be Business Plan
better (e.g., convenience food stores)?

Digribution channels NOTES

This section focuses on product distribution in the market. Following are the different
elements of distribution channel. The entrepreneur will have to adopt some of them.
How arethe services and products to be sold —through bids on contracts, independent
representatives, agents, the sales force owned by the entrepreneur himself, agents,
catalogues, the Web, mail orders, wholesalers or retailers?

Sales forecast

Having given adetailed description of the marketing plan, the market, customers, services
and products, the next step has to do with inserting some statistical figuresinto the plan.
A salesforecast spreadsheet can be used for preparing amonthly projection. Industry
data (if available), the marketing strategies presented earlier inthe plan aswell asthe
company’s history of sales should form the basis of thisforecast.

Twoforecasts may berequired: a‘ best guess’, whichiswhat isactualy expected;
and a‘worst case’ scenario, which is an estimation of the target that can be reached,
regardless of what may happen.

Itisimportant for notesto be kept on the assumptions and research that goesinto
forecasting the sales and all the successive spreadsheets in the plan as this may haveto
be presented to potential funding sources.

4.4.4 Operational Plan

Here, the day-to-day operations of the company are explained such as details about the
environment around the company, dataregarding processes aswell as employees, the
equipment being used, the location and so on.

Production

Under thissegment, theentrepreneur explainsthe methods of production and thelocation
of the production plant.

M ethods of production process

Themethods of production process areasfollows:
¢ Product development
e Inventory control
o Customer service
e Quality control
¢ Production techniques and costs

Location

Plant or factory location plays animportant roleinterms of nearest raw materia available
point, labour availability and communication and transportation avail ability.

This section deals with the following study: What are an entrepreneur’s
requirements while selecting alocation?
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Physical requirementsareasfollows:
o Power and other utilities
e Zoning
e Typeof building
e Amount of space

Access

Isit significant for the location to be conveniently accessiblefor suppliers? Doesit have
to be within walking distance? What is required in terms of parking and nearness to
shipping centres, railways, airports and freeways?A layout or drawing of the proposed
facility should beincluded, if required (asin the case of amanufacturer), in the plan.

Congruction

Themgority of new enterprises must refrain from sinking their capital into construction;
however, if some building work is planned, the specifications and costs must form a
significant segment of the plan.

Cost

Occupation expenses such astheinitial remodelling cost required for making the space
suitablefor his needs, insurance, utilities, maintenance costs and rent should be estimated
by the entrepreneur on the basis of the business hours, which will then form asegment
of hisfinancia plan.

L egal environment

Thelega environment includesthefollowing:
o Patents, copyrightsor trademarks (purchased, existing or pending)
e Insurance coverage
e Building code or zoning requirements
e Special regulations covering the entrepreneur’ s profession or industry
¢ Environmental, workplace and healthregulations
e Permits
¢ Bonding and licensing requirements

Personnel

The personne aspectsincludethe following:
e The use of contract workers apart from employees
e Thepreparation of written procedures and schedules

e Drafting job descriptions for employees; adequate time should be taken by the
entrepreneur in writing these because they can aid in internal communication
withemployees

e Theassignment of tasksto different employees

e Training requirementsand techniques

e Pay structure



o Quality of existing staff

¢ Where and how can the right employees befound
o Typeof labour (professiond, unskilled, skilled)

o Number of employees

Inventory

Inventory management is an art and in this customized and competitive environment,
maintaining adequate inventory requires prioritization. In this section, the entrepreneur
studies and describesthefollowing:

¢ Lead-timefor ordering

o Seasond build-ups

¢ Rate of turnover and how this comparesto industry averages

¢ Theinvestment madeininventory, or the average value of the stock

¢ Thetypeof inventory that needsto be kept (finished goods, supplies, raw material)
Suppliers
Here, the entrepreneur identifiesthe key suppliers. To avoid the breakdown of production,
aminimum number of suppliersisrequired. Thefollowing information is provided:

¢ Aresupply costsfluctuating or stable?In casethey arefluctuating, how how will
the shifting costs be dealt with?

o Areshort-term delivery problems or shortages expected?

¢ Should there bemultiple suppliersfor crucial items (as abackup measure)?
o History and reliability of suppliers

¢ Credit and delivery policies

¢ Type and amount of inventory furnished

o Namesand addresses of suppliers

Credit policies

In this section, the entrepreneur hasto answer thefollowing:
e Doesheintend to allow credit sales?

o Isthere really a requirement for selling on credit? Is it a usual practice in the
industry and as such anticipated by clients?

o |f so, what does he expect the policiesto bein terms of theamount of credit to be
extended and towhom?

e How isthe creditworthiness of new clients to be checked?

o What arethetermsthat are proposed to be offered tothe clients, i.e., the amount
of credit and the due date for repayment?

o Will prompt payment discounts be offered? (This may be donein keeping withthe
industry practice)

o What would the cost of extending credit be for the entrepreneur himself? Has
this cost aready been built into the price?
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M anaging the accounts receivable

If credit is extended by the entrepreneur, an aging should be at least on amonthly basis
for checking the amount that istied up in credit so that he can be alerted to problems of
slow payments. A receivables ageing looks like the following table:

Total Current 30 Days 60 Days |90 Days | Over 90 Days

Accounts
Receivable
Ageing

Some policy is required to dea with customers who delay payments. The
following questions may be considered:

¢ \When should aphone call be made?
e Whenisaletter to be sent?
e When must alawyer enter into the fray?

M anaging the accounts payable

The accounts payable, that is, what is owed to suppliers, also need to be aged as it
assists in planning who has to be paid and when. The payment cannot be made very
early as that would reduce the cash available and it cannot be made very late as that
would affect the discount he might get and also adversely affect his credit standing. In
case the payment is to be delayed for certain reasons, the creditor must be informed
prior tothe due date. He must also keep asking whether any prompt payment discount
will be offered by his proposed vendors.

The following table shows what apayables ageing looks like:

Total Current 30 Days 60 Days |90 Days | Over 90 Days

Accounts
Payable
Ageing

4.4.5 Management and Organization

Who will take care of the daily operations of the business?What kind of experienceis
brought by this person to the business? What distinctive or unique competencies are
possessed by him? Are there any plans for continuing the business in the event of this
person’s loss or incapacitation?

If there are more than ten employees, an organizational chart should be created
that shows the management hierarchy and clearly defines who holds the responsibility
for each major function. Descriptions of the positions held by the employees too may be
given. If loans are being sought, résumés of the key employees and owners should be
attached.



Professional and advisory support Preparing a
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Thefollowing haveto belisted by the entrepreneur:
¢ Mentorsand key advisors
o Consultart(s) NOTES
e Banker
¢ Insurance agent
¢ Accountant
o Attorney
¢ Management advisory board
¢ Board of directors

4.4.6 Personal Financial Satement

Personal financial statements must be included for all the ownersand key stockholders,
which show their persona net worth aswell asthe liabilities and assets held outside the
business. Owners may at times berequired to draw on personal assetsfor financing the
business, and these statements would clarify what isavailable. It isusual for investors
and bankersto ask for such details.

4.4.7 Sart-up Expenses and Capitalization

There may be numerous start-up expenditures prior to the commencement of business
operations. Therefore, these expenditures must be accurately estimated sources for
acquiring the capital planned. A business plan can be seen aresearch project in which
greater thethoroughness of theresearch, lesser isthe probability of leaving out significant
expenditures and underestimating them. However, even with the best research, starting
new businesses can cost more that what is anticipated. Surprise expenditures can be
dedlt with in two ways: alittle ‘ padding’ may be added to all theitems in the budget
(in which case, the accuracy of the carefully written plan is destroyed), or a separate
lineitem labelled * contingencies’ can be added so that unanticipated expenses can be
accounted for. This approach would be preferable over the former.

Talking to others who have entered into similar business ventures may help in
gaining abetter ideaof theamount to bealowed for contingendes. If sufficient information
isunavailable, theusual practiceisto allow at least 20 per cent of thetotal of all the other
start-up expenditures as contingencies.

Theresearchthat has been conducted must be accompanied by an explanation of
how the forecasted expenditure has been arrived a. The terms of the proposed |oan, the
contribution to be made by every investor and the percentage of ownership each of
them will have must be submitted aong with theamounts and sources.

4.4.8 Financial Plan

The profit and loss projection for atwelve-month period, or optionaly, the profit and loss
projectionfor afour-year period, aprojection of the cash flow, aprojected balance sheet
and abresk-even computation are contained inthe financia plan. Altogether, areasonable
evaluation of the firm'’s financial future is constituted by them. In addition, a better
insight can be gained into the financial workings of thefirm.
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Twelve-month profit and loss projection

A number of business owners entertain the notion that the profit and loss projectionfor
atwelve-month period is the central aspect of their business plan. It ishere that all the
numerical datais compiled and some conclusion derived about how profits can beearned
and the business run successfully. The sales forecast, in which expenditures, cost of
goods sold, sales and amonth-by-month account of the profitsfor oneyear areforecasted,
helpsinarriving at the sales projection. A narrative must accompany the profit projection,
which explansthe key assumptions madein the estimation of the expenditureand incomes
of the company.

Proper notes must be kept by the entrepreneur on the assumptions made and the
research carried out so that they can be explained subsequently, if required, and when
somerevision isrequired in the plan, the entrepreneur can revert to the same sources.

Four-year profit projection (optional)

At the centre of thefinancid plan liesthe twelve-month projection. It isonly thosewho
wishto extend their forecasts beyond thefirst year that make use of the four-year profit
projection.

Proper notes must be kept by the entrepreneur on the major assumptions made,
particularly those that might vary drastically after the first year.

Projected cash flow

If profit projection isthe heart of the business plan, cash flow is the blood. A business
often fails because of its inability to pay its bills. Each section of a business plan is
significant; however, it all becomes meaninglessin the absence of cash. The objective
behind projecting the cash flow is to estimate the amount of cash required prior to
starting up for reserves, operating expenses and preliminary expenses. It isnecessary
toupdateit and refer to it subsequently asit can assist in anticipating shortages and take
the necessary action such as negotiating loans or cutting expenses. He can then avoid
being caught unprepared.

Itisnot difficult to prepareacash-flow projection. Itismerely aforward glimpse
into one’s checking account.

For every item, the time when the cash will actually be received (for sales) and
thetimewhen hewill havetowrite acheque (for expenseitems) hasto be determined
by the entrepreneur.

Thevital operating datathat may not necessarily constitute aportion of the cash
flow, but still enables the tracking of items that affect the cash flow such asinventory
and sales purchases, must betracked by him. Inaddition, the cash outlaystoo need to be
tracked by him before apre-startup columnis opened. Research must have been carried
out in advancefor his startup expenditure plan.

Thecash flow showsthe adequacy or inadequacy of theworking capital. Obviously,
more startup capital will berequired if the projected cash balanceis negative. Such a
plan can also aidin predicting the amount and the time at which he might haveto borrow.

His key assumptions have to be explained by the entrepreneur, particularly those
that areinstrumental in causing some difference to emerge between the profit and loss
projection and the cash flow. For instance, in case asaleismade inthefirst month, then
when exactly is the cash to be collected? When are the materials or inventories to be



bought? Should payment be madein advance or after delivery or at some other point?
How might the cash flow be affected by this?1s the payment to be made in advancefor
someof theexpenses, and if so, then how soon?Would there be any irregular expenditure
such as budgeting inventory buildups, repairs and maintenance or quarterly tax payments?
Owner’sdraws, equipment purchases and loan payments are generally not visible on
the profit and loss statements, but certainly use up the cash. These must be included
along with depreciation that fails to show up in the cash flow as no chegque is drawn
forit.

Opening day balance sheet

Baance sheetsare oneof the essential financial reportsthat businessesrequireto report
and manage the finances. All the items of value that the firm holds (assets) aswell as
the debts owed by thefirm (liabilities) are shownin the balance sheet. After subtracting
the liabilities from the assets, what remains is the owner’s equity. The capitalization
spreadsheet and the startup expenditure may be used by the entrepreneur for guiding
him through the preparation of the opening day balance sheet. Thisisfollowed by details
about the manner inwhich the opening day account balance was calculated. Optionally,
some business owners may wish to include a projected balance sheet that shows the
estimated financia standing of the firm at the conclusion of the first year. Thisis of
particular use when the proposal hasto be sold toinvestors.

Break-even analysis

The sales volume, at a specified price, that is needed for recovering the total cost is
predicted by a break-even analysis. That is, it gives the level of sales that forms the
difference between functioning at a profit or aloss.

Theformulafor calculating break-even salesisasfollows:

Fixed costs

Break-even Sales = 1—Variable Coss ...(41)

(Where the variable costs are expressed in terms of percentage of total sales
and fixed costs are expressed in terms of rupees.)

All the assumptions that form the basis of calculating the break-even sales
must beincluded.

4.4.9 Economic and Social Considerations

Itisalso prudent to mention the abatement costsi.e. the cost to beincurred for controlling
environmental damage such as pollution effluents, emissions, etc. The abatement cost
involvesthe value of additional engineering and technology needed for treating effluents
and emissions. It is also called reengineering, and it helps to maintain the ecological
environment. The business plan should aso state the social-economic benefits that may
accrue. Examples of some of the benefits are asfollows:

i. Import substitution: Theextent and manner in which the proposed unit would
achieve import substitution and the probable benefits that may be expected are
mentioned in the business plan.

ii. Promotion of employment: The number of persons proposed to be employed
inrelationto the employment situation of that areamay be mentioned. Whether a
preference would be given to the locals or not can be mentioned in the business
plan.
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Check Your Progress

3. List the different
kinds of market
research.

4. What barriers does
a new company face
when entering a
market?

5. What are the
observations that
have to be made on
a customer’s survey
in a business plan?

6. What isa sdes
forecast?

7. What are the two
ways by which
allowances are made
for unexpected
expenses?

8. What is break-even
analysisin a business
plan?
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iii. Utilization of local r esour ces. The possibility of utilizing local resources should
be stated in the business plan.

iv. Promotion of ancillaries. Whether the unit would promote ancillary unitsto
meet its sub-contracting requirements must be specified in the business plan.

v. Development of the area: Towhat extent would the establishment of the unit
bring development to the local area should also be mentioned in the business
plan.

vi. Export potential: Whether the unit has export potential and to what extent its
products could be exported to other countries should be mentioned in the
business plan.

4.5 SUMMARY

Inthisunit, you havelearned that the business plan must be compendious and the outcome
of in-depth planning by the management and organizers of theinstitution. The economic
condiitions, competition, customer baseand market demand must beredisticaly forecasted
by it.

A business plan should estimate the production demand, raw material consumption
and manpower and capital requirements in terms of value of money. It should also
estimate the prices of products and sales. The plan hasto project the cost of production
and salesrevenueto determineitsfeasibility.

A business plan may be prepared in different ways by different entrepreneurs.
Thereis no standard pattern for it. However, it must contain all information necessary
to appraise it and for lending institutions to take a financial decision. The amount of
information to be furnished in the report depends upon the size of the unit, the nature
of production, and the amount of finance required.

Guidelines of the Planning Commission of Indiain preparation of a business
planinclude generd information, preliminary analysis of alternatives, project description,
marketing plan, capital requirementsand costs, operaing requirementsand costs, financia
analysis, economic anaysis.

4.6 KEY TERMS

e Twelve month profit and loss projection: The statement in which al the
numerical datais compiled and some conclusionisderived about how profits can
be earned and the business run successfully.

e Cost of goods sold: The expenses that relate directly to the production or
purchase of services and products.

e Cash-flow projection: Anestimate of theamount of cash required for operating
expenses and preliminary expenses prior to starting up abusiness.

e Opening day balance sheet: A balance sheet that presentsthefinancia position
of afirmon the opening day.

e Break-even analysis: A financial tool for understanding the no-profit and no-
loss state.
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4.7 ANSWERS TO ‘CHECK YOUR PROGRESS Business Plan

1. Thebusiness plan must be comprehensive. The management and organizers of
the institution must carry out in-depth planning and then prepare the business NOTES
plan. Economic conditions, competition, customer base and market demand
must be accurately forecasted by it. Sound banking principles must be reflected
in the plan along with a demonstration of redlistic risk evaluation in the face of
competitive and economic conditionsinthetarget market.

2. The components of a business plan are estimation, projections, information
calculations, and documentation. Business plan should estimate the production
demand, raw material consumption, manpower requirements and capital
reguirementsinterms of value of money, and it should also estimate the prices of
the product and sales.

3. Market research can be of two kinds: primary and secondary.

4. The hurdles that might be faced by afirm as it enters the market are premier
location problems (problems in acquiring the prime area in the market for
services), quotas and tariff barriers, shipping costs, unions, distinct technologies
and patents, skillsand training, brand recognition and consumer acceptance, and
high marketing, production and capital costs.

5. Inacustomers survey, thetargeted customers areidentified by the entrepreneur
along with their geographic locations and characteristics. Based on whether the
target customers aredirect consumers or other businesses, the descriptionsare
likely to be different. If a consumer product isto be sold, but it is done so via
retailers, wholesalers or somedistribution channels, both the middleman aswell
as the end consumer need to be analysed. There may be more than a single
customer group, inwhich case, themost important groups need to be identified.
Following this, for every consumer group, a demographic profile has to be
constructed that comprises education, occupation, socia class, level of income,
location, gender, age and other details pertaining to hisindustry.

6. A salesforecast isamethod of forecasting future sales on the basis of industry
data(if available), the marketing strategies presented earlier inthe planaswell as
the company’s history of sales.

7. Surpriseor unexpected expenditurescanbededt withintwoways: alittle‘ padding’
may be added to al the items in the budget (in which case, the accuracy of the
carefully written planis destroyed), or aseparatelineitem labelled ‘ contingencies
can be added so that unanticipated expenses can be accounted for.

8. A break-evenanalysisisemployed to predict the sales volume, whichis needed
for recovering thetotal cost at aspecified price. That is, it givesthelevel of saes
that formsthe difference between functioning at a profit or aloss. With the help
of thebreak-even analysis, the entrepreneur can assessthe value of salesrequired,
if no losses areto be borne.
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4.8 QUESTIONSAND EXERCISES

Short-Answer Questions
1. What isthe meaning and significance of abusiness plan?
2. What are the components of abusiness plan?
3. What isamarket plan?
4. How will you assess theworking capital requirements of your business plan?
5. Suggest some parametersto assess the financial soundness of abusiness plan.
6. What isthe general information requiredin abusiness plan?
Long-Answer Questions
1. What isabusinessplan?Why is abusiness plan important to an entrepreneur?

2. How do private consultancies help entrepreneursin the preparation of abusiness
plan?Describetheir role.

3. Giveamoded business planreport for any businesswhichyou proposeto launch.
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5.0 INTRODUCTION

Feasibility analysisiscrucial to the successful running of any business. Thisisbecause
a well-planned business venture scans all the possible opportunities and threats,
understands the demands of the market and arranges for the best possible resources,
whichfinaly leadsto success. Inthisunit, you will learn about thefeasibility study, its
various stages and its areas of assessment.

5.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Definefeasibility study
o Understand the various stages of feasibility study
o |dentify areas of assessment in afeasibility study

5.2 FEASIBILITY STUDY: AN OVERVIEW

Feasibility studiesareexercisesinwhich the potential solutions of business opportunities
or problems are documented. They may be undertaken by al types of businesses, teams
or projects. They form acrucia segment of the project life cycle.
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5.2.1 When should a Feasibility Sudy be Used?

The objective behind the feasibility study istheidentification of the probability of one or
more solutionsthat meet the specified businessneeds. That is, whenthereis uncertainty
about the desired outcome being delivered by the proposed solution, some clarification
can be achieved through afeasibility study. When afeasihility study isconducted, severa
types of ‘ assessment’ techniques are used. Whatever solution emerges at theend of the
study isdeemed the confirmed solution that must beimplemented.

5.2.2 Guidelines for Feasibility Sudy

Feasibility studiesandyse the problem at hand and establish whether thereis an effective

solutionfor it. The suitability of implementing the solutionisdetermined by the outcome

of the study. The study is conducted during the project initiation phase, prior to engaging

inany significant expenditure. General guide linesto afeasibility study are asfollows:
¢ Performing apreliminary study for determining the viability of the project.

¢ Analysing an existing system for determining whether it isworth upgrading.

e Determining whether there is adequate time for building the new system and
whether thiswould cause some interference with dependencies, theamount and
type of resources needed, operations, etc.

e Establishing the cost-effectiveness of the systemthat is proposed.

¢ Determining whether the system resultsin somelegal conflicts.

5.3 STAGESOF A FEASIBILITY STUDY

Nowadays, private consultanciesare doing feasibility studies on different typesof project
worksfollowing asystematic procedure. Generaly, they dividethe feasibility study into
four stages. At each stage areport is generated, which is shown and explained to the
client. Thereafter, permission is sought to proceed to the next stage. The stages of a
Feasibility Study in normal course of actionareasfollows:

1. Conceptual stage
2. Elaboration stage
3. Condtruction stage
4. Implementation stage

5.3.1 Conceptual Stage

Inthisinitial stage, an analysis of the business requirementsof the client is performed;
detail sregarding those participating in the project and system requirements are gathered
and examined. A study of what the client expectswith regard to system implementation
is carried out and a solution is presented. The restraints, parameters and goals of the
project such as conceptual problem solution, time frame for the project and the budget
for theproject and policiesregarding adjusting it are established with theclient.

Thefollowing tasks are performed at this stage:

e Estimation of thefeasibility of the project and defining its scope
e Identification of the benefitsand risks

e Elaboration of the structure of the project

e Planning the project roughly



e Accurately planning the next stage of the project stage Feasibility Study

e Precise evaluation of the cost involved in the next phase and approximate
evaluation of the cost involved in the other phases

e Definition of functionality development priorities NOTES
e Estimationof system creationrisks
Thefollowing documents become available when this phase concludes:

e Feasibility Report — describes the solution that is proposed and lists the high-
level functional requirements

e Project Structure— describes the organization of the project
e Project Plan— givesthe project schedule
e Risks List — lists the potentia risks associated with the project and the
possibility of eliminating them
The client must agree with and sign the feasibility report. Onceitissigned then
the project team and the client share the understanding of the tasks and goals and can

agree on the process to be followed for implementing the project. On an average, it
takesroughly 10 per cent of thetotal duration of the project for this phaseto be compl eted.

5.3.2 Elaboration Stage

Here, thefollowing tasks are performed by the project team:

¢ Anaysisof the needsand expectations of theclient withregard to the development
system
¢ Definition of functionality of the main components of the system and the
composition and architecture of the system
¢ Designing of the system on the basis of the outcomes of the analysis
¢ Establishment of theaccuracy of thetiming
Thedocumentsthat are created during this stageinclude the following:

e Functional Specification — describes the functionality and architecture of
the system aswell asthelogical datamodels

e Configuration Management Plan — describesthe structure of the storage of
project filesaswell astherulesfor building the system

The client must agree with and sign the functional specification. Onceitissigned,
the project team and the client agree about thefollowing:

e Providing asolutiontothe problem faced by the client with regard to project
parameters (project restrictions)

e Comprehending therisks associated with the project and sharing it with the
customer

e Project plan (time, cost and functiondity)

Onthebasis of the requirements of the customer, there may be somevariationin
the name of the document (such as Requirements Specification or System Requirements
Specification). Following the preparation of all the above documents, the next stepisthe
creation of the Test Plan, which gives a description of the testing procedures to be
followed during the project. Consequent onthis stage, an absolutely documented solution
is presented to the client, which he can then develop into an entirely functiona system, in
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time and keeping within the budget that has been dlocated toit. Whenthis phase concdludes,
theclient is provided with arather accurate assessment of thetimeand cost involvedin
implementing the project. On an average, it takes roughly 30 per cent of thetota duration
of the project for this phase to be completed.

5.3.3 Construction Sage

Here, the system requirements are determined by the project team (in case they were
not determined in the earlier phase) and the system is developed on the basis of the
outcome of the analysis and design carried out in the preceding phase.

Thetasks that are preformed at this stage are asfollows:

¢ Défining therequirements of the systemiteratively on the basis of the outcome
of development

e Coding the components of the system

e Integrating the components of the system

e Tedtingthesystem

e Managing therisk associated with the project

e Updating the project documentation (if there is some variation in the
requirements)

e Preparing technica and user documentation

Simultaneously with any advancesin the coding, the creation and upgradation of
the Technical Specification also takes place. Detailed descriptions of the architecture of
thesystem are containedinit. Theprimary object of this stageisthe completion, ddlivery
and installation of afull-scale operationa applicationinthereal working environment of
theclient sothat it can be adjusted, set up and configured on the customer’shardware.
The completion of coding and integration is followed by the commencement of the
process of testing. The Test Specification iscreated in advance. Once the development
and testing of the system concludes, the next step is the development of the plan for
implementing the system at the client’slocation. Thefollowing details are contained in
this document:

e Implementationtiming

e Thescheduleandlist of thetasksto be performed during implementation

e Theresourcesthat would berequired

e Thejobresponsihilitiesto beimplemented

Onanaverage, it takes roughly 50 per cent of thetotal duration of the project for
this phase to be completed.
5.3.4 Implementation Stage

Inthisstage, the system that has been developed is delivered to the client by the project
team. Numerousiterations may be contained in this phase, including user acceptance
testing and system modification on the basis of the feedback received from the user
after testing. A Letter of Acceptanceis signed by the client following acceptancetesting.
Thefollowing tasks are performed during this phase:

e Ingtalling thesystem at the client’slocation
e Integrating the system in keeping with the client’ stechnology



e Configuringthesystem
e Trainingtheusers

Whenthis stage concludes, areliable application that corresponds to thefunctional
specificationisreceived by the client. If, at the conclusion of the implementation stage
(and the project itself), the system functionality needs to be expanded, it is possible to
enhance the system within the framework of anew project. A functional version of the
systemisreceived by the customer even asiterative system devel opment proceeds and
functiondlity isadded to the existing system. Onan average, it takesroughly 10 per cent
of thetotal duration of the project for this phaseto be completed. Theclient arrivesat at
adecision about closing the project after the successful completion of thisstage.

Withthe completion of al the four stages, the client has benefited from the feasibility
study and has been able to make the project areality. This is a multipurpose activity
taken up by private consultanciesfor mutual benefit.

5.4 AREASOF ASSESSMENT IN A FEASIBILITY
STUDY

A critical feasibility study consists of thefollowing areas of assessment, which are used
by financial institutionsto study aproject with aview to determining itsviability:

1. Market Feasibility Analysis
Technica Feasibility Analysis
Financid Feasibility Analysis
Economic Feasibility Andysis
Manageriad Feasibility Analysis
6. Socia Feasbility Anaysis

5.4.1 Market Feasibility Analysis

oA W

M arket feasibility studiesusually include primary and secondary research. The former
isused for compiling information that does not exist yet by means of market surveysand
offersdetails about thelevel of interest and market strength of the proposed productsor
services. Thelatter involvesinformation that already exists and offersageneral outline
of theindustry in which the entrepreneur intends to compete. It is usually inclusive of
growth trends and the size of the industry. Following the identification of the potential
customers to be targeted, a market survey is carried out, usually through telephone,
mails or online means, for ng the demand for the service or product and gaining
objective feedback. The usua size of a sample is between 100 and 350 responses,
depending on the budget and the accuracy of the data. The questions asked in the
survey must be unbiased and must ensure that the research quaity is not compromised.
The information thus obtained from primary and secondary sources assist in deeply
analysing the data so that a report that presents the major findings can be offered to
lendersand investors or utilized by the management of thefirm for making GO/NO GO
decisionswith respect to project feasibility.

Inaddition, possiblefuture changesin thevolume and pattern of supply and demand
should also be estimated to assess the long-term prospects of the unit. On the demand
side, thefollowing factors should betaken into consideration:
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e Thepotentialities of the export market and the government policies on export
e Thelikely changesinincomeand pricelevels

e Theprobableexpansion of manufacturing industriesand theincrease in quantity
of production

e Theconsequent effect of globalization onindustries

e Theimpact of technology on the production process

e Theprobable market share of the product and its stabilization, growth factors

e Theimpact of advertising and saes promotion measuresto be launched, etc.

e Thefinancid institutions' viewsonlending

Onthe supply sideaso, thefollowing factors should betaken into consideration:

e Theextent of capacity utilization

e Thepossihility of substitutes because of technological innovation and structural
changes

e Theproposed distribution channels

e Advantages and disadvantages of project cost

e Provisionfor after-sales service

e Theproposed designing and packaging

e Competitive position of the proposed project

e Identifying theexisting and potential competitors

5.4.2 Technical Feasibility Analysis

Technical feasibility simply refersto the capability of the proposed plant and equipment
to makethe product as per therequired norms. Technical analysisisdoneto assessthe
operational ability of the proposed business enterprise. This aspect requires careful
examination and assessment of thevariousinputs of the project such asland, machineries,
trained labour, transportation, fuel and power. The cost and availability of technology
could either proveto becrucial indetermining project feasibility or have no significance
at al. It also requires an analysis of the know-how necessary to run the project and
whether the entrepreneur possesses that knowledge or he is going to procure from
outside. Sometimes, a project may require collaboration. In such a case, terms and
conditions of the collaboration should be examined. In the case of foreign technical
collaboration, thelega provisions prevailing inthe country in relationthereto should also
be analysed.

Technical analysisdealswiththefollowing aspects:

¢ Requirment land and the availability of land and site
e Location of the plant and its capacity

e Sizeand adequacy of the plant and factory layout

¢ Requirment and availability of inputslikewater, power, transport (road, railway,
searouteand air connectivity), communication facilities (post office, trunk
office, satellitesignas), etc.

e Availahility of servicing facilitieslike machine shop, repair shops, etc.
e Availability of skilled labour and raw material



e What arethetechnological needs of the proposed business? From wherewill Feasibility Study
this technology and equipment be obtained? What will be the cost of
technology and equipment?

e Law andorder condition

NOTES
The lending institution may employ atechnical consultant to study the project on

itstechnical aspects.
5.4.3 Financial Feashbility Analysis

After the Marketing and Technology feasibility studies are done, afinancial feasibility
study is conducted to assess the financial issues of the proposed business venture.
Nowadays, financeis easily available. Hence, the appraisal of thefinancial viability of
the project assumes importance in a business plan feasibility study. This requires the
scrutiny of thefollowing:

(a) Investment cost of the project and means of financing
(b) Approximate cash flow
(c) Projected balance sheets

(a) Investment cost of the project and means of financing: Business needs
bothlong-term capita to acquirefixed assets, and short-termworking capitd for itsday-
to-day operations. Assessment of thefinancial requirements both for fixed and working
capital should be made carefully. Infact, the financia plan for meeting the cost of the
project depends upon the accurate estimates of the various costs such as plant plinth
area, machinery cost, capacity, manpower requirement, inventory levels management,
etc. Thecost of the project normally includesthe following items:

e Cost of land and site devel opment

e Construction cost of plant and procurement cost of machinery (including spare
parts, erection charges, etc.)

e Technical consulting charges and engineering fee for technological know-
how

e Pre-operative expenses (such asland registration, licensing, stamp duty and
correspondence with government organization and suppliers)

e Interest during construction

e Provisonfor contingencies

e Marginmoney for working capital
e Other fixed assets

The cost of production should not be underestimated. Having estimated the cost
of the project, the sources of finance should beidentified. The usual sources of finance
areasfollows:

1. Ownfunds

2. Share capita

3. Issue of debentures

4. Reserves and surplus and retained earnings
5. Termloan and long-term borrowings
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6. Deferred payment guarantee
7. Public deposits

The sources are internal as well as externd. In case of expansion of an existing
unit, it isjudicious to tap the internal sources to meet additional capital requirement.
On the other hand, a new entrepreneur has to seek external sources, and he has to
think of cheaper capital resources. Cheaper capital resource is debt; it is chegper than
share capital. But it is not acceptable to delay on debt only in capital structure
construction. In design of capital structure, the debt, equity ratio of 2:1 should be strictly
adhered to.

(b) Approximate cash flow: Thisis aprojection of the future sources of cash
and their application. An approximate Cash Flow statement is necessary in order to
ascertain money requirementsfor various purposesin the project and also to know the
resourcesto get therequired money at the right time. M oreover, this statement helpsto
fix the repayment schedule on the basis of cash accumulation shownin the statement.

In a cash flow statement, profit is the most important source of inflow and this
actually depends on how accurately the production costs and sales estimates have been
made. It also depends upon the management palicies. For instance, a change in the
method of valuation of stock would affect the profit correspondingly.

Thelending institution should pay special attention to the debt service coverage
ratio, which establishesthe relationship between net profits and the repayment of term
loans and interest thereon. It is calculated asfollows:

Debt Service Coverage Ratio

NP after tax + interest on Term Loan + Depreciation
= Term loan installment + Interest on term loan (5.1)

Thelending institution insistsupon aratio of 2:1 sinceit indicatesthat evenif only
50 per cent of the net profits are earned, still repayment of term installments together
with interest would not poseaproblem.

(c) Projected balancesheet: The projected balance sheet will reflect thefinancial
position of the concerninthefutureyears during the entire period of theterm loan. One
can find out the effect of the plan of operationson the assets, liabilities and capitd of the
businessunit.

Thelending institution should pay specia attention to thefollowing:
e Theprocedure adopted for the valuation of assets

e Thedepreciation paolicy adopted

e Theimpact of termloan onthe assetsand liabilities

After sanctioning the term loan, the lending bank has to make a post-sanction
inspection to check:

e Whether theloan has been actually utilized for the purpose for whichit was
borrowed

e Whether thetermsand conditions of the loan have been complied with
e Whether the value of the security is adequate
e Whether thereisany default in repayment



To ascertain the financial feasibility, two more popular methods are used. They areas
folows:

1. Simple Rate of Return M ethod
2. Pay Back Period Method

1. Simple Rate of Return Method: Simple rate of return is the ratio of net
profittotheinitial investment inanorma year interms of both fixed and working capital.
However, if apersonisinterested only in equity, the profitability of equity alone can be
ascertained. The simplerate of return can be ascertained with the help of the following
formula

R = (F-Y)/I
Re = FIQ (5.2)
Where R = Simplerate of return on total investment

Re = Simplerate of return on equity alone
F = Net profit after depreciation, interest and taxesin anormal year
Y = Annual interest charges
| = Tota investment including equity and debt
Q = Equity capita alone

The simple rate of return is very helpful to ascertain the profitability position
quickly especialy for projects withashort life.

2. Pay Back Period Method: It is animportant tool to measure the number of
yearsrequired to recover aproject’stotal investment from the cash flowsit generates.
For instance, for a project with an investment of Rs 50,00,000 and an expected cash
flow of Rs 10,00,000 per year for 5 years, the pay back periodisascertained asfollows:

Initial investment outlay
Annual cash flow

50,00,000

~ 10,00,000

Pay back period =

=5years
It means that the project’s initial investment can be recovered in five years. It
clearly showstheliquidity aspect of aproject. Shorter the pay back period, quicker isthe
recovery of initial investment. Evenif cash flows are not uniform, the pay back period
can be ascertained easily by adding together cash flows until theinitial investment is
recovered.

5.4.4 Economic Feasibility Analysis

Itisessentia to ensurethat the project iseconomically viable. Economic viability depends
uponits profitability. A project without adequate profits cannot be commercially viable.
Hence, the economic viability can be assessed through projections of profitability for a
period ranging from 3to 10 years. The profitability of a project should be established on
along-term basis. Thus, the economic feasibility analysisincludes the analysis of the
requirements of raw materials, level of capacity utilization, anticipated saes, anticipated
expenses and the probable profits.
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Theeconomic feasibility analysisincludesthefollowing:
e Preparation of projected profitability statementsfor aperiod of 5to 10 years

e Calculationof certain ratiosto ascertain economic viability like debt service
coverage ratio, pay back period, average rate of return, net present value,
break-even sales and internal rate of return.

5.4.5Managerial Feasbility Analysis

Itisbasically astudy of the competencesand ethical values of the promoters. Financial
institutions are generally focused on the background of promoters in terms of their
experience, education and economic soundnessto repay theloan amount. The gppraisal
of the management isindeed the touchstone of term credit analysis. It is so becausethe
success or failure of any enterprise depends upon the direction and efficiency of the
management. | n the absence of managerial competence, the project whichis otherwise
feasiblemay fail. Onthe other hand, apoor project may turn out to be a successful one
with efficient managerial ability. M anagerial competence can be judged with reference
tothefollowing:

1. Educationa background of promoters

2. Previous experience in the field and managerial competence
3. Possession of entrepreneurial talents

4. Honesty, integrity and reputation of promoters

5. Possession of adequate know-how of the business

5.4.6 Social Feasibility Analysis

Any business should be socially responsible. These days organizations have a sense of
socia responsibility, because the customer of an organizationisanimportant elementin
society. If he is well, the society is well and in turn it is good for business. In fact,
businessis not merely a profit-making occupation but asocial function, which entails
certandutiesand requiresthat appropriate ethicsarefollowed. It must accept itsobligation
to besocially responsibleand towork for thelarger benefit of the community. It hasalot
of responsibility to the community around itslocation and to the society at large. Hence,
social considerations should be given equal weight in the appraisal of a project. The
socid feasibility analysisincludesthefollowing:

e Whether the project offers large employment potential

e Whether itislocated in abackward and |less-developed area

e Whether it would stimulate small and ancillary industriesintheregion

e Whether adequate provision has been madefor the treatment of effluents so
that there may not be any environmental pollution

5.5 SUMMARY

Feasibility studies are exercisesinwhich the potential solutions of business opportunities
or problems are documented. They may be undertaken by al types of businesses, teams
or projects. They form acrucia segment of the Project Life Cycle. Areas of assessment



inafeasibility study consist of amarket feasibility analysis, Technical feasibility anaysis, Feasibility Study
Financia feasibility analysis, economic feasibility analysis manageria feasibility anaysis
and socid feasibility andysis.

Thepreparation of feasibility study requiresintensive observation and dataanalysis
on the identified project area. A constructive business plan makes it easier for an
entrepreneur to do thefeasibility study. A perfect and prompt feasibility study will assist
anentrepreneur infinancing his project and launching a successful business.

NOTES

5.6 KEY TERMS

e Market feasibility study: Itisthe study that offersinformation about the level
of interest and market strength of the proposed products and services.

¢ Technical feasibility study: It referstothe capability of the proposed plant and
equipment to make the product as per the required norms.

e Simplerateof return: It isthe ratio of net profit to the initial investment ina
normal year in terms of both fixed and working capital.

5.7 ANSWERS TO ‘CHECK YOUR PROGRESS

1. Feasibility studies are exercises in which the potential solutions of business
opportunitiesor problems are documented. They may be undertaken by all types
of businesses, teamsor projects. They formacrucial segment of the Project Life
Cyde. Theobjectivebehind the feasibility study istheidentification of the probability
of one or more solutions that meet the specified business needs.

2. Therearefour stagesinafeasibility study. Their names areasfollows:

Conceptud stage

Elaboration stage

Construction stage

Implementation stage

3. Thefollowing tasks are performed during the implementation stage:

Installing the system at the client’slocation

I ntegrating the system in keeping with the client’ stechnology

Configuring the system

Training the users

4. Areasof assessment inafeasibility study are—market feasibility analysis, technical
feasibility analysis, financial feasibility analysis, economic feasibility analysis,
manageria feasibility analysis and social feasibility analysis.

5. Financia feasibility analysisinvolves scrutiny of thefollowing:
¢ Investment cost of the project and means of financing
e Approximatecashflow
e Projected balance sheets

6. Theformulafor Debt Service Coverage Ratio isasfollows:

NP after tax + interest on Term Loan + Depreciation
Term loan installment + Interest on term loan
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5.8 QUESTIONSAND EXERCISES

Short-Answer Questions
1. Listthe stages of feasibility study.
2. Giveanoverview of guidelinesfor afeasibility study.
3. What is meant by the projected balance sheet?
4. Definethe Pay Back Period Method and state its formula.

Long-Answer Questions

1. Discussthe conceptual stage of the feasibility study.
2. Compare market feasibility analysiswith technical feasibility analysis.
3. Describethefinancial feasibility analysis.

4. What is meant by the managerial feasibility analysis? Why is social feasibility
analysisimportant for asuccessful business?
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6.0 INTRODUCTION

After an entrepreneur has completed the feasibility study, he still needs money in order
to make his dream a redlity. Project finance means arranging finance to meet the
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requirements of project expenditure, including start up expenditure. Without project finance
the entrepreneur cannot meet the financial requirements of every stage of the project.
Financeis needed to acquire fixed assets such as machinery, plant and building aswell
as working capital to meet the day-to-day operational needs of the project. Venture
capital isthepromoters’ contribution to launch the project work. Thereare two types of
sources to satisfy project finance requirements: internal sources, such as cumulative
reserves and other reserves, and external sources, which areissue of shares, debenture
and debt from financial institutions. Nationalized banks, Life Insurance Corporation of
India, Industrial Development Bank of India (IDBI), and Small Scales Industries
Development Corporation (SSIDC) are some of the financial institutions that are
aggressively financing projects. Besides, the entrepreneur raises finance by availing of
subsidies, stateaid toindustries, etc. Project finance, therefore, iscrucia to the success
of aproject.

6.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Understand the need of financein project promotion
¢ Know thetypes of financial requirements of aproject
¢ Know the various sources of finance
o Understand what venture capital isand itsimportancein project promotion
¢ Know about financid institutions and their rolein financing aproject

6.2 NEED FOR FINANCE

Finance is the lubricant in the operations of a project. After completing afavourable
feasibility study, the entrepreneur should identify the sources of finance so as to meet
start up expenses such aslicensing fee, documentation fee onloans, siteregistration and
stamp duty charges, Sitedevelopment cost, power connection, and water supply charges.
Finance is required to meet both long term as well as short term requirements of the
project.

6.2.1 Short-Term Financial Requirements

Short term financeis needed to meet the day-to-day operations of aproject or to supply
working capital toaproject. Short-term finance requirements are:

1. Procurement/purchase of raw material,

Payment of salaries and wages

M eeting power and fuel expenses,

Remiting rent, interest, commission, insurance premium,

M eeting the stationery and bank charges, and

Purchasing small tools and meet other day-to-day expenses of the project.

ok wN

6.2.2 Long-Term Financial Requirements

Long term need for finance is based on the size of operations. It is for acquisition of
fixed assets such as:



Site/land purchase and development,

Construction of plant and buildings and development of infrastructure,

Purchase of machinery, equipment, todls, furniture and fittings, and

Purchase of movesbleproperty suchastrucks, vans, cars, lorriesand other vehides.

Eo I\ o

Overall need for finance isto meet the fixed and variable costs of the production
process, purchase fixed assets and for payment of interest on debt, and other working
capital needs of project.

There was a time when project finance was afairly simple banking exercise.
However, many changesin the economic environment have taken place and the process
isno longer simple. The figuresfor total investment in almost any major capital plant
development have, by thejoint action of inflation and technical innovation, reached huge
dimensions which an individual company cannot accommodate. Again high rates of
inflation have escalated costs, particularly in relation to the basic price of any capital
plant where along period of manufactureis required before it can be set up and start
functioning.

Financial appraisal is probably the most important aspect of project financing. It
coversthefollowing aspects:

i. Thetotal capital cost of the project
ii. The means of finance to meet the projected cost
iii. The projected operating costs and revenues.

Financeisaconstant problem, and if small-scaeindustries areto develop according
to Government policy, they must have adequate credit. Credit is available on the basis of
the creditworthiness of the entrepreneur. In regard to capital structure and working
capital management, there are many differences between large, medium and small-
scdeindustries. Financeisthelife-blood of any business. Its managementisan art and
merits specia attention. The financial function of management isto:

(@) Ensurefair returnoninvestment;
(b) Generate and build surplus and reservesfor growth and expansion;

(c) Plan, direct and control the utilization of finances so asto ensure maximum
efficiency of operations and build a proper relationship with suppliers,
financiers, workersand members; and

(d) Coordinate operations of the various departments through appropriate
measuresto ensure disciplineinthe use of financial resources.

6.3 TYPESOF FINANCE

Therearevarious needsfor financein aproject. Finding the means of obtaining finance
to satisfy a particular need requires an understanding of the project operations and
different activities of that project and its span of time and size. Project activities are
generally sequentia; which meansthat on completion of one activity the other begins.
Sometimestwo or more activities can also be done s multaneously. What type of finance
issuitablefor aproject activity and how many types of finance should be tapped demands
a continuous review of the project performance. The following are some important
forms of finance.

Project Finance
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Check Your Progress

1. What is project
finance?

2. At what stages is
finance needed?

3. What is meant by
short term and long
term finance?
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6.3.1 Overdraft

Thisisoneof thefacilities provided by the banker on the current account. Under this, an
account holder can draw some amount (to the extent of his overdraft limit) from his
current account without credit balance. Based on credit worthiness, an overdraft limitis
sanctioned to the current account holder. It isapopular form of finance becauseit has
the advantages of availability, convenience and flexibility. However, because interest
ratesarehigh, it should only be used for short-term requirements such asfunding working

capital.
6.3.2 Bank Term Loans

These loans are intended to meet the needs of financing fixed assets. These provide
fixed-termfinancefor longer periods. They are often secured by acharge against company
assetsand requirethe entrepreneur to signlegally binding covenants. The entrepreneur
needsthese types of loansto meet his company’ slong term business requirements such
as for constructing buildings, plant and purchasing machinery and for infrastructure
development.

6.3.3 Asset-Based Finance

Thisis generally used for purchasing capital goods, which require a huge amount of
money. Theasset is essentid for business operations and will provide profitability to the
project for along period of time. Asset-based finance describes financing as an asset
over its estimated life span using the asset as security for theloan. It can be structured
so that the borrower has the sole right to use the asset and ownership transfers to the
borrower at the end of the loan period.

6.3.4 Receivables Finance

Thisform of financeis meant for meeting the short-term financia needs of merchandize
againgt credit sales or services. The credit merchandizer providesgoodsor servicestoa
customer and invoicesthem, and sendsthe same to the banker. He has accesstoreserve
funds up to an agreed percentage of the invoice value. He can withdraw the amount
from his account as and when needed. Either the banker or an overseas representative
will collect the sales proceeds from his customer. When theinvoiceis paid, hereceives
the balance. Inthe case of undisputed receivables where acustomer defaults or becomes
insolvent, if the merchandizer has taken out credit protection on the customer with his
banker, the banker will pay him the outstanding balance up to the value of the agreed
credit protection limit. Thisform of finance uses outstanding customer invoices as security.

6.3.5 Invoice Discounting

Similar to Receivables Finance, thisis usually only offered to larger companies with
strong credit management systems.

6.3.6 Angel Funding

Anangd investor isafinancially sound or wedlthy individual who can provide capital for
starting abusiness, generdly in return for ownership equity or convertible debt. Although
still not too many, agrowing number of angel investors are organizing themselvesinto
angel networks or groups for sharing research and pooling their investment capital.



Unlike venture capitaists who professionaly manage money pooled from others, angel Project Finance
investorsusualy invest their own resources. Though they usually reflect theindividud's

investment judgement, the actual entity providing thefunds could be an investment fund,

alimited liability company, abusinessor atrust. The capital obtained from angd investors

ismeant for filling the gap in start-up financing between ‘ family and friends’ who offer NOTES
venture capital aswell as seed funding. Simply put, angel funding referstoanindividual
investing inacompany inreturn for sharesinthe company.

6.3.7 Venture Capital

Thisdealswith financid investment in highly risky propositions, in the expectation that
high rates of return will be earned. It is generally considered a synonym for high risk
capital. Capital is provided by venture capital fundswhich are prepared to finance an
untried company that appears to have promising prospects. Venture capital isasolution
for capital mobilization of small scale industries, which are unable to tap the capital
market for their capita requirements. A team of individuals pool their financesfor providing
capital fundsto anew businessthat isjust commencing. They invest intheminthe hope
that these businesseswill develop and earn profits. Venture capital isthe contemporary
method of raising finance and hence has been discussed later in this unit in greater
detail.

6.3.8 Conventional Loan

A conventional loanistypically any kind of lender agreement. There are several broad
categories of conventional loans. Fixed rate mortgages are simpler in some cases. A
home borrower ‘locksin’ at aninterest rate, and he or she pays down the principal and
interest on the mortgage every month at that rate. Other so-called conventional loans
include conforming loans. Conventional |oans are available either aslong term or short
term loans. For example, it is possible to repay personal loans over alonger duration.
The characteristic of conventional loansis that they are set at afixed interest rate.

6.3.9 Personal Lease

Personal lease means a vehicle that may be taken on arental basis for a pre-decided
period of time (generally oneto five years) and monthly repayments may be made just
asinrenting ahouse. The difference between personal leaseand rent isthat in the case
of apersond lease, at the conclusion of the pre-decided rental period, it becomes possible
to sell the vehicle, or it is taken back by the financial company that rented it, and then
sold as a used vehicle. Generally, people use a persona lease when they require a
vehiclefor household or private purposes over 50 per cent of thetime. In casethey aso
usethe vehiclefor business purposes, sometax deductions may be available against the
personal lease.

6.3.10 Hire Purchase

Thisis another type of finance generally used by entrepreneurs for acquiring assets.
M ost small businesses opt for hire purchase because of the flexibility it offersin getting
the required machinery and vehicles. For example, in a hire purchase agreement, an
entrepreneur is obliged to purchasethe vehiclethrough afina payment (balloon payment)
made at the conclusion of the pre-decided hire purchase period, in addition to the
instalmentsthat he pays during thelease period. Inthehire purchase option, the contract
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can be arranged by the entrepreneur in such away that the monthly installments suit
budget and cash flow of the business— by enlarging the size of the balloon payment or
deposit, the size of themonthly instal Iments can be reduced. Flexibility inrepayment ina
hire purchase contract is attractive for a business that is just commencing and has
numerous demands on its cash flow. It may enjoy some tax deductions for interest
charges and depreciationin hire purchase contracts.

6.3.11 Operating Lease

Inthis agreement, thefinancial provider keeps the ownership rights of the vehicleand
allows the customer to utilize it exclusively for one to five years against lease rental
payments — similar to a long-term hire vehicle. For an entrepreneur who is keen to
frequently changearound hisvehicles, after using them to the maximum, lease agreement
isthe best option. The advantage of operating leaseisthat the user of the vehicle need
not have any worriesregarding the residual value at the conclusion of the lease period
anditisthefinancial service provider who standsto lose money onthevehicle’'sresde.
Inthe case of operating leases, the vehicles that the company uses do not show up inthe
assets side of the balance sheet as assets. Hence, the gearing levels are not affected by
the vehicle borrowing costs. Another advantage of operating leases isthat, excepting
except inthe case of luxury vehicles, lease payments are entirely tax-deductible.

6.3.12 Chattel Mortgage

Thisfinancing optionissuitable for abusinessthat accountsfor its operationsonacash
basis. Itsfunctioning issimilar to hire purchase agreements: series of monthly payments
are made by customers, followed by aballoon payment. A high degree of flexibiltiy is
also offered by chattel mortgage, as the duration of the lease payment can be set by the
buyersaong with adjusting the monthly repayments by enlarging or diminishing the size
of the balloon payment or deposit amount.

6.3.13 Other Options

The last few years have witnessed an expansion in the products offered by financing
companies. Products such as credit cards, fuel cards, maintenance, fleet management
and insurance are also offered by various financing companies.

6.4 SOURCESOF FINANCE

Ingenerd, projects accumulate their non-distributed profits asreserves. Thesereserves
aretheinterna sourcesto projectsfor meeting their financial needsin times of expansion
or diversification. Retained profit can be used by acompany after afew years of operation
—when the company starts making profits. (Whereas, companiesusually break-evenin
thefirst year and makeprofit later.) If abusiness has had a successful trading year with
enough profitsto pay al isexpenses, apart of that profit could be used by it for financing
its future dealings. Using the accumulated reserves for long term finance is the best
policy for any project, because the cost of capital is almost zero, and no mortgages on
assets arerequired. Reduction of cost and sale of assetsare dsointernal sourcesto help
thefirm meet itsfinancial requirements. .

But reserves are not aways enough to satisfy financial needs. Sometimesreserves
may be exhausted. So projects should tap the external sources of finance, though it may



have animpact on the cost of capital. Nowadays, there are many sources of financefor Project Finance
meeting the financial requirements of projects. Sources of finance are categorized as
interna sources and external sources.

6.4.1 Internal Sources of Finance NOTES

Purchase from internal budget

Using internal sources of financeis called purchase from internal financial statement.
However, theeasiest type of funding isusing interna funds such ascumulativereservoirs.
Itisusual to compare theinvestment against the following:

e Allocation of reservefundsfor paying off the company’s debt

e Opposing calsonfunds, counting calls such asthe calls on growing plant capacity as
wdll.

It is essential to aways spend aportion of the internal sources on the project, if
only at thetime of theinitial appraisal, for convincing the external bodiesaswell asthe
senior management of the proposed investment’sworth.

Theinternal sourcesinclude:
Controlling working capital

Themoney invested in current assetslikeraw material, finished goodsand debtors etc.
isworking capital. In other words, money required for day-to-day operations of business/
project/enterpriseis called ‘working capital’ . The entrepreneur can keep a control on
theworking capital by prudently judging the requirements for day-to-day operations.
This he learns with experience and hence the entrepreneur would be able to use this
method after some time when the business gets established. Reducing costs, delaying
outflows and speeding up inflows are some of the techniques applied fromtimetotime
to control working capital.

Sale of assets

New activities can be financed by a business or the debts paid off of assets such as
vehicles, machinery, furniture and fittings, and property are sold off. This frequently
worksasasource of short-term finance (for example, avehicle being sold for paying off
debts); however, if the assetsthat are being sold have ahigh value (for example, building
or land), evenlong-term finance could be provided by it. In case the assets of abusiness
areto be used, the option of ‘ sale and lease back’” may be considered, under which the
assets are sold and then rented and hired from the new owner of the assets. This could
involvethe payment of more money inthelong term, but locked up cash can beliberated
by thisform of financeinthe short runfor tiding over crises.

Owner’s savings

Owner’s persond savings appliesmoreto soletraders and partnership firmsthanto any
other form of business. Owners might sometimes wish to invest a part of their own
money as capital inthe business. Owners' personal saving investment may be to meet
the short or long-term needs of the organization. The amount of the owner’s savings
availability depends on the amount that isinvested as well asthe decisions made by the
individua making use of his savings.
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Reducing stock

Oneof the assetsthat abusiness can usefor raising financeis stock, which consists of
unsold finished goods, semi-finished goods and the raw materia that the businessholds.
Some stock that can be put to use in the event of an unanticipated hike in market
demand isusually held by abusiness. Stock levels have atendency of rising at thetime
of recessions or economic slowdowns, because goods pile-up as aresult of not being
sold. Thisdoesnot generdly offer vast amounts of finance—huge stockpilesinabusiness
areindicative of lack of demand for the product so that it becomes difficult to reduce the
stock. It is seen by some as a source of short-term finance.

Trade credit

Inabusiness, things are usually not paid for prior totaking possession of them. Rather,
orders are placed for inputs/supplies and payment is made after the receipt of theitems.
It is advisableto make the payment in good time (within amonth or so) asthishelpsthe
businessin devel oping good relations with the supplier. Inthe balance sheet, this source
of finance makesits gppearance astrade credit. Such atechnique of deferral of payment
to some future period is atype of very short-term borrowing and aidsin resolving cash-
cycleproblems.

Promoters contribution

Thisisthefirst external source of financefor the project. The promoter brings hisshare
of capital into the organization as seed capital to meet the start up expenses of the
project. Financia institutions, investors, and lenders want to know the promoters
contribution in the project, before they take a decision on investment or lending loan.
Promoter contributionisrequired in some cases of assistance such as grantsand subsidies
from government for aproject.

6.4.2 External Sources of Finance

Thefollowing are the external sources of finance:
Equity finance

Injoint stock companies, equity finance is one of the main types of financeinthe capital
structure. Equity finance meansraising the capita by sharesissue. It isthe main element
of capital structure by way of representing theinvestment on the project’s promoters
behdf, and generally comesfromindividua investors, firmsengaged in project promotion
through sponsoring the project, manufacture of equipment and machinery, and from
institutional investors such as energy investment fundsthat are expected to have some
form of capital stakeinthe project or insurance companies.

Equity differsfrom debt. The profits earned on the project arereceived by equity.
Based on the performance of the project, the share of profit to equity isinfluenced. For
example, in case aproject doeswell, there may be aconsiderable equity pay out, butin
the case of underperformance or bankruptcy, banks and other clamsare paid first and
only then are the equity investors paid. Therefore, ahigher degree of risk is associated
with equity, but at the sametime, higher returns can be earned by it as compensation.

Debt providers normally expect the project to beat least partly financed through
equity fund. Inthe case of aproject that iswell understood and carries arelatively lower
degree of risk, the equity stake may be aslow as 30 per cent, whereasin aproject that



isnot understood all that well and consequently carriesahigher degree of risk, the equity Project Finance
stakethat isneeded could go up to morethan 50 per cent of the total cost of theproject.

Borrowers of equity consider equity investment on the project as third party capital

inputs (for example, inthe form of capital subsidies and cash grants) or direct capital

investment. Lenders of equity fund demand that borrowers of equity take an equity NOTES
stakeintheir ownright (for building their commitment to their stakeholding). In general
practice, lendersof equity usually try to ensurethat at least 20 per cent of the cost of the
project ismade availableintheform of borrower equity.

Debentures

Debentures are certificates of loan agreements that are given under the company’s
stamp and that undertake to pay the principal amount aswell as afixed return (that is
based on the rate of interest) to the debenture holder at the time of maturation of the
debenture. In other words, debentures are aform of long-term loan that public limited
companies may take for alarge sum and repay over aperiod of many years. The usual
practice isto borrow them from a specialist financial institution. They are defined as
‘ debt secured only by the debtor’s earning power, not by alien on any specific asset.’

Debentur esarelong-terminstruments of debt that are utilized by big companies
and governmentsand for obtaining funds. Except for the differing securitization conditions,
they are quite similar to bonds. Debentures are generally unsecured asthereisan absence
of pledges or liens on certain assets. However, they are secured by al the properties
that are not pledged otherwise. In the event of the company going bankrupt, debenture
holders are treated at par with general creditors. In the case of debentures, the issuer
enjoys the benefit of having certain assets |eft free of any burden so that they can be
used as a source of finance later. A debenture holder can usually freely transfer the
debentures held by him. Voting rights are not given to debenture holders and the interest
they receiveis charged against profits.

Debt finance

It is one of the chief types of finance, essentially required to build an optimum capital
structure. Debt finance means borrowing loans from commercial banks, financial
institutions and money lenders for a period of time on fixed rates of interest. Debt
finance normally refersto a conservative commercial bank loan. In certain situations, a
project may get debt from institutional investorsi.e. insurance companies. Aninterest
(or cost of the debt) is paid by borrowers of debt finance and the principal amount is
repaid by them at the end of theloan period. A pre-decided interest rate is charged by
lenders of debt finance that is set through the addition of an ‘interest margin’ to the
standard inter-bank lending rate of the bank. Itisnormal practiceto expresstheinterest
margin in ‘basis points' that are representative of the bank’s income or return on
investment. Most countries are now considering interest payments on debt as a tax
deductible source of expenditure, whichiswhy debt isconsidered ‘ lessexpensive’ than
equity.

In debt finance, no shareis possessed by the lender in the project and hence no
‘upside’ potential isavailablefor him. Thismeansthat heis not considered for project
sharing. By ‘upside’ itismeant that if aproject performs soundly, profit aswell as cash
for theequity investorswould increase. In debt finance thelender getsa constant interest
amount on his loan and regardless of how good the performance of the project is, he
never receives anything beyond the principal repayment and the interest. But if the
project does not perform well, thelender stands the risk of encountering a 100 per cent
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Project Finance loss on the loan extended to the project. Lenders have little or no opportunities for
increasing their returns along with facing the probability of standing to lose their whole
investment. Therefore, they concentrate on all the aspects of risk in order to minimize
therisk that has to be borne by everyonewhois party toit.

NOTES

Bonds

Bondsare atype of debt. They are generally issued to meet long term financial needs of

aproject; this means that bonds are liable to be long-term obligations that have fixed

repayment schedules and rates of interest. Governments, companies or firmsissuebonds
asinterest-bearing instruments and sell them toinvestorsin order toraise capital fund.

They are typically issued and sold in the public bond markets, though an increasing

number of them arenow being directly sold toinstitutiona investors(thisiscalled* private

placement’).

Credit rating agencies areresponsiblefor awarding ratingsto certain privateissues
and public bonds. They use diverse nomenclatures, withAAA or AA+ generally being
the top investment grade in bond rating and BBB—being the worst. So long as an
investment grade credit rating can be achieved, there are certain advantages that bond
issues enjoy over bank debt. One of theseisthat they may serve as sources of long-term
finance, and at times, might even enjoy superior commercial terms. But they have lesser
flexibility than bank financing. Additionally, inthe case of projectsthat are undertakenin
developing or what are considered riskier countries, the host country’sinvestment rating
affects the credit rating.

Grants

A grantisanon-returnable source of funding that is offered to exporters or for covering
capital costs. Governments aswell aslocal bodiesthat areinterested in developing the
projects, persuade devel opers to contemplate considering projects that carry ahigher
degree of risk along with indeterminate returns by means of grants, because of the
location factor and to fulfill the responsibility of balanced regional development. Itis
possibleto utilize grantsfor reducing therisk of investorsaswell ascommercia lenders,
or for covering theincremental capital costs. Itisnecessary to operate grant programmes
with caution, in such amanner that the market forces are not deformed and the market
does not collapse on their being withdrawn. Usually, lenders accept between 30 and 50
per cent of aproject’stotal equity requirement through grants.

Government grants are usually offered for particular projects that are
instrumental in benefiting or sustaining the environment in some way or aid the
disadvantaged minority segments or make a contribution towards regenerating
underprivileged sections. If apersonis disadvantaged in any way, either physically or
duetotheir background, then charitable associations and other such establishments may
be sought for the grant of money for that particular project.

Advantages of grants

. There is adequate grant money available for ventures undertaken by
disadvantaged minoritiesor for projectsthat make an active contribution tothe
environment or the community.

« Nothingisrepaid by theentrepreneur.
Disadvantages of grants

« Theusud practiceisto offer grantsfor particular ventures, with the result that
entrepreneurs may not be able to raise all the money required for a start-up
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. Some strings are always attached. Entrepreneurs receive the money on the
groundsthat they spend it on certainitemsonly.

« Not many businesses qualify for grant money.
Factoring Services

Factoring services are short-term sources of financeto provide working capital needs of
aproject. Factoring servicesrelievethe project promoter from the tension of delay from
debtors and from meeting the creditor’s demand of payment. A factoring company
provides services by charging anomina amount from project promatersfor handlingthe
process of debt collection. Most of the value of the debt isfirst paid by it to the business,
fallowing which money is collected from the debtor.

Banks

Banks are one of the important sources of finance to meet short-term financial
requirements, such astheworking capital for tiny, ancillary, small scale sectors. Toget a
short term loan, the entrepreneur should first visit the bank branch withwhich he hasan
ongoing relationship, becausethe banker can easily assess hisrequirementsand get an
ideaabout hisbusiness operation. Hence, he can get theloan at theright time. Asfar as
mainstream investments that are a part of hisnormal operations are concerned, the bank
would already be aware of them and might even dedl in the types of investment required
by the entrepreneur. For instance, in the case of unusual proposals that either carry a
high degree of risk, or involve huge sums of money or novel technologies, the bank may
still beinapaositionto assist the entrepreneur, either functioning through its own branch
organization or collaborating with the entrepreneur as other financia institutions are
approached. Inanumber of instances, only simpletechnical and financia appraisalsare
needed. Theinterest ratethat would be levied on the entrepreneur for theloan would be
dependent on thetype and size of theloan, the borrower’ sfinancial strength, thelevel of
risk associated with the loan and the prime central bank rates.

Insurance and Guarantees

Insurance and loan guarantees are fundamental constituents of financing. Itisageneral
practice to put in place full insurance packages prior to finalizing the financing on a
project. Inthecaseof project work involving foreign assignment and technicd intervention,
insurance should beinaposition to satisfy technology insurance that dealswith therisks
that are specific to the performance of the technology as well as export insurance that
dealswith therisks specific to engaging in businessin other countries.

Export insurersusually provide avariety of appropriate insurance covers (e.g.,
Export Credit Agenciesor ECASs, along with their counterpartsinthe private sector) for
meeting foreign business requirements. L oan guarantees carry extreme significance,
especidly for project financing. ECAsfurnish theinsurance cover for loans, and guarantee
to pay the exporter from theloan and also guarantee the loan value to the bank in case
of default dueto commercial or political risks. Loan guarantees are frequently considered
to be essential prerequisites by banksif they are to extend aloan for a project.

Technology insurance is vital for the new generation of technologies (e.g.,
renewabletechnology). Lenders need to exercise caution while dealing with technological
risks, particularly in the case of novel technologies or newer application of older
technologies. For technological risk to be covered, bonds or performance guarantees
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arefregquently provided by manufacturers. In the event of the manufacturer not being a
huge creditworthy organization, further support may be needed from bank guarantees or
commercia insurancepolicies.

6.5 VENTURE CAPITAL

Small ScaleIndustries (SSIs) areinherently unableto raise fundsfrom capital markets.
So thefinancing of small scaleindustries deserves aspecia treatment. The reasonswhy
SSlsfail to get finance from capital market are:

1. Theyarehighrisk ventures.

2. Therr profitability islow.

3. They do not possess adequate tangible assets to offer as security.

4. They arereluctant toissue equity share capital because of high transaction costs,
and fear of loss of control by shareholders. Moreover, stock markets have tough
listing requirements and SSIs being small in size and funds cannot fulfill these
requirements.

5. They do not have access to capital markets to borrow.

Fromtheaboveit is clear that young entrepreneurswho want to promote SS| are
unableto raise equity capital. Thus, it isunavoidableto borrow money or obtainloans at
ahighrate of interest. A young entrepreneur needs a source of financewhichiswilling
to provide funds but without impaosing strict conditions on him. Hemay not bewilling to
tap the public financial market but venture capital providesasolution to the problem of
raising capital and supporting him right fromtheinitial stage onwards.

6.5.1 Meaning and Definitions of Venture Capital

Venture capital refersto financial investment in aproposal that carriesahigh degree of
risk that is made in the hope that high rates of return will be earned. It is generally
considered asynonym of highrisk capital. Capital is provided by venture capital funds
which are prepared to finance an untried company that appears to have promising
prospects. Venture capital isasolution against capital mobilization of small scaleindustries
which are unabletotap the capital market for their capital requirements.

The Pratt Guide hasdefined venture capital as* the early stage of financing of new and
young enterprises seeking to grow rapidly.” The venture capitalist finances high and new
technol ogy-based enterpriseswhereasthe banks or financial institutions generaly support
proventechnologies with established markets. But technology is not anecessary condition
for venturefinancing.

Wan has defined venture capital as ‘ unsecured risk financing’ . The reason being that
new, high-tech ventures carry high risk and are aso unableto offer suitable collatera for
securing capitdl.

| .M. Pandey has defined venture capital as ' aninvestment, intheform of equity, quasi-
equity and sometimes debt-straight or conditional (i.e. interest and principa payable
whenit starts generating sales), madein new and untried technology, or high-risk venture,
promoted by technically or professionally qualified entrepreneurs’, where the venture
capitaist:

¢ Expectsthe enterpriseto haveavery high growth rate

¢ Provides management and business skillstothe enterprise



¢ Expectsmediumtolong-term gains Project Finance
¢ Doesnot expect any collateral to cover the capital provided

6.5.2 Characteristics of Venture Capital — Venture Capitalist

Venture capital isapower mechanism with the help of whichinnovative entrepreneurship NOTES

can be ingtitutionalized. This is done with the venture capitalist and the entrepreneur
joining hands. In other words, the venture capitalist and the entrepreneur would act as
‘partners’ wherethe venture capitalist not only directly purchases the equity shares of
the entrepreneur but also participates in the management of theentrepreneur’s business,
helpshim to protect hisinvestment, increases hisinvestment by actively involving and
supporting the entrepreneur. The venture capitalist also gives the entrepreneur his
marketing, planning, and management skills and technology to the new firm. He plays
therole of abanker, development financier and that of astock market investor aswell.
He sees the company growing with the intention to make capital gains by selling the
equity shares of the company infuture.

6.5.3 Features of Venture a Capitalist

Thereare no standard terms and conditions based on which venture capitd is provided.
Thefollowing are the main features of venture capital:

¢ Theventure capitalist participates in the entrepreneur’s business through direct
purchase of shares, options or convertible shares.

¢ The objectives of venture capitalists are to make capital gains by selling the
investment once the enterprise becomes profitable.

¢ The venture capita firm (V CF) assumes a higher level of risk to make capital
gains.

¢ Venture financing is along-term illiquid investment where investment can be
liquidated in the assisted firm only after along period, say four to eight years.

e The assisted company bears little financial burden during the first few
years.

e TheVCF, in addition to the provision of funds, takes active interest in offering
guidanceto the company in various ways and supports the entrepreneur through
all stages of the company’s devel opment — monetarily and non-monetarily.

Venture capital financing includes development, expansion and buyout financing
for the enterprises, which are unable to raise funds through conservative financing
channels. As per the Pratt’s Guide (1988), V CFs also provide turnaround finance to
revitalize and revive sick enterprises.

6.5.4 Eligibility Criteria for Venture Capital Financing
According to Government of Indiaguidelines, thefollowing enterprisesare digiblefor
venture capital financing:

¢ Thesizeof thetotal investment should not exceed Rs 100 million

¢ Thetechnology should be new or comparatively lesstried, closely held or taken
from the pilot to the commercial stage or incorporating some substantial
development over the onesthat already exist in India.

¢ Theentrepreneur has comparatively new, technically or professionally qualified
persons with insufficient backing or resources for financing the project.
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Venture capital excludes financing of enterprises engaged in trading, brokering,
and investment of financing services, and agency or liaison work. A venture capital firm
inIndiaisrequired toinvest at least 75 per cent of its fundsin venture capital activity,
and must be managed by professionals.

6.5.5 Opportunities of Venture Capital Financing

SSlsareincreasingly required to operatein open, relatively unprotected markets, often
with inadequate policy support intervention. Theseindustriesface anumber of challenges
including unavailability of credit, information access, higher risk perceptions, high cost of
credit, adverse economies of scale, high transaction costsfor raising equity capita, and
so on. On the other side, SSls are the prime drivers of the economy. They produce a
large number of goods and services in the present market and provide high rate of
employment. It is recognized that small industries are hampered in their efforts at
accessing traditional sources of institutional funding.

6.5.6 Sources of Venture Capital

If any entrepreneur seeksto finance his project/industry through venture capital, he has
thefollowing ingtitutions availableto him for providing finance:

1. TheEXIM Bank: TheExport-Import Bank of Indiawas set upin 1982 to finance,
facilitate and promote international tradein India. It isthe chief institutionin India
which coordinateswith other institutions. It entered the fray of V C financing with
an investment in the VC fund of the India Technology venture Unit Scheme
promoted by UTI. The objective of the fund isto invest intechnology sectors such
as healthcare, pharmaceuticals, biotechnology, media and entertainment,
telecommunication, Internet and I T. The development of export products, direct
equity participationin Indian projects abroad, the capital expenditure required to
set up software development facilities and working capital, etc., are financed by
EXIM Bank.

2. 1DBI’sVenture Fund: IDBI’s venture capital fund (V CF) was started in 1986
with an initial capital of Rs 10 crore and forms a division of the technology
department of IDBI. It assists high technology, small and medium-sized projects
requiring funds between Rs 0.5 millionto Rs25 million (Rs2.5 crore). Itisintended
primarily to assist projectsthat encourage commercia applicationsfor indigenously
developed technol ogy or which adopt imported technology for greater application.
Nove technology that has not been tested under Indian condtions must be employed
by the entrepreneur’s project. Financia aid is offered from the pilot stage itself
and encompasses nearly 90 per cent of the total cost with promoter’s staketo be
at least 10 per cent for ventures below Rs 50 lakh and 15 per cent for these above
Rs 50 lakh. The assistanceis provided in the form of unsecured loansinvolving
minimum legal formdities. IDBI sanctionsfundsin variousfieldslike electronics,
food products, medical equipment, biotechnology, chemicals, computer software
etc.

3. ICICI'sVentureFund: Industrial Credit and Investment Corporation of India
(ICICI) launched aventure capital schemein 1986 to encourage new technocrats
in the private sector in new fields of technology with inherent risk. It provided
finance for the development and commercialization of viable indigenous
technologies. Under this scheme, ICICl assists projects, withinitial investment not
exceeding Rs 2 crorein theform of equity or conditional loanwith flexiblecharges
and repayment period or conventional loans. Two new schemeswere launched by



ICICI. These are the India Fund and the Venture Capital Fund (V CF). In 1988, Project Finance
ICICI floated a new company known as The Technology Development and

Information Company of IndiaLimited (TDICI) to design aseparate schemefor

financing technology in India. ICICI also established with UTI in 1988, aventure

capital fund with Rs 20 crore subscribed equally by ICICI and UTI to set up NOTES
technological ventures which have potential for fast growth. In January 1990,
ICICI and UTl jointly launched their second Venture Fund for Rs 100 crore.

4. Technology Development and Information Company of India Limited
(TDICI): TDICI isthe venture capital fund in India created by the government
and operated through IDBI. Thisisasothe largest venture capital firmin India. It
provides assistance to industries directly or through venture funds which are
managed by it for other institutions and venture funds out of its own resources.
TDICI accepts and evaluates the promoter’s business plan by knowing his
management team, nature of his product, market conditions for his product,
competition, his investment requirements etc. TDICI goes through the
entrepreneur’s business plan, if it finds the plan to be good, and the promoter is
clear about hisbusiness, hiswork isamost done, otherwise his project isdropped.
TDICI aso venturestwo capital funds of UTI. TDICI’sfirst venture capital fund
of Rs 200 million was subscribed equally by ICICI and UTI. Its second venture
fund of Rs1000 million has been contributed by UTI, ICICI, other financial
institutions, banks, World Bank, small, medium and largeindustrial companiesin
India

5. IFCI’sVenture Capital: IFCI sponsored in 1975 the Risk Capital Foundation
(RCF), which has been converted into a company known as Risk Capital and
Technology Finance Corporation Limited (RCTFC) since January 1988. RCTFC
providesfinancefor high-tech projectsinthe form of venture capita for technology
upgradation and development. It also assists the units which have proved to be
innovative and possesstherequisitetechnological and manageria strengths. RCTC's
assistanceisavailableintheform of short-term conventional loans or interest free
conditional loansallowing profit and risk-sharing with project sponsors, or equity
participation.

6. Gujarat Venture Finance Limited (GVFL): Under venture capital funds
sponsored by financid institutions at the state level is GV FL, which was promoted
in July 1990 for the development of innovative products. It shares risk of
entrepreneurs by providing financial assistance in the form of equity and quasi
equity.

7. Punjab InfoTech Venture Fund (PIVF): PIVF isaRs 200 million, 10 year,

close-ended venture capitd fund* conceptualized and funded by the Punjab State
Industrial Development Corporation (PSIDC), Punjab State Financial Corporation
(PSFC), Punjab State Electronics Development & Production Corporation Limited
(PSED& PC) and Small Industries Development Bank of India(SIDBI).
PIVF primarily investsinIT firmsin Punjab. It usually does so by means of quasi-
equity and equity instruments. It seeks to gain returns through capital gainsand
dividends at the time of disinvestment by means of anegotiated sale of its holding
or through an initial public offering. Punjab Venture Capital Limited, an asset
management company promoted by the PSIDC initsrole as the nodal agency of
the Punjab Government, isresponsible for managing the Fund.

1 www.pvcl.org/pivf.htm
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8. VCFsof Commercial Banks: Among the Indian banksand many other banks,
V CFs have been floated by the subsidiaries of Canara Bank and SBI . These
banks provideV CFseither asconditional loans or intheform of equity. SBI invests
in equity shares of new and unknown companies. CanaraBank has set up aVenture
Fund throughits subsidiaries, Canbank Financial Services (Canfine). Theventures
they assist are apart of industries such as ceramics, cement and watches.

9. Private Sector VCFs

(& ANZ GrindlaysBank: ANZ Grindlays set up India sfirst private sector
V CF, namely India Investment Fund (11F) with aninitial capital of Rs 10
crore subscribed by NRIs. The fund provides assistance to new issues of
recognized firms with a good track record, promoters and projects that
carry ahigh level of risk.

(b) Credit Capital VF (India) Ltd. (CCVF): Thesecond VCFintheprivate
sector in India, CCVF was launched in 1989. It is ajoint venture of the
Commonwealth Development Corporation of the UK, the Asian
Development Bank and the Credit Capital Finance Corporation (aprivate
sector merchant bank in India). It commenced itsoperationswith aninitial
capital of Rs 10 crore, subscribed by these institutions and the public. It
focuses on ancillary and small export oriented units. In addition to capital,
‘hands-on’” management assistanceis provided by it to these ventures.

(¢) Indus VCF: IVCF was established with a capital of Rs 210 million
subscribed by several Indian and international ingtitutions and companies.
The company provides both equity capital as well as management support
to entrepreneurs. The company provides venture financing especially to
industries such as healthcare, eectronics, computers and new, sophisticated
consumer products.

6.6 FINANCIAL INSTITUTIONS

In financia economics, financial institutions act as agents providing financial services
for their members or clients. Generally, some government authority regulates such
financid ingtitutions. Asset management firms, stock brokerages, credit unions, building
societies, banks and other similar businesses are some of the common types of
financial institutions.

A financid institution functions as an intermediary in thedebt and capital markets.
It transfers fundsfrom investorsto the firmsthat requirethem. Theflow of fundsinan
economy isfacilitated by it. Thisisdoneby pooling the savings sothat therisk associated
with providing funds for loan is mitigated. This serves as the chief means of developing
revenue for depository institutions. In casetheyield curve becomesinverse, additional
fee-generating services such as prime brokerage and underwriting of securities are
offered to thesefirms.

Commercial banks

The Scheduled Commercial Banks (SCBs) in the country (300) comprise the State
Bank of India(SBI) andits associated banks (8), nationalized banks (19), private sector
banks (32), regiond rura banks (RRBs) (196) and foreign banks (45). During 1994-95,
ten more banks were given the status of SCBs and, Bank of Karad which wastaken by



Bank of Indiawas excluded. Ason 30 June 1999, there were 300 scheduled banksin Project Finance
Indiawith atotal network of 64,918 branches.

For along period, commercial banks did not come forward to extend financia
assistanceto the small-scale industries because of the SSIS' weak economic base. The
first lead in this regard was taken by the SBI, in consultation with the Reserve Bank
of India(RBI), in March 1956 by setting up apilot scheme for the provision of credit
for small scaleindustries. Inthe beginning, the scheme was confined to nine branches
of the SBI whichwas later extended to all branches of the SBI. Thecommercial banks
startedtakingtheinitiativeinfinancing SSIsinagreater way only after thenationalization
of banksinJuly 1969. Normally, thecommercial banks provide assistancefor working
capital requirements of SSIs. Over the years they have also started providing ‘term
finance asisindicated by the data compiled by the RBI that of all the advances given
to SSlIs by the commercial banks, the share of the term loan accounted for nearly
30 per cent. A notable feature in the financing of SSIs has been the introduction of
the*Lead Bank Scheme’ by the RBI. Under thisscheme, each district hasbeenallotted
to one scheduled commercial bank for intensive development of banking facilities.

Theintroduction of the Credit Guarantee Schemein 1960 gave afillip to commercia
bank financing to SSls. Initidly, this scheme was introduced in 22 districts on an
experimental basis. Later, it was extended all over the country. Further, RBI set up a
committee under the chairmanship of Shri PR. Nayak to look into the adequacy of
ingtitutional credit to SSIs. Onthe basis of the recommendations made by the committee,
aspecial package of measures for financing SSIs was introduced by RBI and banks
were advised to take care of sickness in small-sector. Availability of credit to the SS
sector improved further within the sector asthe shortfall, if any, was deposited with the
Smadll Industries Development Bank of India(SIDBI). According to thefiguresreleased
by the Industrial Development Bank of India (IDBI), the outstanding gross bank credit
to the industrial sector stood a Rs1,02,953 crore as on 31 March 1995 of which Rs
27,612 crores (27 per cent of total) were givento the SSIs by the commercia banks. It
is of interest to note that the bank credit to small sector as a percentage to total bank
credit has increased year after year. For example, it increased from 22 per cent in
March 1993 to 27 per centin March 1995.

NOTES

Other Financial Institutions

State Industrid Development Corporations (SIDCs)
State Financial Corporations (SFCs)

Industrial Reconstruction Bank of India(IRBI)

Nationa Small Industries Corporation (NSIC)

Small Industries Development Bank of India (SIDBI)
Unit Trust of India(UTI)

Lifelnsurance Corporation of India(LIC)

Industrial Development Bank of India(IDBI)

Industrial Credit Investment Corporation of India(ICICI)
Industria Finance Corporation of India(IFCI)
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6.6.1 Industrial Finance Corporation of India (IFCI)

The Industrial Finance Corporation of India (IFCI) was set up in July 1948 by the
Government of Indiaunder theIFCI Act. Beforel CICl was established in 1956, followed
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by IDBI in 1964, IFCI wasthe soleinstitution that implemented the industrial policies
initiated by the Government. It has had a significant role to play in modernizing the
Indianindustry, promoting exports, substituting imports, controlling thelevel of pollution,
conserving energy and generating commercially feasible viable and market-friendly
projects. Thefollowing are some of the sectors that have enjoyed direct benefits from
IFCI:

a. Infrastructure (telecom services, power generation) and the intermediate and

capitd goodsindustry (miscellaneous chemicals, synthetic plastics, synthetic fibres)

b. Basicindustry (cement basic chemicals, fertilizers, iron and stedl)

c. Serviceindustry (hospitals, hotels)

d. Agro-based industry (sugar, paper, textiles)

The IFCI extends financial assistance to the industrial sector through direct
subscription/underwriting to debentures/shares and guarantees, by means of rupee and
foreign currency loans, and also offersfinancia servicesthroughitsfacilities of equipment
procurement, equipment finance, buyers and suppliers’ credit, equipment leasing and
finance to leasing and hire-purchase companies. The financial resources of the IFCI
comprisethefollowing three components: (i) Share Capital, (ii) Bondsand Debentures,
and (iii) Other Borrowings.

ThelDBI, scheduled banks, insurance companies, investment trusts and the co-
operative banks arethe shareholders of the IFCI. Apart from paid up capita and reserves,
the major sources of IFCI are issue of bonds and debentures, borrowings from the
Government, the RBI, Industrial Development Bank of Indiaand foreignloans.

Some of the popular schemes of the IFCI are as follows:
(a) Interest subsidy scheme for women entrepreneurs

(b) Consultancy fee subsidy schemesfor the provision of marketing assistance
toSSIs

(c) Encouraging the modernization of tiny, small-scaleancillary units; and
(d) Controlling pallutioninthesmall and medium scaleindustries.

ThelFCI hasshownitsgrowing concerninthe development of backward districts.
Cumulatively, financia assistance of Rs462 hillion has been sanctioned by IFCI to 5707
concerns and Rs 444 hillion disbursed sinceits establishment. A central role has been
played by IFCI in dispersing industries on aregional basis. Some 2172 units situated in
backward regions have received roughly 47 per cent of IFCI’s assistance, and been
aided in catalyzing investments with a value of more than Rs 1,206 billion. Women
entrepreneurs and self-employed youth too have received assistance from |FCl under
thelnterest Differential Fund (IDF) and Benevolent Reserve Fund (BRF) schemes.

The following are the functions performed by IFCI for the development of
industries:
a. Providing assistancefor institutiona infrastructure devel opment.

b. Conducting merchant banking operationsfrom itsHead Officein New Delhi
and abureau in Mumbai

c. Hepinginimproving the productivity of variousfactors of production for the
socio-economic growth of the country.

d. Providing technical and administration assistance.



e. Providing guidance in project evaluation, identification formulation, Project Finance

implementation operation etc.
f.  Undertaking research and survey for the sake of industrial development.
0. Advancing loans for various purposes such as underwriting of shares, NOTES

guaranteeing of deferred payments for machinery.
6.6.2 Industrial Credit Investment Corporation of India (ICICI)

ThelCICI was set up in January 1955 under the Indian CompaniesAct withthe primary
objective of developing small and medium industries in the private sector. Its issued
capital has been subscribed by Indian banks, insurance companies and individuals and
corporations of the United States, the British Eastern Exchange Bank and other companies
and generd publicinIndia.

ICICI performsthe following functions:

i. It provides assistance through direct subscriptions/underwriting to debentures/
sharesand guarantees aswell as by means of offering rupee and foreign currency
loans.

ii. It offers avariety of financial services such as deferred credit, leasing credit,
installment sale, asset credit and venture capital.
iii. 1t guaranteesloansfrom other private investment sources.
iv. It conducts techno-economic surveysfor backward areas.
v. It provides credit facilitiesto indigenous manufacturers.
vi. It providesmerchant banking services.

The I CICI has set up ICICI Asset M anagement Company Limited, and has been
operating | CICI Mutua Fund since 1993. It also set up two subsidiaries, ICICI Investors
ServicesLtd., and ICICI Banking Corporation Limited in 1994. The Second Industrial
Credit Project for India provides ICICI a second loan of $10 million to replenish its
foreign exchangeresources. | CICl was created to assist in the development of private
industry inIndia, toencourageloca and foreign private capital participaioninitsfinancing,
and to assist in the expansion of the Indian capital market.

6.6.3 Industrial Development Bank of India (IDBI)

Prior to 1964, there was no apex organization to coordinate the functions of various
financial institutions. Then, V.V. Bhatt pointed out that the country needed a central
development banking institutionfor providing * dynamicleadership inthetask of promoting
awidely diffused and diversified and yet viable process of industrialization.’ 2 It wasto
fulfill this objectivethat the Government decided to establish the I ndustrial Development
Bank of India(IDBI).

The IDBI was established on 1 July 1964 under an Act of Parliament as the
primary finandal institutionin thecountry. Initidly, it was set up asafully owned subsidiary
of RBI. InFebruary 1976, it was made into an autonomousinstitution and its ownership
passed from RBI to the Government of India.

IDBI provides assistanceto SSIsthrough its scheme of refinance and, toalimited
extent, throughitsbills rediscounting scheme. Asitis not feasible for the IDBI to reach

2 V.V. Bhatt, A Decade of Performance of Industrial Development Bank of India, Commerce, Annual
Number, 1974, p.151.
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alarge number of small-scale industries scattered all over the country, the flow of its
assistance to this vast number has been indirect in the form of refinancing of loans
granted by the banks and the State Financial Corporations (SFCs).

ThelDBI has shown particular interest inthe development of small scaleindustries.
Of particular mentionisthe setting up of the Small Industries Development Fund (SIDF)
in May 1986 to facilitate the development and extension of small-scale industries. In
1988, thelDBI dso launched the Nationa Equity Fund Scheme (NEFS) for providing
support inthe nature of equity totiny and small-scaleindustries engaged in manufacturing,
with acost not exceeding Rs 5 lakh. The schemeis administered by the IDBI through
nationalized banks. The IDBI has alsointroduced the * singlewindow assistance scheme’
for grant of term-loans and working capital assistance to new tiny and small scale
enterprises. Last, the IDBI has also set up a Voluntary Executive Corporation Cell
(VECC) to utilizethe services of experienced professionalsfor counsding small units,
tiny and cottage unitsand for providing consultancy support in specific aress.

During 1987-88, the | DBI sanctioned assistanceworth Rs 1,511 croreto small-
scaleindustries out of total sanction of Rs4, 580.60 crore. It means about one-third of
total industrial assistance was givento the small-scale sector alone. Inorder to makethe
IDBI’s coordinating role more effective, the Narasimham Committee® has suggested
that the|DBI should give up itsdirect financing function and perform only promotional
apex and refinancing rolein respect of other ingtitutionslike SFCsand SIDBI, etc. The
direct lending function should be entrusted to aseparate finance company, especially set
up for thispurpose. IDBI being afinancial institutionisinvolved in funding viable projects
in different sectors. It has exposure to the textile sector, which is the largest after the
steel sector.

IDBI providesthefollowing assistancefor the development of industries:

(a) Direct assistancetoindustrial concernsintheform of underwriting of shares
debentures.

(b) Soft loansfor modernization, renovation and replacement of existing industry.

(c) Rediscount bills arising out of sale of indigenous machinery on deferred
payment.
(d) Financing export-oriented industries.

6.6.4 Life Insurance Corporation of India (LIC)

The Life Insurance Corporation of India (L1C) was established under the LICAct in
1956 as afully owned corporation of the Indian Government when the life insurance
businesswas nationalized in India. L1C offersavariety of insurance policiesto extend
social security to various segments of society. It has been deploying itsfundsin accordance
with plan priorities. As per itsinvestment policy, it invests 75 per cent and above of the
accretion to its controlled fund in Central and state government securities including
government-guaranteed marketable securities and in the socially oriented sectors. It
also providesloansfor various purposeslike housing, water supply, rural eectrification,
etc. to benefit individuals and groups. L1C aso providestermloansand direct subscription/
underwriting to the debentures and shares of the corporate sector.

3 Report of the Committee on the Financial System (Narasimham Committee), Government of
India, New Delhi, 1991.



L1C providesthefollowing financial assistancetoindustries:
a. It liaisons with other al-India financial institutions for providing finance
directly totheindustries.
b. It providesunderwriting support toindustrial concerns.

6.6.5 Unit Trust of India (UTI)

Established in 1964 under anAct of Parliament, Unit Trust of India(UTI) mobilizesthe
savingsof smdl investorsby sdling units and channelizing them into corporateinvestments.
Over theyears, UTI hasintroduced avariety of schemes to meet the needs of diverse
sections of investors. Support isalso provided by UTI to the corporate sector intheform
of direct subscription/underwriting to debentures/shares and term loans. 1N 1994-95, the
UTI launched nine new schemes/plansaimed mainly at commoninvestors. These, anong
others, included open-ended schemes like Grihlakshmi Unit Plan, Retirement Benefit
Plan, Primary Equity Fund, Unit Scheme 1995 (targeted at corporate investors) and
ColumbusIndiaFund.

It provides the following assistance for the development of industries:
(a) It subscribes to industrial securities and also to purchase outstanding
securitiesin the secondary market.
(b) Itisgoverned by considerationsof yield and security asit hasan obligation
to earn areasonable rate of return for its holders in its various schemes
without exposing customersto unduerisk.

6.6.6 Small Industries Development Bank of India (SIDBI)

With a view to ensuring larger flow of non-financial and financial assistance to the
small-scale sector, the Government of India set up SIDBI under a special Act of
Parliament in October 1989 asafully owned subsidiary of IDBI. The Bank commenced
itsoperationsfrom 2 April 1990 withitshead officein Lucknow. SIDBI hastaken over
the outstanding portfolio of IDBI that relates to the small-scale sector worth over Rs
4,000 crore. Theauthorized capital of SIDBI isRs 250 crorewith an enabling provision
toincreaseit to Rs 1,000 crore.

Theimportant functionsof SIDBI are asfollows:

1. Toinitiatestepsfor technological upgradation and modernization of existing

units.

2. To expand the channels for marketing the products in the SSI sector in

domestic and international markets.

3. Topromote employment oriented industries especially in semi-urban areas
and to createmoreemployment opportunities and thereby check the migration
of peopleto urban areas.

. Torefinance loans and advances extended by primary lending institutions.
. Todiscount and rediscount of bills

. Toextend risk capital or soft loan assistanceto industries

7. Toextend financial support to SSIDC and NSIC

The SIDBI’sfinancia assistanceto smal-scaleindustriesis channelized through
theexisting credit ddlivery system comprising State Finance Corporations, State Industrial
Development Corporations, commercial banks and regional rural banks. The SIDBI
introduced two new schemes during 1992-93; Equipment Finance Schemefor providing
direct financeto existing well-run small-scale units taking up technology upgradation/
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10. What arethe features
of venture capital?

11. What are the
eligibility criteria for
venture capital
financing?

12. Describe the role of
the EXIM Bank.

13. What is the role of
financial ingtitutions
in providing
financial assistance
to projects? Name
some financia
ingtitutions that are
providing finance to
SSls.
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modernization and refinance for resettlement of voluntarily retired workers of NTC.
The other new schemelaunched was Venture Capital Fund exclusively for small-scale
units, withaninitiad corpusof Rs10 crore. It enrolled itself asaninstitutional member of
the OTC Exchange of India(OTCEl). SIDBI aso providesfinancial support to Nationa
Industries Corporation for providing leasing, hire-purchase and marketing support tothe
industrial unitsinthe small-scale sector.

6.6.7 National Small Industries Corporation (NSIC)

NSICwas set up in 1955 as a public undertaking. It was established mainly to develop
small scaleindustriesinthe country.

Thefollowing arethe various functions performed by NSIC for the devel opment
of smdl scaleindustries:

1. Procuring government ordersfor small scale unitsto providework to small
scdeindustries

2. Developing thesmall scaeindustries asancillariestolargeindustries.

3. Developing and upgrading technology particularly for projects based on
wastes.

4. Importing and distributing scarceraw materias, components and partsamong
actual usersinthe small scaleindustries.

6.6.8 Industrial Reconstruction Bank of India (IRBI)

The Government of Indiaset up Industrial Reconstruction Corporation of India(IRCI)
inApril 1971 under the Indian CompaniesAct mainly to look after the specia problems
of ‘sick’ unitsand provide assistancefor their speedy reconstruction and rehabilitation.
In August 1984, an Act was passed by the Indian Government, which converted the
Industria Reconstruction Corporation of India(IRCI) intothe Industrial Reconstruction
Bank of India (IRBI).

Thefollowing arethe variousfunctions performed by IRBI for the devel opment
of small scaleindustries:

1. Tofunction as the primary all-India reconstruction and credit agency for
industrial revival, assisting and promoting industrial development and
rehabilitating industrial concerns.

2. Toextend assistanceto sick small-scale units (formerly IRCI had extended
assistanceto sick closed industria unitsintextiles, engineering, and mining
industries).

3. To provide consultancy services, merchant banking, hire-purchase and
equipment leasing for the rehabilitation of sick industria units.

4. Tohelp banksand financid institutions assessintrinsic worth of sick units
which are seeking assistancefor revival.

6.6.9 Sate Financial Corporations (SFCs)

The State Financial Corporation was set up on 28 September 1951 under an Act of
Parliament to provide financial assistance to as high a number of small-scale units as
possible. The Punjab government took the initiative to set up thefirst SFC in Indiain
1953. Today, there are 18 SFCs in the country which exist amost in every State and
Union Territory (UT) in India. Of these, 17 were established under the SFCsAct of
1951. The Tamil Nadu Industria Investment Corporation was set up in 1949 under the



CompaniesAct as the Madras Industrial Investment Corporation and it operates as a
full-fledged SFC. The management of the SFC is similar to that of the IFCI. It has a
board of directors, aM anaging Director and an Executive Committee. A SFC can open
its officesin different places within the State.

Thefollowing are the main functions performed by SFC for devel oping industries
inthe State:

a. Toprovidelong-term financeto small and medium sized industries units

b. Toundertaketheissue of debentures, bonds, Chares and stock of industrial
concerns.

c. To grant loans and advances to industrial concerns that are to be repaid
within20 years.

d. Tosubscribe debentures floated by theindustrial concerns.

e. Tograntfinancid assisanceto smal road transport operators, hatels, tourism-
related activities, hospitals and nursing homes, etc.,

6.6.10 Sate Industrial Development Corporations (SIDCs)

SIDCswereincorporated under the CompaniesAct of 1956, inthe60sand early 70sas
wholly-owned State Government Undertakingsfor promoting industrial development.
Thereare 28 SIDCsin the country.

Thefollowing are the functions of SIDCsfor thedevelopment of industries:

(a) Providing aid through direct subscription/underwriting to debentures/shares
and guarantees or term-loans.

(b) Undertaking avariety of promotional activities such asdeveloping industria
estates, conducting entrepreneurship development programmesaswell as
industrid potentia surveysand preparing feasibility reports.

(c) Assistingin plant locations, coordinating with other agenciesand providing
guidance.

(d) Providing mutual funds, venture capital, merchant banking and equipment
leasing services.

6.7 SUMMARY

Project Finance meansarranging finance to meet the requirements of project expenditure
including start up expenditure. It isto meet thefinancial requirements of every stage of
theproject.

Project Financeisrequired to meet both the short term and long term needs of the
project. Short term needs are day-to-day operations requirements that are satisfied by
working capital. Long term needs are acquiring fixed assets such as machinery, plant
and buildings.

Types of finance arethe various ways of making finance availableto the project.
What the means of finance are to satisfy a particular need of project requires an
understanding of the project operationsand different activities of project and its span of
timeand size.

The sources of finance are broadly classified as internal and external. Internal
sources are general reserves, sale of assets, reduction of cost, promoters contribution
etc. These meet the short term financial requirements of project. The external sources
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are to meet the long term needs of project. Some of the external sources are equity,

debt.

Venture capital refers to financial investment in a proposal that carries a high

degree of risk that is made in the hope that high rates of return will be earned. It is
generally considered synonymous to high risk capita.

Variousfinancid institutions have been established by the Central Government by

Actsof Parliament for the development of industries. Financid ingtitutionsare discharging
number of functions and coming up with new schemesfromtimeto timeto help women
entrepreneurs and regiona balance development. Thesefinancial institutionsare |FCI,
ICICI, IDBI, LIC, UTI, SIDBI, NSIC, IRBI, SFC, and SIDC.

6.8 KEY TERMS

e Operating cycle: The average time between the purchase and acquisition of

inventory and the receipt of cash proceedsfrom it being sold.

e Seed capital: A securities offering in which one or more parties having certain

connections with a novel company invest the financial resources required for
starting the business.

e Debentures. Certificates of loan agreements given under acompany’s stamp.
e Venturecapital: Financia investment in aproposal that carries ahigh degree of

risk.

6.9 ANSWERS TO ‘CHECK YOUR PROGRESS

1

Project finance means arranging finance to meet the requirements of project
expenditureincluding start up expenditure. Without project finance, an entrepreneur
cannot meet the financial requirements of every stage of the project.

The need of financein aproject starts at the inception stage to meet the start-up
expenses such aslicensing fee, documentation fee on loans, siteregistration and
stamp duty charges, Site devel opment cost, power connection, water supply charges
etc. Finance is also needed to acquire fixed assets such as machinery, plant and
building aswell asworking capital to meet the day-to-day operationa needs.

Short term need for finance is to meet the day-to-day operations of project. Long
term need for finance is for along period of time and for acquisition of fixed
assets.

Venture capital refers to financial investment in a proposal that carries a high
degreeof risk that is madein the hope that high rates of return will be earned. It
is generally considered synonymous to high risk capital. Capital is provided by
venture capital funds, which are prepared to finance an untried company that
appearsto have promising prospects.

Itisanother type of finance generaly used by the projectsfor acquiring assetson
hire purchase basis. It meansthat ownership rightswill not betransferred tothe
owner until he paysthelast installment. M ost small businesses opt for hire purchase
because of theflexibility it offersin getting the required machinery and vehicles.
Flexibility in repayment in ahire purchase contract is attractive for abusinessthat
isjust commencing and has numerous demands on its cash flow. It may enjoy



10.

13.

some tax deductions for interest charges and depreciation in hire purchase
contracts.

. Thisfinancing optionissuitablefor abusiness that accountsfor its operationson

a cash basis. Its functioning is similar to hire purchase agreements: series of
monthly payments are made by customers, followed by aballoon payment.

. Uses of the cumulative reserves of project, reduction of cost and sale of assets

are some of the internal sources of finance, which have reduced the cost of
capital. It is easy to access when the project needs finance.

. It is one of the important externa sources of finance and provides long term

financeto aproject. Limited companiesraise their funds from the capital market
by shares. It generally comes fromindividual investors, firms engaged in project
promotion through sponsoring the project, manufacture of equipment and
machinery, and frominstitutional investors such as energy investment funds that
are expected to have some form of capital stake in the project or insurance
companies.

. Itisoneof the main types of finance, essentially required to build optimum capita

structure. Debt finance means borrowing loans from commercia banks, financia
institutions and money lenders for aperiod of time onfixed rate of interest. Itis
essentially required to construct an optimal capital structure.

The venture capitalist participatesin the entrepreneur’s business through direct
purchase of shares, options or convertibleshares, gainsby sdlling off theinvestment
oncethe enterprise becomes profitable, high degree of risk to make capital gains,
long-term illiquid investment, support the entrepreneursin all the stages of the
company’s devel opment.

Thesize of thetotal investment should not exceed Rs 100 million. Thetechnology
should be new or comparatively lesstried, closely held or taken from thepilot to
the commercial stage or incorporating some substantial development over the
onesthat already existinIndia.

Export-Import Bank of Indiawas set up in 1982 to finance, facilitate and promote
international tradein India. It coordinates with other institutions. It entered the
fray of V C financing with aninvestment inthe V C fund of the India Technology
venture Unit Scheme promoted by UTI. It provides funding to various sectors
like IT, Internet, telecommunication, media and entertainment, biotechnology,
pharmaceuticalsand health.

In financial economics, financial institutions act as agents providing financial
services for their members or clients. A financial institution functions as an
intermediary inthe debt and capital markets. It transfers funds from investorsto
thefirmsthat requirethem. Theflow of fundsinan economy isfacilitated by it.
State Industria Development Corporations (SIDCs), State Financia Corporations
(SFCs), National Small Industries Corporation (NSIC), Small Industries
Development Bank of India (SIDBI), Industrial Development Bank of India
(IDBI), Industria Credit Investment Corporation of India(ICICI) and Industrial
Finance Corporation of India(IFCI) provide financial assistanceto SSIs.
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6.10 QUESTIONSAND EXERCISES

Short-Answer Questions

1

0.

O N O bk wDd

Describe project finance.
What is the need of finance?
What is short term finance?
What islong term finance?
Wheat is receivables finance?
What isangel funding?

What isventure capital ?
What is hire purchase?

What is chattel mortgage?

Long-Answer Questions

1

What isan external source of finance? Describethe various external sources of
financefor project funding.

Defineventure capital. Describethe various sources and opportunities of venture
capita financing.

State the need for institutiona finance for small enterprises. Which are the
ingtitutions providing institutional support to small enterprises/entrepreneurs?

Giveanaccount of financia assistance provided by the IFCI to smdll entrepreneurs/
enterprisesin India.

What are the functions of SIDBI? Discuss the various types of assistance that
SIDBI providesto the small scale sector.

Write short notes on thefollowing:

(a) IDBI

(b) EXIM Bank

(c) Lifelnsurance Corporation of India(LIC)
(d) Unit Trust of India(UTI)

(e) IRBI

(f) SFCs
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7.0 INTRODUCTION

The economic development of a country depends on variousfactors, the chief among
them being indugtridization and the Government'sinterest towardsindustrial development
and itssupport. Throughiits Five Year Plans and industrial policies, the Government of
India has concentrated on industrial development and supported the purposeful
development of small scaleindustries, which constitute anintegral part of theindustrial
structure of both the developed and developing countries in view of their capacity to
provide gainful employment opportunities and contribute to the production of output and
services. Nowadays, ailmost all countries consider investment in plant and machinery,
i.e., fixed capital, asthe yardstick to define asmall industry. Small scaleindustries have
the potential to attract the maximum amount of skill and entrepreneurial talent in the
country and have become afactor for promotion of economic democracy. Thisthey do
by alowing profitsfromindustrial growth to be distributed over abroader section of the
people. That is how they cameto acquire aprominent placein the development plan of
most countries. Hence, promotion of small manufacturing enterprises has been one of

the main strategies of economic development in devel oping countries. Self-Instructional
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Small scaeunitshelp to decentralizeindustry, spread entrepreneurship and develop
local resource endowment. They neutralize the augmentation of industrialization, and
steer abalanced regional development. This sector also helpsin creating employment
opportunitieson adispersed basis, bringing about more equitable distribution of income
and weslth. By and large, small industriesareindividual enterprisesthat normaly mature
into publicinstitutionsand promaotenational development. Inthisdevelopment, individuals
cannot obvioudly finance small-scaleindustries’ growth effectively. Financing of industries
has dways been adifficult problem in most countriesand has attracted the attention of
bankers, industriaists, economists, governments and financial institutions. Separate
agencies are required to understand various problems such as guidance, finance and
technology in promotion and devel opment of small scaleindustries. This unit focuseson
theneed for support to entrepreneurs, and the support provided by DIC, SIDBI, SIDCO,
SSIB, NSIC, SISI, RDCs and other ingtitutions. It also examines the promotion of
entrepreneursthough various schemes.

7.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Understand the need for support agencies

¢ Understand the role of the District Industries Centre in industrial support and
development

¢ Understand the significance and functions of various support agencies such as
SIDBI, SIDCO, SSIB,NSIC, and SIS

e Understand the various schemes launched by the government to promote
entrepreneurship.

7.2 NEED FOR SUPPORT

Globa economic dowdown has resulted in nearly two lakh small and medium enterprises
(SME) throughout India facing the danger of ending up as sick units by 2009-10,
according to Chandrakant Salunkhe'. Approximately 1.14 lakh SME were declared sick
in 200708 and it was probable that the number would go up in the following fiscal
year. Oversesas clients in Europe and North and South America were cancelling their
orders with SME units, the impact of which was likely to be felt more after March
2009. He also said that sectors such as equipment manufacturers, food manufacturing
and processing and auto components would be the worst sufferers. Analysing the
problems faced by companies during recession, he stated that SM Es were also having
to face other obstacles such as lack of information and knowledge regarding the variety
of schemes announced by RBI and the Government, lack of marketing assistance and
lack of funds. He further drew attention to the Indian SM E segment employing, on an
average, one million persons annually, and which would probably encounter more layoffs
inthe following fiscal year.

Inspite of RBI and the Government announcing numerous measuresfor providing
more loansto the SME section, it has been observed that frequently, at the grass root

! President, Small and Medium Enterprises (SME) Chamber of India, ‘2 Lakh Small Medium Units
may turn sick on slowdown’ Business Line, dated: 24 December 2008 p. 5.



level, banks and financia institutions remain unaware of such schemesand fail to guide Support Agencies
and support the entrepreneurs.

Though economic recession in thefiscal year 2008-09 may be one of the causes
for twolakh SMEsthroughout Indiabeingindanger of ending up assick units, thereare
other factors to be considered such as lack of support. Enterprises need consistent
support for development. The Government of India has realized this and promoted a
number of entrepreneurial support agencies and banks. However, it is clear that the
existing support isnot enough. Entrepreneurship needs maximum support and guidance
from separate institutions and government agenciesfor purposes of:

1. Selectionof industry
L ocation of plant
Procurement of raw material
Determination of size of manpower requirement (skilled, semi-skilled and
un-skilled)
Generation and management of working capital
K nowledge of marketability of goods and services
Knowledge of salestax and central tax
K nowledge of bookkeep and accountancy
K nowledge of transportation and warehousing facilities
10. Knowledge of licensing and Government permissions
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7.3 OVERVIEW OF SUPPORT AGENCIES

Small Scale Industries is a comprehensive term used to refer to the manufacturing
activity carried out in relatively small establishments. Smallness refers to the scale of
operations of the industry. Small industries constitute a central part of the industrial
structure of both developed and devel oping countriesin view of their capacity to provide
lucrative employment opportunities and contribute to the production of goods and services.
Small Scalelndustries useindigenous technol ogy and provide employment opportunities
tothelocal people. Thisisdonewith aview to avoiding the augmentation of industries
and controlling themigration of people. Theseindustries aso help inequal distribution of
income and wealth. Small-scale industries have the potential to attract the maximum
amount of skill and entrepreneurid talent in the country and become afactor for promotion
of economic and social equality, by allowing profits from industrial growthtoreacha
diverse section of the people. That ishow small scaleindustry cameto acquireaprominent
placein thegrowth plan of developed and developing countries. In developing countries
like India promotion of small scale enterprises has been one of the main strategies for
economic development.

By and large, small industries are mostly individual enterprisesthat provided all
goeswell with them and they show hedlthy and sustained growth, ultimately matureinto
publicinstitutionsand promate nationa devel opment. Whereasindividua s cannot obviously
finance small-scaleindustry growth effectively, financing of small industries has always
been acomplex problem in most countries and has attracted the attention of bankers,
industriaists, economists, governments and financial institutions. The main financial
problems of small industriesmay be categorized asfollows:

1. Lack of promoter’scapital

2. Fewer dternativesfor obtaining short-termloans
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3. Complexity in obtaining long-term loans to supplement insufficient equity
capital
Various policies have been adopted by developing aswell ashighly industridized
countriesto overcomethese problems. Banks and stock exchangesare better organized,
variouspecid financid institutions have been established, internationd financid indtitutions
and foreign private capital are assigned a greater role and government is also taking
greater interest in this sector.

Small enterprisesrequirefinancesin various stages of developing abusinessidea
into aproduction or service unit. Small industriesinvariably experience chronic shortage
of working fundsinthe production stage because of insufficient short term funds. Financia
requirements could be classified into tangible and intangible investments. Tangible
investment comprises current assets and fixed assets. Current assets are normal cash
baance, inventory, customers’ accounts and miscellaneous current assets. Fixed assets
include furniture and fixtures, tools, machinery and equipment, land and building, and
other miscellaneous fixed assets. Intangible investment is required for promotiona
expenses, organizational expenses, operating losses other than depreciation up to the
time when the business will be financially self-sustaining, cost of financing as aso
intangible assets such as patents, goodwill and copyrights purchased for cash.

Estimating a small industry capital expenditure requirement is not easy;
assumptions have to be made under conditions of great uncertainty. The cost of capital
inasmdl industry isreatively high. Thetotal capita requirement depends uponthetype
of business. The quantum of working capital needed is usually dependent upon the
length of the period of manufacture, the cost of the product, rate of turnover of inventory
and also seasondl fluctuations. Small Scale Enterprises not only need financial assistance
but aso need support and guidance from government agencies, to bring their ideainto
reality and to run the enterprise profitably. The Government of India as well as State
Governments have launched various support agenciessuchasDIC, SIDBI, SIDCO,
SSIB, NSIC and SISI. Let usexaminetherole of these support agenciesin Small Scale
Industries promotion and development.

7.3.1 District Industrial Centre (DIC)

TheIndustria Policy Resolution of 1977 proposed the setting up of a District Industries
Centrein eachdistrict headquartersof India. Based on the recommendationsthe District
Industries Centrewas established in 1978 and it became alandmark in the development
of small and cottageindustriesin India. The main objective of the DIC wasto provideall
the services and support required by small and cottage entrepreneurs under a single
roof. It means that the entrepreneurs who previously had to go to different agenciesfor
assistance/guidance, finance, training, technical advice, would now be provided with al
theseservicesin oneplace. Presently there are 422 DICs, functioning in 431 districtsin
India

Structure of DICs

The DIC structure consists of :

e A General Manager

e Four Functional Managers.
i. Economic and Investigation
ii. Credit



iii. VillageIndustries
iv. Raw materia/Marketing/Training

e Three Project Managers (to provide technical services in the arearelevant to the
needs of the districts concerned).

Thestructureisthesameinall theDICsin our country. DICs coordinate with all
the central and state government organizations concerned with promoting and devel oping
cottage, villageand small scaleindustries and provide prominent servicesto entrepreneurs.

Functions of district industries centre

The DIC performsthefollowing functionsto promote and devel op village, cottageand
small scaleindustriesinthe concerned district.

1. Conducting motivation campaigns: From time to time, DIC conducts
motivation campaignsthroughout the district to identify and mativate the aspirant
entrepreneurs. The DIC takes steps to design a programme to cover al the
government schemes and inform them of the criteriafor application.

2. Industrial surveys: Thisisone of theimportant functions of DIC. It conducts
industrial surveysto assessindustrial potential inthedistrict keepingin view the
availability of raw materids, human skills, infrastructure, supply and demand, etc.
DIC prepares techno-economic studies, to find out the technological and
economical feasibility of aproject/services and worksout cost estimatestolaunch
theproduct or services. Onthe basis of studies and estimates of investigationit
providesinvestment adviceto entrepreneurs.

3. Achievement plans: DIC is concerned about the development of industriesin
districts. Hence after conducting motivational campaigns and industria surveys,
it prepares achievement plans. These plans are coordinated with the District
Credit Plans of the lead bank. A lead bank is a bank which isidentified by the
government inthe concerned district based on various aspects.

4. Industry registration: DIC provides provisional and permanent registrationto
new entrepreneurs.

Provisional registration: Provisiond registrationis givento an entrepreneur to
takeal necessary stepsto bring the unit into existence. It isawarded for aperiod
of twoyearsinthefirst instance and can berenewed every year thereafter. But
renewa cannot be done more than twice. Provisiona registration enables
entrepreneursto:
e Apply local authorities such as corporation, municipaity and gram panchayats
to construct building for establishing the unit.
Applyfor plot/shed (location) inindustrial estate.
Apply for minimum amenities such as power and tel ephone connection.
Apply tofinancial institutions/banksto get financial aid.
Apply for State Sales and Central Sales Tax Registration.
Apply to NSIC and other institutions to buy machines.
Permanent registration: Once theinstallation work is over, the entrepreneur
may apply for permanent registration. On getting the permanent registration, the
entrepreneur is entitled to get the following facilities:
e Hecanapply for scarce raw material on concessional ratesfrom government
sources

e Hecanapply for marketing his products through government agencies
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10.

However, registration of anew unit is not compulsory. But registrationwill help
the entrepreneur to avail certain facilitieswhich are not otherwise provided.
Assist in obtaining credit: Being an entrepreneurial support agency, DIC
recommends loan applications to banks and financia institutions and assistsin
obtaining credit. DIC liaisons with banks and financial institutions in favour of
industries and monitors flow of credit toindustriesin thedistrict.

Provide guidance and assistance: DIC provides guidance and assistance to
entrepreneursinidentifying appropriate machinery and equipment, and finds sources
of supply for machinery and also importing machinery. It also ascertains raw
materid requirements and their sources, arranges bulk purchase of raw materials
and interacts with various authorities for the supply of scarce and critical raw
material.

Recommending applications: DIC recommends applications of entrepreneurs
to various organizations. For example, dealing with Electricity Board to get power
connection, power tariff concessions and subsidies.

Organizefairsand exhibitions: DIC encouragesthe small scaleindustry units
to participatein International Trade Fairs by providing free spacefor displaying
their products. It helps entrepreneurs become quality conscious and to grab the
opportunity to export their products.

Help in marketing products: DIC from time to time collects marketing
information and organizes marketing outlets, keeps liaison with government
procurement agencies, assessesthe possibilities of export and ancillarisation and
suggests appropriate marketing strategies to entrepreneurs.

Organizetraining: Toenrichtheentrepreneurs' skill and knowledge, DIC conducts
training programmesfor artisans and identifies opportunities and project for the
trainees.

Entrepreneur Development Programme (EDP): To provide knowledge and
to increase the skills of entrepreneurs in different areas of operations, DIC
conducts EDPs in association with various organizations.

7.3.2 Sate Industries Development Corporations (SIDCO)

The State Industries Development Corporationswere set up invarious states under the
CompaniesAct, 1956 to providethe primary development needs of tiny, small, village
and cottageindustries. InAndhraPradesh, the Small Industries Development Corporation
Ltd (SIDCO) wasset up in 1960 for promoting and developing small scaleindustriesin
the state.

SIDCO hasbeenworking actively sinceitsinception andisengaged inthefollowing:
1. Industrial Estates design and promotion: SIDCO is constructing
industria work shedswith all infrastructura facilities such as roads, power
and lights, water supply, drainage facilitiesetc. in selected locations. It also
catersto the development of plotsin variousindustrial estates. To meet the
needs of rural artisans and unemployed youth SIDCO in Andhra Pradesh
has constructed tiny shedsinvariouslocations. SIDCO iscounseling, aiding

and assisting entrepreneursto exploit the potential in aparticular area.

2. Cater Marketing Assistance: On behalf of small scale units SIDCO
participatesin the tenders proposed by government departments and acquires
orders for them. SIDCO has taken the initiative to organize the Buyer-
Seller Meet so that the government department will be aware of the SS



products and also to give an opportunity to SSI units to know the actua Support Agencies
demand of the departments. To serve SSI consistently, SIDCO participates

intheDirector Generd of Suppliesand Disposal (DGS& D) tender on behalf

of SSl units.

3. Work as Recognized Export House: The State Government has NOTES
recognized SIDCO asan export house of the State. Asarecognized export
house SIDCO identifies potential industrial units supplying export-worthy
products and prospective buyers abroad. SIDCO a so makes contractswith
overseasimportersand their agentsinIndiaand assists SSI unitsinexporting
their products. SIDCO also participates in International Trade Fairs and
exhibitsthe products of SSI units.

4. Balanced Regional Development: SIDCO hasbeenworking for industrial
development in backward areasfor the balanced regional development. In
order to develop thebackward areasindustrially and to provide employment
to rural educated unemployed youth SIDCO constructsindustrial estatesin
rural areas. SIDCO also constructs separate industrial estates for women
and for NRIsin various parts of the state.

5. Hire Purchase and Equipment L easing Scheme: Under this scheme,
SIDCO provides a package assistance of the alotters of shedsat industrial
estates for the supply of machinery and equipment. Under thisschemethe
machinery and equipment ownership rights are transferred to the alotter
after he has paid thelast installment.

7.3.3 Small Scale Industries Board (SSIB)

In 1954, the Government of Indiaconstituted the Small Scale Industries Board (SSIB),
whichisthe apex body constituted for advising the Government on al mattersassociated
with the development of small scaleindustries. The Minister for Small Scale Industries,
Government of Indiais the chairman of the Board. The Board consists of 50 members,
who represent the Central and State Governments, RBI, State Bank of India, industry
associations, public sector undertakings and financial institutions.

Thesmall scaleindustries development work involves dealing with various Central
Government as well as State Government departments. The SSIB’s main task is to
facilitate coordination and linkage between various agencies/ departments engaged in
the development of small scaleindustry.

7.3.4 National Small Industries Corporation (NSIC)

In 1955, to encourage the growth of small scaleindustry in different parts of the country,
the Government of Indiaset up the National Small Industries Corporation (NSIC). Itis
an 1S0O 9001:2000 certified company. NSIC operates through nineregional officeswith
the support of 21 branch offices and 26 sub officesfor cluster development along with
eight technical services and extension centres that have the backing of over 500
professionals scattered throughout the country. NSIC also operates fromits officesin
Dubai and Johannesburg to servethe regions of Gulf and Africa.

Sinceitsinception, NSIC has been serving the small scaleindustry, mindful of the
industria resolution polices and government industrial development plansinvarious Five
Year Plan programmes.

NSIC has demonstrated its strength within the country and abroad through the
promation of quality consciousness, the enhancement of exportsof productsand projects
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from small-scale enterprises, strengthening the linkages with medium and large scale
enterprises, upgradation of technology and modernization of the production processand
delivery. Newer opportunities and challengesfor small and large businesses have been
thrown up by thetwenty-first century. With theworld becoming an increasingly smaller
and furiously competitive market place (not only physical but alsoavirtua market place),
SSI activities too have become increasingly more challenging. It recognizes these
challenges and to enable the small scale units to gain competence advantage and to
contribute effectively to the development of economy, the corporation has restructured
itsactivitiesfor meeting thedual challenges of competition and growth inthe small scale
industries sector. A more focused sectoral approach has been adopted by it aimed at
tangibly contributing to SSI growth and competence building.

Thewiderange of servicesprovided by NSIC is basically promational in nature.
It means that NSIC services are focusing on getting the machinery and equipment on
hirepurchasebasis.. Themain functionsof NSIC aredescribed in thefollowing sections.

Supply of machineson hire purchase basis

The NSIC supplies machines on hire purchase basisto small scaleindustrieslocated in
various parts of the country. Under thisfunction NSIC takes uponitself the entire purchase
procedure, starting from locating competent suppliersto delivery of machines. NSIC
obtains clearance from Director General of Industriesin case of imported machines, to
arrange foreign exchange, obtainsimport license, opens letter of credit and looks after
customs requirements and clearance of machines. NSIC not only supplies machinery
for the new industrial establishment but also for replacement of outdated or obsolete
machinery aswell as balancing equipment toincrease productivity. Throughits equipment
leasing scheme, Small Scale Industrial units can procure industrial equipment for
modernization, expansionand diversification.

Other functions of NSIC

Some of the other functions of NSIC include thefollowing:
¢ Procurement, supply and distribution of indigenous and imported raw materials

¢ The development of export-worthiness of small-scale unitsand encouraging the
export of smal scaleindustries’ products

e Giving equal priority to the enlistment of competent units and facilitating their
participationin Government

e StoresPurchase Programmes providing training in several technical trades

e Motivating small scale units on technological upgradation through Software
Technology Park and Technology Transfer Centres

¢ Acting asmentor to small scale unitsand providing advisory services
e Setting up small-scale industries in developing countries on turnkey basis and
other areas of services and international co-operation.
M arketing supply programme of NSIC

Marketing has become an essential entrepreneurial function. Small industries haveto
face chalengesin marketing their services and goods and consequently, need institutional
support. NSIC hasformulated anumber of programmesfor SSIsinthemarketing sector,
both withinand outside the country.



(&) NSIC hasbeenassisting those SSIsthat are capable of manufacturing quality
products, but are constrained by limited financial resources or lack of broad
equity and credibility.

(b) NSIC hasbeen acting asanodal agency to SSIsfor bringing them closer to
the severa governmental purchasing agencies.

(c) TheGovernment, along with its agencies, has been purchasing severa kinds
of services and products produced by SSIs

7.3.5 Small Industries Service Institute (SISI)

SISIs were set up by the Government of Indiato provide consultancy in the areas of
project plan preparation and execution and training to small entrepreneurs. Thereare 28
SlISIsworking across the country. The mgjor functions of SISI are:

Technology adoption advisory service:

¢ Providing advicefor required suitabletechnology in setting up of new small scale
units, asssting inthedesign of choice of machinery, layout, instalation and operation
of plant and machinery.

¢ Assisting in preparation of design and drawings for production equipment and
accessories toimprove production process.

¢ Providing technical guidance onthe proficient use of raw materials, utilization of
substitutes, waste and scrap.

¢ Providing technical assistance and guidancein design and development of new
products.

Workshop and Laboratory Services: Every SISI hasits ownworkshop, laboratory
and showroom. The intention of having these isto provide on the job training both in
theory and practiceto small entrepreneursin asystematic way so asto strengthen their
knowledge and skills. With these facilities SISI providesthe following services:

e Common serviceand tool room facilities
o Experimentsand laboratory analysis on new and substitute raw materials

¢ Assistanceintesting raw materials and new products beforetheir releaseinto the
market

1. Consultancy Serviceson Functional Management: SISI hasadequate
capabilities to provide guidance on functional management services by
suggesting proper methods of industrid management, including cost reduction,
production management, marketing of products, human resource planning
and development, etc.

2. Training Services. SISI and the extension centres providetraining services
to the workers of small scale unitsin certain trades such as machine shop
practice, tool and die making, welding, electroplating, wood working,
assembling, fittings, etc. SISI and the extension centres provide not only
training toworkers but aso to foremen of small scale units on ad hoc basis
aswell asonanorganized basis.

3. Balanced Regional Development Services: SISIsfocusther activities
on balanced regional development by promotion of entrepreneurship and
development of small scale industry in rural and underdeveloped areas.
Sl Slsdevelop entrepreneurship in backward regions by organizing training
programmes for educating youth such as engineers, graduates, students,
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ex-servicemen etc. and especidly people from backward, rural, tribal and
hill areas.

4. Economical Development Services: SISIs are intended to provide
economic servicesto small scae units. The various economic development
servicesprovided by SISIsare:

e Surveys of particular industries and areas and recommendations for
development programmes

o Market surveys for industrial enterprises for optimum utilization of their
time on production qudity maintains

o Market informationin selected areasfor purpose of dissemination.

7.3.6 National Productivity Council (NPC)

NPC isan autonomous body which providesthe following services for the promotion of
small scaeindustries.

e Consultancy inall areas about thefeasibility of the project

e Training to prospective entrepreneurs on various mattersrelated to managing an
enterprise

e Carrying out market surveysfor state governments
¢ Post-investment servicein areas such asincreasing productivity

7.3.7 National Research Development Corporation (NRDC)

The NRDC was established in 1953 as anon-profit organization by the Government of
India. It was set up to develop and exploit local know-how, inventions, patents, and
processes emanating from research and development institutionsin India.

Thefunctionsof NRDC areasfollows:

1. Transfer of Technology: NRDC releasestothe interested entrepreneurs,
technologies, patents and processes developed in various R& D institutions
inlndia.

2. Development of Projects: NRDC finances up to 50 per cent of the
expense that goes into filling the gap in existing technologies, making
laboratory know-how suitable for commercia exploitation, establishing
demonstration units, setting up building prototypes, pilot plants, etc. .

3. Appropriate Technology Development and Promotion: NRDC
endeavoursto carry appropriate technology to poorer sections of therural
and semi urban population. It establishes demonstration units in suitable
locationsfor popularization of its need based technologies. For example, it
developed and introduced a pedal-operated machine that can produce leaf
cupsfrom leaves. This has provided employment opportunities.

4. Export of Technology: Through itstechnical information system, NRDC
collects and disseminates information regarding Indian technologies and
transfers them abroad.

5. Guidance to Entrepreneurs: Its publication titted NRDC Processes
provides a list of technologies/processes available to entrepreneurs
periodically. The printed list of processes and thetechnical notesarewiddy
published and givenfree of cost to entrepreneurs.



6. Turnkey Services: NRDC offers proven technologies to entrepreneurs
on aturnkey basis giving the necessary guaranteefor yields, quality of the
products, consumption of raw materials, etc.

7. Participation in Equity Capital: A schemefor participation inthe equity
capital of the companies, formed to set up first commercial unit to exploit
thetechnologiesfrom NRDC, has been introduced. The equity participation
isup to 26 per cent of the capital inindustries which require aninvestment
of Rs 50 lakh or more.

7.3.8 Technical Consultancy Organizations (TCOs)

TCOshave been conceived as service organizations for promotion of industrialization
in the country. The prime objective of these organizations is to provide a package of
services under one roof to entrepreneurs from the stage of project identification to
successful implementation and working of the unit. This is called the Single Window
Scheme.

The scope of the services of TCOs are organized on aregional basis, so as to
overcome the disparities in various regions on the basis of natura resources and
environmentd conditionsand in order to maketechnical servicesavailableaccording to
the local demand and resource endowment. There are 18 TCOs in different states
sponsored by IDBI, IFCI, ICICI and State Small Industries Corporations.

Services of TCOs

TCOs are providing services to new entrepreneurs and existing units. Based on their
individual requirements, TCOsdesign their services.

Services to new entrepreneurs

o Assistinidentification of profitable project opportunities

o Assistinpreparation of project profiles, techno-economic feasibility studies
o Conduct market surveys and preinvestment studies

¢ Providehelpinidentification and selection of plant/equipment

Services to existing enterprises

¢ Guidetheentrepreneur intheareaof modernization, expansion and diversification

e Assist in identifying problems of the unit and suggesting specific corrective
measures

¢ Provideservicesinfunctional areas of enterprise such as management, technical
and financid consultancy

¢ Review and monitor the project
¢ Provide studies on energy conservation and effluent treatment
¢ Assist mergersand reconstruction of theunits

Common services to all entrepreneurs

(@ Entrepreneurship Development Programmes (EDP): One of the important
activities of TCOs s providing training to potential entrepreneurs through EDP.
TCOsconduct EDPsfor different target groupslike technical entrepreneurs, women
entrepreneurs, rural entrepreneurs, tribal entrepreneurs, etc.
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(b) Servicesto Sick Units: Providing servicesto sick unitsis essential in economic
development, so astoreduce or prevent the blocked investment wastage and protect
theemployees’ interests. TCOsare providing the following services:

¢ Diagnostic studiesto assesstheworking of existing unitsand reason for sickness
¢ Rehabilitation plansfor revival of sick units
¢ Technical, managerial and commercial counseling

7.3.9 The National Institute for Entrepreneurship and Small
Business Development (NIESBUD)

NIESBUD isthe apex body that was established by the Indian Ministry of Industriesin
1983 to coordinate, train and oversee the activities of the several agencies/institutions
involved inentrepreneurship development, especially inthefield of small businessand
industry. NIESBUD isregistered as asociety under the Government of India Societies
Act (XXI of 1860). It commenced its operations on 6 July 1983. The governing council
of theingtitute makespalicies and directs and guidestheinstitute. Theinstituteis headed
by achairmanwho is also theminister of Small Scale Industries, Government of India.
Thevariousfunctions of NIESBUD are asfollows:

e |t undertakes research and exchange experiences globally for developing and
aiding in the growth of entrepreneurship. It actively involvesitsdlf in the creation
of aclimatethat is conducive to the devel opment of entrepreneurship.

e |t conductstraining programmesfor entrepreneurs, trainers and promoters.

e |t facilitates and supports central/state/other agencies in organizing
entrepreneurship development programmes.

e |t developstraining aids, toolsand manuals.

e |t formulates scientific selection procedures.

e |t standardizesthe model syllabi for training varioustarget groups.
e |t evolveseffective training methodol ogies and strategies.

7.4 GOVERNMENT SCHEMES FOR THE
PROMOTION OF ENTREPRENEURS

Entrepreneurs require a constant flow of funds not only to set up their businesses, but
alsoto successfully operate and regularly upgrade/modernizeindustria units. For meeting
this need, the Central/State Governments (Central/State) have undertaken numerous
steps. For instance, financial institutions and banks have been set up, several schemes
and policies have been formulated, etc. The specific focus of all these measuresison
promoating and developing SMES. The primary source of financefor theindustrials sector
are public sector banks. Credit support isextended to businessesin theform of export
finance, term loans, project financing, discounting bills, advances, loans, etc.?
The various schemes of the Government of Indiaand the Government Financial

I nstitutions generally assist the entrepreneursin thefollowing aress:

a. Technica assistance throughindustrial extension services

b. Assistancefor obtaining raw materials

2 http://business.gov.in/business_financing/goverment_fund.php, 10 January, 2009.



c. Working capital or to meet cash outflow needs assistance Support Agencies
d. Supply of machinery on hire-purchase basisand |lease financing

e. Marketing assistancein sale and promotion of products

f. Assistanceto small entrepreneurson getting incentives and subsidies
g. Promotion of rurd industries projects

h. Assistancein seed capital, technology and pollution control

7.4.1 Prime Minister’'s Rozgar Yojana (PMRY):

NOTES

On15August 1993 the Prime Minister of Indiaannounced the Prime Minister’s Rozgar
Yojana scheme. The scheme was formally launched on 2 October 1993. It seeks to
provide saf-employment to the educated unemployed youth by offering self-employment
opportunities to one million educated unemployed youth inthe country.

Objectives of the scheme

The objective of the scheme is the provision of self-employment to over one million
educated unemployed youngsters by means of setting up seven lakh micro enterprises.
It ded swith setting up self-employment projectsthrough business, service and industry
routes. It further aims to obtain assistance from reputed NGOs in implementing the
PMRY scheme, particularly in selecting and training entrepreneurs and in preparing
project profiles.

Scope of the scheme

Initially, in 1993-94, the schemeintended to cover only the urban areas, but from 1994~
95 onwards, it was extended to the entire country. The Scheme for the Educated
Unemployed Youth (SEEUY) wasintegrated with PMRY in 1994-95.

Eligibility criteria under this scheme

All unemployed persons, who liveanywherein India, beit anurban or arural area, and
whofulfil thefollowing conditions are eligiblefor assistance:

a. Age: Between 18 to 40 years (SC/ST — 45 years).

b. Qualification: Matric (Passed or Failed) or ITI passed or having undergone
Government sponsored technical coursefor aminimum duration of 6 months.

c. Residency: Permanent resident of the areafor at least 3 years. Documents such
as Ration Card would constitute proof for this purpose. In its absence any other
document to the satisfaction of the Task Force should be produced.

d. Family Income: Up to Rs 40,000 per annum. Family for this purpose includes
spouse and parents of the beneficiary and family income would include income
from all sources, wages, salary, pension, agriculture, business, rent, etc.

e. Defaulter: Should not be adefaulter to any nationalized bank/financial institution/
co-operative bank.

Preferences under this scheme

Preference should be given to weaker sectionsincluding women. The scheme envisages
22.5 per cent reservation for SC/ST and 27 per cent for Other Backward Classes
(OBCy).

3 http://megindustry.gov.in/citizen2.htm
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Accepted project cost under this scheme

Projectsup to Rs 1 lakh are covered under the schemein case of individuals. If two or
more digiblepersons cometogether inapartnership, the project with higher costswould
also be covered provided share of each person in the project costisRs 1 lakh or less.

Margin money, bank loans and rates of interest

The entrepreneur must contribute 5 per cent of the project cost as margin money in
cash. Thebalance 95 per cent would be sanctioned as compasite loan by the Bank at the
rates of interest applicableto suchloansunder RBI guiddinesissued fromtimetotime.

Collateral guarantee on bank loans

The loans would not require any collateral guarantee. Only assets created under the
Schemewould be hypothecated/mortgaged/pledged to the Bank.

Subsidy

The Government of India would provide a subsidy at the rate of 15 per cent of the
project cost subject to aceiling of Rs 7, 500 per entrepreneur. In case more than one
entrepreneur comestogether and sets up aproject under partnership, the subsidy would
be calculated for each partner separately at the rate of 15 per cent of his share in the
project cost, limited to Rs 7, 500 (per partner).

Repayment schedule

Repayment Schedule would rangefrom threeto seven years after aninitial moratorium
of 6 to 18 months as decided by the Bank.

Training

Scheme envisages compulsory training for entrepreneurs after the loan is sanctioned.
Training will enhancethe skillsinthe areas of operationsintheindustry.

Other inputs

a. State/U.T. governments providethe necessary infrastructure support like provision
of industrial sites, sheds, shops, and water on preferential basis to these
entrepreneurs. Provision of sites and sheds at concessiond ratesto serviceventures
in urban area is essential for their success. Many State/U.T. governments are
offering varioustax concessions and incentivesunder their industrial policy. Such
concessions should also be extended to the beneficiaries under the scheme.

b. Asload requirement will be small, State/U.T. governments have also been asked
to give priority to the person getting the loan sanctioned under the PMRY for
electric connection and no deposit should be taken and small infrastructure e.g.
erecting afew poles and extension of wire line should be done expeditioudly.

7.4.2 Credit Guarantee Fund Scheme (CGFS) for Small Industries

One of the biggest problemsfor small scaleindustriesis non-availability of credit without
collaterals or third party guarantees. In order to alleviate the problem, the CGFS for
smdl industrieswasformulated by the Government of Indiaon 30 August 2000 to provide
collatera-freecredit facility (term loan and working capital) extended by digiblelending
ingtitutionsto new and existing SSI unitsincluding Information Technol ogy and Software



Industry, up to Rs 25 lakh per borrowing unit. The guarantee cover would be up to 75 per Support Agencies
cent of the credit, subject to amaximum guarantee limit of Rs18.75 lakh.

Under thisscheme, first generation entrepreneurs are considered digible borrowers
who set up new enterprisesinthe small scaleunit, including Information Technology and
the Software Industry. All scheduled commercia banks—including regional rural banks
(categorized under ‘ Sustainable Viability’), foreign banks, private banks, PSUsand the
ingtitutionsdirected so by the Government to—are considered eigiblefor giving loans as
per the scheme. Credit Guarantee Fund Trust for Smal Industries (CGTSI) has been set
up by SIDBI and the Government of Indiafor implementing the Guarantee Scheme.
CGTSI operations are fully computerized with facility for online transactions so asto
givereal-time serviceto member-lending institutions.

NOTES

Guarantee fee and annual service fee of the scheme

e Onetime guarantee fee at a specified rate (currently 2.5 per cent) of the credit
facility (comprising term loan and working capital) sanctioned by thelending institution
to theborrower.

e Annua service fee at a specified rate (currently 1 per cent per annum) on the
outstanding loan amount as on 31 March each year.

7.4.3Margin Money Scheme (MMYS)

This schemeisintended to promote the cottage and village industriesin India. The Khadli
andVillage Industries Commission (K VIC) and K hadi Village IndustriesBoard (KVIB)
Government of Indiahave formulated this scheme.

The scheme serves individua as well as institutional enterprises under two
categories. 1)General categories 2)Specid categories, including women and minorities.
Thisschemeisapplicableinany areacomprising villages or involving areas outside the
municipal limits, withamaximum population of 20, 000 as per the 1991 census..

General category

Under this category 25 per cent of the project cost will be provided as Margin Money
against theprojectsup to Rs10 lakh, if the project costismorethan 10 lakhand up toRs
25lakh, therate of Margin Money will be 25 per cent of Rs10 lakh plus 10 per cent of
theremaining cost of the project.

For example, if theproject cost isRs15 lakh, therate of Margin Money is 25 per
cent of 10 lakh and 10 per cent on Rs 5 lakh.

Special categories, including women and minorities

Under this category for projects up to Rs10 lakh 30 per cent of the project cost will be
provided as Margin Money. For projects over Rs10 lakh and up to Rs 25 lakh, the Rate
of Margin Money will be 30 per cent of Rs10 lakh plus 10 per cent of the remaining cost
of the project.

Beneficiaries of the scheme

e Individuas/Entrepreneursfor project cost up to Rs10lakh

e Ingtitutions/Co-operative Societies/ Trustsregistered with KVIC/KVIB for projects
uptoRs25lakh
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KVIC/KVIBs have 15,000 sales outlets and Voluntary Organizations/Ingtitutions/
Societies/ Trusts. These salesoutlets are part of the marketing support system for Khadi
and Village Industries products of entrepreneurs/ingtitutions.

7.4.4 Major Schemes of National Small Industries Corporation
(NSIC)

i. Machinery and Equipment Scheme (MES): By this scheme NSIC
implements @) Hire Purchase Scheme: This schemeisintended to supply
indigenous and imported equipment and machinery on easy financid terms.
b) Equipment L easing Scheme: This scheme providesfinancial assistance
for expansion, diversification and upgrading the technology of small and
medium enterprises according to the needs to the market.

ii. Composite Term L oan Scheme: Thisscheme has been launched sothat
existing and prospective entrepreneurs could enjoy certain benefit in acquiring
working capital, equipment and machinery and land and building under a
singleroof for small units.

iii. Working Capital Finance Scheme: This schemeisintended to augment
theworking capital of well managed and viable units. TheNSIC catersto
selective unitsthat arein need of money to make payments of their purchases
of production-related overheads such as statutory billsand electricity bills,
spares, consumable stores, etc,

iv. Raw material assistance scheme: Under this scheme NSIC assists the
small units to overcome the problem of blocking funds for storing raw
materialsin bulk. Thisscheme also assists entrepreneursfor theimport of
scarce materials.

7.4.5 Central Investment Subsidy Scheme

Thiswas introduced in 1971, and has been modified from time to time based on the
Government Industria Resolution Polices. This schemeisto encouragetheentrepreneurs
for setting up industriesin centrally notified backward areas. Subsidy allotment on this
schemeis based onthe category of backward area. For setting up industriesin Category
‘A" backward aress, subsidy isallowed at therate of 25 per cent subject to maximum of
Rs 25 lakh (enhanced to Rs 50 lakh for setting up electronicsindustry in hilly districts).
In Category ‘B’ and ‘' C’' backward aresas, itis 15 per cent and 10 per cent subject to a
maximum of Rs 15 lakh and Rs 10 lakh respectively. M onopoly Restrictive Trade Practice
(MRTP)/Foreign Exchange M anagement Act (FEM A) companies are not eligiblefor
subsidy in Category ‘C’ areas. In Categories ‘B’” and ‘C’ areas entrepreneurs are
eligiblefor 20 per cent and 15 per cent subsidy, subject to amaximum of Rs 20 lakh and
Rs 15 lakh respectively.

7.4.6 Transport Subsidy Scheme

Thisschemewasintroduced in 1971 and is applicable to remote and inaccessible aress.
It coverstheentire North Eastern Regioninduding Sikkim, Jammu and K ashmir, Himachd
Pradesh, hill district of Uttar Pradesh, Lakshadweep and Andaman and Nicobar Islands
and Darjedling district of West Bengd. Identified promotional institutions which transact
business on behalf of small, village and cottage industries are also eligible for transport



subsidy under this scheme. The schemeworked out by providing transport subsidy is
paid onthetransport cost of industrial raw materiaswhich are brought into and finished
goods which are taken out of these areas to identified rail heads/ports. In the North
Easternregion subsidy isavailable at therate of 90 per cent and for Himachal Pradesh,
hill districts of Uttar Pradesh and Darjeeling district of West Bengdl, it is 75 per cent. It
is also available at the rate of 90 per cent for movement of raw materials within the
North East region and at therate of 50 per cent for movement of finished goodsin this
region from one stateto another state. For airlifting of electronic components/products
from Calcuttaairport to the airport nearest to the locations of theindustrial unitsinthis
region subsidy isalowed at therate of 75 per cent and vice versa.

7.4.7 Technical Assistance Scheme

The Prime Minister of India announced New Package for SSI sector on 30 August
2000, which providesthefollowing technical assistance:

1. Capitd subsidy of 12 per cent for investment in modernization and upgradation of
technology in selected sectors.

2. Sunrise industries will be supported by setting up incubation centres in these
indugtries.

3. NSIC, SIDBI and SIDO would, in collaboration with each other, be responsible
for preparing acompendium of available technologies from R& D institutionsin
Indiaand abroad and circulating it amongst industry associationsfor disseminating
thelatest information related to technol ogy.

4. TheTechnology Bank of SIDBI for Small Enterpriseswill be strengthened.

5. Theschemeof granting Rs 75,000 to each unit for getting I SO 9000 certification
will continuetill the end of the Tenth Five Year Plan. Thisisto encourage Total
Quality Management in theindustry.

6. Develop and operate testing laboratories with aonetime capital grant of 50 per
cent being givento Small ScaleIndustry Associations.

7.4.8 Liberalized Credit Scheme on Exports

To meet the various financia requirements of exporters, the commercia banks are
offering this scheme. Under this scheme the exporter provides credit at aconcessional
rate of interest to meet the pre-shipment and post shipment financia needs. Pre-shipment
financeisrequired prior to shipment for purchase of raw material, processing, packing,
transportation, warehousing etc. of goods meant for exports. Post shipment financeis
required after shipment to bridge the timelag between the shipment of goods and the
realization of proceeds.

7.4.9 Export Promotion Capital Goods (EPCG) Scheme

Under the EPCG scheme capital goods may be imported at a concessiond rate of
customs duty of 25 per cent of Cost, Insurance and Freight (CIF) valuewith an export
obligation of three times CIF value to be achieved within four years. The duty will be
further reduced to 15 per cent of CIF value where the export obligation undertakenis
four times the CIF value within a period of five years. A manufacture-exporter for a
period not less than three yearsis eligible for this scheme. Other exporters may also be
considered on merit. Small industries canimport capital goodsthrough NSIC under this
scheme.
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7.4.10 Duty Exemption Scheme

Under this scheme, customs and excise duties are not charged on raw materials,
components, consumables and spares used for production of export items. It provides
benefitsto indirect exporters.

7.5 SUMMARY

Economic development of any nation depends upon the development of industries. Small
Scalelndustries useindigenous technol ogy and provide huge employment opportunities,
hence development of small ccaleindustries helps anationtofulfill the needs of society
aswell as solve the problem of unemployment.

Anindustry needs support from the Government and other agenciesto perform
its operations. Entrepreneurial development of any nation depends upon the role played
by the government and the government promoted support agencies and their schemes.

Support agenciesare essentia and are helping entrepreneursin selection of industry,
location of plant, procurement of raw material, determining the size of manpower
requirement (skilled, semi-skilled and un-skilled), generation and management of working
capital, marketability of goods and services, knowledge of salestax and central tax,
knowledge of book keep and accountancy, transportation and warehousing facilities,
and licensing, and government permissions.

Small scale enterprises not only need financial assistance but also need support
and guidance from government agencies, in order to bring their ideaintoreality and to
runthe enterprise profitably. Inthisaspect of entrepreneurial need the Government of
India as well as state governments have launched various support agencies such as
DIC, SIDBI, SIDCO, SSIB, NSIC, and SISI.

Central as well as state level support agencies are emerging as very effective
servicesto entrepreneuria development inIndia The support agencies areimplementing
various programmes and facilitating services such as managing industrial estates, providing
singlewindow servicesto clear all government licenses and permissions to launch an
industry, procurement and allotment of scare raw material, hire purchase of machinery,
subsides on power, water, tax exceptions and incentives by various schemes.

7.6 KEY TERMS

e Support agency: Anorganizationworking under the Central or state government
tofacilitate various services that are needed for entrepreneurial promotion and
development.

e Industrial survey: A survey undertaken by the government to understand the
level of development of industry.

e Industrial estate: A common place provided by state government to make
allotments of location for variousindustries.

7.7 ANSWERSTO ‘CHECK YOUR PROGRESS

1. Small-scaleindustries have the potentid to attract the maximum amount of skill
and entrepreneurial talent in the country and become a factor for promotion of



economic demacracy, by allowing profitsfrom industrial growth to be distributed Support Agencies
over abroader section of the people. That ishow it cameto acquire aprominent

place in the development plan of these countries. Hence, promotion of small

manufacturing enterprises has been one of the main strategies of economic

development in developing countries. NOTES

. Small-scaeunits help to decentralize industry, to spread entrepreneurship and to
develop local resource endowment. It neutralizes the augmentation of
industrialization, and steers abalanced regional development. This sector also
helpsin creating employment opportunities on dispersed basis, bringing about
more equitable distribution of income and wedth. By and large, small industries
aremostly individual enterprisesthat normally matureinto public institutionsand
promote national development.

. support agency isan organizationworking under Central or State Government to
facilitate various services which are needed for entrepreneurial promotion and
development, such as selection of industry, location of plant, procurement of raw
material, determination of size of manpower requirement (skilled, semi-skilled
and un-skilled), generation and management of working capital, marketability of
goods and services, knowledge of salestax and central tax, knowledge of book
keep and accountancy, transportation and warehousing facilities, licensing, and
government permissions.

. Themainfinancid problems of small industriesmay be categorized asfollows: i)
lack of promoter’s capital ii) fewer alternatives for obtaining short-term loans
and iii) complexity in obtaining long-term loans to supplement insufficient equity
capital.

. TheDICsstructure consists of aGeneral Manager, four functional managersin
fields of a) Economic and Investigation, b) Credit, ¢) Village Industries, d) Raw
material/marketing/training and three Project Managers (to provide technical
servicesin the arearelevant to the needs of the district concerned)

. The various functions of DIC are i) Conducting motivation campaigns, ii)
Conducting industrial surveysiii) Making achievement plansiv) Doing industry
registration v) Assisting to obtain credit vi) Providing guidance and assistance vii)
Recommending applicationsviii) Organizing Fairs and Exhibitionsix) Helping in
marketing their products x) Organizing Training, and xi) Conducting EDP.

. The State Industries Development Corporations were set up in various states
under the CompaniesAct, 1956 to provide primary development needs of tiny,
small, village and cottageindustries. SIDCO has beenworking actively sinceits
inceptionandisengaged inthefollowing: @) Industria Estate Designand Promoation
b) Providing Marketing Assistance ¢) Working as Recognized Export House d)
Ensuring Balanced Regiona Development and €) Providing Hire Purchase and
Equipment L easing Scheme.

. In 1954, the Government of India constituted the Small Scale Industries Board
(SSIB), which isthe apex body constituted for advising the Government on all
matters associated with the development of small scaleindustries. The SSIB’s
main task is to facilitate coordination and linkage between various agencies/
departments engaged in the development of small scaleindustry.

. Themgjor function of NSIC isto provide machinery toindustry on hire purchase
basis. It aso performsthefollowing functions : Procurement of indigenous and
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10.

13.

14.

imported raw materias, , supply and distribution, development of export-worthiness
of small-scale units and encouraging export of small scale industries products,
giving equal priority to the enlistment of competent units and the facilitation of
their participate in Government Stores Purchase Programmes, providing training
in several technical trades, motivating Small Scale Units on technological
upgradation through Software Technology Parksand Technology Transfer Centres,
mentoring small scale units and providing advisory services, setting up small-
scaleindustriesin other developing countries on turnkey basis and other areas of
servicesand international co-operation.

SISIswere set up by the Government of Indiato provide consultancy inthe areas
of project plan preparation and execution and training to small entrepreneurs.
Withits various functionalities Sl SIs are playing an important rolein promoting
and developing small scale industries. They perform the following functions:
i) Technology adoption advisory servicesii) workshop and laboratory services
iii) consultancy services on functional management iv) training servicesv) baanced
regional development services, and vi) economic development services. All the
functions performed by SISIs are in turn focused on individual entrepreneur
development aswell as economic development.

. NPC is an autonomous body which provides the following services for the

promotion of Small Scale Industry: @) consultancy servicein all areas about the
feasibility of the project b) Training to the prospective entrepreneurs on various
mattersrelated to management of an enterprise c) Carrying out market surveys
for State Governments and d) Post-investment service in aress like increasing
productivity.

. TheNRDC of Indiawas established in 1953 as anon-profit organization by the

Government of India. It was set up to develop and exploit local know-how,
inventions, patents, and processes emanating from research and development
institutions in India. The functions of NRDC are as follows: @) Transfer of
Technology b) Devel opment of Projects c) Appropriate Technology Devel opment
and Promoationd) Expert of Technology €) Guidance of Entrepreneursf) Turnkey
Services and g) Participationin the Equity Capital.

TCOsareproviding their servicesto new entrepreneurs and existing units. Services
to New Entrepreneurs include a) Assist in identification of profitable project
opportunitiesb) Assist in preparation of project profiles, techno-economic feasibility
studies c) Conduct market surveys and preinvestment studiesd) Providehelpin
identification and selection of plant/equipment. Servicesto Existing Enterprises
include &) Guide the entrepreneur in the area of modernization, expansion and
diversification. b) Assist inidentifying problems of the unit and suggest specific
corrective measures ) Provide servicesin functional areas of enterprisesuchas
management, technical and financid consultancy d) Review and monitor the prgject
€) Providestudies on energy conservation and effluent trestment f) Assist mergers
and reconstruction of the units. Besides these, they are also conducting EDPs
and providing servicesto sick industries.

NIESBUD isthe apex body established by the Indian Ministry of Industriesin
1983to coordinate, train and oversee the activities of several agencies/institutions
engaged in entrepreneurship development, especialy inthefield of small business
and industry. Registered as a society under the Government of India Societies
Act (XXI of 1860), NIESBUD started functioning from 6 July 1983. Thegoverning



council of the institute makes policies, and directs and guidestheinstitute. The Support Agencies
ingtituteis headed by achairmanwhoisasothe minister of Small Scale Industries,

Government of India. Thevariousfunctionsof NIESBUD are: (i) It undertakes

research and exchangeexperiences globally for developing and aiding inthe growth

of entrepreneurship. It actively involvesitself in the creation of aclimatethat is NOTES
conducive to the development of entrepreneurship; (ii) It conducts training
programmes for entrepreneurs, trainers and promoters; (iii) It facilitates and
supports central/state/other agenciesin organizing entrepreneurship development
programmes; (iv) It developstraining aids, tools and manuals; (v) It formulates
scientific selection procedures; (vi) It standardizes the mode syllabi for training
various target groups; and (vii) It evolves effective training methodologies and
strategies.

7.8 QUESTIONSAND EXERCISES

Short-Answver Questions

=

What isthe main objective of small scaleindustry promotion?

. What is the need of service agencies?

. What isthe structure of DIC?

. What isthe Prime Minister Rojgar Yojana(PMRY)?

. Explainthe Credit Guarantee Fund Scheme (CGFS).

. Describethe Margin Money Scheme (MMS).

. What arethe mainfeatures of the Central Investment Subsidy Scheme?
. What are the main features of the Transport Subsidy Scheme?

. What are the main features of the Technical Assistance Scheme?

. What arethe main features of the Liberalized Credit Scheme on Exports?
. Explain Export Promotion Capita Goods (EPCG).

12. What isthe Duty Exemption Scheme?

© 00 N O O~ WD
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Long-Answer Questions

1. ‘Theawareness and planned efforts of the Central aswell as State Governments
and the promotional agencies have made a breakthrough in entrepreneurial
development’. Discuss.

. What arethe functions of District Industries Centers?
. Explaintheroleof SIDCO in providing consultancy servicesto small entrepreneurs.
. Describethe NSICinthe promotion of Small Industry.
‘Institutional support actsaslimbsto SSIs'. Do you agree? Discuss.
Describe the major schemes of National Small Industries Corporation.
. Explaintherole of TCOsin providing various services to small entrepreneurs.
. Explainthefunctions of SISI.
. What are the functions of NRDC?

© 0O N O U A WN
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8.0 INTRODUCTION

Entrepreneuria talent exists in al waks and segments of society. A high level of
entrepreneurship is more noticeable in a developed economy wheresas the level of
entrepreneurship islow indeveloping countries. Once it was believed that entrepreneurs
were born and not made. However, entrepreneurial talent can be harnessed by those
who aremotivated, and are ableto perceive and exploit business opportunities. Hence,
entrepreneurscanbe‘made’ by proper mativation and training. Realizing theimportance
of entrepreneurship development, planners and policy makers have formulated
Entrepreneur Development Programmes (EDPs) for varioustarget groups of population
inthe country.

The basic function of an entrepreneur is to maximize his performance so asto
achieve his enterprise objectives. The performance of an entrepreneur depends mainly
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on hisability and willingnessto perform. Ability isafunction of education, knowledge
and skill. Willingnessto perform depends upon the level of motivation. A personcanbe
motivated to be an entrepreneur only if he can understand and satisfy his needs and
aspirations. Human behaviour is governed by needs and wants. Entrepreneurs feel
motivated when their needs and expectations are satisfied asaresult of working for the
enterprise.

8.1 UNIT OBJECTIVES

After going through thisunit, you will be ableto:
¢ Understand what entrepreneurial motivationis
e Know thefactors that motivate entrepreneurs
¢ Appreciatetherole and importance of development programmes
¢ Understand the objectives and basic course contents of EDPs
¢ Know how to evaluate EDPsand the organizationsinvolved inEDPs

8.2 WHAT ISMOTIVATION?

Moativation is a continuous process to ignite the inherent talent and aspirations of
entrepreneurs to drive them to achieve their organizational objectives and goals. This
can bedone by meansof training programmes or other courses of action such asknowledge
sharing among equivaent groups, and satisfying the needs and desires of entrepreneurs.

Theterm ‘motivation’ isderived fromtheword ‘ motive . Motiveis astate of our
mind that moves, activates, energizesor directs our behaviour toward our goals. M otives
areexpressions of aperson’sgoalsor needs. They givedirection to human behaviour to
achieve goalsor fulfill needs. They arouse and energize aperson’s activities.

M otivation may be defined as a process of inspiring someone to adopt adesired
course of action. In order to generate awillingness in a person to work hard so asto
achieve organizationa objectives, hismotives must be satisfied by offering incentives.
Anincentiveis something anindividual perceivesas hdpful towardsachieving hisgoals.
I ncentives exist to satisfy human needs.

According to Robert-Dubin, motivation is* something that moves the person to
action and continueshimin the course of action already initiated’.

According to Daton E. McFarland, ‘ mativation refersto theway inwhich urges,
drives, desires, striving, and aspirations or needs direct control or explain the behaviour
of humanbeing'.

8.3 FACTORS THAT MOTIVATE ENTREPRENEURS

There are two types of factors that motivate an entrepreneur:
1. Internal factors
2. External factors

8.3.1Internal Factors

These are unique factors and differ from person to person. Internal factors refer to a
person’sfamily background, hislevel of education and hisdesireto achieve. Thefollowing
areexamples of internal factors:



1. Desireto do something new

2. Level of education

3. Technical education or technical background
4. Number of years of experience

5. Occupationa knowledge and background

8.3.2 External Factors

Theseare commonto every individual and are outside the scope of any oneindividual.
Thesefactors are based onthe availability of resources, government’s policiestowards
industridization and policy makers' vision. Thefollowing areexamplesof externd factors:

1. Government support and assistance towardsindustriaization

2. Availability of factorsof production (land, labour, capital) and the present economic

condition of the country
3. Interest and support from established business houses
4. Hopeful demand for production

8.4 ENTREPRENEUR DEVELOPMENT
PROGRAMMES

Usually all individuals who are newly recruited on the job need specific guidance and
training. Similarly professionals may need additional training whichwill enablethemto
improvetheir professional qualifications. One special category of individuals may need
training for a specific purpose, such as the development of anew service, taking ona
new rolein the organization, or preparing for retirement. Thesetypesof individualsare
known as entrepreneurs. An entrepreneur is a hinge around which the entire industry
rotates.

Successin any venture depends upon certain quaities such asforesight, knowledge,
sanguinity, hard work, determination and efficient management of the promoter. Some
individuals havethese qualities by virtue of being borninaparticular family, whilst others
acquire them from the environment through education, training and experience.
Entrepreneurship does not emerge or develop onitsown. Itsemergence and devel opment
depends on various economic and non-economic factors. Economic factors comprise
land, labour, capital, raw material and market whereas non-economic factorsinclude
social climate for entrepreneurship, and the need to achieve socia mobility, status and
respect. Entrepreneurial development has become a subject of great importancein all
developing and devel oped economies of theworld. Entrepreneuria talent can benurtured
by undertaking various Entrepreneurship Development Programmes. An EDP may be
defined as a programme that is designed to help an individual strengthen his
entrepreneurial motive and to acquire skills and capabilities so that he can play his
entrepreneurial role effectively. The thrust of an EDP is to prepare a person for his
entrepreneurial career, make him capable of perceiving the opportunities and exploiting
them successfully for setting up hisown enterprise. Thus, atrained entrepreneur becomes
acatalyst of industrial development economic progress.

According to US motivation expert David C. McClelland, ‘ persons possessing
proper knowledge and skills acquired through education and experience can become
successful entrepreneurs’ . Thus, we can say that entrepreneurs are not born but they
are made by development programmes.
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8.5 OBJECTIVES OF EDPS

Thebasic objectives of EDP areto:

1
2.

Provide knowledge about theindustry, product and production methods.

Develop and strengthen entrepreneurial quaitiesto achievethe objectivesand gods
of an enterprise.

. Assist the entrepreneur to work more effectively in his present position by exposing

him to the latest concept, techniques and information.

. Analyseand acquire knowledge about the environmental factorsthat are required

to set up aSmall Scale Industry in aspecific region or area.

. Provide education regarding customer buying behaviour, customer relationship and

customer service.

. Provide knowledge about the available financial servicesand supporting agencies

for starting asmall scaleindustry.

. Acquire necessary manageria skillsthat are needed to run the enterprise.
. Help know the pros and cons of being an entrepreneur.

. Guide entrepreneurial behaviour in day-to-day activities.

10.

Preparethe entrepreneur for the uncertainties involved inbusinessand to develop
abroad vision about the business.

8.6 BASIC COURSE CONTENTS OF EDP

Theprocess of EDP involvesthe following sequence:

1
2.
3.

| dentification of prospective and right candidates
Training and developing their entrepreneurial capabilities
Linking suitable projectswith each entrepreneur

4. Equipping them with basic administrative, financial and managerial capabilities

5.

Providing follow up support in establishing the venture

An EDP consists of three phases:

1
2.
3.

Pre- training phase
Training phase
Post training phase

8.6.1 Pre-training Phase

This phaseisintended to carry out the preparations required to launch a programme.
Theactivitiesincluded inthisphase are:

(i) Creation of infrastructurefor training
(i) Preparationof training syllabus
(i) Tieupwith Guest Faculty for training
(iv) Selection of necessary tools and techniquesto select suitable entrepreneurs
(v) Formation of selection committeefor selecting trainees
(vi) Arranging publicity mediaand campaigning for the programme



(vii) Developing the applicationform

(viii) Pre-potential survey of opportunitiesavailableinthe given environmental conditions
(ix) Seection of potentia entrepreneurs
(X) Arranging for inauguration of the programme

Theidentification and selection of potential entrepreneursisthe most important
aspect of pre-training phase. If the trainees are not properly selected the entire programme
canfail. The selection procedure to be adopted should be based on sound theoretical
background and standard tests administered by experts. Several institutions of repute
administer scientific tests such as Thematic Appreciation Test, Entrepreneurial Test,
etc., which are followed by persona interviews. Besides, certain socio persona
characteristics such as family background, age, size and type of family, education, and
previous experience in trade should also be taken into consideration for selecting the
potential entrepreneurs. When entrepreneurs are selected properly, chances of drop
outs are minimized and the training becomes effective.

8.6.2 Training Phase

Inthis phase, thetraining programmeislaunched in order to carry out necessary changes
in the skills, attitudes and behaviour of the participants. Mativational inputs such as
psychological games, tests, goa setting exercises and roleplay are used for this purpose.
The objective of theseinputsisto enable the participants to do aself study, understand
their own entrepreneurial personality and behaviour and bring about changes in self
concept, values and skills, leading to positive entrepreneurial behaviour.

The other inputs of thetraining programmeincludethefollowing:

(i) Developing skills in identifying suitable items for manufacturing. The
techniques of conducting market surveysand research are covered for this
purpose.

(i) For organizing an industry, information on government policies and
programmesis helpful to the entrepreneurs. A number of ingtitutional agencies
offer necessary financial and non-financial assistanceto set up industries.
The participants have to be exposed to agencies such as DIC, local banks
and other financial institutions and institutions that deal with supply of
equipment, raw material, etc. The procedures of applying to and obtaining
assistance from these institutions are also apart of this programme.

(i) The training programme is developed in a way that ensures that
entrepreneursare ableto develop their enterprise well. It includes study of
techniques in various fields of management such as finance, marketing,
production, inventory control, labour laws and taxation.

(iv) Anindustria visit to units consistent with itemsidentified by the entrepreneur
isalso apart of thetraining programme. This enables the entrepreneur to
gain practical knowledge on production processes and machinesrequired
for thispurpose.

8.6.3 Post Training Phase (Follow Up)

During this phase areview is done of the knowledge and skills acquired during the
training phase. Follow up isessential for the success of any EDP. The ultimate objective
of the EDPisto makethe participants ready to start their industries. This phase, therefore,
asoinvolves making an assessment of how far the objective of the programme hasbeen
achieved.
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Some of thecommon activitiesinthefollow up process areasfollows.
(i) Preparing and maintaining aseparatefilefor eachtrainee.
(i) Maintaining a card for each trainee where his progress is recorded from
timetotime.
(i) Keeping intouchwith every participant through letters.
(iv) Maintaining contact with the entrepreneurs through personal visits.

(v) Conducting follow up meetings and maintaining a Follow up Register to
ensure the success of the EDP.

8.6.4 General Course Sructure of an EDP

TheEDPtraining isset up according to thetraining needs of participants, who are both
existing and potential entrepreneurs, and industrial prospects of the area. The duration
of thetraining programmeisfour weeks, and consists of six modules.

() Introduction toentrepreneurship: Thismodule covers genera knowledgeon
factors affecting small-scale industries, the role of entrepreneurs in economic
development, entrepreneurial behaviour and thefacilitiesavailable.

(b) Motivationtraining: Mativationtraining isathree-day live-in-module aimed at
increasing the participant’slevel of achievement and confidence and developing
theright attitude and behaviour towards business. Successful entrepreneursare
invited to speak about their experiencesin setting up and running a business.

(c) Essentialsof management: Thismoduleisaimed at providing participantswith
basic management and technical know-how to enablethem to operatetheir business
enterprise effectively and efficiently. It consists of thefollowing subjects:

i. Genera Management

ii. Marketing M anagement
iii. Production M anagement
iv. Financial Management

(d) Fundamentalsof project feasibility study: Thisratio provides guidelines on
the effective analysis of feasibility of the project in view of marketing, organization,
technical, financial and social aspects.

(e) Organizingthebusiness: The purpose of thismoduleisto enable participants
to know about the environment in which they will operate their business. This
covers such aspects as government incentives, industrial opportunities, policies,
businesslaws, and regulations.

(f) Plant visit: Plant visits are necessary to familiarize the participantswithred life
situationsinsmall business. Suchtripsaso provide participantswith opportunities,
to learn more about an entrepreneur’s behaviour, personality, thoughts and
aspirationsincluding his plansand projects.

The training method is a combination of group dynamics, lecture discussions,
case studies, actual preparation of project assignment, and workshop exercise.



8.7 EVALUATING AN EDP oo o

Development

An EDP can be judged on the basis of extent of success achieved in the realization of
objectives established under EDP. According to Dr Sharmat entrepreneurial performance NOTES
isafunction of thefollowing factors.

(@ Socio cultural background of the entrepreneur (SB). This implies the
environment inwhich the entrepreneur was born and brought up. It conditionsthe
values and attitudes of the entrepreneur.

(b) Motivational Force (MF). It implies the motives which prompt a person to
undertake entrepreneurship e.g. wealth, status, self employment, etc.

(c) Knowledge and ability of the entrepreneur (KA). It refersto the education,
training and experience of the entrepreneur.

(d) Financial Srength (FS). It meansthe fundswhich an entrepreneur can mobilize
frominternal and external sources.

(e) Environmental Variables(EV). These consist of government policies, market
conditions, availability of technology and the labour situation. Entrepreneurial
Performance (EP) can berepresented in the following way:

EP=f(SB, MF, KA, FSandEV)

Various studies have been undertaken by different organizationsto find out how
many participants in different EDPs have actually started their own enterprise after
completing their training under EDPs. Entrepreneurship Development Ingtitute of India,
Ahmedabad, had recently undertaken anationwide eva uation study on the effectiveness
of EDPs. The mgjor findings of this study are — (i) One out of four trainees actually
started his/her enterprise after completing EDP (ii) Thefinal start up rateis higher at
around 32 per cent (iii) About 10 per cent trainees are found blocked due to various
reasons at various stagesin the process of setting up their enterprises. If proper assistance
is not provided, they may end up getting added to the category of trainees who have
already dropped theidea of setting up their own enterprises (iv) Roughly 17 per cent
have given up theideaof starting their ventures asthey are engaged in other activities.

The following criteria can be employed to comment on the performance of
entrepreneurs.

(i) Financial Results. Judgement about the financial health of the enterprise
canbemade onthebasis of various yardstickslikereturn on capital employed,
net profit over sales, etc.

(i) Gestation Period. Thisrepresentsthetime gap between registration and
commencement of commercia production. Gestation period of twotothree
yearsis regarded as satisfactory by the financial institutions. Projects can
be delayed due to various reasons like delay in government approvals,
assistance from financial institutions, unavailability of manpower, and
problemswith collaborators.

(i) Capacity Utilization. This depends on the demand for finished products
and availability of various factors of production like funds, raw material,
power, labour etc. For majority of entrepreneurs breakevenisat 60 per cent
of installed capacity. Approximately 50 per cent of entrepreneurs operate at
80 per cent of installed capacity.

! Sharma, Krishan Lal and Harnek Singh, Entrepreneurial Growth and Development Programmes in Northern
India (New Delhi: Abhinav Publications, 1980).
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(iv) Expansion and Diversification. Expansion refers to the increased
production of the same product whereas diversificationimplies production
of new type of products. Depending upon the demand and availability of
resourcesfirms can opt for expansion or diversification.

(v) ValueAddition. It refersto the gross value of output minus value of raw
materialsand other inputs used in production. Morethe value addition more
efficient is the entrepreneur.

(vi) Other Factors. Variousother factors can be used to examine entrepreneuria
effectiveness. These can be employment generation, rural development,
salesturnover, export promotion and import substitution, etc.

8.8 ORGANIZATIONS CONDUCTING EDP IN INDIA

Severa organizationsare conducting entrepreneurship development programmesin India.
Theforerunner wasthe Small Industries Development Organi zation which provided this
fecility throughits Small Industries Service Centres.

The Entrepreneurship Development Institute of India(EDII) established the IFCI
inMarch 1983, at Ahmedabad. It wasto act asafinancial resource organization at the
national leve for creating theinstitutional infrastructure for entrepreneurship developmen.
In the same year the Central Government also established the National Institute for
Entrepreneurship and Small Business Development (NIESBUD) at New Delhi, with
the objective of coordinating activities related to entrepreneurship and small business
development. Both these organizations are working hand in hand to boost the
entrepreneurship development movement in India.

Besides these, other institutions established by the government are: Rura
Entrepreneurship Development Institute (RED) at Ranchi in 1983, Rural M anagement
and Management Centers (RMEDC) at M aharashtra, and Training cum Devel opment
centres (RDCYS) that are intended to increase interaction between entrepreneurs and
enterprise. Inaddition, universities and host of management institutions have evinced
interest in designing and incorporating entrepreneurship development coursesin their
curriculum.

Other organizations have also been actively conducting entrepreneurship
development programmes. These arethe State Bank of India, Industrial Development
Bank of India, Entrepreneurial Motivation Training Centrein Northern-Eastern Region,
Xavier Indtitute of Socid Services, Ranchi, Industria Consultancy Organizationsinvarious
states, Centre for Entrepreneurship Development, Ahmedabad, the Centre for
Entrepreneurship Development, Hubli, State Financial Corpo, Small Industries Extension
Training Institute, Hyderabad, National Science and Technology Entrepreneurship
Development Board, etc.

For ingtitutiondizing the entrepreneurship development activities at the stateleve,
I nstitutes of Entrepreneurship Development (IEDs) in Uttar Pradesh, Bihar and Orissa
have already come into existence with the support of India's financial institutions,
concerned State Governments and banks, and are carrying out their activitieson afull-
fledged basis. A Centre for Entrepreneurship Development (CED) was registered in
Madhya Pradesh on 17 November 1988, and later taken up by IFCI. An institute for
Entrepreneurship Development was a so set up at Goaunder DB on the same pattern as
other IEDs. A proposal to set up an IED for North-Eastern Region was also under
consideration by the North Eastern Council. A few State Governments such as those of



Karnataka, Andhra Pradesh, and Rajasthan, have also put forward their proposals for Entrepreneurial
setting up CEDsintheir respective States. These areto be considered on their meritsby Mggﬁggfg‘rﬁ
thefinancid ingtitutions. Thefocus of the national organizationssuchasEDII, NIESBUD,

etc. was on (a) institutional entrepreneurship activities, (b) generating, sharpening and

sharing knowledge through research documentation and publication, (c) creating and NOTES
developing professionalsin the discipline of * entrepreneurship’ to emerge and flourish,
and (e) developing new products and pursuing market segments for carrying the
entrepreneurship development in priority areas and sections of the people. The State-
level Institutions/CEDs provided human resourcesto various State and district EDPs
level organizations engaged in entrepreneurship at the grassroot level. The State-level
organizations also provided industrial extension motivation services, business opportunities
guidance, project counseling, etc., and helped ininitiating entrepreneurship at school
level in the career planning of the younger generation. For this, these organizations
conducted anumber of workshops, seminars, conferences and brought out well researched
publications, for training the entrepreneurs. The organizations also produced anumber
of videofilms asaudio-visual aidsfor training the entrepreneurs and motivating themto
set up enterprises and operate them efficiently.

8.8.1 Management Development Institute (MDI)

For developing and improving the quality of day-to-day management, which is crucia
for the success of any industrial venture, as also, with a view to encouraging
professionalism in management, IFCI had sponsored in 1973, the setting up of the
Management Development Institute (MDI) at Gurgaon (Haryana) near New Delhi.
MDI provides management training, research and consultancy, and its prime goal is
to improve managerial effectiveness in the industry/government and banking' sectors
of the economy. Research studies undertaken by MDI are in both macro areas of
economic and industria development as also in micro areas relevant to a specific industry
or economic activity.

Theorganization'sAnnua Report of 2009 mentioned that M DI had been chosen
by the Department of Personnel and Training, Government of India, as an agency for
conducting thefirst, 15-month Nationa M anagement Programme (NM P) for Government
Officers belonging to IAS/Group ‘A’ Services as well as executives from public and
private sector organizations who have the potential to acquiretop positions.

The MDI conducts management development programmes in various fields.
These include programmes for officers of the Indian Economic Service (IES), Indian
Administrative Service (IAS) and for executives of a number of PSUs such as Oil &
Natural Gas Commission (ONGC), Bharat Heavy Electrical Ltd.(BHEL), Bharat
Aluminium Co. Ltd (BALCO), Export Credit Guarantee Corporation of India(ECGC),
Bureau of Indian Standards (BIS), Hindustan Zinc Ltd (HZL ), Hindustan Machine Tools
Ltd(HMT), Indian Drugs& PharmaceuticasLtd (IDPL), Uttar Pradesh State Industrial
Development Corporation Ltd (UPSIDC), Madhya Pradesh Financial Corporation
(MPFC), etc.

InKarnataka, M DI had a so conducted aprogramme on I dentification, Promotion
and Implementation of Industrial Projects’ (IP1IP), for the officers of District Industries
Centres (DICs) State-level Promotional and Financid Institutions, commercial banks,
etc. Inaddition, anumber of programmes, particularly concerning strategic planning,
marketing and sales, management consultancy, development banking, labour-management
relations, human resources development, evaluation of small industries financing
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performance, role of directors, merchant banking, leasing, working capital financing,
technol ogy transfer, management, documentation and recovery practices of Development
Financing Institutions, etc., were carried out by MDI and its subsidiary Development
Banking Centre (DBC). As many as 23 workshopswere conducted by M DI under the
Planning Commission, International Labor Organization, United Nations Development
Programme, In-house Management Consultancy Development Project (Phasell)

A major effort was also made by M DI inthe areaof consultancy and research.
The focus was not only on developing management consultancy through training
programmes and workshops but also undertaking process consultancy assignmentsin
large complex organizations and directing efforts to develop in-house management
consultancy teams in public utilities. The Consultancy and Research Wings of MDI
havedoneextensivework inareaslike corporate planning, evaluation of gppraisa systems,
feasibility studies, job structuring, management information systems, manpower planning,
marketing appraisal, capital markets, off-shore banking, inter-firm comparison, seed
capital, technology — its relevance, assessment and diffusion, etc.

8.8.2 Entrepreneurship Development Institute of India (EDII)

Entrepreneurship Development Ingtitute of India(EDII), the principal agency with specia
responsibility for entrepreneurship development in the country, has been focusing on
creating curriculum for entrepreneurship development and innovative training techniques
for trainers. TheInstitute has developed an experimental EDP for women, keeping in
view their specia needs and the first such EDP was conducted in September 1988.
Over theyears EDII has carried out experimentsin rural entrepreneurship development
inacluster of villages of U.P. and Orissain collaborationwith avoluntary organization.
EDII prepared avideo cassette on the * focused behaviour event interview technique’
for assessing entrepreneurid potential. In addition, it conducted an entrepreneurs’ mest,
entrepreneurship development orientation programmes and training programme for
trainers, besides giving professional assistance to various institutions for their
entrepreneurial development activities. EDII offersservicesto Sri Lanka, Nepa, Kenya,
Ghanaand other African Commonwealth countries. The Institute has organized aspecid
camp on entrepreneurship in which more than 2,000 students participated in various
activities, creating interest in entrepreneurial pursuits. In the Nehru Centenary Year,
EDII brought out a book titled Self-made Impact-making Entrepreneurs based on a
study undertaken by it.

8.8.3 Science and Technology Entrepreneurship Parks (STEPS)

Aspart of the programme for supporting the setting up of 15 STEPsjointly with other
ingtitutions, IDBI over theyears has assisted seven STEPsviz., those sponsored by the
Birla Institute of Technology (BIT), Ranchi, National Entrepreneurs Chemical Park
(NECP), Regiond Engineering College (TREC), Trichy, Harcourt Butler Technological
Ingtitute (HBTI), Kanpur, Sri Jayachamargendra College of Engineering (SICE), Mysore,
Guru Nanak Engineering College, L udhianaand MaulanaAzad College of Technology,
Bhopal with the aggregate assistance of Rs 6.2 crore. Whilethefirst five STEPswere
sanctioned assistance prior to 198889, the last two were sanctioned assistance during
thereporting period. STEPs proposed by Guru Nanak Engineering College will specidize
inmachinetools and electro-mechanical control equipment whilethe STEP sponsored
by the MaulanaAzad College of Technology will specialize in electronics and power

engineering.



BIT-STEP has developed a unique technology for automatic wire length
measurement system and import substitutive stainless steel wedge wire screen, besides
other technologiesfor industria applications. NECP-STEPisengaged in the preparation
of project profiles of selected imported drugs. TREC-STEP has devel oped technology
for hi-tech paints for nuclear applications, besides other hi-tech and import-substitutive
products. Seven TREC-STEPS entrepreneurs have already started commercial
production.. Student entrepreneursof HBTI-STEP areworking on projectswhichinclude
fibre reinforced concrete and plastic components. SICE-STEP has transferred
technology of liquid level pump controller to one of its entrepreneurs for commercial
exploitation and eight STEP entrepreneurs have established their units.

8.8.4 Institute for Entrepreneurship Development

Institute for Entrepreneurship Development was established as part of a strategy of
giving special attentionto entrepreneurship development needs of the more backward
states. IDBI had proposed to set up Institutes for Entrepreneurship Development (IEDS)
in association with other financial institutions and banks and State Governments. IEDs
that were set up in Uttar Pradesh, Bihar and Orissa have become operational and the
proposed |ED in Madhya Pradesh has been registered.

The lED in UP has conducted 16 EDPs with the participation of 664 trainees,
besides training state level trainers. It has also conducted programmes on industrial
extension motivation, business opportunity guidance and project counseling for women,
entrepreneurial awareness workshop for ex-servicemen, state level meet of EDP
conducting agencies, studieson* Factorsinhibiting and facilitating turnaround possibilities
insmall sector” and “ Relevance of hill wool scheme”. In Orissa, the IED has conducted
11 EDPs which have benefited 307 trainees. It also conducted four Management
Development programmes, four entrepreneurship awareness camps and lecture-cum-
discussion session on “Problems and prospects of Indo-US Trade and Investment”. In
Bihar, the |[ED conducted two EDPs and organized an entrepreneurs’ meet during the
period under review.

8.8.5 Centre for Entrepreneurship Development

The development of entrepreneurs on asystematic basiswas started in 1970. A number
of specidizedingtitutionscameup to providetraining to varioustarget groupsthat included
educated unemployed persons, women, technicians, foremen, rural artisans, physicaly
handicapped persons, etc. The Centre for Entrepreneurship Development (CED),
Ahmedabad, was sponsored by the State government and public sector corporations
concerned withindustrial development inthe State. This Centre conductsentrepreneurship
development programmes. Persons are selected from amongst the employees, workers,
merchants and graduates and training is imparted at six centers. The following are
someof the significant features of the programme of training:
() Before conducting the programme of training, a survey of investment
opportunity ismadefor identifying industries having good scopeinthe area:
(b) Appropriatelinkageis devel oped with various agencieswhich provide support
and service to entrepreneurs in getting finance, readymade sheds, raw
materials and other inputs.
(c) Entrepreneurs are selected through behavioural tests. Due weightage is
given on experience rather than on education or unemployment.
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(d) Programmesof training included theoretica and practical coverage, including
visits to industrial units consistent with the items identified by the
entrepreneurs

(e) Follow-up action is taken by the full-time project leader and individua
attention is given to each entrepreneur trainee.

The success rate of CED programmesis reported to be 66 per cent.
8.8.6 The Entrepreneurial Motivation Centre

The Entrepreneurial Motivation Centre was set up inAssam inthe north-eastern region
of Indiato conduct entrepreneurial development programmes. Intheinitial period, 28
officersdrawn from various departments of the state government weregiventrainingin
entrepreneurial motivation, economic investigation and survey, management of small
enterprise, etc. at the Small Industries Extension Training Institutein Hyderabad. These
officers then joined the various branches of the Entrepreneurial Motivation Training
Centreinsix districts. The Entrepreneurial M otivation Training Centre gavewide publicity
to the entrepreneurial development programmes and invited applications from educated
unemployed persons. Selection was made based on psychological tests and personal
interviews. Selected entrepreneurs were given preliminary motivation training of two
weeksfor developing or strengthening the motivation for self-employment, managerial
and economic aspects of entrepreneuria development. The entrepreneurswere further
assisted in selecting enterprisesfor themselves, conducting guided market surveys and
preparing economically viable and feasible project reports. The Centre acted asalink
agency and helped the entrepreneursin obtaining financefrom banks and other institutions,
and readymade sheds as working space. The centrefurther provided 10 per cent of the
sanctioned amount as seed money wherever necessary. An evaluation revealed that by
March 1975, the number of entrepreneurstrained were 1,550 of which 1,053 (68 per
cent) had completed their project reports and 581 were given in-plant training. Of the
310 entrepreneurs who completed the project reports, 279 (90 per cent) actualy
established their own enterprises and started operations.

8.8.7 The National Institute for Entrepreneurship and Small
Business Development (NIESBUD)

The Government of Indiarecognized the need for anational organizationto serveasan
apex body to co-ordinate thetraining programmes of various centres and organizations
in the country, to train alarge number of trainers and motivators in entrepreneurship
development, to prepareamodel syllabus of training for varioustarget groups and target
aress, etc. Thiswould also acceleratetraining in entrepreneurship.

TheNew Delhi-based Nationa Institute for Entrepreneurship and Small Business
Development (NIESBUD), established by the Government of India, isan apex body for
coordinating and overseeing the activities of variousinstitutions and agencies engaged in
entrepreneurship development particularly intheareaof smal industry and smal business.
Over theyears, the Institute has evolved modd syllabi for training varioustarget groups
— by effective training strategies, methodology, manuals and tools, facilitating and
supporting Central/State governments and other agenciesin executing programmes of
entrepreneurship and small business development; maximizing benefit and accelerating
entrepreneurship development; conducting programmes for motivators, trainers and
entrepreneurs which are commonly not undertaken by other agencies. TheInstituteis
also the secretariat of the National Entrepreneurship Development Board (NEDB), the



apex body which determines policy for entrepreneurship development in the country.
Thelnstitute, therefore, performsthetask of processing the recommendations made by
the Board.

The NESBUD was established with thefollowing objectives:

to accelerate the process of entrepreneurship devel opment ensuring itsimpact
throughout the country and among all segments of the society

to help/support institutions/agencies in carrying out activities relating to
entrepreneurship development with greater success

to evolve standardized process of selection, training support and sustenanceto
potential entrepreneurs enabling them to set up and run their enterprise
successfully

to provide information support to trainers, promoters and entrepreneurs by
organizing documentation and research work relevant to entrepreneurship
development,

to providefunctiona forumsfor interaction and exchange of experiences helpful
for policy formulation and modification at various levels.

Theactivitiesof the NIESBUD include;

evolving effectivetraining strategies and methodology
standardizing model syllabi for training varioustarget groups
formulating scientific selection procedures

devel oping training aids, manuals and tools

facilitating and supporting Central/State/other agencies in executing
entrepreneurship development programmes

maximizing the benefits and accelerating the process of entrepreneurship
development

Thevarious functionswhich the Institute has been called upon to perform are as

falows:

1. Toserveasan apex nationa level institute.

2. Toorganize and conduct training programmes.

3. Tocoordinatethetraining activities of variousinstitutes and organizationsin
the country imparting training in entrepreneurship.

4. Todfiliateinstitutesand organizations conducting entrepreneurship training.

5. Toidentify, trainand assist potential entrepreneurs amongst technical and
non-technical personnel in setting up self-employment ventures in small
industriesincluding serviceindustries.

6. Tohold examinationsand tests and confer certificatesand diplomasonthe
trainers as well astrainees.

7. Toundertake documentation and research inthefields of entrepreneurship
and small business development.

8. To conduct workshops, seminars and conferences, etc. for promotion and
development of entrepreneurship in small scale industries and small
businesses.

9. Topublishliteraturefor furtherance of entrepreneurship and small business
development.

Entrepreneurial
Motivation and
Development

NOTES

Check Your Progress

8. List the functions of
NIESBUD.

Self-Instructional
Material 169



Entrepreneurial
Motivation and
Development

170

NOTES

Self-Instructional
Material

10. To provide aforum for interaction and exchange of views with agencies
engaged invarious aspect of entrepreneurship insmall industries and small
business development.

11. To assist in setting up regional and state level training institutes for
entrepreneurship and small business development.

8.8.8 National Alliance of Young Entrepreneurs (NAYE)

The National Alliance of Young Entrepreneurs has made several schemes for
entrepreneurs’ development in collaboration with public sector banks such as Bank of
India, Dena Bank, Punjab National Bank, Central Bank of Indiaand Union Bank of
India

The objectives of the schemes are:

1. To help young entrepreneurs in identifying investment and self-employment
opportunities.
. Tosecure proper arrangement for their training.

. To provide necessary financial assistance on the basis of project reports
. To secure package of consultancy services.

. Toarrange assistance, facilities and incentives that are extended to entrepreneurs
by the government and other institutions.

g b~ W N

8.9 SUMMARY

Inthis unit you havelearned that entrepreneurial talent can be harnessed by motivating
people and making them capable of perceiving and exploiting business opportunities.

Bothinternal and external factorsinfluence and motivate an entrepreneur. Interna
factors are unique and external factors are common to everyone. The purpose of a
development programmeis to find the inherent talents of an individual in systematic
course of action over a period of time. There are several objectives for conducting
Entrepreneurship Development Programmes (EDPs). Themainintention of EDPisto
promotethetalent of entrepreneurs, to utilize theminaconstructive way and for building
astrong sense of entrepreneurship.

Evaluation of an EDP can bejudged onthe basis of extent of successachievedin
therealization of objectivesestablished under EDP. MDI, EDII, STEPS, IED, NESBUD
and NAY E are some of the organizations providing EDPs.

8.10 KEY TERM

e EDP: Stands for Entrepreneurship Development Programme. A programme
designed to help a person strengthen his entrepreneurial motives and to acquire
skillsand abilities necessary for playing hisentrepreneurial role effectively.

8.11 ANSWERSTO ‘CHECK YOUR PROGRESS

1. Motivation may be defined as a process of inspiring someone to adopt adesired
courseof action. In order to encourage aperson to work hard for achievement of
organizational objectives, hismotives must be satisfied by offering incentives. An



incentiveis something anindividual perceives as helpful towards achieving his
goals. Incentives exist to satisfy human needs.

. Entrepreneurial motivational factors are of twotypes: 1) Interna Factors, which
areuniguein nature. 2) External Factors, which arecommon to everyone

. Economic factors comprise land, labour, capital, raw material and market. Non-
economic factorsrefer tothe social climate for entrepreneurship, and the need to
achieve social mobility, status and respect.

. Provide essential knowledge about theindustry, product, and production methods.
Devedop and strengthen entrepreneurial quality towards achieving the objectives
and goals of the enterprise. Assist the entrepreneur to work effectively in his
present position by exposing himto theleast concept, techniquesand information.

. Theprocess of EDP involvesthe following sequence: 1) Identifying prospective
and right candidates. 2) Training and devel oping entrepreneurial capabilities. 3)
Linking suitable project with each entrepreneur. 4) Equipping them with basic
adminigtrative, financial and manageria capatilities. 5) Providing follow up support
in establishing the venture.

. Anentrepreneur development programme consists of three phases: 1) Pre-training
phase, 2) Training phase, and 3) Post Training phase.

. Entrepreneuria performanceisafunction of thefollowing factors:

Socio cultural background of the entrepreneur, which refers to the
environment in which the entrepreneur was born and brought up. Motivational
Force, which implies the motives which prompt a person to undertake
entrepreneurship e.g. wealth, status, self employment Knowledge and ability of
the entrepreneur, which refers to the education, training and experience of the
entrepreneur; Financial Strength, which meansthe funds which an entrepreneur
can mobilizefrom internal and external sources; Environmental Variables, which
consist of government policies, market conditions, and availability of technology
and labour situation.

. Thevariousfunctionswhich NESBUD performsareasfollows:
(a) toserveasanapex nationd level institution
(b) toorganizeand conduct training programmes

(c) tocoordinatethetraining activities of various institutes and organizationsin
the country imparting training in entrepreneurship

(d) toaffiliateinstitutes and organizations conducting entrepreneurship training

(e) toidentify, train and assist potential entrepreneurs amongst technical and

non-technical personnel in setting up self-employment ventures in small
industriesincluding serviceindustries

(f) tohold examinations and tests and confer certificates and diplomas on the
trainers as well as trainees;

(9) toundertake documentation and research in the fields of entrepreneurship
and small business development;

(h) to conduct workshops, seminars and conferences, etc. for promotion and
development of entrepreneurshipinsmal scaeindustriesand in small business;

(i) to publish literature for furtherance of entrepreneurship and small business
development;
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() toprovideaforum for interactionand exchangeof view with agencies engaged
invarious aspects of entrepreneurship in small industries and small business
development;

(k) to assist in setting up regional and state level training institutes for
entrepreneurship and small business development.

8.12 QUESTIONS AND EXERCISES

Short-Answer Questions
1. What isentrepreneurial development?
. What iseEDP?
. State any four objectives of EDP.
. Write ashort note on MDI.
. Write ashort note on EDII.
. What are the phases of EDP?
. What aretheinternal factorsin entrepreneuria motivation?
8. What arethe external factorsin entrepreneurial motivation?

N o ok WD

Long-Answer Questions
1. What do you mean by development? Discuss the role and relevance of EDPs.
2. Describethe objectives and process of EDP.
3. Explainthefunctionsof variousinstitutionsthat areengaged in EDPs.
4. Evaluation of EDPsisrequired to strengthen the future EDPs? Discuss.
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Case Sudies

Case - 1: Progressthrough Innovation

Throughout history, great innovations have periodically occurred to thrust humankind for ward
with new technologies, new industries, or new economic systems. These innovations were NOTES
scarceprior tothe 1800s, and thosethat werecognize had profound effects on society. Portuguese
navigational instruments, for example, opened the world to rapid colonization, and Scottish
steam enginesand power loomsvaulted usinto theindustrial age. American technol ogy during
the early 20" century created an industrial society founded on enginesof growth such asFord’s
assembly-line technology, Bell’s telephone, and Edison’s electronic system. in recent years,
major innovationsin microelectronics havethrust usinto the postindustrial information age.

Many other innovations have occurred, but their significance has been forgotten along
with most of their inventors. Neverthel ess, efforts by afew inspired entrepreneurs have changed
society in extraordinary ways. One of those wasinventor and entrepreneurs Cyrus McCormick,
who created arevolution in agriculture with thefirst mechanical reaper. Heinvented thereaper
in 1831 and unveiled it in the Shenandoah Valley, cutting 6 acres of wheat in lesstime than a
healthy farmer could cut oneacre.

The McCormick Reaper replaced theway farmers had harvested grain for morethan 2,000
years, and farm productivity wasincreased more than tenfold. Theinvention wasnot, however,
asudden brainstorm. The idea began with McCormick’s father, who was determined to find a
way to provide morefood for America’sgrowing popul ation. He had witnessed starvation in the
cities and undernourished children in townships, and the answer, in his mind, wasto create a
new method of harvesting food grains. Until that time, farmerswould sow only what they could
reap, and the amount they could reap was limited to what they could cut with a hand sickle or
scythe. McCormick’sfather died with hisdream unfulfilled, but young Cyrus pursued theidea.
When thefirst reaper went into production, it created chaos among far mers because those who
had a McCormick suddenly outproduced their neighbors by a substantial amount and could
market grain at very low prices. The farmer whoworked only with a scythe quickly realized that
he had to accept theinevitable change and purchase areaper or lose hisfarm.

However, during those early days farmers had little money, so McCormick founded
International Harvester Corporation, let farmers use the reapers and pay on credit terms, and
soon had sales officesin every stateand territory in the country. Later, McCormick refined his
credit policiesand introduced i nstallment saleswith low down paymentsand periodic payments.
Thisinnovation in financing may have been asmonumental astheinvention of the reaper, and
although a credit craze did not materialize, many companies such as Kraft and Wells Fargo
quickly adopted credit palicies. A commercial finance industry evolved several years later to
provide equipment loans to manufacturers.

M cCormick was an inventor-turned-entrepreneur who recognized the value of marketing,
but he also hired the best people he could find with marketing and engineering talent. He
encouraged them to think and act independently, and many unusual innovations were made.
Prior to the Civil War, for example, the company introduced four-color advertisements and
posters; theseweretheforerunnersof billboards. Later, hecreated brochurestoattract customers,
and these evolved into mail out ordersthat were among thefirst efforts at direct marketing.

The heart of McCormick’s business, however, was his line of International Harvester
machinery. During 20 years spanning the reconstruction period following the Civil War, IH
introduced more than 200 models of field planting and harvesting equipment. Each item was
based on the smpleideathat a standard model using interchangeabl e parts could be produced
in large quantities and sold, repaired, and serviced at very low costs. This system made field
repairs easy and allowed farmers to replace worn machinery parts. The idea was adopted by
Samud Colt, who used interchangeable partsin hismanufacture of firearms, and theWinchester
Company quickly followed. Together, their firearms became legendsin western folklore.

Questions

1 Explain McCormick’s experiencein entrepreneurial terms based on the concepts of Adam
Smith and Carl Menger.
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2 Cyrus McCormick was responsible for the first mechanical reaper and the critical idea of
interchangeable parts; however, the success of McCormick isoften attributed to hisability
to organize a company with exceptionally talented engineers and marketers who were
responsible for most of the firm’s innovations. Evaluate this statement in terms of the
classic idea of an entrepreneur and the concept of corporate entrepreneurship.

3 Compare McCormick’s contributions that led to a revolution in agriculture with Apple
Computer’s introduction of the microcomputer that revolutionized how we think about
information technol ogy.

Source: The Entrepreneurs: An American Adventure (Boston: Enterprise Media, 1987), Film
No 2. Also International Harvester: A History of Invention (Chicago: International Harvester
Corporation, 1964) Also David H.Halt, “ Entrepreneurship New \enture Creation. Prentice-
Hall of India Private Limited, New Delhi, 1998, pp ho: 29-30.
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Case - 2 : Pluck or Persistence?

When shewas 11 years old, Kim Merritt sampled chocolate at a candy store and thought she
could do better. She made here own recipe and began selling small candy barsin her hometown NOTES
of Cumberland, Maryland. The &ffort was much likethat or many youngsterswho open lemonade
standsto ear afew dollarsto spend at the movies; however, people began asking her for more.
Using meager profitsand her mother’skitchen, Kim began making large batches of candy, then
designed her own wrappersand devel oped a commission system for friendswho sold chocol ates
at several schools.

Business was so good that it became an obsession. Kim worked after school, weekends,
and holidays, and aside from a brief period when the health department suspended her opera-
tions until she could obtain proper permits to cook candy, she made candy by hand until she
graduated from high school. At first, she could meet demand without special equipment or
sacrificing other activities, but when sheprovided candy for aschool fund-raising event, demand
exceeded capacity, and Kim found herself buying professional equipment, hiring helpers, and
purchasing bulk supplies.

Looking back, Kim recallsthe obsession, thelong hours, and the challenge to learn about
business. Alwayson theinitiative, Kim set about placing orderswith local stores and devel oping
contractswith dozens of schoolsand civic organizations. Her business, Kim’'s Khocol ates, soon
occupied her entire family and closest friends, and she registered the company and set up a
chocolate boutique. During her first month, shehad 18,000 orders, and before graduating from
high school, Kim was distributing specialty chocolates to retail storesin three states.

In 1989, at age 21, Kim repositioned her company asamagjor distributor of specialty candies
and began planning achain of upscal e chocolate shopsfor the 1990s. The chain would comple-
ment her and manufacturing and distribution system, but it would also mean major changesin her
organization. She paused tothink about her plans, realizing that tolaunch aregional or national
chain would mean acorporate endeavor. Sheand her family could not handleall the responsibili-
ties, and the nature of Kim’'s Khocolates would change. This was not a pleasant thought, al-
though the idea of pursuing amajor business was exciting.

Reflecting on her business, Kim realized that she had had fun and made a great deal of
money, but many people considered her success no more than the luck of a personable young
lady who made good candies and accidentally stumbled into a few good markets. On the other
hand, Kim knew that shehad worked extremely hard to attract clients. Most of her customershad
not been comfortable buying from a young high school student, and she was seldom taken
serioudly by customers until they had dealt with her for along time. Winning over her customers
had always been a challenge to Kim, not a roadbl ock, and creating unusual candieshad been a
joy, not ajob.

Thinking about her plans, she was not anxious to become a corporate manager, and al-
though she had alwaysworked well with others, Kim liked thefeding of independence. Running
a company would mean sacrificing her autonomy, yet the idea of a chain of stores selling her
specialty candies had been adream for years. At the sametime, expansi on would mean financial
risk, and Kim had always avoided debt; shedeelt in cash and had always carefully cal culated her
expenses to avoid even the dightest loss. She realized that she was at choice seemed to be
whether to follow her dream and expand or to be content with her existing business.

Quegtions

1 Identify theentrepreneurial characteristics of Kim Merritt and how they correspond to char-
acteristics described for successful entrepreneurs.

2 Takeaposition regarding thedecision facing Kim whether to expand into achain of stores.
Explain your position in terms of personal objectives you perceive essential to Kimand in
termsof her perceived ahilities.
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3 Based on what you know about Kim and what you believe her characteristics to be, would

you say her success was due to luck or persistence? Explain your position, and how luck
playsarolein any new venture.

Source: Wi liamTucker, “ Campus Capitalists,” Success! October 1985, pp 42-49, and personal
interview with Kim Merritt, Association of Collegiate Entrepreneur convention, March 1990.
Also David H.Holt, “ Entrepreneurship New \Venture Creation. Prentice-Hall of India Private
Limited, New Delhi, 1998, pp no: 29-30.



Case - 3: Flex Banner Print Unit Project - a diversified activity to Case Sudies

start a New Flex Banner Printing Unit in Visakhapatnam

Visakhapatnam, an industrial town, situated at the coastal belt of Bay of Bengal. The city is NOTES
famousfor flex banner printingworks. Theapplicant M/sPrint Word Corporation, Visakhapatnam,
isawel knownin flex banner printing of number of workslikewall posters, hoardings, welcome
banners, invitation bannersetc., isa partnership concern established in 2000. Itisregistered as
asmall scale unit engaged in printing and supplying of flex bannersin different sizeson jobwork
bases. The partners belong to noble industrial family, having experience in the field of offset
printing works aswell asflex banner printing worksfor the past two decades.

Project - Expansion

Finding theincreasing demand from itsexisting customers, continueto be prospective, theunit
has comeforward to embark on the new expansion project of purchase and erection of new flex
banner printing machinery. The following isan appraisal of the various salient features of the
expansion project.

Technical feasibility

The unit is located at 11™ cross road, Yandada, Visakhapatnam, which is a spacious and
accommodative enough for the expansion project also. Theunit islocated in thelabour intensive
area of thecity and hence naturally it enjoysall locational advantages on account of favourable
economic factorslike availability of raw material s, labour, power, transportation facilities, etc.
prevailing in and around itsenvironment. The expansion unit requiresflex rollers(makewith a
special type of plastic sheets), ink and pigmentsasraw materials. All thesematerials areavailable
adequately and easily without any interruption from reputed suppliers in the local market
throughout the year. For this project, the required skilled labourers are available in plenty at
cheaper cost. One of the partners Mr.J istechnically experienced in thefield of flex banner
printing. Heisfamiliar with all techniquesinvolved in theflex banner printingand allied activities.
Hence, he can look after, manage and guide the actual field work and command the labour
towards the achievement of the aims, goal s and objects of the unit.

Thereisno special transformer required for thisexpansion unit, the unit’srequirement of
Power shall be met out by existing surplus load available. The expansion unit’'s proposed
requirement of one flex banner printing machine (Heidelberg Speed Motor 102ZP) is readily
availablefrom reputed suppliersin themarket at competitive price.

Marketability

The unit has come forward with this expansion project in view of persisting demand from
exigting customersonly. The unit presently enjoys agood reputation and patronaged clientele.
Hence, marketing for the expansion unit is not a problem. Moreover, the expansion project is
mainly aimed at executing the orders from existing customers only. The unit can further go
through into the market and devel op the favourable market condition through wide and popul ar
contact, better quality contral policies, competitive pricing , economic paliciesand direct liaison
with customers through own salesforce.

Project Outlay
The outlay for the new flex banner unit project is estimated to be:
(Rs. in 0000)

Cost of one imported used Multicolored flex printing machine | 1438
KORLAND BBV, CB:

Customs Duty on above @ 51% 733
2171
Clearing Expenses, transportation expenses and Erection Expenses 129
2300
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Means of Finance
It is proposed to meet the aforesaid estimated outlay as indicated bel ow”

(Rs. in ‘0000)
Promoters' Contribution: 780
Term Loan from Financia Institutions (70% of Rs.2171): 1520

The promoters of the unit are solvent enough to bring in adequate and required
investmental funds out of their own means presently in the form of deposit with friends and
relatives. The proposedterm loan shall berepaid by 120 equa monthly installmentswith ausual
holiday period of 3 months, spread over aperiod of 11 years.

Capacity, Performance and Profitability

Projected operational capacity and profitability and cash flow statements are submitted separately
with statement of explanatory workings. A perusal of the profitability statements and the projected
cash flow and Balance Sheet shall reveal that the unit’s additional new unit project shall be
economically viable, solvent, prosperous and technically feasible.

Explanatory Working Sheet for Projected Profitability Statement, etc.,

(i) Capacity, Performance, etc.

Theunit at present owns one multicol ored flex banner printing machine. Now it is proposed to
import ancther multicolored flex banner printing machinetoaugment itsbanner printing capacity.
A detailed printing capacity estimateis made asfollows:

(in Rollers)
Existing Proposed
Multicolored Multicolored

Machine Machine

Printing capacity per hour 2.000 2.000

Less: Provision for inefficiency, setting-up time etc., 10% 0.200 0.200

Normal installed capacity per hour 1. 800 1. 800

Per shift of 8 hours 14.400 14.400

Per day of 16 hours 28.800 28.800

Normal installed capacity per annum of 300 days 8,640 8,640

Assume that the expansion project will comeinto installation after 1.4.2009, and then
noticethevariation of unit printing capacity

Before 31-03-2009 8,640 (rollersof flex)
After 1-04-2009 17,280 (rollersof flex)

Thus, the proposed installed capacity of the printing operations after the proposed
expansion project shall be17,280rollersof flex per annum.

It is submitted that the estimated capacity is based on conservative approach only. The
actual installed capacity is greater than this. Further no weightage is given for the unknown
complementary machinery if any in theunit.

Itisplanned to utilizeannually not lessthan 60%; 60%; 65%; 70%; 75%; and 80%; of the
ingtalled capacity during 2008-09—2013-14 respectively.

In other words, the unit estimatesto attain utilizable capacity asindicated bel ow:
(Y ear ending 31¥ March) 2009 2010 2011 | 2012 2013 | 2014
- (in%) 60% 60% 65% 70% 75% 80%
- (inrollers) 5184 10368 11232 | 12096 12960 | 13824




(i) Sales
For multicolored flex banner printing works, a minimum of Rs1800 per roller can berealized

approximately towards sale value. Based on the capacity hypothesisthe turnover for the
ensuring 6 years of operation from 2008-09 shall be asfollows:

(Year ending 315 March) | 2009 2010 2011 2012 2013 2014
Sdesvauein Rs. 9331200 | 18662400 | 20217600 | 21772800 | 23328000 | 24883200
Qty in rollers (5184) | (10368) | (11232) | (12096) | (12960) | (13824)

(iii) Raw M aterialsConsumption

For varioussizes of flex banner printing works, themajor raw materia srequired areflex rollers(a
special type of plastic coated with smooth surface) and printer multicolored cartridge ink. One
kilo of ink can yidd printing results of multicolored impressions on not less than 4 rollers.
Therefore, for thefirst full year of operation not lessthan 2592 (i.e.10368 rollers/4) kilosof ink is
required. An averagerate of Rs.800/- per K.G. isto beapplied toarrive at thecost of ink. Similarly,
theflex roller for jobwork isavailablein the market at the rate of Rs.900 (average) per raller.

(Y ear ending 31% March) 2009 2010 2011 2012 2013 2014
a) flex roller valuein Rs. 4665600 | 9331200 | 10108800 | 10886400 | 11664000 | 12441600
(5184) | (10368) | (11232) | (12096) | (12960) | (13824)
b) Multicolored cartridgeink. | 1036800 | 2073600 | 2246400 | 2419200 | 2916000 | 3110400
(1296) | (2592) | (2808) | (3024) | (3240) | (3456)
5702400 | 11404800 | 12355200 | 13305600 | 14584000 | 15552000

(iv) Direct Labour

With the advent of the proposed new flex banner printing machine, theunit requiresthefollowing
labour at the monthly pay ratesindicated against each of them.

Category No. of Wage Rate Total
Manpower (inRs) (inRs)

Printers 9 6000 54000
Skilled Workers (other then printers) 15 4000 60000
Supervisor 6 3000 18000
Feeders 10 2000 20000
Other Assistants of all category 35 1000 35000
Per month 187000
Hence per annum 2244000

The scales of pay taken for consideration are above the normal rates prevailing in the
market for each type of labour. To proceed further, the labour cost for the first full year of
operation isestimated as under:

Estimated wages per annum . 22,44,000
Add: Bonus, etc. 6 months p.a. asper local customs : 11, 22,000
33, 66,000
(V) Power

Theunit’srequirement for power shall be met out of excess|oad availableinside the premises.
Based on past experience, the estimatesfor theensuring full six years of operationsshall be (Rs.
in*000) 95, 107, 122, 137, 152 abd 167

(vi) Manufacturing Labour charges

Manufacturing works may require positive and negative preparation, designing etc. depending
upon the requirements of the customers' and nature of works which vary from to job to job.

Case Sudies

NOTES

Self-Instructional
Material

183



Case Studies

184

NOTES

Self-Instructional
Material

Hence, a uniform rate cannot be adopted for these works. However, having regard to the
complementary machines, availablewith theunit and based on past experiencetheestimationis
provided for the successive six full years of operation shall be at the rate of (Rs. in *000) 236,
274,296,318, 340 and 362 respectively

(vii) Interest
Term Loan: Maximum interest of 15% p.a. provided on opening rest value.
Questions

1 Explain about the significance in bring out the new Flex Banner unit by M/s Print Word
Corporation, what are environmental factors supporting in promotion of new flex banner
unitin Visakhapatnam

2. Describe your observations on the project outlay in consideration of procurement of raw
materia , man power and marketability of the new project

3 What isyour opinion on this project promotion isit worth enough in the sense of profit
making to the company. Can you ableto assessthe project with the given information or do
you want somemoreinformation if like so explain what more information do you need in
assessment of the project?
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Case- 4 : Adityapur Industrial Area Development Authority
(AIADA): A Zoneof Progress

An unrdenting commitment toindustrial devel opment and meticul ous planning hastransformed NOTES
the Adityapur Industrial Areain Jharkhand into a preferred destination for investors. Located
just 8 km from the stedl city of Jamshedpur, the Adityapur Industrial Areastretchesup to 12 km
along the Jamshedpur Saraikeal-Kharsawan State Highway.

The Jharkhand Department of Industries has plans to devel op the Adityapur Industrial
Areainto amodern city providing all modern amenitiesfor asmall sized Industrial city. Two
modern city centers complexes with modern amenities, markets and residential facilities are
coming up soon.

TheAdityapur Industrial Area Development Authority (AIADA) wasestablished in 1972
for the purpose of promoting industrial growth. There were 50 industrial units at the time.
AIADA isinthe processof acquiring more land to the extent of about 2000 acresfor setting up
Industrial unitsin yearsto come.

Currently, thereare around 1000 small, medium and largeindustrial units having an annual
average turnover of about Rs.3, 500 crore. There are numerous residential complexes, a few
markets, afew small scale hospitalsand clinics, etc. within theAdityapur Industrial Area. The
total investment in Adityapur isto the tune of Rs.3, 000 crore, which isincreasing every year as
moreand moreunitsareattracted tothe fast growing region.

Adityapur Industrial Areaiswell connected by road, rail and air, internally too, it haswell
planned road network of about 45 km with adequate drainage system. The AIADA's proximity to
Ranchi affords certain advantages. A network of highways and railways connects it to
metropolitan citiesand other important regionsof the country. Thereisaproposal to construct
an airport at Adityapur.

In order to meet the demand for high-speed Internet connectivity and cellular phone
services, leading service providers such as Bharat Sanchar Nigam Limited (BSNL), Reliance,
Tatalndicomand Airtel areoperatingin theregion.

Thewater supply totheindustrial unitsin sufficient quantity isdonethrough well planned
water supply system through Sitarampur reservoir with necessary pumping station, overhead
water towers and network of pipelines spread over all the phases of industrial area. A special
purpose company, Adityapur Utilities Limited, has been registered to undertake the responsibility
of rehabilitating and augmenting the present system over a period of 15 years on the basis of
public private partnership.

Uninterrupted power supply isavailablefrom the 140 MW grid sub-station located in the
industrial area. Power Grid Corporation of IndiaLimited, hasa soingalled a400/220 KV grid sub-
station. Four sub-stationsof 33/11 KV havebeen set up in thelndustrial areato cater to the need
of power as per requirement. It is expected that the private sector will play aleading role in
supply and distribution of power in thisregion in the near future.

To facilitatefurther investment, in May 2008, AIADA decided to reducethe annual levy
from the existing Rs.5,000 per acreto Rs.3,000, a movewel comed by medium and small scale
units.

Thekey industriesin AIADA areHeavy/light Engineering (M achining/Fabrication/ Press
shop), Plastic & Rubber, Mineral Based, Ferro Casting, Chemicals, Food & Beverages, Auto
Body Building/Automobiles Services, Electrical Industries, Forging Industries, Pharmaceuticals,
Spongelron and LPG Bottling Plant.

Quegtions

1 Asan Entrepreneur/ Investor do you prefer Adityapur Industrial Areaas your destination
for industry, if so explain what are the mativating factors you have observed in theindustrial
zone or what aredemeritsthat drag you back not to sel ect asthe destination for investment.
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2 “Industrial Zones or Industrial Estates like Adityapur Industrial Area augmenting the
industrieswhich in turn help for economic development of the particular region.” Do you

agree with this statement? Explain the role of industrial zones in industrialization of a
particular region.

3 What isscopefor thecompany like Adityapur UtilitiesLimitedin anindustrial zone-Explain.
Source: Business\World, dated: 23February, 2009, pp: 61
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Case-5: CareerTrack on aRall

Entrepreneurs seldom march to the same cadence of others, and this*“out of step” mindset often
ends up costing entrepreneurstheir jobs. Jimmy Calano had thisexperience early in acorporate
career that ended at age 24. Together with Jeff Salzman, who | eft hisjob at age 28, the partners
set up Career Track in 1982. Their corporate careersat an end, Calano and Salzman built an
organization starting in Calano’sbedroom that today hasnearly $50 million in salesand isthe
leading business seminar company in theindustry.

NOTES

CareerTrack offers more than 3,000 seminars annually in nearly 400 cities on three
continents, and thenumbersarerising. The successof Career Track isbased on astutemarketing
and aclear pictureof thefirm’s customers. By pricing seminars aslow as $45 rather than several
hundred dollars per person, thecompany captured the market for women in emerging professiona
careers. “We gave more value at one-fourth the price,” says Calano. “A lot of people price
seminars according to their costs; we price our programs at what peopl e can afford.”

Among CareerTrack themesare“Imageand Sdf-projection,” “Getting ThingsDone,” and
“How to Get Resultswith People. “Morethan 500 seminar themesexist in thefirm’s portfolio, but
when the business started, adetermined effort was made to i dentify women in dynamic career
positions. Once established, CareerTrack diversified to provide on-site seminars to large
corporations, including IBM, AT& T, and General Motors. Reaching $25 milion in 1986, the
entrepreneurs took aim at government agencies, including the IRS and the CIA. New themes
emerged for corporate and governmental clientele, such as productivity improvement, quality
performance, creativity and office system devel opment.

Calanorecallsthat the company began with avision of successthat had little similarity to
what it istoday. “ You have to understand that | wasjust out of college and still not entirely sure
what my final gradeswerewhen Jeff and | decided to doit,” Calano explains. “Jeff had been
through several jobsin sales, and | had been working for aguy who did the Saturday-morning-
you-are-gonna-get-rich seminars. Every Saturday we' d collect a coupl e of hundred bucks from
20 or 30 people eager to hear how to get ahead in real estate or stocks or something. | realized
very quickly that nearly anyone could put on a seminar with a sexy message, and Jeff and |
decided todoit right.”

CareerTrack’sfirst seminar for working women on “assertivenesstraining” washeldin
aColorado hotel conferenceroom. Calano and Salzman worked for several months
researching the topic and putting the seminar together, then they decided on a $40 fee and
placed several ads, and the company was born.

“The concept wasto provide aval uable seminar worth $40,” explains Calano, “and wefelt
good about what we were offering. The topic seemed obvious because no one seemed to be
paying any attention to working women or their career problems. A half-day seminar on how to
be more assertive in their jobs just seemed theticket. But our so-called vision was just that to
offer one seminar to working women on asserti veness and hopefully make enough to buy tacos
for aweek or two. We had noidea of making lots of money, running coursesfor IBM, or hiring
peoplelike Tom Peterstolead seminars.

“Oncewerealized how many peoplewanted quality seminars,” Calano notes, opportunities
seemed to be everywhere. |f we had mapped out a business plan then, it would havelooked like
a spider web with market opportunities in every direction. College students needed and still
need practical information on writing resumesand getting jobs. Women till need help negatiating
for promotionsand being assertive about their careers. Men need stress management. And we
all need to improveour careers, our self-images, and our knowledge of theworld around us. If we
had not created CareerTrack, someonewould have, and, in fact, alot of companiesare doingthe
samething now. All we hadtodoin 1982 was pick adirection and go. We are still doing that.”

Today, Calano and Salzman spend their time on two distinct business activities. Thefirst,
and most consuming, ismarket research. The second isthe actual development of Career Track
training programs. Success, in their eyes, comesfrom first understanding the $4 billion seminar
andtrainingindustry, then planning carefully to address a distinct customer within that industry.
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Thefirm’sproducts evolvefrom amarketing base, that, today, includesfilms, videos, audiotapes,
books, and seminars ranging to topics from “How to Survive Your college Days’ to “The
Masters of Excellence” by Tom Peters.

Questions

1 Identify and discuss Career Track’ swindow of opportunity. What social or economic changes
occurred to create thiswindow? Do you think thewindow isstill open today? Explain

2. Describethe corridor principleand how it seemed to propel CareerTrack from a Saturday
morning seminar to aglobal business.

3 Put yoursdf in Calano’s shoestoday. What opportunities exist now and for theimmediate
futurein asimilar business?

Source: Interview with Jimmy Calano and staff at CareerTrack. Also Jimmy Calano and Jeff
Salzman, CareerTracking (New York: Smon and Schuster, 1988) pp. 32-34, 95-96. Also
David H.Hoalt, “ Entrepreneur ship New \enture Creation. Prentice-Hall of India Private Limited,
New Delhi, 1998, pp no: 62-63.
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Case-6: Her Own Boss

KatherineMagrini is one of many women who own their own business, and her experienceisnot
very different from others who must contend with being a mother, spouse, and family cheer-
leader in addition to owning and operating a business. Magrini is more successful than most
women (or men). Sheturned her first million at age 28, and ten yearslater sheisona$10 million
annual rall.

NOTES

KatherineMagrini isowner and pres dent of Gardner Spring & Wire Company, A Chicago
Corporation that markets industrial springs and spring assembly hardware. She bought the
company in 1978, hocking everything she had and borrowing morethan amillion dollars, and
although thiswas her first business, she had worked for Gardner (and had become its president)
several yearsearlier whileshewasstill in her early 20s

Magrini grew up in Drumright, Oklahoma, with fivebrothers. With her brothers, she started
working for the Oklahoma Spring Company in sales. Her brotherseventually bought that company,
expanded and bought Gardner Spring & Wire Company. KatherineMagrini was sent to Chicago
to help out there, and she took the fledgling division with only $50,000 in sales to morethan
$400,000 in sales by opening accounts with the federal government and chains such as Ace
Hardware. Sherecallsthat shewasthefirst woman ever to call on AceHardware, and duringthe
1970s when thisgrowth occurred, most of her clientscould not understand that awoman could
sdl industrial hardware.

Thecombination of her brothers' manufacturing businessin Oklahomaand her fast paced
marketing in Chicagowas so successful that the family sold the busi nessfor an undiscl osed but
“nice” sum. With the sale, Katherinefelt she had lost part of herself, and subsequently bought
back the Gardner Company. During her rise to success and while recreating her independent
business, she managed afamily, stayed involved with school and community affairs, and after a
divorceremarried to pursueahappy life-style. She does not speak much about her family except
to say that the television show Dallasheld no surprises for her.

In Katherine Magrini’s mind, thereis nothing more exhilarating than owning your own
business, and for her, thefun isin the challenge of making the firm growsfrom a small business
struggling for a foothold. Today, more and more women and making this choice rather than
pursuing traditional careers. The SBA notesthat for the past ten years, the number of women
starting new ventures is three times as large as the number of men. There are several good
reasons for thistrend. Some women find that owning a businessisthe only way to combinea
decent wage with time for their children by having the flexibility to control their schedules.
Others seethemselves as unlikdy corporate managers, and recognizing the gender problem that
exists for achieving success, they choose the entrepreneurial route. Still others see
entrepreneurship asaway of controlling their lives, pursuing intereststhat would beimpossible
in corporate jobs.

Thereare pricesto pay that many men do not haveto consider. The dual roles of mother
and business owner often conflict, and husbands and wives tend to develop separate career
tracks that often cannot be reconciled. In Magrini’s case, the price was divorce, and although
failed marriagesare not uncommon in America, business pressures played asignificant rolein
dividing her loyalties. Women can also finditslonely in abusinessworld, especialy if business
clientsare predominately men; thistoo was a problem for Magrini. Many women, however, have
businessesthat fit well with their interests and with women customers. Theseinclude services
in beauty care, women'’s clothing, nutrition, education, and entertainment. Nevertheless, being
in business often exacts adoubl e pricefor women, yet for thosewith determination like Katherine
Magrini, therewards can increase at an exponential rate.

Quegtions

1 Describethe nature of small business ownership, and tell how Katherine Magrini fits the
profile of an independent entrepreneur.

2 Discussproblemsfacing small businesses. Contrast these with the caseand discuss possible
issuesthat women entrepreneurslike Katherine Magrini face.
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Alsodiscussthe advantages and disadvantages of unusual enterprises such astheindustrial
spring hardware businessin the case.

Source: Susan Ochshorn, “1 Am My Own Boss’, \enture, July 1986, pp. 46-4. Also David
NOTES H.Holt, “ Entrepreneurship New \enture Creation. Prentice-Hall of India Private Limited,
New Delhi, 1998, pp no: 97-98.
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Case- 7 : The Company as an Environmental Tool

Patagonialnc., wasthe brainchild of Yvon Chouinard, a middle-aged sportsman and weekend
rock climber who turned hisinterestsin outdoor sportsinto a multimillion-dollar enterprise. NOTES
Patagonia has been one of the premiere distributors of outdoor clothing and unusual sporting
accessories for nearly a decade. Specializing in products such as Alpine climbing attire and
tropical beach attire for Jet Skis, the company uses mail-order techniquesto market to asmall
segment of the population ableto afford extravagant pricesfor the highest-quality product line
of itskind.

Chouinard, however, does not describe himself as an avid businessperson or an astute
planner. He explains success as having defined a clear market niche, estimated what people
wanted and could afford, then satisfied their intereststhrough exquisite catal ogs, advertisements,
and public relations. Having accomplished his objectives of serving thismarket, hewas ready to
get out of business several yearsago, “ | didn’t need the power of having a bigger business. |
had no more reason to stay,” he explained. I’ d made a successful company. I’ d accomplished
what | set out to do.

Chouinard had always been concerned about the environment, and hewas on the verge of
selling his company in order to pursue his personal interests in environmental protection.
“What turned mearound wasthe discovery that | could use thecompany asatool,” he said. I'd
never equated business with doing anything good...I" d always thought that if you re going to
do something good, you do it personally”.

Today, Chouinard directs the company’s profits entire to environmental causes, but it is
morethan giving away money. The company recyclesall its paper and morethan 70 percent of
itswaste. It even hasa system for recycled waste from employees’ homes, and through community
programs, Patagonia sponsors environmental speakersand encouragesits executivesto pursue
clean-up efforts. Thistransformation in purpose has had an interesting effect on the company
managers and empl oyees not in tunewith Chouinard's phil osophy haveleft, but in their place
have come more dedicated people and many high-powered executiveswho arethereto pursue
the environmental purpose of being in business. Profits have increased beyond expectations
because earning more profits provides the financial strength to fund more projects. As the
company has grown, its prominence has given management the added strength of palitical
leverage.

In communitiesin several stateswhere Patagonia has operating facilities, managersand
empl oyees can demand environmental action. For example, when Chouinard was contemplating
locating facilitiesin Bozeman, Montana, helashed out at city officials, literally blackmailing
them into environmental action. “I happened to tell them they had an ugly town,” heexplained.
When they asked him about moving there, Chouinard replied, “Well, not until you guys, get
some controls over your future. I' m leaving California because we trashed the quality of life out
there. | don’t want to come up there and do the same goddamn thing.”

Bozeman put in place campaignsto clear out strip malls, tear down billboards, organize
waste recycling, and set up long-term planning for environmental protection. Chouinard has
repeated this scenario several times, and theleverage of his company has paid off. His company
gtill sells clothes and sporting accessories, and it has global markets now in two customer
niches. those who want his extravagant products, and those who feel good about dealing with
acompany that is doing something positive about the environment.

Questions

1 Describe company mission and objectives for Patagonia during its early and recent
endeavors. In your opinion, do these conflicts, or are they compatible with one another?

2 A critical part of good business planning knowswhy a company isin businessand how it
will serveits customers. Explain theseissues with respect to Chouinard asan entrepreneur
and with respect to his company.
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Case Sudies 3 What would you envision as requirements for Patagonia's market research activities?
Financial planning activities?

Sources. Yvon Chouinard, “ Coming of Age,” Inc., April 1989, pp.54. Also “ Patagonia’s

commitment, “ Yosemite Institute Insights, spring 1990, p.1. Also David H.Holt,
NOTES “ Entrepreneurship New \enture Creation. Prentice-Hall of India Private Limited, New Delhi,
1998, pp no: 137-138.
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Case- 8: Putting Serviceon theLine

Steven and Valerie Bursten operatetheir Indianapolisbusiness, Decorating Den Systems, Inc.,
as afamily business. Steven founded the company and set up a franchise system with a very NOTES
clear idea of high-quality interior decorating services. He requires skilled and enthusiastic
franchise owners capable of individuali zed service to clients, providing decorating consulting,
awide sel ection of materials, and accessto name-brand furnishings. Va erie, aformer TWA cabin
attendant, is on theroad selling franchiseswhen sheis not involved in purchasing and training.
The key tothebusiness, sheinsists, istraining. The key to thebusiness, sheinsists, istraining
franchises owners to create a marketing focus on distinct client groups, then helping them to
develop the skill sto complement their talents. Maost franchi se owners arewomen, and being a
rolemodel isimportant toValerie.

In contrast to the Burstens, Nancy and Norman Peters entered business very cautiously.
They opened an independent photoprocessing lab to print high-quality photosfor people who
needed special services not usually provided by the one-hour minilabs. Thewhole point of the
business, Nancy says, was to supplement her husband’s pension. They worked out of their
homein Hendersonville, North Carolina, and set out to find customers. Expecting agood return
on advertising, they placed adsin newspapers and magazines but had disappointing responses.
Business trickled in, but after some months, they realized that most orders were from repeat
customers and almost always for single prints that clients wanted for their own businesses or
promotions. It took several months of heavy losses to realize that their potential for profitable
business rested on large-account photos for commercial uses, not film and photo processing.
Most orders today are for high-quality catalog sheets, postcards, brochures, and promotional
materials.

The concept of David Hall and Pat Gallup, PC Connection sellsan extraordinary range of
accessoriesand equipment for all typesof personal computers. Started in 1982, PC Connection
initially targeted IBM PC markets, and then launched the MacConnection division to handle
Apple products. After seven years, the company topped $100 million in sales. The service
provided by PC Connections has made it one of the most respected firmsin the business. They
werethefirst to provideatoll-free customer servicehotlinewith afull rangeof technical support.
Employees who handle calls are intensively trained not only in technical details but also in
customer service. Youwon't hear “computerese’ spoken by PC Connection employees. Instead,
the emphasisison clarity of explanations and patience with customers who are, for the most
part, not well versed in computer jargon. Elsewhere, aclient may betold to“expect deliveryin
threeto four weeks,” a common practice of mail-order companiesthat do not stock inventory;,
only take orders, and transship products. In contrast, PC Connection will deliver overnight,
guaranteed, and for afixed pricethat most recently was $3 an order.

Questions
1. Identify and contrast the types of business and their markets described in the case.

2 What are the critical success factors in each business? Describe their distinctive
competencies, and express your opinion about what sets them apart.

3 Identify a service-rdated business in your area and describe the services, customers, and
characteristicsthat madeit successful.

Sources: “Insider,” Inc., March 1989, p21; Nancy A. Peters, “ Sharpen Your Focus and Aim
High,” Nation’s Business, August 1988, p.9; and Sylvia Helm, “ Perfect Partners,” \enture,
July 1986, pp.38-39. Also David H.Hoalt, “ Entrepreneurship New Venture Creation. Prentice-
Hall of India Private Limited, New Delhi, 1998, pp no: 232-233.
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Case- 9: Serendipity Enterprises, Inc.

Founder Ken Blakeincorporated Serendipity Enterprises, Inc. (SEI), in 1986 to take advantage of
changes in the tax code. Prior to that time, SEI had been a sole proprietorship, owned and
operated by Blake, askilled printer. Theenterprise evolved from aprinting businessin thelate
1970sto become afast-growing desktop publishing company when it wasincorporated. Blake's
personal skillsin printing, typesetting, and graphicswere enhanced by several key employees
with computer skills. Example of recent SEI contracts include the graphic illustration and
typesetting of a complicated chemistry book for a major publisher and creating an integrated
algebra course using software and student manuals for high schools.

By incorporating, Blake found he could properly write off expenses for business use no
longer allowed for a proprietorship under the 1986 tax revision. Personal health insurance,
businesstravel expenses, and certain interest charges, for example, were treated as corporate
expenses and deductions. He al so established amodest salary for himself, taxabl e as personal
income, and allowed business profits to be appropriately allocated to corporate earnings.

The major reason for incorporating, however, was to protect his family. A dispute over
property in 1985 when Serendipity was still a sole proprietorship had resulted in a serious
lawsuit, and although hewon the suit, herealized that had the decision gonethe other way, his
family assets would have been at risk. With the business growing, there was a higher risk of
litigation, and Blake decided to separate business and personal assets.

Shortly after incorporating, Blake also found tat he had cancer. The cancer was caught
early and its spread arrested, but it gave him pause to think of how the business would be
controlled in hisabsence. Hewas till ayoung man in hisearly 40s, and he had three sons. His
oldest son, ajunior in college, had worked in the business for several years and was skilled at
desk-top work as well as graphics devel opment. Blake's staff included an office manager and
several excellent employees, but on onewho could take over asthe head of a corporation. Aside
from management i ssues, Blake wondered how he could protect hisfamily'sinterest. Hiswife
and sons were minority stockholders, having acquired stock at incorporation from assets that
were transferred to the company. Neverthel ess, Blake realized that if he died suddenly, there
would be a succession problem, and he wondered what would happen to his stock.

Questions

1 Describe the possible advantages and disadvantages for Blake by incorporating. Could a
proprietorship have been more advantageous?

2 Explainthe problemsfaced by entrepreneursfor succession. | n Blake' ssituation, what are
his options?

3 What other forms of business could Blake have chosen? Explain the possibl e advantages
and disadvantages of each.

Source: David H.Holt, “ Entrepreneurship New \enture Creation. Prentice-Hall of India Private
Limited, New Delhi, 1998, pp 381-382
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Case- 10: TheFranchise Option

Founded in 1980, Travel AgentsInternationd, Inc. (TAI), began asaregional travel agentinthe
heart of Florida. The company targeted a “youthful” retired market of affluent people. Most of NOTES
theseretireeshad rel ocated to Floridafrom northern stateswith ample retirement incomes and
theurgetotravel. Looking for unusual tours and recreation opportunities, they usual toursand
recreation opportunities, they represented ahuge market of anxioustravel customers. Most also
visited their previous homes or went north to seefamily members.

Travel AgentsInternational found a profitable niche among retired residents, and within
two years, the company had opened several officesin resort retirement communities. With the
growth in franchising, TAI reorganized in 1982 and began offering franchise offices, each
networked together for an integrated travel system. the company hasretained its headquarters
businessin Seminole, Forida, but now hasnearly 300 franchise | ocations.

Potential franchise owners are screened on application to ensure they have sufficient
resources and career interest in developing a personal service business in travel. The parent
company earned $67,000 net profit on approximately $5 million in grosssalesin 1988 and expected
asimilar financial profileinto 1990s. The sal esfigurerepresented income from franchisees, not
travel sales or services. The company assures potential franchise owners that thisincomeis
adequate to provide franchise services, yet represents alow profit because money isreinvested
in services for new franchise owners.

The company offers franchises at a flat fee of $39,500 for a compl ete busi ness package
that includestraining and help with initial licensing. Depending on thelocation of the business,
the owner will have to spend between $40,200 and $87,600 to furnish an office and acquire
reservationslinkage through travel networks. The owner must arrange hisor her own lease, or
buy alocation, and if the franchiseis successful, the company offers“area’ or master franchise
options. Franchiseroyalty fees are expressad in a fixed monthly charge of $785 with a fixed
advertising charge of $335 per month.

Prospective franchiseowners areinterviewed at their own expense, usually in Florida, and
the company reserves the right to decline an offer to anyone they feel unsuitable for the travel
business. Applicantsmust a so provideafull disclosureof their financial position and demonstrate
the ability to meet franchise costs plus projected operating costs for the first year. Franchisees
buy travel supplies and subscribe to catal ogs from the parent company.

Questions

1 Makealist of questionsyou would ask asa prospectivefranchiseowner, and briefly explain
why these questions are important.

2 Assumethat atypical travel franchise office can expect anet profit after taxes of 8 percent
on sales. Based on caseinformation, what scenario can you describefor salesand profitsif
you bought into this franchise? Would it be a good investment? Why or why not?

3 Visit a local franchise service business with a predefined list of gquestions about the
requirementsfor owning asimilar franchise. Thesewill beused for di scussion and comparison
in class.

Sources: “ The Franchise 100, “ \enture, December 1988, pp. 42-43. Information courtesy of
Travel Agents International, Inc., Seminole, Florida. Also David H.Holt, “ Entrepreneurship
New \enture Creation. Prentice-Hall of India Private Limited, New Delhi, 1998, pp:418..
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Case - 11 : Public Sector Programs Address Seed Capital

Seed capital isalwaysdifficult to arrange, and it is particularly difficult for entrepreneurs who
market unusual products or who have not track record to justify conventional underwriting.
Recognizing thisproblem, public funds are being made available through several statesto help
new ventures. As we entered the 1990s, at least 11 states had substantial investment funds
earmarked for seeding new ventures, and 14 otherswere considering tax-based fundsor legislated
control of state pension funds for this purpose.

Jack Keester is one entrepreneur who benefited from Nebraska's seed capital found.
Keester had devel oped a new power transmission process for making electrical energy more
efficient. The complex technology wasnot understandabl eto conventional lenders, andinvestors
felt the company would betoo risky. The state, however, invested $500,000 in Keester’splanin
exchangefor a35 percent equity position. That wasin 1987, and Keester’ scompany, Addax, Inc.,
posted $700,000 in sales by 1989, proving his system effective and salable. Consequently,
Addax was positioned for growth well into the 1990s, and investors put several million dollars
into the company.

Similar seed capital riskshave occurred el sewhere, and in lowa, the state has poured $4.2
million into 36 new venturessince 1983. Connecticut uses a state-supported limited-partnership
fund toinvest in new ventures. Michigan takesa different approach by underwriting bank loans
through tax-supported insurance, and West Virginiaprovides a50 percent tax credit on qualified
ventures. State officialswho administer fundsare not reluctant to help small ventures, but they
tend to be more enthusiasti c about entrepreneurs who have been ableto attract support form
other conventional or government programs.

Cheryl Mann, for example, was ableto obtain an economic development grant from Virginia
to establish her mushroom food-processing company in asouthern rural areaof the state. Mann
had previoudly qualified for an SBA loan through the Minority Enterprise program to fund her
first-year operations. When the money ran low, Mann demonstrated that her idea was till
feasible, and although she had no collateral assets for extended credit, she convinced state
authoritiesthat the businesswoul d be economically viable and provide additional employment
inher area.

Consider the situation of Maury Brown of Tallahassee, Florida. Brown developed an
unusual method of refrigerating asmall “icehouse” that could be used for storing up to 4 tons of
fish. Hisideawasto have gand-alonesmall refrigerated units that severed asicehouses for rural
fishing villages. Brown had cometo FH oridafrom hishomein theVirgin Idands, where commercial
fishermen often could not get their catches iced down soon enough to prevent spoilage. The
small icehouses could belocated in villages or on outer id andswhere el ectricity was nonexistent
or unreliable. Brown's “iceboxes’ had very little actual ice, but consisted of cooling e ements
that could create afrost on fresh fish. The system was operated through solar cells and storage
batteries. When Brown applied for an SBIR grant in 1989, he was initially turned down, but
Florida busi ness assistance councilor suggested that he should apply for a devel opment grant
from the state and alsol ook into federal programsthat could help Brown introduce his product
in devel oping Caribbean economies

Questions

1 Identify and describe government sponsored finance programsthat Brown could consider
to devel op hisicebox.

2 Brown and Mann areboth minorities. |dentify their optionsfor state or federal support that
could be beneficial. Asidefrom minority issues, Mann also hasan unusual business. What
federal assistance is availableto help her with loans or business devel opment?

3 Research your state programs and describe assi stance available for new ventures or small
business beyond those identified in the text.

Sources. Abby Livingston, “ State Capital,” Venture, May 1989, pp. 57-62; case scenario on
Cheryl Mann courtesy of Cheryl Mann and the Augusta Country Department of Economic
Development, Augusta County, Mirginia; SBIR review on Maury Brown courtesy of Maury
Brown, January 1991. Also David H.Holt, “ Entrepreneurship New \enture Creation. Prentice-
Hall of India Private Limited, New Delhi, 1998, pp: 453-454.
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Case- 12: IsEntrepreneurship Education Useful?

For fivedallars, you can own a“weather stone,” oneof several products being offered by afifth-
gradeclass at the Hunt School in Hunt, Texas. The stoneis no morethan arock mounted on a NOTES
small shinglethat you put outside and watch. If therock iswet, it’sraining; if it’ swhite on top,
it may be snowing... and so on. Theweather stone may be a tongue-incheek product, but the
entrepreneurship class for fifth gradersis not. Fifth and sixth graders run concession stands,
organize car parks for school events, and have created several innovative board games. The
class has been engaged in free enterprise education since 1983, earning as much as $40,000 a
year from projects. Profitsnot only hel p underwrite new projects but al so purchase new school
equipment such as video machines and computers.

Entrepreneurship programsfor youngsters, while applauded by many, are questioned by
some educatorswho insist that they create mercenary instincts at the expense of fundamental
education. Many children find that the stress of trying torun their own businessesistoo much.
Othersfind thereality of hard work to research, develop, and sell something too much; they
prefer to study in traditional ways. Still others find they are simply not cut out to pursue
entrepreneurial careers. Those who support the programs point out, however, that theseresults
are also important to give students a broader perspective on their own career aspirations.

Similar programs for grade school youth exist in dozens of citiesacrossthe United States,
and more are being introduced. At the high schoal levd, activity is often more pronounced.
More than a hundred thousand high school students are involved in special programs and
courses funded through state and local economic education agencies and foundations such as
theHugh O’ Brien Youth Leadership Program. Oneprogram in the South Bronx areaof New York
focuses on disadvantaged youth. Founded by Steve Mariotti, the South Bronx project isdesigned
to giveinner-city youth an alternativeto life on the streets. Mariotti’s program brings students
into seminars, takesthem on toursthrough businesses, andintroducesthem tolocal entrepreneurs
who have succeeded. Students also brainstorm a project, set up the business, and actively
market a product or service. They areresponsiblefor developing their own business plans and
for succeeding or failing with their projects.

All youth programs have several things in common. They require students to develop
their own ideas, plan ventures, devel op their products or services for commercialization, and
then go to market. They do their own market research, product design, licensing, venture
adminigration, sdling, and accounting. In many instances, they also must find financial backing.
Advocates point out that studentslearn awidevariety of new skillsthrough applications. They
are introduced to bookkeeping systems, market research methods, planning systems, and
economic processes. Mariotti claimsthat the most important aspect of hisprogramisthe* psyche’
value of becoming mentally stronger through personal involvement and self-directed activities.

Critics of these programs say that students may benefit from learning the mechanics of
business, but the psychological redirection of effort toward making money is inappropriate.
Young students, they say, should be out playing games and learning humanistic values; older
students should be preparing themsel vesfor careers. The controversy alsoinvolvesthe question
whether entrepreneurship can be taught in the sense that most students simply do not have
entrepreneurial personalities.

Questions

1 Discussthe concept of an entrepreneurial career and whether students can be taught to be
entrepreneurs.

2 Based on what you have covered in this course, describe what you might envision as
beneficial for grade school or high school studentsin course similar tothosein the case.

3 Take a position with respect to the controversy of whether to offer youth programs in
entrepreneurship. Why would you support or oppose them?

Sources: Jeffrey O. Krasner and Jeffrey L. Seglin, “ Dick and Jane Write Business Plan,”
\enture, March 1989, pp. 50-52. Also Seve Mariatti, “ Inc., Coming of Age,” Inc., April 1989,
p.66. Also David H.Holt, “ Entrepreneurship New \enture Creation. Prentice-Hall of India
Private Limited, New Delhi, 1998, pp: 483-484.

Self-Instructional
Material 197



Case Studies

198

NOTES

Self-Instructional
Material

Case- 13: A Minimum Effort Pays Off

Professional Training Systems, Inc. (PTS), produces educational software on interactive
videodiscsfor the health careindustry. Founded in 1988 by John Hayes, PTS expected salesto
break the$10 million mark in 1989 and, with new product devel opment, tripleby 1992. Hayesis
oneof thenew “minimalists’ who hasno aspirations of creating amanaging alarge organization.
With fewer than 30 employees, PTSrelies on strategic alliancesto achieveits objectives.

Staff at PTS has two responsibilities: They conceive of and plan new products, and they
establish the marketing plans to succeed. John Hayes is responsible for orchestrating the
strategic alliances. For example, the company’s most recent product is an interactive video
seriesof training programsfor nurses. The courseware was devel oped for nurseslacking formal
degrees who must meet new federal regulations requiring certain demonstrated skills and
education mandates. Hayes and his staff had the ability to produce the programs, but not to
develop program content or to market to nurses.

Toaccomplish thetask, Hayesformed an dliancewith theAmerican Health Care Association
(AHCA), the Educational Testing Service (ETS) of Princeton, New Jersey, and a Washington
federation of state nursing home groups. Course content and program devel opment wereguided
by AHCA, bringing to the alliance expertise on most aspects of health careaswell asyears as
thepremiere organization concerned with health carepolicieson Capitol Hill. In addition, ETSis
a nationwide testing service famous for administering college entrance exams, SATS, and a
variety of highly reputable public and private qualifications-testing systems. Theroleof ETSin
the alliance wasto administer coursework, monitoring and recording nationwidetesting results
from nurse study programs. The ETS stamp of approval would prove to be an exceptionally
important endorsement.

With AHCA cregting the program and ETS administering it, the Washington federation of
nursing homes provided theinitial test markets and the launchpad for mass circulation of the
courseware. It remained for Hayes's organization to produce the program, manufacture the
products, and implement amarketing plan. Hayesand PTS accomplished all thiswith ahandful
of staff. Production planning and control wasentirely thework of PTS, but expertswere hired for
video graphics, hard-copy publications, and student materials. Production, packaging, and
distribution were accomplished through subcontracting.

The PTS marketing effort was coordinated by Hayes and company; AHCA was given
responsibility for advertising through its monthly journals and magazines; and, in turn, the
company wasinfluential in attracting nurse organizations and nonpraofit organi zations to adopt
the software. The Washington alliance and AHCA were also extremely well networked with
health care organizations where they could encourage institutional adoptions. Thousands of
organi zationswerereached when ETSincluded the programin itsnationwide lists of educational
services.

Questions
1 Describethe marketing objectivesand the marketing plan for PTS, Inc.

2 What advantages and di sadvantages do you envision for the“minimalist” approach? How
doesit changetherolefor an entrepreneur?

3 Identify afamiliar product or service, and explain how amarketing effort might be established
for it using strategicalliances.

Sources: Edmund L. Andrews, “ The New Minimalists,” MVenture, January 1989, pp 37-39. Also
David H.Holt, “ Entrepreneurship New Venture Creation. Prentice-Hall of India Private Limited,
New Delhi, 1998, pp: 308-309.
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Case - 14 : Saf Mativation leads for achievement

Facing the challenges by a woman entrepreneur to bring theindustry on to right track through
her self motivation is key concept of this case. After her father was expired Suneethaa 23 year NOTES
old young woman was forced to take up the charge as a sole proprietor to a Coconut (thelarge
brown seed of atropical palm) Quire Industry. Shewas acommerce graduate and survived with
mother, grand-mother and two younger sisters. The industry was established by Subba Rao,
father of Suneethain theyear 1985 at avillagein East Godavari District of AndhraPradesh. The
basic functionalities of thisIndustry isto collect the Coconut Quire from the nearby villages,
and make them different sizes of thread spindles or make a bundle by pressing the raw quire
through machinery and export the thread spindlesor raw quire bundlesto West Bengal.

Subba Rao was handle this industry with great care since the establishment and earned
good name from the suppliersaswell ascustomers. Theworkers of theindustry are continuing
from the ingpection of theindustry, Subba Rao achieved thisthrough his personal caretowards
hisworkers.

Subba Rao wasexpired in March, 1996, thel ndustry was became aregistered small scale
unitin1994 only. Theunit hashaving aloan of RS.25 lakhs againg on plant and machinery and
building with State Small Industries Financial Corporation and having aworking capital 1oan of
Rs.10lakhs with AndhraBank Limited.

The East and West Godavari Districts were serioudy affected by typhoon in November,
1997 and Coconut trees were also serioudy affected. Nearly 20 to 30 percent of Coconut trees
are felt down, and 30-40 per cent trees arefailed for yielding to number of years. The serious
affect on Coconut plantation given itsimpact on theindustry. Theindustry failed to notice the
unexpected situation. The serious shortage of raw material collection had shown its affect on
meeting the demand of customers. The industry failed to provide work to the workers and
utilizing machinery hours.

Suneethaanew entrepreneur taken thisas achallenging opportunity and prepare plansto
run theindustry by collect theraw material from far places. And convincetheworkersin facing
the adverse situation. Suneetha met all her supplier and said her concern towardsthe damage
happened to them. She applied cost reduction procedure to compensate the over expenditure
incurred in raw material procurement process. Shetook stepsto convey her willing nessto clear
off loans and succeed in convince the financial ingtitution and banker’s for support. The
Andhra Bank Limited came forward and sanctioned Rs.5 lakhs to meet the working capital
demand. By 2000 the Industry slowly reducesthe collection of raw material from far placesand
started call ection from East and West Godavari Districts. The prompt payment by the Industry
attractsthe suppliers. Suneetha brought theindustry on to the right track by 2001; theindustry
started aremarkable profit after tax and interest on loans. Theindustry never failed to pay the
loan installments against long term aswell asshort term loans.

Questions

1 Describethe commitment towardsto face the problem by Suneetha, what arethe plans she
might be implemented to achieve the success.

2 What do you understand the problems with small scale unit and describe the impact of
success or failureon the local areawhereit was excised

3 What are the present problems of women entrepreneurs? Describe the role played by
women entrepreneursin economic development.
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Case-15: Get a“Jolt Out of Life

Just as Coca-Colaand Pepsi were launching their new |ow-caffeine coladrinkstofire yet another
salvo at each other, “ Jolt” came along and grabbed nearly 5 percent of thegiants’ markets. These
ventstook placein 1986, when ahealth-consciousAmericawas clamoring for low everythingin
their refreshments, yet Jolt colawas advertised ashaving “all the sugar and twice the caffeing’
needed to give you ablast with every sip. Johnny Carson and David L etterman put Jolt intotheir
punchlines, and health-conscious consumer groups boycotted the new drink, asking for a
federal investigation to secewhether caffeinelevel swerelegal.

Jolt was founded in Rochester, New York, by Joseph Rapp and his 27-year-old son as an
alternative to the “wimpy-tasting colas’ on the market. They used natural cane sugar and
loaded their cola drink with caffeine at alevel twice as high either Coke or Pepsi (5.9 mg per
ounce, just under the federal limits of6 mg per ounce). The following year, Rapp and son
introduced a low-calorie alternative with NutraSweet, but with the same caffeine level asthe
origina formula

Although most peopl e believed Jolt would be ashort-lived fad, it hasflourished. Reaching
supermarket shelvesand deli cooler, Jolt has national distribution, and the upstart entrepreneurs
arelaughing all theway to the bank. Jolt hasless caffeinethan regul ar coffee, yet it hastheeye-
opening zing to beasubstitute. Noncoffee-drinking studentsfind Jolt an easy way to get rolling
inthemorning or to energizefor late-night studying.

Jolt has madeit to the big time, competing with the giantswhether afad or thereal thing.
Meanwhile, Coke and Peps dugit out for market share, each controlling significant resourcesin
distribution markets, vying for preferential contracts among the leading markers of synthetic
sweseteners, and flexing their marketing muscleto gain shelf-space advantages. Both companies
havethe leverageto negotiate with retailersfor prime shelf space, and both have the purchasing
power to control their supply costs. Both also have hung financial reserves capable of sustaining
acolamarketing war. Jolt is viewed likeamosquito that might get swatted if it continuesto buzz
around the big guys. On the other hand Jolt’sentrepreneurs are not unusually concerned alittle
bitehere and thereisa $20 billion market adds up.

Questions

1 Describe Jolt's position with respect to its suppliers. Is the company vulnerable to its
buyers?

2 How would you describe Jolt's competitive position with respect to the major cola
companies? How could Jolt compete for customers?

Sources: “ New Markets Give Share to Jolt,” Beverage Industry, January 1987, p.12. Also
“Coke vs. Pepsi: ColaWar Marches On,” Walt Sreet Journal, June 3, 1987 p.3. Also David
H.Ho
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