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Module-I

ENTREPRENEUR AND ENTREPRENEURSHIP

According to George Bernard Shaw, people fall into three categories: (i) those who make
things happen. (2) Those who watch things happen, and (3) those who are left to ask what did
happen. Generally, entrepreneurs fall under the first category.

EVOLUTION OF THE CONCEPT OF ENTREPRENEUR

The word ‘entrepreneur’ is derived from the French word entreprendre. It means ‘to undertake’.
Thus, entrepreneur is the person who undertakes the risk of new enterprise. Its evolution is as
follows.

 EARLY PERIOD: The earliest definition of the entrepreneur as a go-between is Marco
Polo. He tried to establish trade route to the far East. He used to sign a contract with a
venture capitalist to sell his goods. The capitalist was the risk bearer. The merchant
adventurer took the role of trading. After his successful selling of goods and completing his
trips, the profits were shared by the capitalist and the merchant.

 MIDDLE AGES: The term entrepreneur was referred to a person who was managing large
projects. He was not taking any risk but was managing the projects using the resources
provided. An example is the cleric who is in charge of great architectural works such as
castles, public buildings, cathedrals etc.

 17th CENTURY: An entrepreneur was a person who entered into a contractual arrangement
with the Govt. to perform a service or to supply some goods. The profit was taken (or loss
was borne) by the entrepreneur.

 18th CENTURY: It was Richard Cantillon, French Economist, who applied the term
entrepreneur to business for the first time. He is regarded by some as the founder of the
term. He defined an entrepreneur as a person who buys factor services at certain prices with
a view to sell them at uncertain prices in the future

 19th CENTURY: The entrepreneurs were not distinguished from managers. They were
viewed mostly from the economic perspective. He takes risk, contributes his own initiative
and skills. He plans, organizes and leads his enterprise.

 20th CENTURY: During the early 20th century Dewing equated the entrepreneur with
business promoter and viewed the promoter as one who transformed ideas into a profitable
business. It was Joseph Schumpeter who described an entrepreneur as an innovator.
According to him an entrepreneur is an innovator who develops untried technology.

 21th CENTURY: Research Scientists live De Bone pointed out that it is not always
important that an individual comes up with an entirely new idea to be called an
entrepreneur, but if he is adding incremental value to the current product or service, he can
rightly be called an entrepreneur.
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MEANING AND DEFINITION OF ENTREPRENEUR

An entrepreneur is ordinarily called a businessman. He is a person who combines capital
and labour for the purpose of production. He organizes and manages a business unit assuming the
risk for profit. He is the artist of the business world.

In the words of J.B. Say, “An entrepreneur is one who brings together the factors of
production and combines them into a product”. He made a clear distinction between a capitalist and
an entrepreneur. Capitalist is only a financier. Entrepreneur is the coordinator and organizer of a
business enterprise. Joseph A Schumpeter defines an entrepreneur as “ one who innovates, raises
money, assembles inputs and sets the organization going with the ability to identify them and
opportunities, which others are not able to fulfil such economic opportunities”. He further said, “An
entrepreneur is an innovator playing the role of a dynamic businessman adding material growth to
economic development”.

CHARACTERISTICS OF AN ENTREPRENEUR

An entrepreneur is a highly achievement oriented, enthusiastic and energetic individual. He
is a business leader. He has the following characteristic:

1) An entrepreneur brings about change in the society. He is a catalyst of change.

2) Entrepreneur is action-oriented, highly motivated individual who takes risk to achieve goals.

3) Entrepreneur accepts responsibilities with enthusiasm and endurance.

4) Entrepreneur is thinker and doer, planner and worker.

5) Entrepreneur can foresee the future, seize market with a salesman’s persuasiveness, manipulate
funds with financial talent and smell error, frauds and deficiencies with an auditor’s precisions.

6) Entrepreneur undertakes venture not for his personal gain alone but for the benefit of
consumers, government and the society as well.

7) Entrepreneur builds new enterprises. He possesses intense level of determination and a desire
to overcome hurdles and solves the problem and completes the job.

8) Entrepreneur finds the resources required to exploit opportunities.

9) Entrepreneur does extraordinary things as a function of vision, hard work, and passion. He
challenges assumptions and breaks rules.

10) Although many people come up with great business ideas, most of them never act on their
ideas.

DEFINITION OF ENTREPRENEURSHIP

In the words of Stevenson and others, “Entrepreneurship is the process of creating value by
bringing together a unique package of resources to exploit an opportunity.” According to A.H.
Cole, “Entrepreneurship is the purposeful activities of an individual or a group of associated
individuals undertaken to initiate, maintain or organize a profit oriented business unit for the
production or distribution of economic goods and services”.

All activities undertaken by an entrepreneur to bring a business unit into existence are
collectively known as entrepreneurship. It is the process of changing ideas into commercial
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opportunities and creating values. In short, entrepreneurship is the process of creating a business
enterprise.

NATURE AND CHARACTERISTICS OF ENTREPRENEURSHIP

Features of entrepreneurship are summarized as follows:

1) It is a function of innovation.

2) It is a function of leadership.

3) It is an organization building function.

4) It is a function of high achievement.

5) It involves creation and operation of an enterprise.

6) It is concerned with unique combinations of resources that make existing methods or
products obsolete.

7) It is concerned with employing, managing, and developing the factors of production.

8) It is a process of creating value for customers by exploiting untapped opportunities.

9) It is a strong and positive orientation towards growth in sales, income, assets, and
employment.

INNOVATION AND ENTREPRENEURSHIP

Innovation is one of the underlying dimensions of entrepreneurship. It is a key function in
the entrepreneurial process. Without innovation, an entrepreneur cannot survive in the modern
competitive business world. Entrepreneurship is a creative and innovative response to the
environment and an ability to recognize, initiate and exploit an economic opportunity. An
entrepreneur is an innovator who introduces who introduces something new in an economy.

As per the Schumpeter’s view, a person becomes an entrepreneur only when he or
she is engaged in innovation .further, innovation is equal to competitive advantage. The
entrepreneurs today realize the need for innovation. Innovation adds value to the product. It is only
through innovation, the organizations can survive the increasing competition in the market place.

RISKS INVOLVED WITH ENTREPRENEURSHIP

Entrepreneurship involves the following types of risks.

1) FINANCIAL RISK: The entrepreneurship has to invest money in the enterprise on the
expectation of getting in return sufficient profits along with the investment. He may get attractive
income or he may get only limited income. Sometimes he may incur losses.

2) PERSONAL RISK: Starting a new venture uses much of the entrepreneur’s energy and
time .He or she has to sacrifice the pleasures attached to family and social life.

3) CARRIER RISK: This risk may be caused by a number of reasons such as leaving a
successful career to start a new business or the potential of failure causing damage to professional
reputation.
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4) PSYCHOLOGICAL RISK: Psychological risk is the mental agonies an entrepreneur
bears while organizing and running a business venturesome entrepreneurs who have suffered
financial catastrophes have been unable to bounce back.

BARRIERS TO ENTREPRENEURSHIP

Entrepreneurial development is very slow in under developed and developing countries.
This is due to the presence of several factors. Gunnar Myrdal pointed out that Asian societies lack
entrepreneurship not because they lack money or raw material but because of their attitudes. These
barriers to entrepreneurship are classified into three as follows:

A. ENVIRONMENTAL BARRIERS

Following are the important environmental barriers to entrepreneurship:

1) Non-Availability of Raw Material: - Non-availability of raw materials especially during peak
season is one of the obstacles inhibiting entrepreneurship. This leads to competition for raw
material.

2) Lack of Skilled Labour: - This is the most important resource in any organization.
Unfortunately, desired manpower may not be available in an organization. This is either due to the
lack of skilled labour or due to lack of committed or loyal employees in the organization.

3) Lack of Good Machinery: - Good machines are required for the production of goods, because
of rapid technological developments, machines become obsolete very soon. Small entrepreneurs
find it difficult to get large amount of cash for installing modern machinery.

4) Lack of Infrastructure: - Lack of infrastructure facilities is a major barrier to the growth of
entrepreneurship particularly in under developed and developing economies. The infrastructural
facilities include land and building, adequate and cheap power, proper transportation, water and
drainage facilities etc.

5) Lack of Fund: - There are various methods by which an entrepreneur arranges for funds, e.g.,
own savings, borrowings from friends and relatives, banks and other financial institutions. Many
people do not enter into entrepreneurial activities because of lack of funds.

6) Other Environmental Barriers: - Lack of business education, Lack of motivation from
government, corruption in administration, high cost of production etc. are the other environmental
barriers that inhibit the growth of entrepreneurship in underdeveloped countries.

B PERSONAL BARRIERS
Personal barrier are those barriers that are caused by emotional blocks of an individual. Some

of the personal barriers may be outlined as below:

1) Unwillingness to Invest Money: - Even though people have money, still they do not
come in entrepreneurship. They are not willing to take the risk of investing money in business.

2) Lack of Confidence: - Many people thing that they lack what it takes to become an
entrepreneur. They feel that they could not master all the skills. Thus most people are reluctant to
become entrepreneurs.

3) Lack of Motivation: - When an individual starts a new venture, he is filled with
enthusiasm and drive to achieve success. But when he faces the challenges of real business or bears
loss, or his ideas don’t work, he loses interest or motivation.
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4) Lack of Patience: - The desire to achieve success in the first attempt or to become rich
very soon is the prime motivating factor of modern youth. When such dreams do not come  true ,
they lose interest. This gradually drives to fail in business.

5) Inability to Dream: - Entrepreneurs, who are short on vision or become satisfied with
what they achieve, sometimes lose interest in further expansion/growth of business.

C SOCIAL BARRIERS

The social attitude inhibits many people even from thinking of starting a business. The
important social barriers are as follows.

1) Low Status: - The society things that entrepreneurs are the people who exploit the
society. Thus the attitude of the society towards entrepreneurs is not positive.

2) Custom and Tradition of People: - Most people want a real job. Even parents who are
entrepreneurs wouldn’t like their children to be entrepreneurs. Thus lack of support from society
and family hinder the growth of entrepreneurs.

ENTREPRENEURSHIP IN KERALA

Kerala is industrially backward. There are many reasons for this condition. One of the
important reasons is lack of an entrepreneurial class. The trade and the commerce of the state were
originally in the hands of outsiders who migrated to Kerala for business purposes. Later on
Christians and Muslims entered the field of business. Majority of the people of Kerala show no
interest in trade and commerce. Everybody wants a white-collar job. Further adequate funds are not
being channelized into entrepreneurial activities. A considerable portion of capital is being utilized
for non-productive purposes. For example, people spend much of their savings in constructing
houses. This tendency is very prominent in Malabar. People working in Middle East are interested
in acquiring landed property and Gold with their savings.

Another cause for the state’s poor entrepreneurship is the large amount of capital is flowing
out of state. For instance, LIC collects huge funds from within the state, but utilizes only a very
little portion for the state’s development.

FACTORS AFFECTING ENTREPRENEURIAL GROWTH

There are large number of varied factors which contribute to the growth of entrepreneurship. These
factors can be broadly classified into five.

 PSYCHOLOGICAL FACTORS: - Inspiration for achievement prepares an entrepreneur to
set higher goals and achieve them. The important psychological factors influencing
entrepreneurial growth may be outlined as below:

(A) Need for Achievement: - Need for achievement means the drive to achieve a goal. People
having need for achievement will be so much self – confident that they do not believe in mere
luck. If an individual has need for achievement, he will become a successful entrepreneur.

(B) Personal Motives: - These have been found to be one of the crucial factors responsible for
entrepreneurship amongst individuals. Bill Gates dreamt that one day he would become the richest
person. His dream became a reality later.
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(C) Recognition: - Many people become successful entrepreneurs just for getting recognition
from others.

(D) Need of Authority: - ‘Need of authority’ will inspire men to work. When they become
entrepreneurs, they can exercise authority over managers, employees etc.

 CULTURAL FACTORS: - Culture consists of (1) Tangible man – made objects like furniture,
buildings etc.., (2). Intangible concepts like Laws, morals, knowledge etc.., (3) Values and
behaviour acceptable within the society. The important cultural factors influencing
entrepreneurial growth are briefly explained as follows:

(A) Culture: - Culture is closely related with accepted values and human behaviour. For e.g.
some societies have customs of polygamy and some have not.

(B) Religious Belief: - According to Max Weber, entrepreneurism is a function of religious belief
and the impact of religion shapes the entrepreneurial culture. He emphasized that the
entrepreneurial energies are exogenous supplied by means of religious belief.

(C) Minority Groups: - Hoselitz explained that the supply of entrepreneurship is governed by
cultural factors, and culturally minority groups are the spark plugs of entrepreneurial and
economic development. Minority groups like the Jews and Greeks in Medieval Europe, the
Lebanese in West Africa, the Indians in East Africa has important roles in promoting economic
development.

(D) Spirit of Capitalism: - It guides the entrepreneur to engage in activities that can bring more
and more profits. The profit motive character coupled with the attitude towards acquisition of
money urges the individual to start new venture.

 SOCIAL FACTORS: - What mould a man into an entrepreneur is the sociological and
environmental factors during childhood, and at the school, personal experience in adult life at
the college and job environments, the mobility, occupation and support from parents. The
social factors include:

(A) Legitimacy of Entrepreneurship: - System of norms and values within a socio – cultural
setting is responsible for the emergence of entrepreneurship. The degree of approval or
disapproval granted to entrepreneurial behaviour will influence its emergence and its
characteristics if it does emerge.

(B) Social Marginality: - Individuals or groups on the perimeter of a given social system or
between two social systems provide the personnel to assume the entrepreneurial roles. Social
marginality is likely to promote entrepreneurship are largely determined by two factors, namely
the legitimacy of entrepreneurship and social mobility.

(C) Family, Role Models and Association with Similar Type of Individuals: - If an individual
has a supportive family, he or she is more likely to become an entrepreneur. Similarly, if an
individual has role models who have been successful in entrepreneurship, certainly, he may be
motivated to start ventures. If a person is in association with entrepreneurs, this may add to his or
her desire of setting up a new venture. Reliance, Tata, Birla etc. are the industries depend upon
family based inheritance. Roberts (1991) has developed the idea of the ‘entrepreneurial heritage ‘
to describe the importance of the family background for the entrepreneur. This heritage includes
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factors such as the father’s occupation, the family work ethic and religion, family size and the first
born son, growing up experience and so on.

(D) Caste System: - Certain religions and caste encourage the growth of entrepreneurial talent.
Some religious communities like the parsees, marwaris and sindhees seem to have an affinity for
entrepreneurial activity. The caste system in Hindu society has promoted to the growth of business
and professional skills.

(E) Occupation :- Those born in rich families with silver spoons in their mouth have not only an
advantage of having financial resources for carrying out business but also learn the business skill
by continuous interaction and contacts with parents, customers, employees and visitors in family
shops, offices and homes.

(F) Education and Technical Qualifications: - Education is the best means of developing man’s
resourcefulness which encompasses different dimensions of entrepreneurship. It may be expected
that the high level of education may enable the entrepreneurs to exercise their entrepreneurial
talent more efficiently and effectively.

(G) Social Status: - Every human being aspires for a high social status and once he achieves a
reasonable level, his aspirations and desires for its start getting multiplied. People work hard to
maintain their status as it also contributes to their entrepreneurial growth.

(H) Social Responsibility: - It is the obligation to the society in which the business enterprise
operates. An entrepreneur generates employment for others besides helping himself.

 ECONOMIC FACTORS: - Economic factors also influence the growth of entrepreneurship.
The important economic factors are:

(A)Infrastructural Facilities: - Entrepreneurship development requires certain basic
infrastructure like power, transportation, communication, technical information etc. These provide
external economies and improve the efficiency of investments by entrepreneurs. These
infrastructural facilities are scarce in less developed countries. The entrepreneurs themselves have
to procure these facilities at their own cost. They have to obtain these facilities at higher costs.
This will greatly discourage the entrepreneurship development. In advanced countries, those who
are desirous of starting an enterprise will find no difficulty in procuring the infrastructural
facilities at reasonable costs.

(B) Financial Resources: - Finance is the life blood of business activity. Capital is required to
obtain materials, machinery, equipment, etc. and to undertake innovation. Capital is regarded as
lubricant to the process of production. The lack of financial resources discourages the youth and
potential entrepreneurs to start new ventures. Hence, the need for fixed and working capital should
be adequately met if new entrepreneurs are to come forward and grow.

(C) Availability of Material and Know – How: - Entrepreneurship is encouraged only if there is
an adequate supply of materials and know-how. Easy availability of materials attracts more
individuals towards entrepreneurship. Technical know-how is essential for innovation. With
technical knowledge, men discover more and sophisticated techniques of production.

(D) Labour Conditions: - The quality rather than quantity of labour is another factor which
influences the emergence and growth of entrepreneurship. The availability of cheep labour
positively affects entrepreneurship. Labour problem can be solved not by capital intensive
technologies but by increasing their mobility, by offering them facilities, incentives and
concessions in every remote corner of the country.
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(E) Market: - The size and composition of market influence entrepreneurship in their own ways.
Practically, monopoly in a particular product in a market becomes more influential for
entrepreneurship than a competitive market.

(F) Support System: - Ability, initiative and support systems include financial and commercial
institutions, research, training, consultancy services, ancillary industry etc.

(G) Government Policy: - The socio- political and economic policies of the government inhibit or
foster entrepreneurial growth. Land and factory sheds at concessional rates, adequate sources of
power, supply of materials and other physical facilities should be provided by the government to
facilitate the setting up of new enterprises. The government has a dominant role to play in the
industrial development of backward regions with a view to attain a balanced regional
development.

 PERSONALITY FACTORS: - The supply of entrepreneurship in a society is largely
influenced by the presence of individuals with the initiativeness, foresightedness and organizing
and managerial competence. The following personality factors contribute to the entrepreneurial
development:

(A). Personality: - The entrepreneurial personality comprises of the person, his skills, styles and
motives. Impressive personality and individual skill help to develop entrepreneurship. These
qualities are required for entrepreneurs because they have to work with officers, managers,
engineers, labourers, customers, investors, govt. officers, ministers etc.

(B). Independence:-Another personality factors which influences entrepreneurship is
independence. An entrepreneur works out plans on his own, searches and explores resources and
experiences and uses inner urge to make the enterprise a success instead of waiting for
suggestions or directions from others.

(C). Compulsion: - Certain compelling reasons also force the people to become entrepreneurs.
These include: (a) unemployment or dissatisfaction with existing job or occupation, (b) to use
technical or professional knowledge and skills, (c) to put the idle funds to use. A large number of
technically qualified people after gaining initial experience and confidence and not being satisfied
by their growth in the profession have a compulsive reason to try entrepreneurship.

QUALITIES OF A SUCCESSFUL ENTREPRENEUR

In order to organize and run it successfully, the entrepreneur must possess some qualities and traits.
They are as following:

1) Willingness to Make Sacrifices and Assume Risks: - A new venture is full of
difficulties and unanticipated problems. In such an inhospitable environment entrepreneur has to be
prepared to sacrifice his time, energy and resources in order to carry out the venture and make it
success.

2) Hard Work: - Willingness to work hard distinguishes a successful entrepreneur from an
unsuccessful one. For example, Assim Premji (chairman of Wipro) works in his office fourteen
hours every day. He is a successful entrepreneur. He is one of the richest persons in India.

3) Optimism: - Successful entrepreneurs are not worried by the present problems that they
face. They are optimistic about the future. This enhances their confidence and drives them towards
success. Some of the world’s greatest entrepreneurs failed before they finally succeeded.
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4) Self Confidence: - This is the greatest asset of a successful entrepreneur. He must have
the confidence to make choices alone and bounce back when he fails.

5) Leadership: - Successful entrepreneur generally has strong leadership qualities. He
should be a good judge of human nature and a good leader. He must be able to select, train and
develop persons who can properly manage and control the labour force. McClelland identified two
main characteristics in an entrepreneur- (1) Doing things in a new and better manner. (2) Decision
making under uncertainty. A successful entrepreneur must be capable and well-informed, a
successful leader of men, a keen judge of things, courageous and prudent. Above all he must be
gifted with a large measure of practical common sense. There are not many Fords, Tatas, Birlas,
Thapars and Ambanis in the world. Entrepreneurship is not limited to any class, community or
religion. There is no age bar, for any person who possesses certain behavioural traits and attitudes
can work to become an entrepreneur.

NEED FOR ACHIEVEMENT (ACHIEVEMENT MOTIVATION)

It is the psychological need to achieve. It provides drive to the entrepreneur
to set up a new venture, to achieve targets, to sense problems and opportunity, to take much risk so
as to run the business successfully. It is nothing but a person’s desire either for excellence or to
succeed in competitive situation. Thus achievement motivation means a drive to overcome
challenges in reaching higher goals. It is a strong desire to achieve a higher goal and make dreams
come true. In short it is the strong desire to win.

TYPES OF ENTREPRENEURS

Entrepreneurs may be classified in a number of ways.

A. ON THE BASIS OF TYPE OF BUSINESS.

Entrepreneurs are classified into different types. They are

1) Business Entrepreneur: He is an individual who discovers an idea to start a business
and then builds a business to give birth to his idea.

2).Trading Entrepreneur: He is an entrepreneur who undertakes trading activity i.e;
buying and selling manufactured goods.

3) Industrial Entrepreneur: He is an entrepreneur who undertakes manufacturing
activities.

4) Corporate Entrepreneur: He is a person who demonstrates his innovative skill in
organizing and managing a corporate undertaking.

5) Agricultural Entrepreneur: They are entrepreneurs who undertake agricultural
activities such as raising and marketing of crops, fertilizers and other imputs of agriculture. They
are called agripreneurs.

B. ON THE BASIS OF USE OF TECHNOLOGY: Entrepreneurs are of the following types.

1) Technical Entrepreneur: They are extremely task oriented. They are of craftsman type.
They develop new and improved quality goods because of their craftmanship. They concentrate
more on production than on marketing.
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2) Non-Technical Entrepreneur: These entrepreneurs are not concerned with the technical
aspects of the product. They develop marketing techniques and distribution strategies to promote
their business. Thus they concentrate more on marketing aspects.

3) Professional Entrepreneur: He is an entrepreneur who starts a business unit but does
not carry on the business for long period. He sells out the running business and starts another
venture.

C. ON THE BASIS OF MOTIVATION:

Entrepreneurs are of the following types:

1) Pure Entrepreneur: They believe in their own performance while undertaking business
activities. They undertake business ventures for their personal satisfaction, status and ego. They are
guided by the motive of profit. For example, Dhirubhai Ambani of Reliance Group.

2) Induced Entrepreneur: He is induced to take up an entrepreneurial activity with a view to avail
some benefits from the government. These benefits are in the form of assistance, incentives,
subsidies, concessions and infrastructures.

3) Motivated Entrepreneur: These entrepreneurs are motivated by the desire to make use of their
technical and professional expertise and skills. They are motivated by the desire for self-fulfillment.

4) Spontaneous Entrepreneur: They are motivated by their desire for self-employment and to
achieve or prove their excellence in job performance. They are natural entrepreneurs.

D. ON THE BASIS OF STAGES OF DEVELOPMENT: They may be classified into;

1) First Generation Entrepreneur: He is one who starts an industrial unit by means of his own
innovative ideas and skills. He is essentially an innovator. He is also called new entrepreneur.

2) Modern Entrepreneur: He is an entrepreneur who undertakes those ventures which suit the
modern marketing needs.

3) Classical Entrepreneur: He is one who develops a self supporting venture for the satisfaction of
customers’ needs. He is a stereo type or traditional entrepreneur.

E. CLASSIFICATION ON THE BASIS OF ENTREPRENEURIAL ACTIVITY: They are
classified as follows:

1) Novice: A novice is someone who has started his/her first entrepreneurial venture.

2) Serial Entrepreneur: A serial entrepreneur is someone who is devoted to one venture at
a time but ultimately starts many. He repeatedly starts businesses and grows them to a sustainable
size and then sells them off.

3) Portfolio Entrepreneurs: A portfolio entrepreneur starts and runs a number of
businesses at the same time. It may be a strategy of spreading risk or it may be that the entrepreneur
is simultaneously excited by a variety of opportunities.

F. CLASSIFICATION BY CLARENCE DANHOF: Clarence Danhof, On the basis of American
agriculture, classified entrepreneurs in the following categories:

1) Innovative Entrepreneurs: They are generally aggressive on experimentation and
cleverly put attractive possibilities into practice. An innovative entrepreneur, introduces new goods,
inaugurates new methods of production, discovers new markets and reorganizes the enterprise.
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Innovative entrepreneurs bring about a transformation in lifestyle and are always interested in
introducing innovations.

2) Adoptive Or Imitative Entrepreneurs:  Imitative entrepreneurs do not innovate the
changes themselves, they only imitate techniques and technology innovated by others. They copy
and learn from the innovating entrepreneurs. While innovating entrepreneurs are creative, imitative
entrepreneurs are adoptive.

3) Fabian Entrepreneurs: These entrepreneurs are traditionally bounded. They would be
cautious. They neither introduce new changes nor adopt new methods innovated by others
entrepreneurs. They are shy and lazy. They try to follow the footsteps of their predecessors. They
follow old customs, traditions, sentiments etc. They take up new projects only when it is necessary
to do so.

4) Drone Entrepreneurs: Drone entrepreneurs are those who refuse to adopt and use
opportunities to make changes in production. They would not change the method of production
already introduced. They follow the traditional method of production. They may even suffer losses
but they are not ready to make changes in their existing production methods.

There is another classification of entrepreneurs. According to this, entrepreneurs may be
broadly classified into commercial entrepreneurs and social entrepreneurs.

Commercial Entrepreneurs: They are those entrepreneurs who start business enterprises for their
personal gain. They undertake business ventures for the purpose of generating sales and profits.
Most of the entrepreneurs belong to this category.

Social Entrepreneurs: They are those who identify, evaluate and exploit opportunities that create
social values and not personal wealth. Social values refer to the basic long standing needs of
society. They focus on the disadvantaged sections of the society. They play the role of change
agents in the society. In short, social entrepreneurs are those who start ventures not for making
profits but for providing social welfare.

COPRENEURS

Copreneurs are entrepreneurial couples who work together as co-owners of their business.
They are creating a division of labour that is based on expertise as opposed to gender studies show
that companies co-owned by spouses represent one of the fastest growing business sectors. Marcia
Sherrill with her husband William Kleinberg (USA) runs Kleinberg Sherrills, a leather goods and
accessories business. She says, “There is nothing more exciting than nurturing a business and
watching it grow with someone you love.”

INTRAPRENEURS

The term intrapreneur was coined in USA in the late seventies. Many senior executives of
big companies in America left their jobs and started small business of their own. They left the
organisation because they did not get any opportunity to apply their own ideas and innovative
ability. These entrepreneurs become successful in their own ventures. Some of them caused a threat
to the corporations they left. This type if entrepreneurs have come to be called Intrapreneurs. They
believe strongly in their own talents. They have desire to create something of their own. They want
responsibility and have a strong drive for individual expression and more freedom in their present
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organisational structure. When this freedom is not forthcoming, they become less productive or
even leave the organisation to achieve self actualisation elsewhere.

ULTRAPRENEURS

Now-a-days, new products and services are conceived, create, tested, produced and
marketed very quickly and with great speed. Therefore, today’s entrepreneur needs to have a
different mindset about establishing and operating a business. This mindset is called
ULTRAPRENEURING. An entrepreneur with this mind set is known as Ultrapreneur. The
concept of Ultrapreneuring is to identify a business opportunity, determine its viability and form a
company. It requires assembling a super competent management team, who then develop, produce
and markets the product or service in the shortest optimum time period. They create business and
then sell out, merge or combine.

FUNCTIONS OF AN ENTREPRENEUR

Entrepreneur is a lead player in the drama of business. According to Kilbt, an entrepreneur has to
perform four groups of functions:

EXCHANGE RELATIONSHIP:
1) Perceiving market opportunities
2) Gaining command over scare resources.
3) Purchasing inputs.
4) Marketing of the products and responding to competition.

POLITICAL ADMINISTRATION:
1) Dealing with public bureaucracy (concession, licences and taxes)
2) Managing the human relation within the firm.
3) Managing customer and supplier relations.

MANAGEMENT CONTROL:
1) Managing finance.
2) Managing production.

TECHNOLOGY:
1) Acquiring and overseeing assembly of the factory.
2) Industrial engineering.
3) Upgrading process and product quality.
4) Introducing new products.

According to Arther H. Cole, an entrepreneur performs the following functions:

1) Determining the objectives of the enterprise and revising the objectives in the light of
changed circumstances.

2) Developing an organization including efficient relations with subordinates and all
employees.

3) Securing adequate finance.
4) The requisition of efficient technological equipment.



SCHOOL OF DISTANCE EDUCATION

ENTREPRENEURSHIP DEVELOPMENT 17

5) Developing a market for the products and devising new products to meet customers
demand.

6) Maintaining good relations with public authorities and with society.

ENTREPRENNEURIAL COMPETENCIES

Competency is a characteristic of a person, which results in effective and/or superior performance
in a job. It is a combination of knowledge, skills and appropriate motives or traits that an individual
must possess to perform a given task.

MEANING OF ENTREPRENEURIAL COMPETENCIES

It is defined as characteristics such as generic and special knowledge, motives, traits, self-
image, social roles and skills which result in birth of a venture, its survival and/ or growth. In short,
the competencies required by an entrepreneur for starting a business venture and carrying it on
successfully are known as entrepreneurial competencies.

TYPES OF ENTREPRENEURIAL COMPETENCIES

It may be classified into two types:

A) PERSONAL ENTREPRENEURIAL COMPETENCIES: These are required to perform the
tasks effectively and efficiently. This includes the following:

 Initiative: It is an inner urge in an individual to do or initiate something.

 Ability to See and Act on Opportunities: Entrepreneurs look for opportunities and take
action on such opportunities.

 Persistence: It means the capacity or skill to take repeated and different actions to
overcome obstacles.

 Information Seeking: A successful entrepreneur always keeps his eyes and ear open. He
should accept new ideas which can help him in realizing his goals. He is ready to consult
experts for getting their expert advice.

 Concern for High Quality of Work: Entrepreneurial persons act to do things that meet or
beat existing standards of excellence.

 Commitment to Work: Successful entrepreneurs are prepared to make all sacrifices for
completing the commitments they have made.

 Commitment to Efficiency: Entrepreneurial persons have to look and find ways for or find
ways to do things faster or with fewer resources or at a lower cost. They should try new
methods aimed at making work easier, simpler, better and economical.

 Systematic Planning: Entrepreneurial persons should be able to develop and use the logical
step by step plans to reach goals.

 Problem Solving: Entrepreneurial persons are supposed to possess the skill of identifying
new and potentially unique ideas to reach goals. They should generate new ideas or
innovative solutions to solve problems.

 Assertiveness: They assert own competence, reliability or other personal or company’s
qualities. They also assert strong confidence in own company’s products or services.
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 Persuasion: Entrepreneurs should have the ability to successfully persue others to perform
the activities effectively and efficiently.

 Use of Influence Strategies: Entrepreneurs should have the competence of using a variety
of strategies to influence others. Such entrepreneurs can develop business contacts and use
influential people to accomplish his/her own objectives.

B) VENTURE INITIATION AND SUCCESS COMPETENCIES:

An entrepreneur must also posses the competencies required for launching the enterprise and for its
survival and growth. These competencies may be further divided into two categories of
competencies:

1.  ENTERPRISE LAUNCHES COMPETENCIES: These include the following:

 Competency to understand the nature of business.

 Competency to comply with Government regulations.

 Competency to deal with the business.

 Competency to finance the business.

 Competency to locate the business.

 Competency to plan the marketing strategy.

 Competency to choose the type of ownership.

 Competency to obtain technical assistance.

 Competency to develop a business plan.

 Competency to determine the potential as an entrepreneur.

2.   ENTERPRISE MANAGEMENT COMPETENCIES: These include the following:

 Competency to protect the business.

 Competency to manage customer credit and collection.

 Competency to manage the finances.

 Competency to manage the business records.

 Competency to manage sales efforts.

 Competency to promote the products and services of the business.

 Competency to manage human resources.

 Competency to manage the business.

WOMEN ENTREPRENEURS

Women constitute about 50% of the world population. In traditional societies, they are
confined to performing household activities. Hence women are generally called home makers. But
today, in modern society, they have moved out of the house and are taking part in all areas of life.
Today, the entrepreneurial world is open to the womenfolk. Thailand tops the list with 18.5% of
women as entrepreneurs followed by India with 14.1% women entrepreneurs. Japan has the lowest
rate of women entrepreneurs with just 0.6% women as entrepreneurs.
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THE CONCEPT OF WOMEN ENTREPRENUERSHIP

According to the general concept, women entrepreneur may be defined as a women or a
group of women who initiate, organize and operate a business enterprise. The Government of India
has defined a women entrepreneurship as “an enterprise owned and controlled by a women having
a minimum financial interest of 51% of the capital and giving at least 51% of the employment
generated in the enterprise to women”. Kerala Government defined women industrial units as units
owned/ organized by women and engages in small scale and cottage industries with not less than
80% of the total workers as women. With effect from 6th Feb. 1992, the definition of ‘Women
Entrepreneurs’ Enterprises is as follows: “A small scale industrial units/industrially related services
or business enterprise managed by one or more women entrepreneurs in proprietary concerns in
which she/they will individually or jointly have share capital of not less than 51% as partners/
shareholders / directors of private limited company, members of co-operative society”.

REASONS FOR THE SLOW GROWTH OF WOMEN ENTREPRENEURSHIP IN KERALA

In spite of the initiatives taken by the government, the growth of women entrepreneurship is
very slow in the state. The reasons are outlined as below:

Unfavourable family background.

Lack of business education.

Dual role of women.

Lack of aptitudes and training.

Absence of individualistic spirit.

Lack of freedom to choose a job according to ability, influence of sex, custom etc.

Inadequate infrastructure facilities.

Shortage of capital and technical knowhow.

Lack of adequate transport and communication facilities.

Shortage of power.

Lack of security.

Absence of ideal market conditions.

Corruption in administration.

PROBLEMS OF WOMEN ENTREPRENEURS

The basic problem of a woman entrepreneur is that she is a woman. Women entrepreneurs
face two sets of problems specific to women entrepreneurs. These are summarized as follows.

1) Shortage of Finance: Women and small entrepreneurs always suffer from inadequate
fixed and working capital. Owing to lack of confidence in women’s   ability, male members in the
family do not like to risk their capital in ventures run by women. Banks have also taken negative
attitude while lending to women entrepreneurs. Thus women entrepreneurs rely often on personal
saving and loans from family and friends.
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2) Shortage of Raw Material: Women entrepreneurs find it difficult to procure material
and other necessary inputs. The prices of many raw materials are quite high.

3) Inadequate Marketing Facilities: Most of the women entrepreneurs depend on
intermediaries for marketing their products. It is very difficult for the women entrepreneurs to
explore the market and to make their product popular. For women, market is a ‘chakravyuh’.

4) Keen Competition: Women entrepreneurs face tough competition from male
entrepreneurs and also from organized industries. They cannot afford to spend large sums of
advertisement.

5) High Cost of Production: High prices of material, low productivity. Under utilisation of
capacity etc. account for high cost of production. The government assistance and subsidies would
not be sufficient for the survival.

6) Family Responsibilities: Management of family may be more complicated than the
management of the business. Hence she cannot put her full involvement in the business
.Occupational backgrounds of the family and education level of husband has a direct impact on the
development of women entrepreneurship.

7) Low Mobility: One of the biggest handicaps for women entrepreneur is her inability to
travel from one place to another for business purposes. A single women asking for room is looked
upon with suspicion. Sometimes licensing authorities, labour officials and sales tax officials may
harass them.

8) Lack of Education: About 60% of women are still illiterate in India. There exists a
belief that investing in woman’s   education is a liability, not an asset. Lack of knowledge and
experience creates further problems in the setting up and operation of business.

9) Low Capacity to Bear Risks: Women lead a protected life dominated by the family
members. She is not economically independent. She may not have confidence to bear the risk
alone. If she cannot bear risks, she can never be an entrepreneur.

10) Social Attitudes: Women do not get equal treatment in a male dominated society.
Wherever she goes, she faces discrimination. The male ego stands in the way of success of women
entrepreneurs. Thus, the rigid social attitudes prevent a woman from becoming a successful
entrepreneur.

11) Low Need for Achievement: Generally, a woman will not have strong need for
achievement. Every women suffers from the painful feeling that she is forced to depend on others
in her life. Her pre-conceived notions about her role in life inhibit achievement and independence.

12) Lack of Training: A women entrepreneur from middle class starts her first
entrepreneurial venture in her late thirties or early forties due to her commitments towards children.
Her biggest problem is the lack of sufficient business training.

13) Lack of Information: Women entrepreneurs sometimes are not aware of technological
developments and other information on subsidies and concessions available to them. They may not
know how to get loans, industrial estates, raw materials etc.



SCHOOL OF DISTANCE EDUCATION

ENTREPRENEURSHIP DEVELOPMENT 21

REMEDIES TO SOLVE THE PROBLEMS OF WOMEN ENTREPRENEURS

The following measures may be taken to solve the problems faced by women entrepreneurs
in India:

1) In banks and public financial institutions, special cells may be opened for providing easy
finance to women entrepreneurs. Finance may be provided at concessional rates of interest.

2) Women entrepreneurs’ should be encouraged and assisted to set up co-operatives with a
view to eliminate middlemen.

3) Scarce and imported raw materials may be made available to women entrepreneurs on
priority basis.

4) Steps may be taken to make family members aware of the potential of girls and their due
role in society.

5) Honest and sincere attempts should be undertaken by the government and social
organizations to increase literacy among females.

6) In rural areas self employment opportunities should be developed for helping women.
7) Marketing facilities for the purpose of buying and selling of both raw and finished goods

should be provided in easy reach.

8) Facilities for training and development must be made available to women entrepreneurs.
Family members do not like women to go to distant place for training. Therefore mobile training
centres should be arranged. Additional facilities like stipend, good hygienic chreches, transport
facilities etc., should be offered to attract more women to training centres.

MEASURES TAKEN FOR THE DEVELOPMENT OF WOMEN
ENTREPRENEURSHIP IN INDIA

Women empowerment should be one of the primary goals of a society. Women should be
given equality, right of decision-making and entitlements in terms of dignity. They should attain
economic independence. The most important step to achieve women empowerment is to create
awareness among women themselves. Development of women can be achieved through health,
education and economic independence. Realizing the importance of women entrepreneurs, Govt. of
India has taken a number of measures to assist them. Some of the important measures are outlined
as follows:

1) TRYSEM: Training of Rural Youth For Self Employment was launched on 15th August
1979 which is still continuing. The objective of TRYSEM is to provide technical skills to rural
youth between 18 and 35 years of age from families below the poverty line to enable them to take
up self employment in agriculture and allied activities, industries, services and business activities.
This is a sub scheme of IRDP. Training given through ITIs, Polytechnics, Krishi Vigyan Kendra,
Nehru Yuva Kendras etc has helped many rural women set up their own micro entreprises with
IRDP assistance.

2) BANKS: Banks particularly commercial banks have formulated several schemes to
benefit women entrepreneurs. These includes Rural Entrepreneurship Development Programmes
and other Training programmes, promotion of rural non-farm enterprise, women ventures etc.

3) NABARD: NABARD as an apex institution guides and assists commercial banks in
paying special attention to women beneficiaries while financing. It has also been providing
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refinance to commercial banks so as to help the latter institutions to supplement their resources
which could be deployed for the purpose of financing women beneficiaries.

4) INDUSTRIAL POLICY: The new Industrial policy of Government has specially
highlighted the need for conducting special entrepreneurship programme for women.

5) INSTITUTIONS AND VOLUNTARY ASSOCIATION: Several voluntary agencies
like FICCI Ladies Organization (FLO), National Alliance of Young Entrepreneurs (NAYE)
and others assist women entrepreneurs.

NAYE has been a leading institution engaged in the promotion and development of
entrepreneurship among women. It convened a conference of women entrepreneurs in November
1975. It assists the women entrepreneurs in:

(a) Getting better access to capital, infrastructure and markets.

(b) Identifying investment opportunities.

(c) Developing managerial and productive capabilities.

(d) Attending to problems by taking up individual cases with appropriate authorities.

(e) Sponsoring participation in trade fairs, exhibitions, special conference etc.

6) NATIONAL POLICY FOR THE EMPOWERMENT OF WOMEN, 2001: As to the
commitments made by India during the Fourth World Conference on women held in Beijing during
September, 1995, the Department of women and children has drafted a national policy for the
empowerment of women. This is meant to enhance the status of women in all walks of life at par
with men.

ASSISTANCE TO WOMEN ENTREPRENEURS

Entrepreneurship does not differentiate the sex. A number of facilities and assistance are
offered to the entrepreneurs. However, certain additional incentives or facilities offered to women
entrepreneurs are discussed as follows.

SMALL INDUSTRIAL DEVELOPMENT ORGANISATION (SIDO) : SIDO through a
network of SISIs conduct the EDPs exclusively for women entrepreneurs. The aim is to
develop entrepreneurial traits and qualities among women and enable them to identify
entrepreneurial opportunities etc.

NATIONAL SMALL INDUSTRIES CORPORATION (NSIC) : The H.P. scheme of
NSIC provides preferential treatment to women entrepreneurs. It also conducts
Entrepreneurs and Enterprise Building programmes for women.

INDUSTRIAL DEVELOPMENT BANK OF INDIA (IDBI) : The schemes of IDBI for
women entrepreneurs are summarized as follows:
PROMOTER’S CONTRIBUTION:  The IDBI set up the Mahila Udyan Nidhi (MUN) and
Mahila Vikas Nidhi (MVN) schemes to help women entrepreneurs. IDBI conduct
programmes of training and extension services through designated approved agencies and
association with other development agencies like EDII, TCOs, KVIC  etc.
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SMALL INDUSTRIES DEVELOPMENT BANK OF INDIA (SIDBI): SIDBI has
special schemes for financial assistance to women entrepreneurs. It provides training and
extension services. It gives financial assistance at concessional terms in setting up tiny and
small units.

COMMERCIAL BANKS: The “Sthree Shakthi Package Scheme” of SBI provides a
package of assistance to women entrepreneurs. The consultancy wings of SBI give guidance
on project identification and project viability. The program of assistance such as repair and
servicing, photo copying, dry cleaning, retail trade business enterprises, poultry farming,
tailoring etc. The Bank Of India has introduced a scheme known as ‘ Priyadarshini
Yojana’ to help women entrepreneurs.

KUDUMBASREE UNITS: With the objectives of poverty eradication and women
empowerment Kudumbasree has been introduced in Kerala. The poor women are organised
into community- based organisations. They start and operate micro enterprise. They earn
income through self-employment.
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Module II

MICRO, SMALL AND MEDIUM ENTERPRISES

Small businesses are playing an important role in the industrial economy of the world.
These are particularly important in the developing economies. Small business is predominant
even in developed countries such as USA, Japan etc.

THE MICRO, SMALL AND MEDIUM ENTERPRISES (MSME) DEVELOPMENT ACT, 2006

Under this act, the central Government shall set up, for the purpose of the act, a Board
known as the National Board For Micro, Small and Medium Enterprises.

CLASSIFICATION OF ENTERPRISES (NEW DEFINITIONS)

1. In Case of Manufacturing Enterprise:

(a) A micro enterprise is one in which the investment in plant and machinery does not
exceed Rs.25 Lakhs.

(b) A small enterprise one in which the investment in plant and machinery is more than
Rs.25 Lakhs but does not exceed Rs. 5 crores.

(c) A medium enterprise is one in which the investment in plant and machinery is more
than Rs. 5 crores but does not exceed Rs. 10 crores.

2. In Case of Service Enterprise:

(a) A micro enterprise is one in which the investment in plant and machinery does not
exceed Rs. 10 lakhs.

(b) A small enterprise one in which the investment in plant and machinery is more than Rs.
10 lakhs but does not exceed Rs. 2 crores.

(c) A medium enterprise is which the investment in plant and machinery is more than Rs. 2
crores but does not exceed Rs. 5 crores.

ANCILLARY UNITS

These units provide inputs to other industries. These are engaged in the manufacture of parts,
components, light engineering products like cycles, sewing machines diesels engines, machine
tools, electrical application. The investment in plant and machinery should not exceed Rs. 5 crores.

EXPORT ORIENTED UNIT

Export oriented units are those SSI units which export at least 30% of its annual production by the
end of the 3th year of commencement of production.
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CHARACTERISTICS OF MSMEs

The important characteristics of MSMEs are summarized as follows:

 They are generally organized and run by individual entrepreneurs.

 They require less capital.

 They are fundamentally labour-intensive units facilitating greater utilization of man
power.

 They involve the use of simple technology, intensive utilization of individual skill
leading to professional specialization.

 They cater the individual tastes and fashions and render personalized service to
consumers.

 They are highly localized industries. Using local resources MSMEs are decentralized
and dispersed to rural areas.

 They are eligible for govt. assistance and patronage and for concessional finance by
banks, financial institutions etc.

 They are flexible to a large extent. They are more susceptible to change and highly
reactive and receptive to socio-economic conditions.

 They are free from red-tapism and bureaucratic handicaps.

 Compared to large units, a MSME has a lesser gestation period. ie, the period after
which the on investment starts.

OBJECTIVES OF MSMEs

The primary objectives of MSME are to play a complementary role in the socio-economic set
up of a country. The other objectives are as follows:

1) To provide increased employment opportunities.

2) To provide production of large variety of goods especially consumer goods through labour-
intensive methods.

3) To bring backward areas too in the mainstream of national development.

4) To improve the level of living of people in the country.

5) To create a climate for the development of self-employed experts, professionals and small
entrepreneurs.

6) To ensure more equitable distribution of national income.

7) To ensure balanced regional development as regards industries.

8) To encourage the adoption of modern techniques in the unorganised traditional sector or the
industry.
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ADVANTAGE OF MSMEs

1) They are relatively more environmental friendly.

2) They are generally based on local resources.

3) They provide ample opportunities for creativity and experimentation.

4) They facilitate equitable distribution of income and wealth.

5) MSME enjoys the government support and patronage.

6) These helps in the balanced regional development.

7) It is possible to make necessary changes as and when required.

8) These help in reducing prices.

9) There is a close and direct personal contact with the customer and employees.

10) They create more employment opportunities. They are labour intensive. They offer ample
scope for self employment.

11) They require only less capital. It is a boon to a country like India where capital is deficient.

12) MSME alone can satisfy individual tastes and offer personalized service to the customers.

DISADVANTAGES OF MSMEs

 MSMEs suffer from lack of funds. They are financially weak.

 They suffer from lack of managerial and other skills. They cannot employ highly paid
officials.

 MSMEs always face tough competition from large businesses.

 They are not well equipped to make advantage of the latest technology and modern
methods.

 There is only a little scope for division of labour and specialization.

 MSMEs cannot afford to spend large sums of money on research and experiments

 They cannot survive in times of adversity.

 They cannot secure cheap credit.

ROLE/ IMPORTANCE OF MSMEs IN DEVELOPING COUNTRIES

1) Large Employment Opportunities: MSMEs are generally labour-intensive. For every
Rs. 1 lakh of fixed investment, MSME sector provides employment for 26 persons as  against 4
persons in the large scale sector. Thus in a country like India where capital is scarce and labour is
abundant, MSMEs are especially important.
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2) Economical Use of Capital: MSMEs need relatively small amount of capital. Hence it is
suitable to a country like India where capital is deficient.

3) Balanced Regional Development: Generally small enterprises are located in village and
small towns. Therefore it is possible to have a balanced regional growth of industries. India is a
land of villages.

4) Equitable Distribution of Income And Wealth: It removes the drawbacks of
capitalism, abnormal profiteering, concentration of wealth and economic power in the hands of few
etc.

5) Higher Standard of Living: MSMEs bring higher national income, higher purchasing
power of people in rural and semi-urban areas.

6) Mobilization of Locals Resources: The spreading of industries even in small towns and
villages would encourage the habit of thrift and investment among the people of rural areas.

7) Simple Technology: New but simple techniques of production can be adopted more
easily by MSMEs without much investment.

8) Less Dependence on Foreign Capital: MSMEs use relatively low proportion of
imported equipment and materials. The machinery needed for these industries can be manufactured
within the country.

9) Promotion of Self Employment: MSMEs foster individual skill and initiative and
promote self-employment particularly among the educated and professional class.

10) Promotion of Exports: With the establishment of a large number of modern MSMEs in
the post independence period, the contribution of the small scale sector in the export earnings has
increased much.

11) Protection of Environment: MSMEs help to protect the environment by reducing the
problem of pollution.

12) Shorter Gestation Period: In these enterprises the time-lag between the execution of
the investment project and the start of flow of consumable goods is relatively short.

13) Facilitate Development of Large Scale Enterprises: MSMEs support the development
of large enterprises by meeting their requirements of inputs of raw materials, intermediate

goods, spare parts etc. and by utilizing their output for further production.

PROBLEMS OF MSMEs

Some of the more important problems faced by MSMEs are as follows:

1) LACK OF MANAGERING EXPERIENCE: They may not be having specialised
knowledge in the different fields of management. At the time of initiating the project, they are not
in a position to anticipate correctly their financial requirements and the size of market for their
products.

2) INADEQUATE FINANCE: Generally MSMEs are not in a position to arrange full
finance from their own sources. They obtain finance from unorganized finance sector at higher rate
of interest.

3) LACK OF PROPER MACHINARY AND EQUIPMENT: Many MSMEs use
inefficient and outdated machinery and equipment. This affects the quality of production.
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4) LACK OF TECHNICAL KNOW-HOW: Do not have the knowledge about different
alternative technologies and processes available for manufacturing their products to improve the
quality of products and reduce costs.

5) RUN ON TRADITIONAL LINES: They have not yet adopted modern methods and
techniques of production. They have not taken adequate interest in research and development
efforts. Hence they cannot be run efficiently.

6) IRREGULAR SUPPLY OF RAW MATERIALS: The majority of MSMEs depends
on local sources for their raw material requirements. Small entrepreneurs are forced to pay high
prices for materials because they purchase materials in small quantity.

7) PROBLEM OF MARKETING: The brand name of the products of MSMEs is acute
due to tough competition from large industries. It cannot afford to costly advertisement and
network of distribution system. There are delays in the payment of bills by large purchasers
resulting in inadequate working capital.

8) PERSONNEL PROBLEMS: It is difficult for them to get qualified persons to run the
business. They cannot provide much training facilities to employees.

9) LACK OF CLEAR-CUT POLICY OF THE GOVT: The Govt. may take decisions
relating to MSMEs on the basis of political consideration rather than on economic consideration.

10) BOGUS UNITS: The government should look into this aspect seriously, break the
strong hold of such vested-interested and promote only genuine entrepreneurship in the country.

11) OTHER PROBLEMS: Like inefficient management, non-availability of cheap power,
burden of local taxes etc.

STEPS FOR STARTING SSIs/MSMEs

As soon as a person decides to become an entrepreneur and to start a MSME, he is required
to take a number of steps and formalities one after the other. They are as follows:

1) Scanning of Business Environment: it is essential on the part of the entrepreneur to
study and understand the prevailing business environment. Entrepreneur should scan the business
opportunities and threats in the new environment. To study the administrative framework,
procedure, rules and regulations and other formalities implemented by the government. The
potential entrepreneur must assess his own deficiencies, which he can compensate through training.

2) Selection of the Product: The very success of one’s venture will depend on the
rationality of his decision in this regard. The economic viability of the product can be ascertained
by considering certain demand aspects such as volume of demand in the domestic market, volume
of demand in the export market, volume of potential demand, a degree of substitution of an existing
product etc. The prospective entrepreneur has to identify the product based on market research or
market survey.

3) Selection of Form of Ownership: He has to select sole proprietorship or family
ownership or partnership or private limited company as the form of the ownership.

4) Selection of Location and Site: Location is selected after considering certain factors
such as nearness to market, sources of material and labour, modern infrastructure facilities etc. The
entrepreneur has to choose a suitable plot for the factory. He may purchase land directly or choose
from an industrial area developed by State Development Corporations like SIDCO, or Directorate
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of Industries. In order to stimulate industrial growth, the government of Kerala is providing
infrastructural assistance by way of

(1). Developing areas.

(2). Development Plots.

(3).Industrial estates, and

(4). Mini industrial units.

5) Designing Capital Structure: Apart from the own capital, he may secure finance from
friends and relatives, term loans from banks and financial institutions.

6) Acquiring Manufacturing Know-How or Technology: Many institutions of
government, research laboratories, research and development divisions of big industries and certain
consultancy agencies provide the manufacturing know-how.

7) Preparation of Project Report: The report usually covers important items like sources
of finance, availability of machinery and technical know-how, sources of raw material and labour,
market potential and overall profitability.

8) Registration as a Small Scale Industry: Registration with Department of industries and
Commerce is only optional. There is no statutory obligation, but small scale industries can avail
various facilities, incentives and concessions offered by the state as well as central government only
if they registered as SSI. The registration would be done in two stages.

 Provisional Registration: It will be valid for one year with possible three extensions of six
months each. It helps entrepreneur to take necessary steps to bring the units into existence. The
provisional registration may enable the party to:

(1) Apply to NSIC/SIDO and other institutions for procuring machines on H.P basis.

(2) Apply for power connection.

(3) Apply to local Bodies for permission to construct the shed to establish a unit.

(4) Apply for financial assistance to SFC/Banks or other financial institutions on the basis of
project report.

(5) Obtain sales tax, excise registration etc whenever required.

(6) Apply for a shed in an industrial estate/ development site in an industrial area/ material for
construction of shed as the case may be.

9) Obtaining Statutory Licence: Any person should obtain the following licences and
certificates before starting the venture:

(A) Licence from Local Bodies For
(1) Construction of the building.
(2) Installation of plant and machinery.

(B) Licence from the Directorate of Factories and Boilers For:
(1) Approval of factory building.
(2) Registration under section 6, 7 and 85 of the Factory Act.

(C) No Objection Certificate from State Pollution Control Board.
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10) Apply for Power Connection: There are 2 categories of power, the Low Tension (LT) and
High Tension (HT). A consumer can avail LT only if the connected load is 75 HP and below. If
connected load is between 75 HP and 130 HP, the consumer has the option to avail either LT
supply or HT supply.

11) Arrangement of Finance: Entrepreneur needs to acquire assists of 2 kinds namely Fixed assets
and current assets. Long term finance is needed to acquire fixed assets like land, building, plant and
machinery and for security deposits. Short term funds are required for acquiring current assets.
Current assets are essential for the day to day working of the industry. Long term funds includes
owner’s capital, subsidy from central/ state govt., personal borrowings from friends and relatives
and long term loans from financial institution like KFC and KSIDC.

12) Registration under the Sales Tax Act: Business enterprises are subject to three important
taxes- Income Tax, Excise Duty and Sale Tax. Income tax is levied on income as defined under the
IT Act of 1961. It is revenue of Central Government. Excise duty is a tax levied by the central
Government. It is the duty levied on the cost of goods manufactured within a country. Sales tax is
levied whenever goods are purchased from within the state. When goods are purchased from
outside the state, Central Sales Tax is levied. Application for registration should mention all places
of business dealer including the godown in which the goods are stored. The following papers are to
be submitted for registration.

1) Application for registration in Form 1 duly signed.

2) Counterfoil of challan for Rs. 100 towards registration fees.

3) Return of Estimated Annual Turnover in Form No. 10.

On the basis of declaration of the anticipated turn over and nature of turnover, registering authority
may demand security, which is normally ½ times of the anticipated tax due.

13) Installation of Machinery: Machinery should preferably be installed as per the plant layout.

14) Recruitment of Manpower: The number and type of workers is to be decided. After this, the
required workers should be recruited.

15) Procurement of Raw Material: The raw materials may be procured indigenously or may have
to be imported by the entrepreneur. The next step is to start production, which is taken up in two
stages- Trial production and Commercial production having successfully test marketed the product,
commercial marketing can be undertaken.

16) Application for Permanent Registration: For this, application form has to be made to the GM
of DIC through IEO/ Taluk Industries Officer. The GM should inform the entrepreneur of the date
and time of inspection of the unit. On being satisfied a registration certificate may be issued by the
Directorate of Industries within one month of the receipt of the application. The period of the
certificate whether provisional or permanent will be for a period of 2 years. Renewal certificate
would be affected by the GM (DIC) within a period of 3 months from the date of expiry of
certificate.
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GOVT. REGULATORY FRAMEWORK FOR MSMEs

The govt. has two roles to play regulatory role and protective role. Govt. regulates as well as
protects small business. It plays the regulatory role by imposing certain restriction and formalities
on small business. It provides assistance and support to small business.

MEASURES TAKEN BY THE GOVERNMENT FOR THE PROMOTION OF MSMEs

Some of the measures taken by the government are as follows:

ADMINISTRATIVE FRAMEWORK: Administrative mechanism for SSI is being looked
after by the Department of Small Scale Industries, Agro and Rural Industries within the
Ministry of Industry. With the Department there is Small Industries Development Organization
(SIDO) headed by a department commissioner. SIDO has 27 small industries service institutes,
31 branch institutes, 37 extension centres, 18 field testing centres, four production centres and
two footwear training centres. To provide different services and support to village and small
entrepreneurs under a single roof, 422 Districts Industries Centres (DIC) have been set up to
cover 431 districts out of the total of 436 districts of the country. National Institute of Small
Industries Extension Training (NISIET) conduct research and training programmes and
provides consultancy services. National Small Industries Corporation (NSIC) deals with
marketing including Government purchases and supplying machinery on hire purchase.

POLICY INSTRUMENTS: Policy instruments adopted by the government to encourage the
growth of SSI comprise: (1) Financial incentives. (2) Fiscal incentives. (3) General incentives.
(4) Special incentives in backward areas, and (5) Reservation of items for SSI.

(1) Financial Incentives: SIDBI provides direct assistance, among others for specialized
marketing agencies, industrial estates, acquisition of machinery/ equipment, both
indigenous and imported, seed capital scheme and National Equity Fund Scheme, bills re-
discounting and direct discounting scheme. State and Local Government provides financial
subsidies like interest rate and capital subsidies, and water and electricity subsidies and
subsidies for the acquisition of land.

(2) Fiscal Incentives: These comprise investments allowance, tax holidays, additional
depreciation for new plant and machinery and state and local Governments provide
exemption from electricity tariffs.

3) General Incentives: These include, among other things, reservation of items for exclusive
purchases from SSI, price preference over medium and large units in public sector
purchases and scheme for Self- Employment to Educated Unemployed Youths (SEEUY).

(4) Special Incentives in Backward Areas: Some of the schemes which are operational are
concessional finance scheme, transport subsidy scheme, intrest subsidy scheme and income
tax incentives, etc.

RESERVATION OF ITEMS: As per the policy certain items have been exclusively
reserved for manufacturing in the MSME sector. The objective is to protect MSMEs
engaged in the manufacturing of such items from the competition of medium and large-
scale units.
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STATUTORY BOARDS: Govt. has setup six exclusive boards, namely, (1) Khadi and
Village Industries Board. (2) Handloom Board (3) Handicrafts Board (4) Coir Board (5)
Seri Culture Board, and (6) Small Scale Industries Board.

ESTABLISHMENT OF INDUSTRIAL ESTATES: Industrial estate is place where the
required facilities and factory accommodation are provided by the government to the
entrepreneurs to establish their industries there.

SETTING UP OF NATIONAL MANUFACTURING COMPETITIVENESS
COUNCIL(NMCC): The NMCC suggest a three-pole structure, “one of the effective
measures for accelerating manufacturing growth in this segment lies in promoting growth
poles or industrial clusters, referred to in the PURA(Provision of Urban Amenities in Rural
Areas) context, in the 05-06 union budget speech. The growth poles can cover all three
elements of the cluster approach-industrial clusters, artisan clusters and agro-based
clusters,” The NMCC also suggests that the time is right for exploring mechanisms of how
Indian MSMEs could tie up with MSMEs in developing countries for technology as well as
trade.

PENALITIES FOR DELAYED PAYMENTS TO MSMEs: The Govt. has enacted the
interest on delayed Payments Act for the benefit of MSMEs. The Act prescribes that the
customers of MSMEs should make the payments within 120 days of accepting the goods.
Delays beyond this would attract interest at 11/2 times the prime lending rate of the SBI.

PRIME MINISTER’S ROZGAR YOJNA (PMRY): It was launched on 2nd October
1993, with the objective of creating one million jobs in 5 years by giving loans for the
creation of tiny and micro enterprise.

INDUSTRIAL CLUSTER DEVELOPMENT: An industrial cluster can be defined as a
sectorial and geographical concentration of enterprises, especially Micro, Small and
Medium Enterprises (MSMEs), which have common opportunities and face similar threats.

ASSISTANCE FOR MSME  EXPORTS: Following are the assistance to MSME exports:

(a) MSMEs are helped in participating in trade exhibitions. The Govt. would meet the expenses
in this regard on space rent, handling and clearing charges, insurance and shipment charges
etc.

(b) MSMEs are given triple weightage for being recognized as Export Houses, Trading Houses,
Star Trading Houses and Super Star Trading Houses.

(c) Capital Goods Zero Duty Scheme is extended to MSMERs without any conditions.

(d) Marketing Development Assistance is given to MSMEs to facilitate market research,
publicity etc.

OTHER SCHEMES: Important schemes are briefly discussed as below.

(a) Integrated Infrastructural Development Scheme: Under this scheme the Central Govt. would
contribute Rs 5 crore in the ratio of 2:3 for the development of industrial infrastructure in rural
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and backwards areas. The objective of the scheme is to promote the location of MSMEs in rural
and backward areas and facilitate linkage between agriculture and industry.

(b) Marketing Development Assistance Scheme: MDA is a new scheme launched in August
2001. This scheme provides following five types of assistance:

1) Assistance to individuals for participating in overseas trade fairs and exhibitions.

2) Assistance to individuals to go on overseas study tours or as a member of a trade
delegation going abroad.

3) Assistance for production of publicity material for overseas publicity.

4) Assistance to small industry association to conduct sector- specific market studies
abroad, and

5) Assistance to SSI Associations to initiate/contest anti-dumping cases.

(c)Trade Related Entrepreneurship Assistance And Development For Women: TREAD is a
scheme for giving trade-related assistance to women entrepreneurs in the form of Loans, grants,
trade-related training and information, counseling and extension services.

(d) Preferential Govt. Purchases: It is made compulsory for various govt. departments and
agencies to buy their requirements of a number of items from the constituents of the MSME
sector.

INDUSTRIAL ESTATES

It is defined as a method of “Organizing, housing and servicing industry, a planned
clustering of industrial enterprises offering standard factory buildings erected in advance of demand
and a variety of services and facilities to the occupants.” In short, industrial estate is place where
the required facilities and factory accommodation are provided by the government to the
entrepreneurs to establish their industries there. The first and foremost industrial estate was
established at Rajkot in Gujarat in 1955.

FEATURES OF INDUSTRIAL ESTATES

The following are the important features of industrial estates:

 It is a tract of land subdivided and developed into factory plots or sheds.

 It is a planned clustering of industrial units.

 It may be developed in urban, semi-urban or rural areas.

 It may be large, medium or small.

 It may be set up by the Government, or by co-operatives or even by private agencies.

 It provides several common infrastructural facilities such as water, power, roads,
training, banks, repairs and maintenance etc.

ADVANTAGE OF INDUSTRIAL ESTATES

1) Economies of Scale: It arises because all the industrial units enjoy common infrastructural
facilities like water, roads, etc. As the size of the industrial units increases, the costs of estate
development and administration per unit of each facility decrease.
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2) External Economies: Several industrial units are clustered together in an industrial estate. This
enable them to enjoy the benefits of agglomeration and external economies like improved transport
facilities, availability of trained labour, repair facilities, power and water etc.

3) Low Investment: Even a small entrepreneur can acquire an industrial plot or shed on rent or hire
purchase basis.

4) Less Risks: Since all units enjoy common facilities and low capital investment, risks are
relatively low.

5) Mutual Co-Operation: All industrial units located in an industrial estate face common problems
and seek to achieve common objectives.

6) Balanced Regional Development: It is possible to secure a balanced regional development by
developing industrial estates in industrially backward areas.

7) Saving Of Time and Effort: An individual entrepreneur is relieved of trouble of searching for
suitable space.

8) Entrepreneurial Development: Industrial estates reduce risks and increase profitability through
internal and external economies.

INCENTIVES AND SUBSIDIES

In India Entrepreneurs are offered a number of incentives because they fulfil two main
objectives of economic development. Firstly, they facilitate decentralization of industries. They
assist in the dispersal of industries over the entire geographical area of the country. Secondly, they
facilitate the transformation of a traditional technique into modern technique characterized by
improved skills, high production and higher standard of living.

INCENTIVES

It is the financial and promotional assistance provided by the government to the industries
for boosting up industrial development in all regions particularly in backward areas. Incentives
include concession, subsidies and bounties. ‘Subsidy’ denotes a single lump-sum which is given by
a government to an entrepreneur to cover the cost. It is granted to an industry which is considered
essential in the national interest. The term Bounty denotes bonus or financial aid which is given by
a government to an industry to help it compete with other units in home market or in a foreign
market. Bounty offers benefits on a particular industry; while a subsidy is given in the interest of
the nation. The object of incentives is to motivate an entrepreneur to start new ventures in the larger
interest of the nation and the society.

ADVANTAGES OF INCENTIVES AND SUBSIDIES

They offer following advantages:

 They act as a motivational force which makes the potential entrepreneur to enter into
business activities.

 They encourage the entrepreneur to start industries in the backward areas.

 They help the government to get a balanced regional development.

 They help to develop new enterprises which lead to economic development.
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 They make the entrepreneur to face competition successfully.

 They help to reduce the overall problems of small scale entrepreneurs.

NEED FOR INCENTIVES AND SUBSIDIES

The need for incentives and subsidies arises for the following reasons:

1) To Remove Regional Disparities in Development: Industries may be concentrated and
overcrowded in some regions, in order to correct this regional balance, incentives are provided to
entrepreneurs. They will start new ventures in such backward areas. Thus the backward areas
become developed and regional imbalances are corrected.

2) To Provide Competitive Strength, Survival and Growth:  several other incentives are
provided for the survival and growth of industries. For example, reservation of products, price
preference etc. will improve the competitive strength. Other concessions like concessional finance,
tax relief etc., contribute their survival and growth.

3) To Generate More Employment and Remove Unemployment: Market adjustments
and external economies play a significant role in the economic development of a country. Subsidies
cause movement of entrepreneurs from developed areas to developing or backward areas. In short,
incentives and subsidies serve as a catalyst to start a dynamic process of development.

4) To Promote Entrepreneurship: Industrial estates, availability of power, concessional
finance, capital investment subsidy, transport subsidy etc, are few examples of subsidies which are
aimed at encouraging entrepreneurs to take up new ventures.

PROBLEMS RELATING TO SUBSIDIES
Some problems may arise in devising and implementing a subsidy system. They are as

follows.

 A subsidy may remain unutilized.

 If the administration is inefficient or corrupt, subsidy will not produce the desired results.

 It is very difficult to measure the impact of subsidies.

 Subsidies may lead to inefficiency in the long run.
 Subsidies once introduced are difficult to withdraw.

 The administrative procedure must be effective.

 The cost of administering a subsidy should be considered.

 The subsidy scheme should be communicated to prospective beneficiaries.

 The quantum of subsidy should be adequate to produce the desired results.

 The target groups to whom the subsidy is to benefit should be clearly determined.

SMALL INDUSTRIAL DEVELOPMENT ORGANISATION (SIDO)

The SIDO was formed under the Ministry of Industry. It is a policy making, co-ordinating
and monitoring agency for the development of small scale industries. It maintains a close liaison
with the government, financial institutions and other agencies which are involved in the promotion
and development of small scale units. It provides a comprehensive range of consultancy services
and technical, managerial, economic and marketing assistance to the small scale units. It has
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launched various technology support programmes for the benefit of small scale industries in the
country through a number of steps. The steps include establishment of (a) process-cum-product
development centres, (b) tool rooms and training centres. (c) specialized institutes and (d) regional
testing centres with its field testing stations.

FUNCTIONS OF SIDO

The main functions are co-ordination, industrial development and industrial extension service, other
functions are summarized as follows:

1) To estimate the requirements of raw material for the small scale sector and to arrange their
supply.

2) To collect data on consumer items which are imported and encourage the setting up of
new units by giving them co-ordinated assistance?

3) To prepare project reports and other technical literature for prospective entrepreneurs.

4) To secure reservation of certain products for the SSIs.

NATIONAL SMALL INDUSTRIES CORPORATION (NSIC)

It was set up in 1995 to provide machinery to small scale units on hire purchase basis and
to assist these units in obtaining orders from government departments and officies. Its head office is
at Delhi. It has four regional offices at Delhi, Mumbai, Chennai and Calcutta. It has eleven branch
offices also.

FUNCTIONS OF NATIONAL SMALL INDUSTRIES CORPORATION

Its functions are as follows:

1) To develop small scale units as ancillary units to large scale industries

2) To impart training to industrial workers.

3) To market the product of SSIs at home and abroad.

4) To help the small scale industries in procurement of scarce and imported raw material.

5) To obtain orders for SSI units from government department and offices.

6) To provide machinery to SSI units on hire purchase basis.

7) To construct Industrial Estate and establish and run proto-type production-cum-training
centres.

NATIONAL ALLIANCE OF YOUNG ENTREPRENEURS (NAYE)

It is a national level apex organization of young entrepreneurs. It assists in promoting new
enterprises through first generation entrepreneurs. NAYE sponsored an Entrepreneur Development
Scheme with Bank of India in August 1972 on pilot basis. The scheme is known as BINEDS. It is
operative in the states of Punjab, Rajasthan, Himachal Pradesh and Union Territories of Chandigarh
and Delhi. NAYE has entered into similar arrangement with Dena Bank, Central Bank Of India and
Union Bank of India .NAYE strives hard for upliftment of young entrepreneurs especially women.
It holds workshops, conferences, training programmes etc. to create awareness in entrepreneurs.
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TECHNICAL CONSULTANCY ORGANISATION (TCOs)

It was established in different parts of the country to provide consultancy services to small
and medium enterprise at reasonable costs. The TCO was established in Kerala( KITCO) in June
1972.Functions and activities of TCOs include:

(a) Industrial potential surveys.

(b) Preparation of profits and feasibility studies.

(c) Evaluation of project.

(d) Conduct of EDPs.

(e) Assisting in the modernization, technical upgradation and rehabilitation programmes etc.

(f) Undertaking market research and surveys for specific products.

(h) Offering merchant banking services.

SMALL INDUSTRIES SERVICE INSTITUTES (SISIs)

Small Industries Service Institutes have been established in each state in 1956 as agencies
of SIDO. The objective is to develop small scale industries. The functions performed may be
summarized as follows:

1) It promotes entrepreneurship and development of SSIs in rural and other underdeveloped areas.
2) It supplies market information in selected cases and undertakes market distribution surveys for
industrial enterprises.

3) It conducts various programmes for workers in other organizations as well as in small industry in
certain trades.

4) It assesses the capacities of small units for imported/controlled materials.

5) It provides technical guidance on the efficient use of wastages and scraps.

6) It prepares designs and drawing for production equipment and accessories.

7) It ensures that small industry development in India is being done in right lines.

8) It provides workshop common facilities to industrialists at reasonable charges.

9) It conducts detailed plant studies to locate production and other problems. It initiates and co-
ordinates modernization of selected industries.

10) The institute assists in rehabilitation of sick units.

11) It helps to develop ancillary industries. It registers SSI units with NSIC to supply their products
to government.

12) The institute conducts modernization studies for technology upgradation.

13) It undertakes quality control, energy conservation and pollution control, specialized training
programmes on export marketing.

14) The institutes also conduct surveys and studies for identification of industries having scope of
promotion and development.
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15) It advises the Govt. of India and state government on policy matters relating to small industry
development.

KHADI AND VILLAGE INDUSTRIES COMMISSION

KVIC makes finance available to the implementing agencies in the form of capital expenditure
loans. It also extends assistance for setting up of retail sales outlets and also for strengthening of the
capital base of the registered institutions and cooperatives. It also assists individual artisans besides
formulating liberal pattern of assistance for identified hill, border and weaker sections. The loans
for Khadi are interest free, while those for village industries have an interest at the rate of 4% per
annum.

FUNCTIONS OF KVIC

(1) To train the artisans.

(2) To assist village industries in procuring raw materials.

(3) To assist and support through marketing of finished products of village industries.

(4) To provide equipment and machinery to producers on concessional terms.

(5) To undertake R and D programmes for improved implements for silk reeling, more
efficient extraction of oil in power ghanis, manufacture of panel boards from banana stems
and improved ‘charka’ and looms.

The main thrust of KVIC is to alleviate rural poverty and to make the village artisan more
productive through improved technology and market support.

SCIENCE AND TECHNOLOGY ENTREPRENEUR PARKS (STEP)

STEP is an area where applied research on high tech projects is conducted with the
collaboration of multinational companies, universities, technological and research institutes. In
1972 a conventional ‘Techno Park’ was set up by the Birla Institute of Scientific Research.

SMALL INDUSTRIES DEVELOPMENT BANK OF INDIA (SIDBI)

SIDBI was set up on April 2, 1990 as a wholly owned subsidiary of IDBI. It is operating
through its Head Office at Lucknow and a network of 5 Regional Offices and 25 Branch Offices in
all the states. It is an apex institution for promotion, financing and development of industries in
small scale sector and co-ordination of functions of other institutions engaged in similar activities.

FUNCTIONS OF SIDBI

1) Taking steps for technological upgradation and modernization of existing units.
2) Providing services like factoring, leasing etc. to industrial concerns in the small scale sector.
3) Extending financial support to National Small Industries Corporation for providing leasing hire-
purchase and marketing support to SSI units.
4) Expanding the channels for marketing the products of SSI sector in domestic and international
markets.
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5) Promoting employment oriented industries especially in semi-urban areas to create more
employment opportunities and thereby checking migration of people to urban areas.

6) Refinancing of loans and advances extended by the primary lending institutions to industrial
concerns in the small scale sector and also providing resource support to them.

It also offers bills discounting and rediscounting facilities. It also has a few schemes of direct
assistance.

THE NATIONAL INSTITUTE FOR ENTREPRENEURSHIP AND SMALL BUSINESS
DEVELOPMENT (NIESBUD)

It is an apex body established in 1983 by the ministry of Industries, Government of India,
for coordinating, training and overseeing the activities of various institutions/agencies engaged in
entrepreneurship development, particularly in the area of small industry and small business. The
Institute which is registered as a society under Government of India Societies Act started
functioning from 6th July, 1983.The policy, direction and guidance to the institute is provided by its
governing council whose chairman is the minister of SSI. It has an executive committee.

OBJECTIVES OF NIESBUD

The objectives of the institute include the following:

 To evolve standardized materials and processes for selection, training, support and
sustenance of entrepreneurs, potential and existing.

 To share internationally, its experience and expertise in entrepreneurship development.
 To train the trainers, promoters and consultants in various areas of entrepreneurship

development.
 To provide national/international forums for the interaction and exchange of experiences

helpful for policy formulation and modification at various levels.
 To provide vital information and support to trainers, promoters and entrepreneurs by

organizing research and documentation relevant to entrepreneurship development.

FUNCTIONS OF NIESBUD

(a) Evolving effective training strategies and methodology.

(b) Standardizing model syllabi for training various target groups.

(c) Formulating scientific selection procedures.

(d) Developing training aids, manuals and tools.

(e) Facilitating and supporting central/state/other agencies in organizing entrepreneurship
development programmes.

(f) Conducting training programmes for promoters, trainers and entrepreneurs.

COMMERCIAL BANKS

It plays an important role in the growth and development of economy in general and
enterprise sector in particular. Commercial Bank in India comprises the State Bank of India (SBI)
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and its subsidiaries, nationalized Banks, foreign banks and other scheduled commercial banks,
regional rural banks and non-scheduled commercial banks. The period for which loan is granted
varies from 7 to 10 years. These loans are repayable in half yearly or yearly installments. Most
commercial banks have got specialized units in their administrative structure to take care of the
financial needs of the small scale industrial units. The fixed capital needs or the long and medium
term needs of the small scale industrial units are presently being taken care by the banks under their
integrated scheme of credit for the small entrepreneurs. The rate of interest charged normally from
the small scale industrial units is between 12% and 15% against 18% from the large scale units.

BRIDGE CAPITAL/FINANCE

Bridge capital is the advance given to cover the finance requirement during the time lag
between the sanctioning and disbursement of term loan by financial institutions. It is an assistance
given for a short period to help borrower for overcoming the delay in disbursement of a sanctioned
term loan or in getting the proceeds of a public issue. It is provided by commercial banks.

STATE LEVEL PROMOTIONAL INSTITUTIONS

KERALA INDUSTRIAL AND TECHNICAL CONSULTANCY ORGANISATION
LIMITED (KITCO)

KITCO was set up in 1972 by IDBI in association with other national and state level
financial institutions. KITCO is a public sector consultancy organization. It was established by
IDBI in association with the Govt. Kerala, other national and state level financial institutions and
banks. It has been established with the objective of meeting the technical consultancy needs of the
entrepreneurs in the small, medium and large scale industrial sectors.

FUNCTIONS AND SERVICES

The functions of KITCO may be summarized as follows:

1) Selection of staff and executives.

2) Entrepreneurial guidance and development.

3) Appraisal of industrial projects on behalf of banks and other financial institutions.

4) Consultation services in sectors like health and tourism industry.

5) Identification of project ideas and project reports, follow-up with banks and financial
institutions.

6) Studies relating to modernization, expansion and diversification of industrial enterprise.

7) Diagnostic studies for revival of sick units.

8) Economic surveys to evaluate impact of developmental schemes.

9) Executive development programme.

10) Project monitoring for large units.

11) Market surveys for specific products and services.
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KITCO has been providing consultancy services in a variety of fields and has been catering
to majors like the Cochin Port Trust, Airport Authority of India, Cochin International Airport Ltd,
and Tourism Development of Kerala.

KERALA STATE SMALL INDUSTRIES DEVELOPMENT CORPORATION LIMITED
(SIDCO)

The SIDCO took shape in 1975 with the merger of two other corporations, namely, the
Kerala State Small Industries Corporation (KSSIC) and the Kerala Employment Promotion
Corporation (KEPCO). It was incorporated under the Company’s Act on 6th November 1975.

RESPONSIBILITIES

(a) It undertakes construction of industrial sheds and development of infrastructure.

(b) It implements sick unit’s rehabilitation programmes jointly with IRBI.

(c) It provides technical consultancy services.

(d) It allots sheds/industrial plots in industrial estates.

(e) It assists in selecting and procuring machinery.

(f) It supplies scarce and imported raw material for the benefit of SSI through sales depots in all
districts.

(g) The corporation provides marketing assistance to SSI units.

The above responsibilities of the corporation are handled by the following 12 divisions: (1)
Research and development Division. (2) Industrial Estate and Infrastructure Divisions. (3)
Production Division. (4) Raw Material Division. (5) Machinery Division. (6) Finance Division. (7)
Technical Consultancy Division. (8) Entrepreneur Development Division. (9) Imports and Exports
Division. (10) Marketing Division. (11) Sick Unit Rehabilitation Division. (12) Information and
Publicity Division. It brings out a monthly journal-‘ Vyavasaya Keralam’.

KERALA STATE INDUSTRIAL DEVELOPMENT CORPORATION (KSIDC)

It was registered as a Limited Company on 21st July 1961 with the objective of organizing,
stimulating and assisting industrial development in Kerala.

FUNCTIONS

It functions not only as a financing body but also as a promotional institution to help intending
industrial entrepreneurs.

Financial Assistance: (1) Direct participation in equity or preference capital or debentures.
(2) Underwriting of equity or preference capital or debentures. (3) Granting of medium and
long term loans. (4) Furnishing of guarantees.

Promotional Assistance: (1) It helps in project identification. (2) It helps to submit
applications for letters of intent/industrial licenses and obtaining the same. (3) Arranging
technical collaboration.(4) Negotiating with financial institutions for securing their
assistance.(5) It helps the units to obtain land, arranging utilities like power, water etc.(6)
Participating in project management.(7) Entering into joint promotional arrangement with
private parties in order to carry through the above range of activities on joint basis.
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Other Functions: (1) Management of sick units. (2) Assistance to state sector projects. (3)
Assisting or advising government on industrial matters (4) Development of mineral sources.

The corporation has also added new dimensions to the sphere of its activities so as to cover:

(a) IDBI Re-finance schemes.
(b) Seed Capital Assistance.
(c) Kerala’s new package of Assistance.
(d) Entrepreneurial Assistance.

KERALA FINANCIAL CORPORATION (KFC)

It came into existence in the year 1953. It provides financial assistance for starting of new
industrial units, expansion, diversification or Modernization of existing units...

FUNCTIONS

1) To grant long term loans to new and existing SSI units. Maximum amount of loan is Rs 60 lakhs
subject to the condition that the project cost does not exceed Rs.3 crores.

2) Underwriting of shares and debentures floated in the open market.

3) Guaranteeing deferred payments to machinery suppliers for indigenous machinery purchased by
borrowers in Kerala.

4) Guaranteeing the loans raised by the industrial concerns in public market or from scheduled
banks or state Co-operative Banks.

It has introduced the following schemes:

 Techno crafts Assistance: KFC has introduced this scheme to provide liberalized financial
assistance to entrepreneurs. Any person with a degree or diploma in Engineering,
Technology is eligible for assistance

 Assistance to SC/ST Entrepreneurs: The corporation gives 90% of the cost of fixed assets
for loans not exceeding Rs.50,000 per person and Rs.1lakh if there is more than one.

 Single Window Scheme: The single window scheme is fir grant of term loan and working
capital to new micro and small units whose project cost does not exceed Rs.20lakhs and
total working capital requirement is within Rs.10 lakhs. The repayment period is between 5
and 10 years.

 Special Capital Assistance: It has created a special capital fund with the object of
providing equity type of assistance for soft terms for entrepreneurs who have necessary skill
and experience but lack of financial sources to set up SSI units. It has introduced special
schemes for professionals, ex-servicemen, women entrepreneurs etc. KFC has introduced
another scheme called quality certificate scheme. The object of this scheme is to help the
SSI units in securing the certificate of International Standards Organization (ISO).
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KERALA INDUSTRIAL INFRASTRUCTURE DEVELOPMENT CORPORATION
(KINFRA)

It was set up by an Act of Legislation in pursuance of the declaration made in the Industrial
policy statement of Government of Kerala. KINFRA provides “a quick look at investment
opportunities and start-up procedures in the high potential, high growth destination” of Kerala.
KINFRA aims at bringing together all the suitable resources available in the state and develop
infrastructure to woo the industrial growth of the state. It is dedicated to catalyse industrial growth
in Kerala by providing the best industry-specific-infrastructure for the entrepreneurs. It is
developing the industrial parks for setting up industrial units based on availability of raw material
and natural resources of the region.

KINFRA AND ITS PARKS

The head office of KINFRA is located at Vellayambalam, Thiruvananthapuram. The most
fascinating feature of KINFRA is that it offers single window clearance facilities. Kerala is the only
state in India that has Legislation for single window clearance. It has 12 well developed industrial
parks of which some are functional and others are in the launching phase.

FUNCTIONS OF KINFRA

The functions of the Kerala Industrial Infrastructure Development Corporation are as follows:

1) To act as single point contact for clearance required from different agencies or
departments.

2) To procure land on behalf of medium and large scale industries outside the industrial
estates or industrial development areas by purchase, lease or exchange from any person.

3) To upgrade the facilities to the existing industrial estates or industrial areas transferred to
the corporation.

4) To allot the developed plots or shed to entrepreneurs on terms and conditions as may be
determined by the corporation.

5) To co-ordinate with other government departments or agencies to ensure provision of
good quality infrastructure facilities, within the shortest possible time.

6) To establish, maintain, develop and manage industrial estates at places selected by the
Government.

7) To promote and assist in the rapid and orderly establishment, growth and development of
industries in the state.

8) To develop industrial areas selected by the Government for the purpose for which it was
selected and make them available for the undertakings to establish themselves.

9) Such other functions as are necessary in furtherance of the objects of the corporation.
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Module III

PROJECT MANAGEMENT

A Project simply means an investment opportunity exploited for profit. It is an idea or plan which is
intended to be carried out or a finite task to be completed.

In the words of Gillinger “Project is a whole complex of activities involved in using
resources to gain benefits”. The World Bank defines a project as ‘an approval for a capital
investment develops facilities to provide goods and services’.

CHARACTERISTICS OF A PROJECT

A project is undertaken to achieve a purpose. The following are the characteristics of a project.

 A project involves investment of money and money’s worth.

 The objective of a project is to earn profit.

 It is concerned with production of goods and services.

 Every project has risk and uncertainty associated with it.

 It has a fixed set of objectives.

 It is subjected to a lot of change.

 It has a definite beginning and an end.

 It has a life cycle reflected by growth, maturity and decay.

 It is combination of various elements such as technology, equipment, materials, machinery
and people.

 A project requires team work.

CLASSIFICATION OF PROJECTS

The different classifications are explained below:

1) QUANTIFIABLE AND NON-QUANTIFIABLE PROJECTS:

Quantifiable projects are those in which quantitative assessment of benefits can be made. Projects
for industrial development, power generation, mineral development etc. fall under this category.
Non quantifiable projects are those in which the benefits cannot be measured quantitatively.
Projects involving health, education and defence fall under this category.

2) SECTORAL PROJECTS:

According to planning commission of India, a project may fall in the following sectors:

a) Agriculture and allied sector.

b) Irrigation and power sector.
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c) Miscellaneous sector.

d) Transport and communication sector.

e) Industry and mining sector.

This classification is useful for resources allocation at macro levels.

3) TECHNO-ECONOMIC PROJECTS:

Projects may be classified into the following three groups:

A) Factor Intensity Oriented Classification: Project may be classified as Capital intensive or
Labour intensive. If large investment is made in plant and machinery the project will be called
Capital intensive. If large investment is made in human resources, the projects will be termed as
Labour-intensive.

B) Causation Oriented Classification: It is classified as demand based or raw material based
projects. If a project is started by an entrepreneur due to non-availability of certain goods or
services and consequent demand for such goods or services the project is said to be based on
demand. If project is started by an entrepreneur simply because of the availability of certain raw
materials, skills or other imputs, the project is said to be based on raw material.

C) Magnitude Oriented Classification: The size of investment forms the basis of classification.
May be classified as Large-scale, Medium-scale and Small-scale.

4) FINANCIAL INSTITUTIONS CLASSIFICATION:

The projects are classified according to their age and experience and the purpose for which the
project is being taken up. They are as follows:

A) Profit Oriented Projects:
1) New projects.
2) Expansion projects.
3) Modernization projects.
4) Diversification projects.

B) Service Oriented Projects:
1) Welfare projects.
2) Service projects.
3) Research and development projects.

5) ACCORDING TO THE URGENCY OF THE EXECUTION:

It is classified into three. They are as follows:

A) Normal Projects: In this type of project adequate time is allowed for implementation.
This type of project will require minimum capital cost.

B) Crash Projects:  Additional capital costs are incurred to save time. It is normally
achieved in procurement and construction where time is brought from vendors and contractors by
paying extra money to them.
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C) Disaster Projects: Vendors who can supply within a very short time are selected
irrespective of the cost. Naturally capital cost will go up very high but projects time will get much
reduced.

PROJECT LIFE CYCLE

The project is initiated to achieve a mission and is said to be completed when the mission is
achieved. The project lives between these two cut off periods and this intermediate time is called
Project Life Cycle. Project life cycle consists of the following three stages:

1) Pre-Investment Phase: It is concerned with formulation of objectives, demand forecasting,
evaluation of imput characteristics, selection of strategy, projections of financial profile,
cost benefit analysis and finally pre-investment appraisal. Some expenditure has to be
incurred in the form of conducting surveys, feasibility studies etc.

2) Construction Phase: This stage consumes maximum expenditure. Construction phase
consists of developing the infrastructure for the project. The capital requirement includes
cost on land, buildings, civil works, machinery equipment, ancillaries etc.

3) Normalization Phase: The primary objective of this stage is to produce the goods and
services for which the project was established. The expenditure has to be incurred on raw
materials, fuel, utilities, and administration and operation maintenance. Etc.

According to Cleland and King a project passes through the following phases:

1) Conception phase.
2) Definition phase.
3) Production.
4) Observation.
5) Divestment.
6) Post-Mortem.

The following figure model of the project life cycle that is suitable for any type of project.

PROJECT MANAGEMENT
Project management is the process of planning, organizing, monitoring and controlling of

all aspects of a project and motivating all involved to achieve project objectives of safety and
completion within a defined time, cost and performance. Harson has defined project management
as ,” the achievement of a project’s objectives through people, and involves organizing, planning
and control of the resources assigned to the project together with the development of constructive
human relations with all those involved, both in company and with the other companies involved”. [

PHASES OF PROJECT MANAGEMENT

It consists of the following stages:

1. Project Identification: It refers to identification of business/investment opportunities. It
involves scanning of the environment to find out investment opportunities.
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2. Project Formulation: It is the translation of the idea into concrete project with scrutiny of its
important preliminary aspects.

3. Project Appraisal: It involves searching, scrutiny, analysis and evaluation of market,
technical, financial and economic variables. It examines the viability of the project.

4. Project Selection: It is the process of choosing a project rationally in the light of objectives
and inherent constraints on the basis of appraisal.

5. Project Implementation: It is the stage of birth of an enterprise. At the end of this stage, the
idea becomes a reality.

6. Project Follow Up and Evaluation: It is the process of assessing the performance of the
project after it started functioning. Project evaluation simply means assessing the progress of
the project.

OBJECTIVES OF PROJECT MANAGEMENT

The ultimate objective of project management is to attain the objectives for which the
project has been undertaken. The other objectives of project management are as follows:

1) To achieve maximum productivity at minimum cost.

2) To maximize income and return.

3) To minimize risk and uncertainty.

4) To eliminate waste and improve efficiency.

5) To make the most efficient and effective use of resources- manpower, money, materials,
technology etc.

ROLES AND RESPONSIBILITIES OF PROJECT MANAGER

The following are the roles and responsibilities of a project manager:

1) Managing personnel.

2) Satisfy government, customer, promoters and public.

3) Coordinating and integrating activities across multiple functional lines.

4) Defining and maintaining the integrity of the project.

5) Setting targets and development of systems and procedures for accomplishment of project
objectives.

6) Developing project execution plan.

7) Coping with risk associated with project management.

8) Managing human interrelationships.

9) Maintaining the balance between technical and managerial project functions.
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NEED OF PROJECT MANAGEMENT

The need for project management arises due to the following reasons:

1) Complexity of Project: Project involve time, effort, money etc. If there is any fault in
planning or implementation of projects, the resources put in the projects would be a waste.

2) Achievement of Objectives: Unless projects are managed well, the objective for which
the projects are undertaken cannot be achieved.

3) Environmental Changes: A project should be well equipped to meet the environmental
challenges .The success of the project depends upon how the project is able to cope with the
changing environment.

4) Competition: To face out the competition provision of a good or a service is not
sufficient. It must provide a package which meets an entire need rather than just part of that need .

5) Constraints: The constraints relate to time, materials, demand, labour etc. The success
of a project depends on how well it is possible to manage the so called constraints.

6) Risk and Uncertainty: At every stage of project life cycle there are challenges and
problems. As the project moves new challenges and problems may arise. The risks and
uncertainties cannot be eliminated but can be minimized through proper management of project.

7) Time Overrun and Cost Overrun: If a project takes more time than the scheduled time,
it is known as time overrun. If a project incurs more costs than budgeted, it is called cost overrun.

8) Project Control and Evaluation: It is done either at the end of the project or few years
after the completion of the project. This enables to learn lessons from the projects.

GENERATION OF PROJECT IDEAS

It is the process of collection, compilation and analysis of economic data for the purpose of
finding out possible opportunities for investment and with the development of the characteristics of
such opportunities. Emergence of project ideas from different sources is called generation of
project ideas. The idea should be sound and workable, so that it may be exploited. The entrepreneur
has to be imaginative and foresighted to discover a business/Project idea.

SOURCES OF THE PROJECT IDEAS

The business idea arises from an opportunity in the market. Entrepreneurs should have a
keen and open mind to look for opportunities and generate business ideas. It is not a matter of
analysis but of instinct. Ideas come from many sources. Some of the sources are as below:

OUR OWN NEEDS

TRADE AND PROFESSIONAL  JOURNALS.

PROJECT PROFILES.

TRADE FAIRS  AND EXHIBITIONS.
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SUCCESS STORIES OF FRIENDS AND RELATIVES.

PROSPECTIVE CONSUMERS.

RESEARCH ORGANISATION.

UTILISATION OF WASTE MATERIALS.

STUDY OF GOVERNMENT POLICY.

DEVELOPMENT OF OTHER NATIONS.

ITEMS RESERVED FOR SMALL SCALE UNITS.

SCREENING OF PROJECT IDEAS

The need for screening of the ideas arises because all the ideas generated may not be
promising. Only the most promising or most profitable ideas are to be selected for further study.
The process of evaluating the project ideas with a view to select the best and promising idea after
eliminating the unprofitable ideas is called screening of project ideas. The following factors need to
be considered:

1) Cost of The Project: A study of the cost structure under material cost, labour cost, factory
overheads etc., will give a good idea regarding different types of costs.

2) Profitability: The project yielding higher return must be selected.

3) Marketing Facilities: Existing and potential demand in domestic and export market, nature of
competitions, sales and distribution system, consumption trends etc., should be assessed and
evaluated before taking the final decision.

4) Availability of Imputs: The resources and imputs required for the project must be reasonably
assured. The availability of skilled workers is to be ensured before launching an enterprise.

5) Consistency with Government Regulations and Priorities.

6) Compatibility with the Entrepreneur: The idea must suit the interest, personality and
resources of the entrepreneur. It should not be beyond his capacity.

PROJECT FORMULATION

It is the process of examining technical, economic, financial and commercial aspects of a
project. It  is the process and steps through which an opportunity becomes a project in which the
entrepreneur is willing to invest his time, money and other resources. This study is undertaken to
find out whether the proposed project would be feasible or not.

NEED FOR PROJECT FORMULATION

The following are the major problems:

1) Knowledge About Government Regulations: The entrepreneur must have a thorough
knowledge about Government regulations, policies, licensing procedures etc.,
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2) Absence of External Economies: A project has to depend upon other industries for the supply
of raw material, power, spares etc,

3) Non-Availability of Technically Qualified Personnel.

4) Resource Mobilization.

5) Selection of Appropriate Technology: Modern technologies developed in the advanced
countries may not be suitable for adopting in the developing countries.

ELEMENTS OF PROJECT FORMULATION

It involves a number of elements, they are summarized as below:

Feasibility Analysis: It involves an examination of the project idea in the light of internal
and external constraints. Internal constraints arise because of limitations of the project
sponsoring body and external constraints arise due to the characteristic of the environment.
If on feasibility analysis, the project is found feasible, the same is put to further analysis.

Techno-Economic Analysis: It is mainly concerned with the identification of the project
demand potential and selection of the optimal technology suitable for achieving the project
objectives. This study includes:

a)Estimation Of Demand Or Market Potential: The entrepreneur has to estimate
the expected share of the sale in the market, intensity of competition, mobility of products to
other places etc., The data collected from various sources are first complied, tested and
tabulated in a form suitable for interpretation.

b)Selection Of Technology: It refers to that combination of controlled variables
which will ensure the achievement of the project objectives with minimum expenditure of
resources.

Project Design and Network Analysis: A project comprises certain sequential activities
which are interrelated. These activities can be shown in the form of a diagram, which is
called network diagram. Project design is concerned with the development of a detailed
work plan of the project and its time estimates. When a network is designed, its analysis is
carried out to identify the optimal course of action so as to complete the project with the
minimum of time and cost, subject to the available resources. Important network analysis
techniques are PERT (Programme Evaluation Review Technique) and CPM (Critical Path
Method).

Input Analysis: Input analysis is primarily concerned with the identification, qualification
and evaluation of project inputs. The objective of input analysis is to identify nature of
resources needed to estimate the quality of the required resources and to ensure that there is
continuous and adequate supply of inputs. Input analysis is the basis for financial analysis
and cost benefit analysis.

Financial Analysis: It involves estimates about the project costs and revenues and the funds
required for the project. It seeks to find out whether the project will generate income to
realize the ultimate objective for which it is undertaken.
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Social Cost Benefit Analysis: Under cost benefit analysis the investment projects are
evaluated from the point of view of the society as a whole. The cost benefit analysis aims at
analyzing the real contribution of an investment project towards welfare of the country as a
whole. It implies the enumeration and evaluation of all the relevant costs and benefits. It can
be applied to both private and public investments.

Pre-Investment Appraisal: The proposal gets the final and formal shape. The purpose of
pre-investment appraisal is to enable the concerned authorities to take an investment
decision about the project i.e. to accept or reject.

TECHNICAL ANALYSIS

Technical analysis of a project is essential to ensure that necessary physical facilities required for
production will be available and the best possible alternative is selected to procure them. The object
of technical analysis is to assess the technical soundness of the project. This is considered essential
for the long term success of the project.

Technical analysis includes the study of the following:

1) MATERIAL INPUTS: It is essential to assess the availability of materials, inputs and
utilities. Utilities include power, water, steam, fuel, communication facilities, transport facilities
etc. The feasibility study of material should include the following variables:

(a) The availability of quality and quantity of raw material.

(b) Price elasticity of raw material.

(c) Perishable time of raw material.

(d) The factors on which the availability of raw material is depended.

2) MANUFACTURING PROCESS/TECHNOLOGY: Technologies simply refers to the
tools, devices and knowledge that help in the transformation of inputs into outputs. It is the
application of knowledge, encompassing the related concepts of science, innovation, invention and
discovery. It is the application of scientific knowledge to practical commercial purpose.

Factors Influencing the Choice of Technology

The choice of technology is influenced by the following considerations:

1) Plant capacity.

2) Inputs.

3) Investment outlay.

4) product mix.

5) Latest developments.

6) Cost.
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Sources of Technology

The technical know-how can be procured from the following sources:

1) Foreign Collaboration.

2) Consultancy Organizations.

3) Machinery Suppliers.

4) Promoter’s knowledge and experience.

5) Recruitment of suitable technical personnel.

6) CSIR Laboratories and National Research and Development Corporation (NRDC).

An entrepreneur may use either indigenous technology or imported technology. When he is
not satisfied with indigenous technology, he can make use of imported technology. This process of
availing global technology is called technology transfer.

3) PLANT CAPACITY: It refers to the volume or number of units that can be manufactured
during a given period. Plant capacity is also called production capacity.

Considerations for Plant Capacity

The following factors should be taken into consideration:

1) Technological requirement.

2) Input constraints.

3) Investment cost.

4) Market consideration.

5) Resources of the firm.

6) Government policy.

4) PLANT LOCATION: It refers to a fairly broad area where the enterprise is to be established
like city, industrial zone or coastal area. The success of a project depends on the location, to a
certain extent. They are discussed as follows.

1) Proximity to raw material.

2) Nearness to market.

3) Availability of infrastructure facilities.

4) Transport and communication facilities.

5) Effluent disposal.

6) Labour.

7) Government policies.
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8) Climatic condition.

9) Environmental considerations.

10) Other factors.

5) SIZE OF THE PLANT: The efficiency and profitability of a project are very much influenced
by its size. Size of the plant depends on the manufacturing process, availability of raw materials,
capital investment needed and the size of the market. Size of the plant depends on:

1) Availability of raw materials and power.

2) Technology/process to be adopted.

3) Size of the market.

4) Size of the plant and machinery.

5) The location of the project.

6) The product mix.

7) Capital investment required.

6) PRODUCT  MIX: Product mix or range is decided according to market requirement. It refers to
the set of all the products offered by a firm for sale. The range of products to be marketed depends
on the following:

a) Nature of business.

b) Nature of product.

c) Competition.

d) Tastes of consumers.

e) Size of target market.

f) Plant capacity.

7) FACTORY DESIGN: It refers to the plan for a particular type of building, arrangement of
machinery and equipment and provision of service facilities, lighting, heating etc. in the building.
Factory design comprises layout of building and layout of factory.

Importance of Factory Design

Important benefits of a good factory design are summarized as follows:

1) Storage and movement of material.

2) Service facilities.

3) Supervision.

4) Employee morale.

5) Productivity.
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Factors Affecting Factory Design

While designing a factory the following factors should be considered:

1) Location.

2) Nature of the manufacturing process.

3) Plant layout.

4) Smoothness in operation.

5) Service facilities.

6) Material handling.

7) Cost of construction of building.

8) Future expansion.

9) Nature of product.

10) Appearance.

8) MACHINERIES AND EQUIPMENTS: The requirement of machinery and equipment is
dependent on production technology and plant capacity. It is also influenced by the type of project.
To determine the kind of machinery and equipments required for manufacturing industry the
following procedure may be followed.

1) Estimate the likely levels of production over time.

2) Define the various machinery and other operations.

3) Calculate the machinery hours required for each type of operation.

4) Select machineries and equipments required for each function.

The equipments required for the project may be classified into the following types:

1) Plant equipments.

2) Mechanical equipments.

3) Electrical equipments.

4) Instruments.

5) Controls.

6) Internal transportation system.

7) Others.

9) PLANT LAYOUT: Proper plant layout can reduce manufacturing cost by saving money
and time. It refers to the arrangement of the machines, equipments and other physical facilities
within the factory premises .It is a floor plan for determining and arranging the desired machinery
and equipment in the best place to permit the quickest flow of material at the lowest cost with least
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amount of material handling in processing the product from the receipt of raw materials to shipment
of the finished product. There are five types of plant layout, they are as follows:

1) Product Layout: It is also called line layout. In this type machines and equipments are
arranged in the sequence or order in which they are used in the manufacture of a given product .It
is best suited in mass production, because it allows continuous flow of material in process towards
the finished product stage.

2) Process Layout:  It is also called as functional layout. In this type similar machines are placed
in one place according to the operations or functions they perform.

3) Combined Layout: Here some of the machines may be arranged in product layout and some
others in process layout. It combines the advantages of both the layout forms.

4) Stationary Layout: The men and equipment are moved to the materials which remain in one
place. The product is completed at that place where material lies. It is also called fixed position
layout .It is necessary in ship building, aircraft manufacturing, job welding shops etc.

5) Cellular Layout: This is an innovative layout, and based on group technology principles. In
this type machines dedicated to sequences of production are grouped into cells.

FACTORS INFLUENCING PLANT LAYOUT

While deciding the layout the following factors should be considered:

 Nature of industry.

 Volume of production.

 Type of production.

 Location.

 Material handling

 Type of equipment

 Factory building.

 Service facilities.

 Lighting and ventilation

 Future expenses

 Environment aspects

NETWORK ANALYSIS

The network techniques have their origin in the late fifties in USA. These techniques were
developed to facilitate planning, scheduling and monitoring the projects in an integrated manner so
that these could be completed within the constraints of desired time, cost and performance.
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MEANING OF NETWORK ANALYSIS

Network is a combination of activities and events of a project. Network analysis is a system
which plans projects by analyzing the project activities. Network analysis is one of the most
popular techniques used for planning, scheduling, monitoring and co-coordinating large and
complex projects comprising a number of activities. It is concerned with evaluation of time and
resources profile of project activities.

OBJECTIVES OF NETWORK ANALYSIS

1. It is a powerful tool for planning, scheduling and controlling of projects.

2. It helps to minimize total cost.

3. It shows in simple way the interrelationship of various activities constituting a project.

4. It helps delegation of the power and authority.

5. It facilitates management by exception.

6. It avoids production delays.

7. It leads to optimal use of resources.

8. It helps to minimize time for a given cost.

9. It helps the entrepreneur to complete the project in time.

TERMS RELATED TO NETWORK ANALYSIS

Network: Network refers to series of related activities which results in some product or
service.
Network Diagram: It is the backbone of network technique. It shows the activities and
events of a project in a logical sequence. It is also known as project graph or arrow
diagram.
Activity: It means the element of job or task or item of work to be completed in a specific
time. Activity consumes time, money, effort and resources. Each activity is represented by
a arrow( )
Event: It represents the start or end of an activity. An event is generally represented by a
circle ( ) called node. Each activity has 2 events- tail event and head event. Tail event is
the beginning of an activity. Head event is the end of an activity.

Tail Event Head Event

STEPS IN NETWORK ANALYSIS

1. Preparation of network.
2. Estimation of time to perform each activity.
3. Computation of critical path schedule.
4. Interpretation of results.
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NETWORK TECHNIQUES

A number of network techniques have been developed. Few of them are given below:

 CPM: Critical Path Method.

 PERT: Programme Evaluation Review Technique.

 GERT: Graphic Evaluation and Review Technique.

 RAMS: Resource Allocation and Multi Project Scheduling.

 RPSM: Resource Planning and Scheduling Method.

 MAP: Manpower Allocation Procedure.

 LOB: Line of Balance.

Among these CPM and PERT are the most widely used network analysis techniques in project
management.

CRITICAL PATH METHOD (CPM)

It was developed in 1956, by Morgan R Walker of Dupont Company and James E Kelly of
Remington Rand. After preparing the network diagram and indicating the time for each activity, we
can identify the various possible paths.

APPLICATION OF CPM

CPM can be used in the following areas:

1) Construction of building or highway.

2) Construction of dams or canals.

3) Communication networks.

4) Production planning.

5) Maintenance and overhaul of aero planes or oil refinery.

TERMS RELATED TO CPM

Path: It refers to unbroken or continuous chain of activities from the start event to end
event in the network diagram.

Critical Path: It is the path which takes longest duration. It is represented by double or
thick arrow line to distinguish it from the other non critical paths.

Critical Activities: These are activities lying in the critical path and its delay in start will
cause a further delay in the completion of the entire project. Activities with zero floats are
called critical activities. Such activities require special attention.

Preceding Activities: Activities that must be completed immediately prior to the start of
another activity are called predecessor activities.

Succeeding Activities: Activities that cannot be started until one or more of other activities
are completed but immediately succeed are called successor activities.
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Concurrent Activities: Activities which can be accomplished concurrently or
simultaneously are known as concurrent activities.

Earliest Start Time (EST): it is the earliest time an activity can start on the assumption
that all its preceding activities started at the earliest possible times. It is calculated by
moving from first to last event in a network diagram.

Latest Start Time (LST): It is the latest possible time an activity can finish without
delaying the project on the assumption that all subsequent activities are finished as planned.
It is the difference between the latest finish time and the estimated time for the activity to
be completed.

Earliest Finish Time (EFT): It is the sum of the earliest start time and the estimated time
to perform the activity. (i.e., EST+ activity duration)

Latest Finish Time (LFT): It is calculated by moving backward ie, from last event to first
event of the network diagram.

Forward Pass: The objective is to determine the earliest expected start and finish of the
constituent activities of a project.

Backward Pass: It is the process of determining the latest allowable starting and finishing
time of an activity. The computation starts at the end event of a project and moves
backwards.

Float (Total Float): It means the amount of excess or spare time up to which an activity
can be delayed without affecting the overall completion time of the project. It is the
difference between the latest finish time and earliest start time.
Total Float= LFT – EFT or LST – EST

Free Float: It is the excess of the available time over the required time when the activity, as
well as its successor activity start as early as possible.
Free Float = EST of the successor – EFT of the present Activity

Independent Float: It is the amount of time an activity could be delayed if preceding
activities finish at their latest and subsequent activities start at their earliest.

Independent Float = EST of successor – LFT of predecessor – Duration.

If a negative value of independent float is obtained, then independent float is taken as zero.

STEPS IN CPM

1) Arrange all activities in a logical sequence.

2) Construct arrow diagram and number all the events.

3) Mark activity times on arrows.

4) Calculate earliest and latest starting/finishing times and mark these times on arrow

diagram.

5) Identify critical path.
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For example,

Activity Duration (months)

1-2 2

1-3 3

2-4 3

3-4 5

2-5 3

4-6 2

5-6 4

Solution:

3

2 4

3 2

5

Network Diagram

In the above diagram, 3 possible paths can be identified as follows:

(a) 1-2-5-6 requiring 2+3+4 = 9 months in completion of the project.

(b) 1-2-4-6 requiring 2+3+2 = 7 months in completion of the project.

(c) 1-3-4-6 requiring 3+5+2 = 10 months in completion of the project.

The third path (1-3-4-6) takes longest time in completion of the project and hence it is the critical
path. The activities in the critical path are critical activities and these activities can be delayed to
the extent of float available without affecting the overall project duration.

1

43

6

52
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ADVANTAGES OF CPM

1) It makes better and detailed planning possible.

2) It helps in ascertaining the time schedule.

3) Control by management becomes easy.

4) It identifies most critical elements and thus more attention can be paid on these activities.

5)  It facilitates optimum utilization of resources.

LIMITATIONS OF CPM

1) It is based on the assumption of precise known time for each of these activities.

2) It ignores statistical analysis in determining the time estimates.

3) It facilitates solution for the problem.

PROGRAMME EVALUATION REVIEW TECHNIQUE (PERT)

It was developed by a Navy sponsored Research Team composed of D.G. Malcolm, J.R.
Rose boom, C.E. Clark and W. Fazar in 1958. PERT is a network technique of scheduling and
controlling the project where activity times cannot be precisely estimated. Its primary purpose is to
facilitate the planning and controlling of a project in order to achieve lower costs, reduce project
time and more effective co-ordination and utilization of human and physical resources. PERT deals
with the problems of uncertain activity times. Generally 3 time estimates are used.

They are:

1) Optimistic Time (to): It is the shortest possible time in which an activity can be
completed. The probability of happening this is 1 in 100.

2) Pessimistic Time (tp): It is the maximum possible time in which an activity can be
completed-e, if everything goes wrong. The happening this also might be 1 in 100.

3) Most Likely Time (tm): This lies in between ‘to’ and ‘tp’. It is the estimated time in the
normal conditions that an activity would require.

The expected time of each activity would be calculated by the following formula:
te = to +4tm +tp /6

STEPS IN PERT

1) Activities are arranged in a logical sequence.

2) Network diagram is drawn and events are numbered.

3) Using 3 times estimates, the expected time for each activity is calculated.

4) Slack is calculated and critical path is identified.
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5) The total project duration is worked out.

6) Standard deviation and variance for each activity are found.

Variance = 0

6
pt t 

 
 

Standard deviation = 0

6
pt t 

 
 

SLACK: - It is similar to float. Float is associated with activity and used in CPM. Slack is
associated with event and is used under PERT. It is the difference between the latest allowable time
and earliest completion time. Slack is the maximum time an activity can be delayed without
delaying the completion of project. Slack is zero on critical activities.

APPLICATION OF PERT

Following are the major areas where PERT can be used:

 In managing accounts and budgeting of the organization.

 In administration such as planning manpower profile or paper work of the organization.

 In maintenance and major repairs of ships, rockets, steel furnaces, scheduling aircrafts etc.

 In installing and recognizing new systems such as plant, machinery, computers etc.

 Research and development projects.

 Defense projects.

ADVANTAGES OF PERT

 Reduces cost and time.

 Easily shown in chart form.

 Permits effective control.

 It provides updated information about the project.

 Provides improved estimates of the expected time to complete an activity by using multiple
time estimates.

 It facilitates the right action, at right point and right time in the organization.

LIMITATIONS OF PERT

 Developing a clear and logical network is difficult.

 In some projects not all activities can be so clearly identified.

 It is not useful in certain kinds of projects like projects which are subject to change.

 It emphasizes only on time and not cost.

 There may be errors in time estimation.
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FINANCIAL ANALYSIS

It is defined as the process of obtaining relevant information about a project in order to ascertain its
financial viability. The preliminary steps involved in the financial analysis include:

1) Estimation of total capital outlay involves in the project.

2) Estimation of operating costs.

3) Estimation of operating revenue.

It purpose is to find out whether the project is attractive enough to secure funds needed for its
various activities and whether the project will be able to generate enough income to achieve the
objective for which it is undertaken.

ESTIMATION OF CAPITAL OUTLAY

Capital outlay of a project refers to the sum of the expenditure till the date of starting
commercial production. It includes all advance expenditure. Cost of fixed assets, duties and taxes.
Consultancy charges interest charges, intangible expenses, registration fees and provision for
contingencies.

The capital cost outlay is required not only for assessing fund requirement but also for
ascertaining the economic viability of the project. Capital cost outlay is shown in the statement of
capital cost estimation.

ESTIMATION OF OPERATING COSTS

Operating costs are those which have to be incurred after the project commences
production. Operating costs vary with quantity of output. Operating cost cover material cost, labour
cost, overhead costs and incidental expenses. A proforma of operating costs shows the operating
cost estimates.

ESTIMATION OF OPERATIONAL REVENUE

Operating cost is incurred to generate operating revenue or sales. It is necessary to assess
the demand potential and the anticipated sale price of the goods. Sales and production are closely
related and they can be estimated together through an estimate of production and sales. It shows
details of installed capacity, value of sales etc.

ESTIMATION OF WORKING RESULTS

For assessing the profitability of a project, the estimates of operating costs and revenues are
matched, using a proforma profit and loss statement. It will show details on expected sales, net
sales, cost of production, gross margin, general and administrative expenses, taxes, dividend etc.

ESTIMATION OF FINANCIAL POSITION

In order to ascertain the financial position of a firm, at a given point of time, a proforma
balance sheet is prepared with the help of projected assets and liabilities. It helps in preparation of
projected funds flow and cash flow statements and to compute various ratios on profitability,
liquidity and solvency of the project.
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TECHNIQUE OF FINANCIAL ANALYSIS

Having prepared the projected financial statements, the process of financial analysis is carried out
through funds flow analysis, break-even analysis, cash flow analysis and ratio analysis.

FUND FLOW ANALYSIS

Fund flow statement is prepared to show in assets, liabilities and net worth between two
balance sheet dates. It is prepared to ascertain how much funds have been generated and how these
funds were put to use. This will assist minimizing cost of finance and avoiding idle fund situation.
The term ‘fund’ here means working capital. Flow of funds means the change in working capital.

CASH FLOW ANALYSIS

Cash is a critical asset. It acts as a fuel on which a project runs and it has to be kept ready all
the time. Cash flow statement is prepared to ensure that the business unit will have necessary cash
with it and it will not face liquidity problems. It shows the movements of cash into and out of the
firm and its net effect on the cash balance with the firm. A cash flow statement is very useful to:

1) Determine the amount of cash needed to start the enterprise.

2) Plan for timing of loan funds.

3) Ensure that if projected cash flows are met, cash will be available to meet payments as
they become due.

RATIO ANALYSIS

It is used to have an in depth examination of the strength and potential pitfalls of the
organization. Ratio analysis helps to compare current performance with the past and also in
measuring effectiveness and efficiency of the organization in the light of norms of performances.
They help the management in the discharge of its key functions such as forecasting, planning, co-
coordinating, controlling and communicating. Ratio analysis technique now a days one of the most
comprehensive and widely used methods in almost all the organizations.

ANALYSIS OF OPERATIONAL STRATEGY

The operational strategy can be evaluated by employing the following techniques:

BREAK-EVEN ANALYSIS

The break-even analysis is the most widely used technique of cost volume profit analysis
used in its narrow sense. It is the point at which losses cease and profits begin. Break-even point is
an equilibrium point or value between costs, prices and profits. Indeed it is a balancing point a point
of no profit no loss. It is also called zero point costs. In a broad sense, it refers to a system of
analysis that can be used to determine the probable profit at any level of activity. It is a tool of
financial analysis whereby the impact on profit position of the changes in volume, price, costs and
mix can be estimated definitely and accurately.
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COMPUTATION OF BEP

BEP is found out by using the formula or using a graph. It is computed by using the
following formula.

BEP (Units) =

BEP (Rupees) = × Sales

ADVANTAGES OF BREAK EVEN ANALYSIS

Break even analysis presents the picture of profit at different levels of production. From the
management point of view the following are the important uses;

1) It helps to take investment decision.

2) It serves as a useful tool for cost control.

3) It assists in the formulation of price policies.

4) It can be used to study the comparative plant efficiencies of the industry.

5) It is useful for determining costs and revenue at different levels of activity.

6) It helps to determine the selling price which gives desired profits.

7) It is useful in forecasting sales and profits.

LIMITATIONS OF BREAK-EVEN ANALYSIS

1) It assumes that the future projections can be made on the basis of past record but this is not
correct.

2) It has limited application in the long range planning.

3) Break-even analysis completely ignores the capital employed in project.

4) It assumes that fixed costs remain fixed for any level of production. But actually it will
remain fixed only up to a certain level of activity.

5) Break-even analysis is a short run analysis of cost volume relationship. It will change
according to variation in costs of material, labour and the introduction of new methods or
product or new equipment.

6) The profits are a function of not only output but also other factors such as technological
changes, improvements in the art of management etc. These have been ignored in break-
even analysis.

7) It assumes that variable costs vary in direct proportion to volume of production. But the
variable cost need not necessarily vary in direct proportion of output.
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SENSITIVITY ANALYSIS

The technique of sensitivity analysis helps in studying the impact of crucial variables like
raw material, sales volume, sales price, degree of capacity utilization etc. over the economic
viability of an enterprise. Under this approach the value of different key variables is changed in a
systematic manner. In other words, change is effected in one variable and the other variables are
assumed constant and the results are analyzed to find out sensitivity of various variables with
respect to their impact on profit margin.

RISK ANALYSIS

The risk analysis helps in identifying the sources of risks such as rise in prices of raw
material, taxes and duties, product price etc. which have great bearing in determining the future
returns for the project. Accordingly risk analysis offers an opportunity to the investor to redesign
his proposed project.

PROJECT FINANCING

Finance is one of the foundations of economic activity of mankind. It is needed for starting the
business and also to keep it going. It is rightly described as the life blood of any industrial or
commercial undertaking.

CLASSIFICATION OF CAPITAL

On the basis of the purpose for which finance is required, finance or capital may be classified into
fixed or block capital and working or circulating capital.

FIXED CAPITAL

It refers to the amount required for acquiring fixed assets like land, building, machinery etc.

FACTORS GOVERNING FIXED CAPITAL REQUIREMENTS

The amount of fixed capital requirement of a project depends on the following factors:

Nature of project.

Size of the project.

Diversity of production line.

Method of production.

Method of acquiring fixed assets.

WORKING CAPITAL

It consists of funds invested in current assets. There are two concepts of working capital.
One is gross concept and the other is net concept. Gross concept working capital refers to the
amount of funds invested in current assets. Working capital is equal to total current assets. Net
concept working capital refers to the excess of current assets over current liabilities. Working
capital is equal to current assets minus current liabilities.
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TYPES OF WORKING CAPITAL

It is broadly classified into two- permanent working capital and variable working capital.

1)Permanent Or Fixed  Working Capital :- It is the minimum amount of working capital
required to ensure effective utilization of fixed assets and support the normal operation of the
business. It is again divided into two.

(A) Initial Working Capital- It is the capital with which the project is commenced.

(B) Regular Working Capital: - It is the minimum amount of the liquid capital to
keep up the circulating capital from cash to inventories, to receivables and back again
to cash.

2) Variable Working Capital: - This is the additional capital needed to meet seasonal and
special needs. It is again divided into two.

(A) Seasonal Working Capital: - It refers to the additional working capital required
during busy seasons.

(B) Special Working Capital: - It may be required to carry on a special sales
campaign or financing slow moving stock or financing a period of strike or lockout etc.

FACTORS DETERMINING WORKING CAPITAL

It depends upon the following factors:

 Character of business.

 Size and volume of business.

 Length of processing period.

 Turnover.

 Terms of purchase and sales.

 Seasonal variation.

 Importance of labour.

 Cash flow.

 Stock.

 Cyclical fluctuation.

SOURCES OR MEANS OF FINANCE

There are basically two sources available for financing project- internal sources and external
sources. If the size of the project is large, the fund requirement will have to be financed from
external sources. The technique of raising capital from multiple sources is known as layered
financing. The following shows the various sources of project finance
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A) SOURCES OF LONG TERM FUND (FINANCE FIXED CAPITAL REQUIREMENT):-

1) Issue of shares.
2) Issue of debentures.
3) Term loans from specialized financial institutions like IFCI, IBRD etc.
4) Venture capital.

B) SOURCES OF MEDIUM TERM FUNDS (FINANCE FIXED WORKING CAPITAL
REQUIREMENT):-

1) Public deposits.
2 ) Deferred credits.
3) Lease finance.
4) Subsidy and other incentives/assistance from the government.
5) Hire purchase.

C) SOURCES OF SHORT TERM FUNDS (FINANCE WORKING CAPITAL
REQUIREMENT):-

1) Trade credit.
2) Commercial banks.
3) Accounts receivable.

The important means of finance are discussed as follows:

1) SHARE CAPITAL: - Shares may be issued by a company after its incorporation or by an
existing company. There are two types of share capital.

A) Equity Share Capital: - It represents the contribution made by the equity shareholders.
The advantage of raising equity capital is that the company need not mortgage any of its assets to
secure it from the market.

B) Preference Share Capital: - They enjoy a preferential right in respect of dividend and
also repayment of capital in case of winding up in priority to equity shareholders. Financing
through preference shares is much cheaper than the equity shares. -

2) DEBENTURE CAPITAL: - It refers to borrowings. Debenture holders being creditors have
neither voting powers nor control in policy making. They get a fixed rate of interest even if the
company incurs losses.

3) TERM LOANS: - It is granted on the basis of a formal agreement between the borrower and the
lending institution. Long term capital provided directly by a lender in the form of a negotiated
contract according to all details of the agreement is called term loan.

4) VENTURE CAPITAL: - It refers to giving capital to enterprise that has risk and adventure. It is
a financial investment in a highly risky project with the objective of earning a high rate of return.

5) PUBLIC DEPOSITS: - A company can raise deposits to meet its capital needs directly from the
public at an interest rate generally above the bank rate.
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6) DEFERRED CREDITS: - Under this arrangement payments to suppliers of plant and
equipments are made in agreed instalments over a specified period of time at some agreed rate of
interest on the outstanding balance.

7) INCENTIVE SOURCES: - The government and its agencies may provide financial support as
incentives to certain types of promoters or for setting up industrial units in certain locations.

8) LEASE FINANCING: - it can be explained as a contract between the owner of the asset and the
user of the asset whereby the owner of the asset gives it to the user for a consideration. The owner
of the asset is called the lessor and the user of the asset is called the lessee. The consideration which
is required to be paid by the lessee for using the asset is called lease rental.

9) INSTITUTIONAL FINANCE: - There are several financial institutions for giving financial
assistance to entrepreneurs. Some of them are IDBI, IFCI, SIDBI, NABARD etc.

FEASIBILITY STUDY REPORT

It analyses availability of raw material, skills and expertise, capital, market etc. It should be
noted that any project must be technically feasible, financially sound, economically viable and
socially acceptable. The feasibility report contains only important information obtained from
technical analysis, financial analysis, economic analysis; social cost benefit analysis etc.It forms the
basis for investment appraisal and decision making.

PROJECT APPRAISAL AND EVALUATION

The project has to be appraised in relation to the feasibility of the technical, economic,
financial, commercial, managerial, social and other aspects of the project. It is defined as critical
and careful second look at the project by a person not associated with the project preparation. The
objective of a project appraisal is to decide whether to accept or reject an investment proposal.

ELEMENTS OF PROJECT APPRAISAL

There are mainly seven aspects of project appraisal. They are:

1) Technical Feasibility: - It includes detailed estimates of the goods and services needed
for the project- land, machineries and equipments, raw material, trained labour etc. Location of the
project should be given special attention in relevance to technical feasibility. Another important
feature of technical feasibility relates the type of technology to be adopted for the project.

2) Economic Viability: - It is a study on capital cost, working capital, operating cost and
revenue, marketing, profitability etc. It also includes an appraisal of anticipated demand and
capacity utilization.

3) Commercial Viability: - T he appraisal of commercial aspects of a project involves a
study of the proposed arrangements for the purchase of raw materials and sale of finished products
etc. The main objective is to see that the proposed arrangements will ensure that the best value is
obtained for money spent.

4) Financial Feasibility:- It seeks to ascertain whether the project is financially viable
regarding the cost of project, cost of production and profitability, cash flow estimate and Performa
balance sheet. It will study whether the project will satisfy the return expectations of those who
provide the capital.
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5) Managerial Competence: - Proper evaluation of managerial ability and talent is an
essential part of appraisal of a project. While evaluating the management, back ground of the
entrepreneur and promoters, their character and integrity, past record of promotion etc are studied.

6) Social Consideration: - The social objective of a project are also considered keeping in
view of the interests of the public. The projects which offers large employment potential, which are
located in backward areas or projects which will stimulate small industries or growth of ancillary
industries are given special consideration.

7) Ecological Analysis: - It is necessary to ensure whether the project causes pollution,
whether it disturbs the equilibrium of ecology and whether it fits into the environment.

8) Project Risk Analysis:- Project face a host of risk such as project completion risk,
resource risk, price risk, technology risk, political risk, interest rate risk etc. An analysis of such
risks is helpful in the appraisal of a project.

METHODS OF PROFITABILITY APPRAISAL

The most important and popular of these can be classified into two broad categories as follows:

NON-DISCOUNTING TECHNIQUES OR TRADITIONAL METHODS: - It does not
take into consideration the time value of money. Important traditional methods may be
discussed as follows:

A) URGENCY METHOD: - Urgency or degree of necessity plays an important role and project
that cannot be postponed is undertaken first.

Merits

 It is a very simple technique.
 It is useful in case of short term projects requiring lesser investment.

Demerits

 Selection is not made on the basis of economical consideration but just on the basis of
situation.

 It is not based on scientific analysis.

B) PAY BACK METHOD: It is cash based technique. It is a period over which the investment
would be paid back. It is a breakeven point of the project, where the accumulated returns equal
investment. It is also called ‘pay-out’ or ‘pay-off’ period or ‘recoupment’ or ‘replacement
period’.

1. When Annual Cash Inflows Are Equal:- when cash inflows/ benefits are even or equal
pay back period is calculated as follows:-

Original cost of project (cash outlay) I
Payback period = or

Annual net cash inflow (net earnings) C
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For example:  If cash outlay is Rs. 500000 and Annual net cash inflow is Rs.100000 for 7 years

Pay Back Period = 500000
100000

= 5 years

The whole cost of the original investment is recovered with five years.

2. When Annual Cash Inflows Are Unequal: when cash inflows/ benefits are not equal pay
back period is calculated in the form of cumulative cash inflows as follows:-

For example: If the cost of the project is Rs.100000 and the cash inflows are: 1st year Rs.10000; 2nd

year Rs.15000; 3rd year Rs.25000; 4th year Rs.30000 and 5th year Rs.30000. payback period to
recover original investment of Rs.100000 comes to 4 yrs and 8 months.(Rs.80000 is recovered in
4yrs and to recover the balance Rs.20000, 8 months are required.

20000
30000

=  2/3 yrs or 8 months.

Payback period can also be calculated as follows

B
Pay Back Period = E +

C

Where,

E = No. of years immediately preceding the year of final recovery

B = Balance amount still to be recovered

C = Cash inflow during the year of final recovery

DECISION RULE (or SELECTION CRITERION):-

According to pay back criterion, the shorter the payback period, the better the project.

ADVANTAGES OF PAY BACK METHOD

 It is simple to understand and easy to apply.

 It is very important for cash forecasting, budgeting and cash flow analysis.

 It minimizes the possibility of losses through obsolescence.

 It takes into account liquidity.

 It is easier for projects yielding returns in initial years.
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DISADVANTAGES OF PAY BACK METHOD

 It ignores the time value of money.

 It completely ignores cash inflows after the payback period.

 This method does not measures profitability of projects..It insist only on recovery of the

cost of the project.

 It does not measure the rate of return.

 It may become misleading because it is based on a single factor.

C) POST PAY BACK METHOD: -

The post pay back method has been evolved to overcome the limitations of pay back method.
Under this method, the entire cash inflows generated from a project during its working life are
taken into account. It is calculated as under:

Post Pay Back Profitability = Total Cash Inflows in Life - Initial Cost

Or

Annual Cash Inflows × (Total Life – Pay Back Period)

The second alternate formula is useful only when annual cash inflows are equal

D) AVERAGE RATE OF RETURN METHOD (ARR):-

It represents the ratio of the average annual profits to the average investment in the project. It is
based on accounting profits and not cash flows. This is also known as Accounting Rate of Return
Method or Return on Investment Method or Unadjusted Rate of Return Method.ARR is found out
by dividing average income by the average investment. It is calculated with the help of the
following formula:

ARR= × 100

Where,

Average Income or Return =

OR

+ Scrap value

Average Investment =
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DECISION RULE (or SELECTION CRITERION)

The higher the ARR, the better the project. If the projects are mutually exclusive, the project with
highest rate of return is selected. If the calculated ARR is equal to or more than the company’s
target rate of return, the project will be accepted. If the calculated ARR is less than the company’s
target rate of return, the project will be totally rejected.

ADVANTAGE OF ARR

 It is simple to understand and easy to apply.
 It takes into consideration earnings over the entire life of the project.
 It considers profitability of the investment.
 Projects of different character can be compared.
 Rate of return may be readily calculated with the help of accounting data.

DISADVANTAGES OF ARR

 This method does not give any importance to the time value of money.

 It does not differentiate between the size of the investment required for each project

 It is based upon accounting profits, instead of cash flow.

 It considers only the rate of return and not the life of the project.

 It ignores the fact that profit can be reinvested.

D) NET PRESENT VALUE METHOD (NPV):- NPV method involves discounting future cash
flows to present values. The cash outflow (i.e., initial investment whose present value is the same)
is deducted from the sum of the present values of future cash inflows (returns or benefits). The
balance amount is NPV which may be either positive or negative. If the NPV is positive, it means
that the actual rate of return is more than the discount rate and it contributes to the wealth of the
share holders. A negative NPV indicates that the project is not even covering the cost of capital. It
means that the actual rate of return is less than the discount rate.

Computation Procedure Of NPV

Determination of Minimum Rate of Return: - To discount cash flows a minimum rate of
interest should be selected. This generally the firm’s cost of capital (i.e., the minimum rate
of return an investor expects from the firm to earn on the proposed investment).

Computation of PV of cash inflows and outflows: - The present value of cash flows for
different years may be calculated with the help of the following formula:

PV = ( )+ ( ) + ( ) ……… . . ( )
Where,



SCHOOL OF DISTANCE EDUCATION

ENTREPRENEURSHIP DEVELOPMENT 73

C1, C2, Cn = Cash inflows for n years

r  = Discount factor or interest rate

n = Number of years

In practice, the ‘Present Value Table’ is used to calculate PV.

PV = Cash Inflow × Discount Factor of the Concerned Period

Computation of NPV: -The difference between total present value of cash inflows and
total present value of cash outflows should be found out. The resulting amount is the Net
Present Value (NPV).

DECISION RULE (or SELECTION CRITERION): - In the case of mutually exclusive or
alternative projects, (where only one project is to be selected) accept a project that has the highest
positive NPV. In the case of individual investment, accept a project if its NPV is positive. If the
NPV is negative, reject it.

ADVANTAGES OF NPV

 It takes into account the time value of money.

 It focuses attention on the objective of maximization of the wealth of the project.

 It considers the cash flow stream over the entire life of the project.

 It is highly useful in case of mutually exclusive projects.

 This method is most suitable when cash inflows are not uniform.

 This method is generally preferred by economists

DISADVANTAGES OF NPV

 It involves complicated calculations.

 It is difficult to select the discount rate.

 This method is not suitable in case of projects involving different amounts of investment.

 The relative desirability of project will change with a change in the discount rate.

 Not suitable in case of two projects having different useful lives.

E) BENEFIT COST RATIO (PROFITABILITY INDEX METHOD): -

Two projects having different investment outlay cannot be compared by Net Present Value
method because it indicates the NPV in absolute terms. In such a situation Benefit Cost Ratio
should be applied. It is the ratio of benefits (cash inflows) to (cash outflows). It is the ratio present
value of cash inflows to present value of cash outflows. Thus it measures present value of returns.
This method is also known as Profitability Index or Present Value Index Method.
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Benefit Cost Ratio is computed as follows:

Benefit Cost Ratio =

OR

Benefit Cost Ratio = ( . ., )
DECISION RULE (or SELECTION CRITERION)

“Accept the project if it’s PI (Profitability Index) is more than one and reject the project if its PI is
less than one. In the case of mutually exclusive projects, the project with higher PI is to be selected.
Higher the Profitability Index better is the project.

ADVANTAGES OF BENEFIT COST RATIO / PROFITABILITY INDEX

 It is very scientific and logical

 It is based upon the real profitability of projects.

 It is very useful to compare the projects having different investments.

 It reflects time value of money.

 It considers all cash flows during the life of the project.

DISADVANTAGES OF BENEFIT COST RATIO / PROFITABILITY INDEX

 It is comparatively difficult to understand and follow

 This method is not in accordance with accounting principals

 It cannot be used for comparing those projects having unequal lives.

 It is difficult to estimate effective life of a project.

F) INTERNAL RATE OF RETURN (IRR):-

IRR was first introduced by Joel Dean. In IRR, we try discounting at different discount rates until
we reach the rate at which the present value of cash inflows to present value of cash outflows
(investment). Thus, internal rate of return is the rate at which total present value of future cash
flows is equal to initial investment. In other words, it is the rate at which NPV is zero. This rate is
called the internal rate because it exclusively depends on the initial outlay and cash proceeds
associated with the project and not by any other rate outside the investment.
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Calculation of IRR

NPV indicates the present value of the cash flows of a project at a particular discount rate. IRR
attempts to ascertain the interest rate at which the present value of cash inflow is made equal to the
initial investment. IRR is a time adjusted rate of return which equates present value of cash inflows,
with original cash outflow. IRR can be calculated through the following steps:

1) Obtain the annuity table factor using formula

F =

2) Locate the factor in the annuity table, corresponding to the number of years of the
project, to obtain the discount percentage intervals.

3) Ascertain the exact discount percentage using interpolation

IRR = lower percentage + difference between percentages ×

Example:

A project costs Rs.6000 and is expected to generate cash inflow of Rs.2000 over its life of 5 years.
Find IRR

Annuity table factor

F =

= 6000/ 2000 = 3

As per the table, interest percentage for factor 3 (between 18% and 20%)

18% Rs = 3.127

20% Rs= 2.900

The exact percentage is between 18% and 20% (because factor lies between 2.900 and 3.127)

IRR = 18% + 2% ×
..

=  19.12%
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DECISION RULE (or SELECTION CRITERION): -

The calculated IRR is compared with the desired minimum rate of return. If the IRR is greater than
the desired minimum rate of return, the project is accepted and if it is less than the desired
minimum rate of return, then the project is rejected.

ADVANTAGES OF IRR

1) This method considers all the cash flows over the entire life of the project.

2) Cost of capital need not be calculated.

3) IRR gives a true picture of the profitability of the project even in the absence of cost of
capital.

4) Projects having different degrees of risk can easily be compared.

5) It takes into account the time value of money.

DISADVANTAGES

1) It is difficult to understand and use in practice because it involves tedious and
complicated calculation.

2) Sometimes it may yield negative rate or multiple rates which is rather confusing.

3) It is applicable mainly in large projects.

4) It yields results inconsistent with the NPV method if projects differ in their expected life
span, investment timing of cash flows.

PROJECT EVALUATION

It is the final stage of project management. The process of measuring the progress made and
assessment of the results of a project is known as project evaluation.

MEANING OF PROJECT EVALUATION

It is derived from the Latin word ‘Valuere’. It means determination of value of an activity or
a thing. It is the process of appraising the progress and performance in relation to the project’s
initial or revised plan. It also appraises the project against the project goals and objectives. It
measures how far the objectives have been achieved so far.

IMPORTANCE OF PROJECT EVALUATION

Project Evaluation helps the organization improve its projects management skills on future projects.
It helps to know whether the project is moving according to plan or not. It brings into light the
project’s strengths and weaknesses. It gives the management a good idea of how the project is
progressing. Thus project evaluation measures the success of a project.
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PROJECT REPORT

A project report may be defined as a document with respect to any investment proposal based on
certain information and factual data for the purpose of appraising the project. It states as to what
business is intended to be undertaken by the entrepreneur and whether it would be physically
possible, financially viable, commercially profitable and socially desirable to do such a business.
Project report is an essential document for procuring assistance from financial institutions and for
fulfilling other formalities for implementation of the project. The project report (Detailed
Feasibility Report) is based on a preliminary report or pre-investment report. Thus the project
report is a post investment decision report.

OBJECTIVES OF THE PROJECT REPORT

The basic aim of a project report is to assess the financial viability of a project as well as the
soundness of its production, marketing and other related aspects. It serves the following main
objectives.

1) It facilitates business planning and planning the future course of action.

2) It enables an entrepreneur to compare different investment proposals and select the most
suitable project.

3) It provides a SWOT analysis, wherein the strengths, weaknesses, opportunities and
threats involved in the projects as shown.

4) The project report enables the entrepreneur to ensure that he is proceeding in the right
direction.

5) In case of public sector projects this report would also enable the concerned authorities
to take an objective decision on the project.

6) It facilitates project appraisal.

7) It helps the financial institutions to make appraisal as regards financial, economic and
technical feasibility.

IMPORTANCE OF PROJECT REPORT

Project report is a written plan of the project to be undertaken for the attainment of
objective. It enables an entrepreneur to know the inputs required and confirms that he is proceeding
in the right direction. It spells out the reasons of allocating resources of the firm for the production
of goods and services during a specific period. An important aspect of the project report lies in
determining the profitability of the project with minimum risks in the execution of the project. The
important uses of P.R. are summarized as follows:

It helps the entrepreneur in establishing techno-economic viability of the project.

It helps in getting term loan from banks and financial institutions.

It helps in approaching bank for getting working capital loan.

It helps in securing supply of scarce raw materials also.
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It gives a general idea of resource requirements and means of procuring them.

It shows the feasibility of the project and possibility of achieving profits.

CONTENTS OF PROJECT REPORT

It contains relevant information in detailed and systematic manner as below:

1) INTRODUCTION: General information regarding the company and production description.

2) BACKGROUND OF THE PROMOTER: - Name, address, age, family background,
educational qualification, work experience, investment potential etc.

3) PRODUCT: - Details of products to be produced, details of application of the product, proposed
product mix, product standard etc.

4) MARKET AND MARKETING:- Market potential analysis, major buyers, area to be covered,
trade practices, sales promotion devices, trade practice and trade channels adopted by the
competitors, demand analysis, proposed market research etc.

5) LOCATION:- Locational advantages, criteria for selecting the location, exact location of the
project, other choices.

6) PRODUCTION PROCESS: - Details of technology, process flow chart, manufacturing
process, production programme etc.

7) RAW MATERIAL: - List of raw material required in terms of quality and quantity, sources of
requirement, cost of raw material etc.

8) UTILITIES: -Water, power, steam-sources and costs, effluent disposal etc.

9) TRANSPORT AND COMMUNICATION: - Method, possibility of getting and costs of
transport.

10) MANPOWER REQUIREMENT: -Requirement of skilled, semi skilled personnel, technical
and non-technical personnel, cost of procurement, capacity, and suppliers cost, alternatives
available, cost of miscellaneous assets.

11) LAND AND BUILDING: - Land area, construction area, cost of construction, detailed plan,
plant lay out along with cost.

12) PLANT AND MACHINERY: - Details of machinery and equipment required.

13) COST OF PROJECT AND SOURCES OF FINANCE: - Working capital required,
preliminary and pre-operative expenses, contingencies and arrangements for the meeting the cost of
project.

14) FINANCIAL VIABILITY OF THE PROJECT: -Cost of production and profitability for the
first years, break even analysis, and analysis of cash flow and fund flow statements.
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REQUISITES OF AN IDEAL PROJECT REPORT

The essentials of an ideal project report are as follows:

 Project report should be prepared with the help of an expert team.

 Assumptions in the project report should avoid extremities.

 Project report is the means and not the end.

 Product demand, capital resources, raw material availability, labour resources etc must
be estimated properly after considering varied factors.

 Project report should be based on proper survey and systematic preliminary study of the
project.

 Thorough discussions must be made with experts, various personnel of concerned
departments before finalizing the report.

 The end result should be to receive finance and to get the project implemented.

 Complete satisfaction of the entrepreneur/promoter should be ensured before the report
is submitted to the financial institutions.

PROBLEMS FACED IN THE PREPARATION OF PROJECT REPORT

An entrepreneur may face the following problems in the preparation of a project report:

1) Strict condition of promoter’s contribution may dampen the enthusiasm of entrepreneurs.

2) All lending institutions demand a lot of documents before credit is granted.

3) Problems regarding working capital assessment due to unrealistic assumptions.

4) Time overrun will lead to cost overrun.

5)  Lending institutions expect strict specifications with regard to size of the land, buildings,
sources of machinery, their costs etc.

6) A number of clearances have to be obtained from the government departments. This causes
strain and wastage among entrepreneurs.
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Module IV

IDENTIFICATION OF BUSINESS OPPORTUNITIES IN THE CONTEXT
OF KERALA

Kerala offers the top quality infrastructure support to the investors in Kerala. It is one of the
important factors, which contribute to make it the land of greatest business opportunities. The state
is blessed with abundance of natural resources. It has attained worldwide approval for its
achievements in improving the physical quality of life of the people, and in the creation of social
infrastructure, particularly in health and education systems.

BUSINESS OPPORTUNITIES IN KERALA

There are more business opportunities here due to the following reasons.

The Kerala Advantage: It is endowed with unique natural resources and is supported by a
thriving Diaspora. The business has a wide scope for development in Kerala due to the
following advantages possessed by it:

a) It has strategic location on the trans-national trade corridor and well-connected

road and train network.

b) It has three international airports and has international seaport with container

cargo handling facility at Cochin.

c) It has excellent communication network.

d) There is a highest density of science and technology personnel.

e) Kerala has 100% literate work force.

f) It has highest physical quality of life index.

g) It has abundance of natural resources such as minerals, marine products, and

agricultural products.

h) The accelerated industrial growth in the state is nearly 9%.

i) A good management culture is created and a cordial industrial and labour relation

is maintained in the state.

j) Necessary assistance is provided for marketing of industrial products in the state.

High Quality Human Capital and Social Development: Kerala has enviable human
resources. The state scores the highest among all Indian states on the UNDP Human
Development index.

Traditional Areas of Strength: The state is now one of the highest earners of tourism
revenues in the country and one of the world’s premier tourist destinations. The state is
also the leading producer of natural rubber, coconuts, pepper and cardamoms and the
second largest producer of tapioca, cashew nuts and coffee.
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Economically Successful Diaspora: Non Resident Indians from Kerala are
economically successful and remit significant amounts to their home state.

Top Quality Infrastructure:

Investment Climate: A study conducted by the CII (Confederation of Indian Industry)
on the attractiveness of the states in attracting investments rated Kerala as the third best
in the country in overall ranking.

INDUSTRIAL AND COMMERCIAL POLICY OF KERALA-2007

It aims to achieve a tremendous growth of industries in our state. The vision of the
government is to convert Kerala into an investment friendly destination and to achieve constantly
high economic growth with specific thrust to social objectives, without adversely affecting ecology
and environment and to create employment opportunities for the people in Kerala and ensuring
them fair wages.

OBJECTIVES

1) To convert Kerala into a favored destination for manufacturing, agro processing, health
services and knowledge based industries and services.

2) To enable growth, revival and diversification of state level public enterprises.

3) To strengthen and modernization of traditional industries.

4) To accelerate the fast growing services and commerce sector.

5) To develop Kerala as a global centre of excellence with state of the art education and skill
sets and preparing a pool of multi skilled, technically competent individuals and
organizations.

6) To sustain industrial and economic growth by facilitating accelerated flow of investment.

7) To create additional employment of 5 lakh persons in the manufacturing and service
sectors.

STRATEGY

 To develop Industrial infrastructure facilities in various locations of the state through
KSIDC, KINFRA, DIC, SIDCO and private sector.

 To move towards a low tax, high growth regime.

 To exploit mineral wealth of Kerala in a scientific manner through Public Sector Enterprise.

 To attract Foreign Direct Investment with specific criteria.

 To improve investment climate through investment protection, decentralization, facilitation
and by creating more growth opportunities.

 To promote local entrepreneurship through institutional mechanism and mass participation.

 To help facilitate establishment of specialized skill development institutions at key locations
suitable for manufacturing, knowledge based industries.

 To restructure and retain potentially viable State Level Public Enterprise (SLPEs).
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 To encourage Industrial Corridors/ Cluster Development in potential locations.

 To work in coordination with chamber of commerce/ industry associations and other trade
bodies to have continuous feedback on the state of industries and commerce and the support
measures required.

MEASURES TO SPEED UP INDUSTRIAL GROWTH

The following measures are to be adopted to speed up industrial growth in the state.

TRADITIONAL SECTOR INDUSTRIES
Modernization of traditional sector will be ensured to tap National/ International

market and to create more employment to local people, especially women. The following
are the important traditional industries together with measures taken by the government in
the policy to promote them.

HANDLOOMS

 Strengthening existing Handloom clusters with financial, technical and managerial
assistance to sustain the cluster base.

 Developing of regional brands and location specific brands for high quality
Handloom products to meet domestic and international needs.

 Encouraging domestic usage of Handloom/ Khadi products through Mass
Campaigns and to bring back to focus the cultural aspects of traditional dressing.

 Development of high quality infrastructure facility for Handlooms for pre-loom
processing, loom processing and post-loom processing.

 Strengthening quality raw material distribution system

 Ensuring smooth credit-flow to the sector through cooperatives and other
Institutions.

 Revitalizing of Handloom co-operatives, Hantex and Hanveev and approved cluster/
consortium by special economic, technical and managerial support projects for a
result based production and marketing and to convert them into agencies of change
and growth instead of becoming a drain on resources and a favourite on weavers.

TEXTILE SECTOR

 The Textile Mills in the public Sector and co-operative sector will be re-engineered
to make them self-sustainable. Private Sector Mills will be encouraged to expand.

 TECHNICAL TEXTILES- To capture a reasonable share in the growing prospects
for technical textiles worldwide, special efforts will be made.

 MADE-UPS-The made-up sector, which has got immense growth, will be
encouraged.

POWER LOOMS

 Special projects will be launched for technology up gradation of power loom.
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 Clustering of facilities will be extended to achieve highest level of production.

 The demonstration cum training centre of Directorate of Handlooms & Textiles will
be upgraded to Kerala Institute of Power loom Technology with Budgetary support.

HANDICRAFTS, HERITAGE PRODUCTS & SOUVENIR INDUSTRY

 Project based support will be rendered to Apex organizations in Handicraft sector.

 Cluster based Development, modern production tools to reduce costs, targeting the
global market and promotion of entrepreneurs in the business of production and
marketing of handicrafts will be encouraged.

 Skill Development Training and common Facility Centers for the provision of
commonly needed but expensive equipments and professionalism in marketing.

 Heritage homes and souvenir industry for our state will be developed.

 Resource and market focus design for handicrafts products.

COIR

 To ensure conversion of minimum 50% husk produced in the state into fiber and to
promote raw husk defibering mills in hinterlands in private sector and co-operative
sector. Defibering Mills set up under ICDP will be revived.

 Raw material and marketing Consortiums of small scale producers, Co-operative
Societies under Cluster Development Programme.

 A brand image for Kerala Coir will be created to tap the internal and export market
of Coir Products.

 Modern coir factories will be set up in co-operative sector.

 Kerala State Coir Marketing Federation Ltd. (Coirfed), Kerala State Coir
Corporation and Foam Matting (India) Limited will be restructured to make it self-
sustainable.

 Special thrust for Geo-textiles Development Programme.

KHADI & VILLAGE INDUSTRIES

 Usage of Khadi / Handloom products will be encouraged by all sections in our
states.

 It mainly sells the product of the Village Industries through its outlets in different
part of the state. Special assistance will be provided to the sector to help the rural
communities set up industrial units with minimal investment and yielding good
returns through Khadi % Village Industries Board. (KVIB).

SERICULTURE

Effective steps will be taken for providing adequate forward and backward linkages
by establishing cocoon marketing arrangements in all districts, quality linked cocoon
purchased system, arrangements for timely reeling of cocoons, production and sale of silk
yarn, fabric and garments.
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BAMBOO
The Government shall continue to support these programmes through the state

Bamboo Mission. Also the activities of Kerala State Bamboo Corporation will be
strengthened with the support of technology adaptation and development.

STATE LEVEL PUBLIC ENTERPRISES (SLPEs)

1) SLPEs in Kerala are marginal players in their structure fields. Some sectors like Titanium
have the potential to create fortune 500 SLPEs in Kerala. This policy hopes to convert that dream to
a reality.

2)  Government will facilitates strategic tie up with reputed State and Central Government
organizations with a view to tap new markets, technology support and appropriate participation in
growth and development of SLPEs.

3) Government will encourage merging of SLPEs having same lines of business.

4)  Government reiterates its commitment to protect productive employment in SLPEs.

5) Professionals will be appointed as Chief Executive Officer (CEO) in SLPEs.

6) To facilitate implementation of the best practices in Board level, Governance of SLPEs,
the Director Boards will be strengthened with representatives of Banks, professional institutions
and domain Specialists.

7) Constitution of Board Level Committees as per relevant statues will be ensured.

8) For effective monitoring of restructuring plan implementation and performance of
SLPEs, an internet based performance Monitoring System will be set up in Public Sector
Restructuring and Internal Audit Board (RIAB).

9) Profitability linked incentive schemes and profit linked incentive schemes will be
implemented mapping with the responsibilities of various organizational levels.

10) Constitution of a state level Core Committee for PSU Restructuring involving bankers
with RIAB as the technical secretariat and constitution of similar SLPE level committees is a step
in strengthening the interface between the SLPEs and the Government.

MICRO SMALL & MEDIUM ENTERPRISES (MSEMs)

1) District Industries Centres will be made effective for enterprise development in MSMEs.

2) Government shall focus on nurturing innovative high growth MSMEs with capacity to
compete globally on a sustained basis and ill the productivity of the MSMEs.

3) Government shall create a knowledge based pro enterprise environment that inculcates
the appropriate mindset for business, encourages entrepreneurship and innovation and eliminates
barriers to organizational growth.

4) A system of decentralized production centralized marketing, centralized designing and
centralized quality control will be actively pursued.
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5) Priority will be for utilization of unused land of local bodies for setting up MSME.

6) Preference, exemption of EMD/ Security Deposit and free tender forms.

7) Directorate of Industries and commerce will be revamped so as to become an effective
organization for promotion of MSMEs.

8) Joint Inspection by all Departments/ Agencies on prior notice will be encouraged, self
regulation and certification would be implemented in the place Inspector Raj.

LARGE- SCALE ENTERPRISES

1) All industrial units with a capital investment of Rs.100 crores and above will be treated
as mega projects.

2) Preference will be given to the units, which use environment friendly technologies and
creating employment opportunities to local people.

3) Government will offer special package of fiscal benefits in deserving cases for specific
problems in existing large industries as decided by High Level Committee.

MANUFACTURING AND SERVICE SECTORS

1) Government shall maintain manufacturing and services as twin engines of growth.

2) Along with manufacturing, the state shall strive to develop into a service hub particularly
in business, trade and finance, logistics and distribution, knowledge based industries, electronics
etc.

CLUSTER DEVELOPMENT PROGRAMME

The clusters will enable SMEs to reduce cost of inputs & marketing, improve quality and build
strong brands that are all required to survive in the competitive world market. The various Cluster
Consortia are setting up ventures such as common facility centres, raw material banks etc. with
financial assistance from financial institutions.

THRUST AREAS FOR FUTURE FOCUS

The major initiatives proposed during the plan period are:

 Mega Industrial parks in selected thrust sectors.

 Industrial Townships.

 Special Economic Zones.

 Industrial corridors.

 Sector specific Industrial Parks.
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INFRASTRUCTURE INITIATIVES INDUSTRIAL INFRASTRUCTURE PROJECTS

Thrust will be given for the development of major industrial infrastructure
development projects like industrial water supply projects, power supply projects, sewerage and
effluent treatment plants, etc in industrial areas.

INITIATIVES FOR LAND ACQUISITION & LAND USE
Government will also encourage lease of land for industrial and commercial purpose

and equity participation by the landowners for developmental projects. Government will also
encourage sharing of land value appreciation with the landowners by retaining a portion of the
acquired land by the existing owners.

PUBLIC PRIVATE PARTNERSHIPS FOR CREATION OF INFRASTRUCTURE

In project involving PPP, the private sector company shall be selected through a transparent
and open bidding process. Government acknowledges the major role private funding can play in
infrastructure development with Government support.

FOOD PROCESSING

Adequate attention will be given by the Government to position Kerala as a ‘global brand’ and as
a ‘safe food destination’ in this pure nature space. Effective steps will be taken to encourage
organic cultivation thereby ensuring reduction in the usage of chemicals and artificial manures.

BIOTECHNOLOGY AND NANO TECHNOLOGY

A state level task force shall be set up which will coordinate the effort of the department of
Industries and other developmental agencies and R&D centers for the integral development of
Biotechnology, Nanotechnology and other Knowledge industries in the state.

MINING & GEOLOGY

Mining of mineral sand will be regulated through state/ central Public sector undertakings.
Manufacture of value added products through private sector in mineral sector will actively
encourage.

TRADE & COMMERCE

Government will focus on trade & Commerce to convert Kerala State into a world class
commercial hub for retail, wholesale services, banking, insurance, education, Information
Technology, sports etc.

INCENTIVES

Investments into the state should come in due to its inherent strength and induced
environment to sustain growth and profits and not due to its attractiveness of subsidies. Incentives
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will be provided for investments in supporting facilities, like pollution control, effluent treatment
facilities etc. and also for establishment of common Facility Centers.

SICK UNIT REVIVAL PROGRAMME

An initial study by the concerned sick units will be conducted by a team consisting of members
from trade union, marketing, sales and production etc. before arriving at a decision for revival.

EXPORT PROMOTION INITIATIVES

Special focus will be given for export promotion from the state. Necessary quality standards
will be ensured for products being exported.

ENTREPRENEURSHIP DEVELOPMENT

This will be achieved by engaging the services of a reputed consultant to identify the areas
for utilizing the entrepreneurship opportunities in the Government / Quasi Government/ LSGs/
Private sector.

INDUSTRIAL PROMOTION ACTIVITIES OF GOVERNMENT OF KERALA

The industrial sector of Kerala consists of traditional industries, many medium and a few
large scale industries in the public and private sectors. The Directorate of Industries and Commerce
play an important role in industrializing the state.

A) Directorate of Industries and Commerce

The services of the director of Industries and commerce (DI&C) are stated below:

1) Co-ordinates the activities of coir Development and Handloom and Textiles.

2) Issues essentiality certificates for controlled items of raw materials.

3) Convenes State Level Committees of Sales Tax and State Invest Subsidy.

4) Acts as Registrar of Cooperative Societies.

5) Coordinates all industrial activities of the state.

6) Implements schemes as envisaged in the Industrial policy.

7) Develop small scale industries in a planned manner.

8) Acts as an interface between small scale industries and governments.

9) Keep database of small scale industrial units in Kerala.

10) Organizes technology clinic, entrepreneurship development programmes.

11) Participates in fairs, exhibitions the product of small scale units.

B) Incentives And Subsidies

Government of Kerala provides various incentives and subsidies to entrepreneurs in the state,
thereby motivating them to undertake ventures in the state.
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C) Industries Promotional Institutions

In order to revitalize the economy and give a fillip to the industrial growth in the state,
government of Kerala established various industrial promotion agencies. There are specialized
Corporations sponsored by the state Government  as KFC, KSIDC, KITCO, SIDCO, KINFRA,
SISI, Kerala IT mission, TECHNOPARK etc are assigned with the task of industrial promotion
especially in the private and joint sectors.

FUTURE OF BUSINESS IN KERALA

Kerala has enormous potential to create wealth by way of exploiting the tourism potential,
deep-sea fishing and computer related industries. Kerala can succeed in many respects like

 Tourism

 Information Technology

 Entrepreneurial Development

 Channelization of Income

ENTREPRENEURSHIP DEVELOPMENT CLUB

Slow growth of entrepreneurship in Kerala is mainly due to the lack of ‘entrepreneurial
skill’. To overcome this problem Department of Industries & Commerce, Government of Kerala
formulated a scheme to set up “Entrepreneurship Development Clubs” in schools and colleges of
the state to inculcate “Entrepreneurial Culture” amongst youth and equip them with the skills,
techniques and confidence to act as torch- bearers of “Enterprise” for the new generation.

MISSION

‘To create wealth and employment commensurate with unlimited natural and immense human
resource potential of Kerala by developing entrepreneurship in the youth’.

OBJECTIVES OF ED CLUBS

1) To nurture the latent entrepreneurial talents.

2) To educate members on various dimensions of industry.

3) To motivate the members to venture into the industrial activity.

4) To bring in successful entrepreneur and students on a common platform.

5) To induct entrepreneurial spirit in the institutions.

6) To inculcate entrepreneurial culture in students.

7) To make them aware of the unlimited developmental potential of the state.

8) To sensitize students on the real economic and industrial development scenario of the state.

9) To inculcate trustworthiness, integrity, hard work, discipline, honesty etc. as constituents of
entrepreneurship.
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FUNCTIONS OF THE ED CLUBS

ED clubs have a tremendous role to play in the entrepreneurial development of Kerala. The
role of ED clubs may be understood from the functions they perform. The following are the
functions:

1) Organize workshops/ debates.
2) Organize industrial visits to business enterprise within / outside state.
3) Organize interactive sessions with successful entrepreneurs from outside as well as

within the state.
4) Exposure to national and international events in various parts of the country related to

industrial development.
5) Organize Entrepreneurship Clinics & Entrepreneur Awareness Programme.
6) To introduce talented youths to industrial research organizations.
7) To familiarize the youths to the latest developments through media.

IMPLEMENTING AGENCY

District Industries Centre (DIC) concerned will be the implementing agency. General
Manager, DIC shall advise the activities and have close liaison in conducting the activities.

FINANCIAL ASSISTANCE

A grant of Rs.120000 per annum will be given to each club by the Department of Industries
& Commerce. A minimum of 10% is to be contributed by the institution. The funds can be utilized
preferably for the following purposes:

1) Entrepreneurship motivation of students.

2) Interaction of students with successful entrepreneurs/ investors / stakeholders etc.

3) Training programme on Industrial Project Preparation and Appraisal.

4) Training Programme on Project Appraisal and Entrepreneur Assessment.

5) Entrepreneurship Awareness Camps.

6) Camp on Entrepreneurial Adventures for Youth.

7) Conducting meaningful surveys related to entrepreneurial development.

8) Essential exposure visits.

ALLIANCE OF INDUSTRY RESEARCH LINKAGE AND ED CLUB

The objective of entrepreneurship Development Club are to inculcate entrepreneurship
qualities, to  sensitize industrial scenario of the state, to nurture the entrepreneurial talent, develop
awareness among its members of the attitudes, values, and skills of successful entrepreneurs around
the globe etc. Industry Research Linkage scheme is an innovative scheme created by the
department for supporting research works of R&D institutions and technical institutions. The
objectives of the scheme are creation of testing centers & CFC in research institutions, training to
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entrepreneurs, identifying opportunities, undertaking research projects, etc. So far the department
has supported many research and academic institutions of the state.

SKILLS REQUIRED FOR AN ENTREPRENEUR

A successful entrepreneur must have knowledge and skill. Skill is the ability to translate the
knowledge into action/ practice. An entrepreneur should have the following skills;

 Conceptual Skills.

 Technical Skills.

 Human Relation Skill

 Communication Skill

 Diagnostic Skill

 Decision-Making Skill

 Marketing Skill

 Management Skill

 Other Skill

 Project Development Skill

SKILL DEVELOPMENT FOR ENTREPRENEURS

Entrepreneurial skills can be developed in the following ways:

1) Skill Recognition: Find out what skills are required

2) Self Assessment: Find out the skills possessed by the individual.

3) Comparison Of Skills: Compare skills possessed and skills are required

4) Developing Skills: Develop the required skill.

BUSINESS INCUBATION

It is an attractive innovation for entrepreneurs who want to start a business from zero. It is
provided by an organization. This organization or centre is known as business incubator. The
business incubator provides shared office space, management support services, and management
advice to entrepreneurs. By sharing office space with other entrepreneurs, managers share
information about local business, financial aid and market opportunities. According to the National
Business Incubator Association (Head Quartered at Ohio University),  “ A business incubator is an
organization designed to accelerate the growth and success of entrepreneurial companies through
an array of business support resources and services”.

Business incubators provide a physical location in which a new business can commence,
coupled with support services such as shared facilities and business advice. Business incubators are
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also known as enterprise centers, nursery estates, shared work spaces, managed work spaces
venture unit.

BENEFITS PROVIDED BY BUSINESS INCUBATORS

The primary goal of a business incubator is to produce successful business that is able to
operate independently and financially viable. It creates job opportunities and contributes to the
economic development of a country. It commercializes new technologies and develops local
economies.

Business incubation helps in:

1) Creating jobs and wealth.
2) Community revitalization.
3) Identifying potential opportunities.
4) Encouraging women or minority entrepreneurship.
5) Business creation and retention.
6) Accelerating growth of local industry clusters.
7) Diversifying local economies.
8) Technology commercialization.
9) Fostering a community’s entrepreneurial climate.

CLASSIFICATION OF BUSINESS INCUBATOR

ON THE BASIS OF TYPE OF SPONSORSHIP: They may be classified into the
following four types:

1) Government Sponsored: These incubators are organized by the government organizations
or departments.

2) Non-Profit Organizations Sponsored: These incubators are sponsored and managed
through associations; chambers of commerce etc. Area development is the major objective
of non-profit organizations sponsored incubators.

3) University Or Academic Institutions Sponsored: The major role of university related
incubators is to transit the findings of research and development into new products and
technologies. Academic institutions like IIMs also act as business incubators.

4) Privately Sponsored: These incubators are organized and managed by private forms or
companies or corporations. The major goal is to make profit.

ON THE BASIS OF OBJECTIVE: They may be classified into the following three types:

1) General Purpose Incubators: The main objective of general purpose incubators is to
create employment.

2) Technology Incubators: They seek to commercialize new product or services.
3) Specialist Incubators: They focus on specific industry areas. For example, art and

craft business, agriculture and green technologies.
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SERVICES PROVIDED BY BUSINESS INCUBATORS

They provide following types of services:

1) Help in project report preparation.
2) Provide additional information and access to various type of financial and

technical assistance.
3) Provide the following business advice:

a) Developing business idea.
b) Business and strategic planning
c) Proactive support.
d) Financial and legal advice.
e) Management.
f) Marketing and sales.

4) Provide the following business services:
a) Book keeping and word processing.
b) Photocopier, fax and postage services.
c) Conference and meeting rooms.
d) Reception and telephone answering.
e) Secretarial services.

5) Provide the following business support:
a) Hard service (savings in capital).
b) Synergies with other client businesses.
c) Mentoring.
d) Networking (providing helpful information, contacts, or business

relationships).
6) Provide an environment where small businesses are not alone, thereby

reducing the anxiety of starting a new venture etc.

SETTING UP OF A BUSINESS INCUBATION CENTRE

A thorough feasibility study is needed to determine the market demand and type of
incubator required. It is necessary to ensure the availability of resources that are needed to establish
a business incubation centre. There are a wide variety of reasons for establishing and operating a
business incubation centre. The reasons are:

a) Job creation in the community.

b) Promotion of economic self sufficiency for a selected population group.

c) Diversification of the local economy.

d) Transfer of technology from universities and corporations.

e) Sharing venture experiences with new companies by successful entrepreneurs and
investors etc.
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CHOOSING THE RIGHT INCUBATOR

The following points may be taken into consideration before making a commitment:

A. Space and service-related issues:
1) What are the charges for space and services at the incubator?
2) How do those rates compare to market rates locally?
3) What services does the incubator provides?
4) What are the lease requirements?
5) Is there room for your business to grow?

B. Quality
1) What information does the incubator provide about the extent and quality of

the services the incubator provides?
2) Does the incubator management seem to understand your business needs and

can they offer on site assistance and access to valuable contacts and
community business services needed by your firm?

C. Success rates
1) If the incubator has been open long enough to have a track record, what is

the experience of firms who made use of the incubator for years and have
now moved to other space?

2) How do the current tenants feel about the incubator?
3) Ask for references and check them.

D. Policies and Procedures
1) What are the policies and procedures of the incubator?
2) Are some services provided free of charges?
3) How long can you remain tenant?
4) Can you leave easily if your business turns bust?
5) Does the incubator provide seminar or training programmes in addition to

other business assistance services?
E. Management

1) Does the incubator appear to be managed well?
2) Does the management appear to have good ties with and knowledge of the

business community?
3) Does the incubator have the continuing support and commitment of

sponsoring organizations? Who are these sponsors and what are their goals
and reasons for supporting the incubator?

There is a term used called “incubator syndrome” in which the entrepreneur allows their initiative
and judgment to be replaced by those of the consultants in the centre.

BUSINESS CLUSTERS

A cluster is made up of the core group of highly specialized firm from the same industry.
There will also be many supporting firms that supply goods and services to the core industries in
the cluster. Doeringer and Terkla (1985) defined a business cluster as “a geographical concentration
of industries that gain performance advantages through co-location”.
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COMMON COURSE

BC4A14 ENTREPRENEURSHIP DEVELOPMENT

OBJECTIVES:

 To familiarize the students with the concept of entrepreneurship

 To identify and develop the entrepreneurial talents of students

 To generate innovative business ideas in emerging industrial scenario

Module I

Entrepreneur and fundamentals of Entrepreneurship: - Entrepreneurial competencies –
Factors affecting entrepreneurial growth – Role of entrepreneur in economic Development –
Challenges of women Entrepreneurs. 20 Hours

Module II

Micro small and Medium Enterprises – Legal Framework – Licenses – Role of Promotional
Institutions with Special Reference to KINFRA, KITCO. MSME & DICs – Concessions –
Incentives and Subsidies. 10 Hours

Module III

Project Management – Feasibility and Viability analysis – Technical – Financial – Network
–Appraisal and Evaluation – Project Report Preparation. 30 Hours

Module IV

Identification of Business Opportunities in the context of Kerala – Rate of ED Clubs –

Industrial Policies – Skill Development for Entrepreneurs. Business incubation – Meaning –
Setting up of Business Incubation Centres. 12 Hours

REFERENCE BOOKS:

1.  S.S. Kanka: Entrepreneurial Development, Sultan Chand.

2.  Prasanna Chandra: Project Planning, Analysis, Selection, Implementation and

Review, Tata McGraw Hill.

3.  Vasantha Desai: Dynamics of Entrepreneurial Development, Himalaya.

4.  C.B. Gupta&N.P. Sreenivasan: Entrepreneurial Development, Sultan Chand.

5. Nirmal K. Gupta: Small Industry – Challenges and Perspectives, Anmol Publications.

6.  Vasantha Desai: Small Scale Industries and Entrepreneurship, Himalaya.


