
 

 

 



 

 

STARTUP AND SMALL BUSINESS 

MANAGEMENT 

 

 

Dr.S.Sounthiri - Associate Professor and Head 

Dr.R.Gowri – Assistant Professor 

Dr.A.Vaideke – Assistant Professor 

Dr.S.Mythili – Assistant Professor 

Department of Commerce with Accounting and Finance 

Vellalar College for Women (Autonomous) 

Erode-12 

 

 

 

 

 

 

 

 

 

 

 

 

 



UNIT – I   INTRODUCTION TO ENTREPRENEURSHIP 

Entrepreneurship is the process of starting and managing a new business venture with 

the aim of earning profit and creating value. It involves identifying opportunities, taking risks, 

organizing resources, and introducing innovative ideas. Entrepreneurship plays an important 

role in economic growth by generating employment and encouraging innovation. It also helps 

in improving the standard of living and developing society. 

Meaning and Definition 

The Entrepreneur (The Person) 

The word Entrepreneur is derived from the French word entreprenerd, meaning "to 

undertake." An entrepreneur is an individual who identifies a need or an opportunity, organizes 

the necessary resources, and takes the financial risk to create a new enterprise. He is the driving 

force behind business growth and innovation. 

 Definition (Joseph Schumpeter): "The entrepreneur is an innovator who implements 

change within markets through the introduction of new goods or services." 

 According to Schumpeter, an entrepreneur creates new ideas and brings progress to 

the economy. 

Entrepreneurship (The Process) 

Entrepreneurship is the systematic act of creating value by combining resources in new 

ways to exploit opportunities. It involves planning, decision-making, and risk management. It 

is the process of starting and developing a business successfully. 

It helps in generating employment and economic growth. 

 Definition (A.H. Cole): "Entrepreneurship is the purposeful activity of an individual 

or a group of associated individuals, undertaken to initiate, maintain or aggrandize a 

profit-oriented business unit." 

Definition (Peter F. Drucker): “Entrepreneurship is the practice of starting new 

organizations or revitalizing mature organizations, particularly new businesses.” 

Characteristics and Qualities of a Successful Entrepreneur 

1. Innovation and Creativity 

The hallmark of an entrepreneur is the ability to create something new or find a new way to 

use existing resources. Innovation isn't just about high-tech inventions; it’s about "creative 

destruction" of old ways of doing things. 

 Example: Travis Kalanick (Uber) didn't invent the car or the GPS; he innovated the 

process of hailing a ride through a smartphone. 



2. Calculated Risk-Taking 

Entrepreneurs are not "gamblers"; they are "calculators." they analyze the market, weigh the 

pros and cons, and take risks where the probability of success is higher than the probability of 

failure. 

 Example: Jeff Bezos left a high-paying Wall Street job to start Amazon in a garage, 

calculating that the growth of the internet was an opportunity worth the risk. 

3. High Need for Achievement (n-Ach) 

According to David McClelland’s theory, successful entrepreneurs have a high "Need for 

Achievement." They derive more satisfaction from achieving a difficult goal than from the 

money they earn. 

 Example: Elon Musk continues to push for Mars colonization (SpaceX) not for profit 

alone, but to achieve a monumental milestone for humanity. 

4. Internal Locus of Control 

This is a psychological trait where the individual believes that their own actions—rather than 

luck or fate—determine their success. They take responsibility for both their triumphs and their 

failures. 

 Example: A successful small business owner blames a bad quarter on their own poor 

marketing strategy rather than "the bad economy," and then works to fix it. 

5. Vision and Foresight 

An entrepreneur can see the future "state" of a market before it exists. They possess the 

"helicopter view" to see how various trends will converge. 

 Example: Steve Jobs envisioned a world where everyone had a computer in their 

pocket, long before smartphones were a reality. 

6. Resilience and Persistence 

The journey of a startup is filled with "No's." A successful entrepreneur has the "grit" to keep 

going after repeated failures. 

 Example: Colonel Sanders was rejected 1,009 times before a restaurant accepted his 

KFC fried chicken recipe. 

7. Decisiveness 

In business, "no decision" is often worse than a "wrong decision." Entrepreneurs must be able 

to make quick, firm decisions under pressure with limited information. 

 Example: During a supply chain crisis, a manager might wait for a board meeting; an 

entrepreneur will switch suppliers overnight to keep the factory running. 

8. Self-Confidence 



Without a strong belief in one’s own abilities, it is impossible to convince investors, employees, 

or customers to believe in a new idea. 

 Example: Sara Blakely worked as a door-to-door fax machine seller. She believed in 

her new undergarment idea and started Spanx, even without fashion experience. 

9. Flexibility and Adaptability 

While they are persistent with their vision, they are flexible with their plan. This is often called 

"pivoting." 

 Example: Slack started as a video game company. When the game failed, the founders 

pivoted to the internal communication tool they had built, which became the Slack we 

know today. 

10. Passion and Enthusiasm 

Passion gives energy to an entrepreneur during difficult times when the business is not earning 

profit. Without passion, a prson may give up easily. 

Example: Walt Disney was removed from a newspaper job, but his love for animation 

helped him build The Walt Disney Company into a famous global business. 

11. Strong Work Ethic (Hard Work) 

Entrepreneurship is not a 9-to-5 job; it is a 24/7 commitment. Especially in the initial stages, 

the entrepreneur is the "Chief Everything Officer." 

 Example: Narayana Murthy (Infosys) and his co-founders worked gruelling hours in 

a small apartment for years before Infosys became a global IT giant. 

12. Leadership and Team Building 

An entrepreneur cannot grow alone. They must be able to inspire others, delegate tasks, and 

build a team that shares their vision. 

 Example: Jack Ma (Alibaba) was not a tech expert, but he was a master at rallying 

people around his vision of e-commerce in China. 

13. Goal Orientation 

They set SMART (Specific, Measurable, Achievable, Relevant, Time-bound) goals. They 

break down the massive vision into small, daily actionable tasks. 

 Example: A small village entrepreneur sets a target to add 5 new distributors every 

month. 

14. Opportunity Sensing 

Where others see problems, entrepreneurs see opportunities. They are constantly scanning the 

environment for "gaps" in the market. 



 Example: During the COVID-19 pandemic, many small entrepreneurs quickly shifted 

from garment manufacturing to making high-quality masks and PPE kits. 

15. Financial Literacy and Resourcefulness 

Successful entrepreneurs may not be accountants, but they understand cash flow and 

use money carefully. They can start a business with very little money and grow slowly. 

 Example: Karsanbhai Patel started making detergent at home and sold it on his cycle. 

By careful money management, he built Nirma into a successful company. 

1. Meaning of Entrepreneur 

An entrepreneur is an individual who conceives a business idea, assembles the required 

resources (land, labor, and capital), and takes the ultimate risk of the venture's success or 

failure. 

 The Visionary: They are "change agents" in the economy who look for gaps in the 

market and fill them with innovation. 

 The Risk-Bearer: Unlike any other stakeholder, the entrepreneur loses their capital if 

the business fails. 

 Example: Mark Zuckerberg had the idea of creating a worldwide social networking 

site, and later started Facebook. 

2. Meaning of Manager 

A manager is a professional person who is appointed by the owners 

(entrepreneurs/shareholders) to execute the day-to-day operations of the enterprise. 

 The Administrator: Their primary role is to plan, organize, direct, and control the 

activities of the employees to achieve specific organizational goals. 

 The Resource Optimizer: They focus on efficiency—getting the maximum output 

from minimum inputs. 

 Example: Sundar Pichai is a professional manager (CEO of Alphabet/Google). He 

did not start Google, but he manages its global operations, thousands of employees, and 

billions in revenue. 

3. Difference between Entrepreneur and Manager 

S.No 
Point of 

Distinction 
Entrepreneur Manager 

1 Motive 

To start a venture by setting 

up an enterprise. He Creates 

new business opportunities. 

To render services in an enterprise 

already set up. Works for 

organizational goals. 



S.No 
Point of 

Distinction 
Entrepreneur Manager 

2 Status 

They are the Owner and 

Employer.  He has full 

authority. 

They are the Employee and 

Executive. He Works under 

owners/board. 

3 Risk Bearing 

Bears all financial and 

personal risks. He faces 

uncertainty directly. 

He does not bear any financial risk of 

the business. He faces Limited 

personal risk 

4 Rewards 

Profits, which are uncertain 

and can be negative. Income 

depends on success. 

Salary, which is fixed and certain. He 

gets regular income. 

5 Innovation 

Acts as an Innovator; 

introduces new 

products/ideas. Brings change 

in market. 

Acts as an Executor; implements the 

plans of the owner. Ensures plans are 

completed 

6 Orientation 

Opportunity-driven: 

Focused on future growth. 

Looks for expansion chances. 

Resource-driven: Focused on 

current efficiency. Uses the resources 

carefully 

7 
Decision 

Making 

Strategic and intuitive (High-

level). takes major business 

decisions. 

Tactical and routine (Operational 

level). Handles daily decisions 

8 Accountability 

Accountable to themselves 

and the investors. Responsible 

for final results. 

Accountable to the 

Entrepreneur/Board. Reports to 

higher authority 

9 
Approach to 

Failure 

Views failure as a learning 

"Pivot" point. Ready to try 

again. 

Views failure as a threat to job 

security. Avoids mistakes carefully 

10 Skills Required 

Creative thinking, vision, and 

risk appetite. Needs 

leadership quality 

Technical expertise, human relations, 

and admin skills. Needs management 

quality 



S.No 
Point of 

Distinction 
Entrepreneur Manager 

11 Work Pattern 

Informal, flexible, and 

irregular long hours. Works as 

needed 

Formal, structured, and follows 

professional routines. Follows office 

timings 

12 
Economic 

Function 

Value Creator: Converts 

ideas into reality. Generates 

employment. 

Value Protector: Maintains the 

health of the unit. Maintains smooth 

operations 

13 Tools Used 
Primarily uses Intuition and 

Vision. Depends on foresight. 

Primarily uses Data and Analytical 

tools. Depends on reports and records 

14 
Focus of 

Control 

External: Identifying market 

gaps. Studies customer needs. 

Internal: Coordinating internal 

departments. Maintains teamwork. 

15 Primary Goal 

Survival and massive 

expansion of the brand. 

Maintains teamwork. 

Meeting specific Key Performance 

Indicators (KPIs). and quarterly 

targets. Achieves assigned goal. 

 

4. Relationship: The Complementary Bond 

In a successful business, the entrepreneur and manager are like the brain and the hands. 

 Without the Entrepreneur: There would be no business for the manager to run. 

Innovation would stagnate. 

 Without the Manager: The entrepreneur’s vision would remain a "dream." The 

business would likely collapse due to poor organization, lack of systems, and financial 

mismanagement. 

As a business grows from a "Startup" to a "Corporation," the entrepreneur often has to learn 

to become a manager, or hire professional managers to ensure the company survives its own 

growth. 

TYPES OF ENTREPRENEURS 

1. Small-Scale Entrepreneurs 

Small-scale entrepreneurs are those who set up industrial or service units with limited capital 

investment in plant and machinery (as per government-defined ceilings). They are the 

"backbone" of any developing economy. 



 Characteristics: They are usually labour-intensive, use local resources, and have a 

short "gestation period" (start making money quickly). 

 Role: They provide immediate large-scale employment and help in the decentralization 

of economic power. 

 Challenges: Limited access to high-end technology, difficulty in procuring raw 

materials at bulk prices, and competition from large corporations. 

 Example: A local Printing Press or a Plastic Injection Moulding unit that 

manufactures components for larger automobile companies. 

2. Women Entrepreneurs 

A woman entrepreneur is defined as a woman or a group of women who initiate, organize, and 

operate a business enterprise. In India, the government defines it as an enterprise owned and 

controlled by a woman having a minimum financial interest of 51% of the capital. 

 Qualities: Women entrepreneurs are often noted for their high emotional intelligence, 

multi-tasking abilities, and better risk management. 

 Motivation: They are driven by the "Pull Factor" (desire for independence) or the 

"Push Factor" (financial necessity). 

 Challenges: The "Glass Ceiling," lack of family support, limited mobility, and gender 

bias in obtaining bank loans. 

 Example: Falguni Nayar, the founder of Nykaa. She disrupted the beauty industry by 

creating an online platform for luxury cosmetics when she was 50 years old. 

3. Rural Entrepreneurs 

Rural entrepreneurship refers to the establishment of industrial or business units in rural areas. 

They focus on utilizing village resources—manpower, land, and raw materials—to create 

finished goods. 

 Focus Areas: Agro-based industries (food processing), forest-based industries, and 

village handicrafts. 

 Benefits: It checks the migration of people from villages to cities, creates "village self-

sufficiency," and reduces regional disparities. 

 Challenges: Poor infrastructure (electricity/roads), lack of awareness about 

government schemes, and digital illiteracy. 

 Example: A Cold Storage facility in a village that allows farmers to store their 

produce, or a Honey Processing Unit that brands and sells forest-gathered honey. 

4. Social Entrepreneurs 



Social entrepreneurs are "Change Agents." Unlike commercial entrepreneurs whose primary 

goal is profit, social entrepreneurs aim to solve social, cultural, or environmental problems 

using business principles. 

 The Triple Bottom Line: They focus on People, Planet, and Profit. They ensure the 

business is sustainable (profitable) but the profit is a means to a social end. 

 Qualities: High empathy, resilience, and a mission-driven mindset. 

 Impact: They address gaps in healthcare, education, and sanitation that the government 

or big businesses may overlook. 

 Example: Arunachalam Muruganantham (the real-life "Padman"), who invented a 

low-cost machine for manufacturing sanitary napkins, creating both a business and a 

massive health revolution for rural women. 

5. Summary Table for Quick Comparison 

Type Primary Objective Key Resource Main Challenge 

Small-Scale Profit & Efficiency Capital/Labor Competition from MNCs 

Women Independence/Growth Multi-tasking skills Social/Gender Bias 

Rural Local Development Agricultural/Local Waste Poor Infrastructure 

Social Social Impact Empathy/Innovation Scaling the Impact 

 

OTHER ESSENTIAL TYPES OF ENTREPRENEURS: 

1. Based on Clarence Danhof’s Classification 

Clarence Danhof, a renowned economist, classified entrepreneurs based on their response to 

the environment and their willingness to change. 

1. Innovating Entrepreneurs 

These are the pioneers. they introduce new products, discover new markets, or find a new 

method of production. They are aggressive in their pursuit of the "new." 

 Example: Elon Musk (Tesla) changed the world's perception of electric vehicles from 

"golf carts" to "high-performance luxury cars." 

2. Imitative (Adoptive) Entrepreneurs 

They do not innovate themselves; instead, they adopt successful innovations introduced by 

others. This type is extremely important in developing countries as they help in the rapid spread 

of technology. 

 Example: When Netflix proved the streaming model worked, various local companies 

(like Hotstar or ZEE5) adopted the same model for regional audiences. 



 

 

 

3. Fabian Entrepreneurs 

They are characterized by great caution and scepticism (doubt or not easily believing 

something). They only adopt changes when it becomes absolutely necessary for survival or 

when failure to change would lead to a total loss of the business. 

 Example: Traditional family-owned textile mills that only upgraded to automated 

machinery after manual production became financially impossible. 

4. Drone Entrepreneurs 

These are the "laggards." They refuse to adopt any changes, even if they suffer losses or become 

obsolete. They are tied to traditional methods and status quo. 

 Example: Manufacturers of "Typewriters" who refused to pivot to computer hardware 

even after the digital revolution began. 

2. Based on the "Stage of Development" 

1. First-Generation Entrepreneurs 

These are individuals who start a business based on their own idea or skill, without any family 

background in business. They are self-made. 

 Example: Dhirubhai Ambani, who started as a small-time trader and built the 

Reliance empire from scratch. 

3. Second/Third Generation (Inherited) Entrepreneurs 

These individuals inherit an established family business and work to expand or modernize it. 

 Example: Akash Ambani, who is leading the digital and telecommunications 

expansion (Jio) of the legacy Reliance business. 

3. Based on Business Focus 

1. Technical Entrepreneurs 

These are essentially "craftsman-type" entrepreneurs. They are highly skilled in the technical 

aspects of the product and focus on production and quality rather than marketing. 

 Example: A specialized engineer starting a company to manufacture high-precision 

medical surgical tools. 

2. Non-Technical (Commercial) Entrepreneurs 

They are not concerned with how the product is made, but rather with how it is sold. They 

focus on identifying market gaps, distribution, and branding. 



 Example: A distributor who buys unbranded clothing and builds a massive brand 

through clever marketing and a retail network. 

3. Professional Entrepreneurs 

A professional entrepreneur is an individual who is interested in starting a business but not 

necessarily running it long-term. Once the business is established, they sell it and start a new 

one. 

 Example: Serial Entrepreneurs like Jack Dorsey, who co-founded Twitter and then 

moved on to start Square (now Block). 

4. Based on Motivation 

1. Induced Entrepreneurs 

These people enter business because of Government support, subsidies, tax holidays, or 

policies that make starting a business very attractive. 

 Example: Entrepreneurs setting up "Green Hydrogen" plants because of massive 

government subsidies and carbon credits. 

2. Spontaneous Entrepreneurs 

They start a business out of their own natural desire to be independent and creative. They are 

driven by an internal urge to achieve rather than external incentives. 

 Example: A hobbyist baker who decides to open a boutique cafe because they love the 

craft. 

5. Based on Modern/Specialized Categories 

1. Intrapreneurs 

An intrapreneur is an employee who acts like an entrepreneur within a large organization. They 

are given the freedom to innovate and lead projects without bearing the personal financial risk. 

 Example: The team at Sony that developed the PlayStation was led by an intrapreneur 

(Ken Kutaragi) working within the larger corporate structure. 

2. Digital (E-Entrepreneurs) 

These individuals operate solely in the digital space. Their business model is built on internet-

based services, apps, or platforms. 

 Example: Mark Zuckerberg (Meta/Facebook) or founders of purely digital banks. 

3. Agri-Entrepreneurs (Aggrepreneurs) 

They apply modern business techniques to agriculture, focusing on high-tech farming, organic 

exports, or poultry and dairy technology. 

 Example: Startups that use drones for soil analysis and precision farming for large-

scale crop production. 



4. Institutional Entrepreneurs 

These are usually large corporate houses that promote new ventures through their existing 

brand and capital. 

 Example: The Tata Group starting "Tata 1mg" to enter the digital healthcare market. 

Role of Entrepreneurship in Economic Development 

1. Capital Formation 

Entrepreneurs encourage the public to invest their idle savings in business. These turns sleeping 

money into active capital used for machines and technology. It increases productive investment 

in the economy. It also helps industries expand faster. It improves industrial growth. It creates 

more assets for the nation. 

 Example: When a company like Reliance issues shares, it takes small savings from 

thousands of people and uses that money to build a massive refinery. 

2. Generation of Large-Scale Employment 

Small businesses are labour-intensive and provide more jobs than machine-based industries. 

This helps reduce unemployment. It creates self-employment opportunities also. It improves 

the standard of living of people. It gives income to families. It reduces poverty in society.  

Example: The thousands of small garment factories in Tirupur provide jobs to lakhs of 

workers, including many from rural areas. 

3. Increase in National Income (GDP) 

Entrepreneurs produce goods and services that add value to the economy. This increases the 

Gross Domestic Product of the country. Higher production means higher income. It strengthens 

economic growth. It improves tax revenue for government. It raises the wealth of the nation. 

 Example: The growth of the IT sector in India (started by entrepreneurs) added 

billions of dollars to India's total economic value. 

4. Balanced Regional Development 

Entrepreneurs set up industries in backward and rural areas. This reduces regional imbalance. 

It brings roads, electricity, and schools. It improves village development. It creates local 

employment. It reduces migration to cities. 

Example: Setting up Tea Estates in Assam or hill stations brought development (roads and 

jobs) to those remote mountain regions. 

5. Improvement in Per Capita Income 

Businesses pay wages to workers and profits to owners. This raises the average income of 

people. More income improves purchasing power. It leads to better living conditions. People 

can save more money. It increases economic security. 



Example: A village that gets a Small Food Processing Unit sees a rise in the income of 

farmers and local youth who get jobs there. 

6. Promotion of Exports 

Entrepreneurs sell products to foreign countries. This earns valuable foreign exchange for the 

nation. It improves trade balance. It increases India’s reputation in world markets. It opens 

global business opportunities. It supports industrial expansion. 

 Example: Small entrepreneurs who make Handicrafts or Leather goods sell them in 

Europe and USA, bringing foreign exchange into India. 

7. Reduction in Economic Monopoly 

New entrepreneurs create competition in the market. This reduces the control of a few big 

companies. Competition keeps prices low. It improves quality for consumers. It increases 

customer satisfaction. It gives more choices to buyers. 

 

 Example: Before Jio (an entrepreneurial venture) entered the market, mobile data was 

very expensive because only a few companies controlled it. 

8. Development of Ancillary Industries 

Large industries create demand for small supporting industries. These industries supply raw 

materials and spare parts. It creates more employment. It develops industrial clusters. It 

supports small entrepreneurs. It increases local business growth. 

Example: When Tata Motors builds a car factory, hundreds of small entrepreneurs start 

businesses nearby to make car seats, mirrors, and tires. 

9. Resource Mobilization 

Entrepreneurs make use of unused resources like waste materials, land, and labour. They 

convert them into productive assets. This avoids wastage of resources. It increases efficiency. 

It improves resource utilization. It creates additional income sources.. 

 Example: Entrepreneurs starting Biogas plants use cow dung and kitchen waste to 

create clean energy for the village. 

10. Innovation and Product Improvement 

Entrepreneurs introduce new ideas, products, and methods. They improve quality and reduce 

cost. Innovation increases customer satisfaction. It modernizes the economy. It saves time and 

labour. It increases productivity. 

 Example: Digital Payment apps like UPI/Paytm were started by entrepreneurs, 

making it easier for everyone to pay without carrying cash. 

 



11. Improvement in Standard of Living 

Entrepreneurs produce many useful goods at affordable prices. People can enjoy better 

facilities and comforts. It increases consumer choice. It improves quality of life. It makes 

modern products available. It raises social welfare. 

 Example: Companies making low-cost smartphones allowed almost every person in 

the country to have access to the internet. 

12. Facilitating Social Change 

Entrepreneurship rewards talent and hard work. It gives opportunities to women and weaker 

sections. It reduces social inequality. It promotes independence and dignity. It encourages 

confidence among people. It creates social progress. 

 Example: The Lajja Papal cooperative started with just 7 women and now empowers 

thousands of women to earn their own living with dignity. 

13. Induced Growth of Infrastructure 

Growth of industries creates demand for roads, transport, electricity, and communication. 

Government develops infrastructure to support business. Better infrastructure attracts more 

investment. It benefits the public also. It improves connectivity. It supports future development. 

 Example: The industrial growth in Gurugram forced the development of modern 

roads, metro rails, and high-speed internet in that city. 

14. Creating a "Multiplier Effect" 

Success of one entrepreneur inspires many others to start businesses. This creates continuous 

economic growth. More businesses mean more jobs. It increases income in many sectors. It 

motivates innovation. It builds an entrepreneurial culture. 

 Example: The success of IT companies in Bangalore inspired a whole generation to 

start "Startups," making it the Silicon Valley of India. 

15. Economic Self-Reliance 

Entrepreneurs help the country produce goods locally instead of importing. This makes the 

nation stronger and independent. It saves foreign exchange. It supports the goal of Amenabar 

Bharat means Self-Reliant India. It reduces dependence on other nations. It strengthens 

national economy. 

 Example: During the pandemic, Indian entrepreneurs started making PPE kits and 

masks locally so we didn't have to depend on other countries. 

 

 

Business Environment - Meaning 



Business Environment means all the internal and external factors that affect the 

working and growth of a business. It includes customers, competitors, government, economy, 

technology, and society.  A business must understand these factors to succeed. Changes in the 

environment create both opportunities and challenges.  For a small business, these factors are 

crucial because a small entrepreneur has less power to control them compared to a big 

company. 

Factors Affecting Business Environment 

I. Internal Factors (Micro Environment): These are factors within the control of the 

entrepreneur or closely related to business operations. They directly affect daily performance 

of the business. Proper management of these factors leads to success. Weak internal factors 

may create losses. 

1. Financial Resources 

This refers to the availability of cash and credit to run the business. Without enough 

money, a business cannot buy raw materials or pay salaries. It is needed for smooth operations. 

Good finance helps business expansion. Lack of funds may stop production 

Example: A small bakery failing because it doesn't have enough cash to buy flour 

during a sudden price hike. 

2. Human Resources (Labor) 

The skill, experience, and morale of the employees determine the success of a small 

business. In small firms, every single employee’s performance matters. Skilled workers 

increase productivity. Happy employees improve efficiency. Poor labour relations reduce 

growth. 

 Example: A small software startup succeeding because its five developers are highly 

skilled and dedicated. 

3. Organizational Image (Reputation) 

The "Brand Image" or goodwill of a small business in the local market. If people trust the shop, 

they will return. Good reputation increases sales. It attracts new customers. Bad image reduces 

confidence. 

 Example: A local grocery store thriving because the owner is known for being honest 

and never selling expired goods. 

 

 

 

II. External Factors (Macro Environment) 



These are outside the control of the business. We use the PESTEL framework to study them. 

They affect all businesses in the market. Firms must adjust according to changes. Proper 

planning helps face external challenges. 

1. Political Factors 

Government stability, ideologies, and policies affect business. Changes in government may 

change business support schemes. Stable politics encourages investment. Unstable politics 

creates uncertainty. Policies may help or hurt business growth.  

Example: A small plastic toy manufacturer having to close down because the 

government banned single-use plastics overnight. 

2. Economic Factors 

This includes interest rates, inflation, and customer income levels. If people have less money, 

small businesses suffer first. Strong economy increases demand. Inflation raises costs. High 

interest rates reduce borrowing.. 

 Example: When bank interest rates go up, a small tailor finds it too expensive to take 

a loan for a new sewing machine. 

3. Social Factors 

These include culture, traditions, lifestyle, and tastes of people. Businesses must adapt to 

customer preferences. Social trends change buying habits. Population growth increases 

demand. Awareness changes product choices. 

Example: A small cafe switching from serving only tea to adding "Sugar-Free Juice" 

because the local people are becoming health-conscious. 

4. Technological Factors 

This refers to new inventions and digital tools. Businesses that ignore technology may become 

outdated. Technology saves time and cost. Online sales create new opportunities. Modern tools 

improve productivity 

 Example: A local bookstore losing customers because people now prefer buying e-

books or ordering online from websites.5.. Legal Factors 

These are laws such as labour laws, safety rules, and tax rules. Businesses must follow all legal 

requirements. Legal compliance avoids penalties. It protects workers and consumers. Ignoring 

laws damages reputation 

 Example: A small restaurant having to pay a heavy fine because it did not follow the 

mandatory food safety (FSSAI) licensing rules. 



5. Environmental (Ecological) Factors 

These factors relate to nature, climate, weather, and pollution. Natural disasters like floods, 

heavy rain, drought, or landslides can affect business activities. Today many customers also 

prefer eco-friendly products, so businesses must care for the environment. 

Example: A small tour operator in a hill station losing business because of unexpected 

heavy rains and landslides caused by climate change. 

III. Industry-Specific Factors:  

1. Customer Behaviour 

Customers are very important for every business. Their tastes, needs, and buying habits keep 

changing. If customers are not satisfied, they may move to other shops or online platforms. 

 Example: A small mobile shop losing sales because customers now prefer buying 

phones through "No Cost EMI" on large online platforms.21. Competitor Actions 

Competition means the presence of rival businesses. When new shops or supermarkets open 

nearby, small businesses may lose customers. To survive, they must improve quality and price. 

 Example: A local Kirana store losing customers after a "Reliance Fresh" or "Big 

Bazaar" supermarket opens in the same neighbourhood. 

2. Supplier Power 

Suppliers provide raw materials needed for production. If suppliers increase prices or delay 

goods, business operations will suffer. Small businesses often depend on limited suppliers. 

 Example: A small furniture maker stopping production because the only timber 

supplier in town increased prices by 20%. 

3. Infrastructure Facilities 

Infrastructure means basic facilities like roads, transport, electricity, water, and internet. Good 

infrastructure helps business growth and smooth operations. Poor facilities can delay 

production and sales. 

 Example: A small printing press being unable to meet deadlines because of frequent 

power cuts in its industrial area. 

4. Global Factors 

Global factors include international events like wars, pandemics, and economic crises. These 

events can affect exports, imports, and prices. Even small businesses feel the impact of world 

changes. 

 Example: A small handicraft exporter in a village losing all orders because of a 

shipping crisis or a war in Europe. 



5. Financial Institutions (Banks) 

Banks and financial institutions provide loans and credit support. Easy loans help entrepreneurs 

start or expand businesses. If banks are strict in lending, growth becomes difficult. 

 Example: An entrepreneur being unable to expand their poultry farm because the local 

bank refused to give a loan without "collateral" (security). 

An entrepreneur is an important person in economic development who identifies 

opportunities and starts new ventures. With qualities like creativity, risk-taking, leadership, and 

confidence, entrepreneurs contribute to business success. By understanding the business 

environment, entrepreneurs can face challenges and achieve growth. Therefore, entrepreneurs 

are key drivers of innovation, employment, and national development. 

********** 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

UNIT II – BUSINESS IDEA AND BUSINESS PLAN 



Business Idea Generation –Meaning  

Business idea generation is the process of creating, developing, and selecting new ideas 

that can be converted into a successful and profitable business. It is the first and most important 

step in entrepreneurship. It involves identifying opportunities, customer needs, and market gaps 

where products or services are lacking. A business idea may arise from solving a problem, 

improving an existing product, or introducing something completely new. 

2. Sources of Business Ideas 

Sources of business ideas refer to the various places, methods, people, and situations 

from which entrepreneurs get new ideas for starting a business or improving an existing 

business. These sources help identify opportunities, customer needs, market gaps, and 

innovative solutions. There are several internal and external sources. 

1. Consumer Feedback and Surveys 

Consumers are the best source of ideas because they directly use products and services. 

By asking customers about their problems, complaints, and expectations, entrepreneurs can 

identify unmet needs. Surveys, interviews, and reviews help in understanding the market 

demand.   

Example: People complained that traditional taxis were hard to find, which led to the 

idea for Uber/Ola. 

2. Existing Products and Services 

Entrepreneurs can study products already available in the market and improve them. They may 

add new features, better quality, lower price, or improved convenience. Innovation often comes 

modifying old ideas   

Example: Many companies took the basic mobile phone and added better cameras to attract 

photography lovers. 

3. Distribution Channels 

Wholesalers, retailers, and dealers interact directly with customers. They know what 

customers frequently ask for and what products are missing in the market. Their suggestions 

can help generate profitable ideas. 

Example: A shopkeeper telling a manufacturer that customers are asking for "organic" soap, 

leading the manufacturer to start a new line. 

4. Government Policies and Licenses 

Government rules, subsidies, tax benefits, and bans often create new opportunities. 

Entrepreneurs can start businesses based on government support or changing regulations. New 

policies may open fresh markets. 



Example: When the government banned plastic bags, it created a massive business idea 

for paper bag manufacturing. 

5. Research and Development (R&D) 

Universities, laboratories, and research centers create new technologies and inventions. 

Entrepreneurs can commercialize these discoveries into useful products. Scientific progress 

creates many business opportunities. 

Example: The invention of LED technology in labs led to thousands of businesses making 

LED bulbs and screens. 

6. Trade Fairs and Exhibitions 

Trade fairs display the latest products, machines, and market trends. Entrepreneurs can 

observe new ideas from other countries or industries. They also help in networking with 

suppliers and buyers. 

Example: An entrepreneur seeing a new type of automated cleaning robot at a tech fair 

in Japan and deciding to sell it in India. 

7. Personal Skills and Hobbies 

A person's talents, interests, and hobbies can become business ideas. Skills such as 

baking, painting, teaching, or designing can be converted into profitable ventures. Passion often 

leads to successful business. 

Example: A person who loves baking as a hobby starting a professional boutique cake 

shop. 

III.  Methods of Generating Business Ideas 

1. Brainstorming 

Brainstorming is a group method where many ideas are generated freely without 

criticism. It encourages creativity and quick thinking. Later, the best ideas are selected and 

refined. 

Example: A team sitting in a room for 2 hours to list 50 different names and features for a new 

health drink. 

2. Focus Groups 

A focus group consists of selected people discussing a product or service. Their 

opinions help understand customer likes and dislikes. It is useful for testing new ideas before 

launch. 

Example: A company showing three different toy designs to a group of parents to see which 

one they would actually buy. 

3. Problem Inventory Analysis 



This method identifies common problems faced by people and searches for solutions. 

Every problem can become a business opportunity. It focuses on customer pain points. 

Example: Realizing that finding a reliable plumber is a major headache, leading to the idea of 

an on-demand home service app like Urban Company. 

4. SCAMPER Technique 

SCAMPER means Substitute, Combine, Adapt, Modify, Put to another use, Eliminate, 

and Reverse. It is used to improve existing products creatively. It helps generate innovative 

solutions. 

Example: Combining a phone with a music player and a camera led to the modern smartphone. 

5. Mind Mapping 

Mind mapping starts with one central idea and expands into related ideas through 

branches. It helps organize thoughts visually. It is useful for planning and creativity. 

Example: Putting "Travel" in the center and branching out to luggage, insurance, local guides, 

and booking apps. 

6. Reverse Brainstorming 

Instead of solving a problem, this method asks how to create the problem. It helps 

identify weaknesses and then develop better solutions. It improves systems and services. 

Example: Asking "How can I make a customer's waiting time longer?" helps realize what 

changes are needed to make it shorter. 

7. Market Observation (Day-in-the-life) 

Entrepreneurs observe how people use products in daily life. Watching customer 

behavior reveals hidden difficulties and unmet needs. Real-life observation gives practical 

ideas. 

Example: Observing that elderly people struggle to open medicine bottles, leading to an easy-

open cap design idea. 

8. Delphi Technique 

This method collects opinions from experts about future trends. Their responses are 

studied and refined until a useful conclusion is reached. It helps identify future business 

opportunities. 

Example: Asking tech experts what the next big thing after AI will be to start a business in 

that future field early. 

 

 Opportunity Identification 

Part A: Opportunity Identification 



1. Meaning of Opportunity Identification 

Opportunity identification is the process of finding business chances in the market that can 

become profitable ventures. It converts a simple business idea into a practical opportunity. It 

helps entrepreneurs discover customer needs and market demand. 

Example: Starting an online grocery delivery service where no such service exists. 

2. Environmental Scanning 

The entrepreneur studies Political, Economic, Social, and Technological changes in the 

environment. These changes often create new customer needs and business chances. It helps in 

planning future business opportunities, understanding market trends, reducing business 

uncertainty, and supporting better decision-making. 

Example: The shift toward Work-from-Home created an opportunity for companies making 

ergonomic office chairs for home use. 

3. Market Gap Analysis 

This means identifying products or services that customers want but cannot get in the market. 

It helps fill unmet needs and demand, improves customer satisfaction, increases business 

demand, and creates profitable niche markets with less competition. 

Example: In a small town with no good cake shop, opening a Premium Bakery is identifying a 

market gap. 

4. Observing Trends 

Entrepreneurs observe long-term changes in lifestyle, technology, and customer habits. Trends 

help predict future market demand, allow early entry into growing markets, help launch modern 

products, support long-term growth, and build competitive advantage. 

Example: The "Fitness Trend" led to the identification of opportunities in Organic Food and 

Wearable Fitness Bands. 

5. Solving "Pain Points" 

The best opportunities come from solving common customer problems. Removing frustration 

creates demand for the product or service. Customers prefer convenient solutions that save 

time, improve convenience, and build customer loyalty. 

Example: Zomato/Swiggy identified the "pain point" of not knowing which restaurants deliver 

or having to call them individually. 

 

 

6. Competitive Analysis 



The entrepreneur studies existing businesses and finds ways to improve price, quality, or 

service. It helps gain an advantage over competitors, identifies competitor weaknesses, 

supports market positioning, and increases chances of success. Better value attracts customers. 

Example: If all local gyms are expensive, an entrepreneur might identify an opportunity for a 

Low-Cost, 24/7 Budget Gym. 

Part B: Feasibility Analysis 

7. Meaning of Feasibility Analysis 

Feasibility analysis is a test to check whether the business idea should be pursued. It helps 

avoid wasting time and money, reduces risk of failure, supports decision-making, saves 

resources, and measures practicality and success chances. 

Example: Checking cost and demand before opening a restaurant. 

8. Technical Feasibility 

This checks whether the entrepreneur has the technology, skills, and equipment to make the 

product. It asks whether the product can actually be built, checks machinery availability, 

measures technical skills, avoids production failure, and ensures smooth production. 

Example: An entrepreneur may have an idea for a flying car, but if the technology or raw 

materials aren't available, it is not technically feasible. 

9. Market Feasibility 

This studies potential customers and market demand. It checks whether customers will buy the 

product at the expected price, examines market size and income levels, identifies target 

customers, checks buying power, and measures sales potential. 

Example: Before opening a luxury spa, the entrepreneur checks if the local population has 

enough income to afford such a service. 

10. Financial Feasibility 

This estimates startup cost, operating expenses, and expected profit. It checks whether funds 

are available, calculates break-even point and returns, determines capital required, measures 

profitability, and helps funding decisions. 

Example: Calculating how many cups of coffee a cafe needs to sell every day just to pay the 

rent and electricity. 

 

 

 

11. Operational Feasibility 



This checks whether the business can run daily operations smoothly. It examines staff, 

management, and systems, ensures skilled labour availability, supports workflow efficiency, 

improves service quality, and is necessary for success. 

Example: A tech startup might be a great idea, but if the entrepreneur cannot find skilled 

programmers to work for them, it is operationally difficult. 

12. Legal and Regulatory Feasibility 

This checks whether the business follows laws and regulations. It ensures required licenses and 

approvals can be obtained, prevents legal penalties, ensures lawful operation, protects business 

reputation, and avoids future legal issues. 

Example: A small business wanting to make wine must check if they can get the necessary 

liquor licenses in their specific state. 

13. Resource Feasibility 

This checks availability of raw materials, land, water, and power. Without resources, 

production cannot continue smoothly. It ensures continuous supply, reduces production delays, 

supports smooth operations, and is important for manufacturing businesses. 

Example: A paper mill needs a lot of water. If the chosen land has a water shortage, the project 

is not feasible. 

14. Economic Feasibility (Cost-Benefit Analysis) 

This compares total project cost with long-term benefits. It checks whether the return on 

investment is worthwhile, measures project value, helps investment choice, improves 

profitability, and helps choose profitable projects. 

Example: Investing ₹10 Lakhs in a machine that only saves ₹1,000 a month in labor is not 

economically feasible. 

15. Time Feasibility 

This checks whether the project can be completed before the opportunity disappears. Delays 

may reduce demand and profit. It supports faster execution, avoids missed opportunities, helps 

seasonal planning, and makes timely launch important. 

Example: If it takes 3 years to build a factory for a product that is currently "in fashion," the 

trend might end before the factory is ready. 

Opportunity Identification helps entrepreneurs find profitable business chances in the 

market. Feasibility Analysis checks whether the selected opportunity can be practically started 

and managed.  It reduces risk by examining market, finance, technology, and legal factors. 

Both processes help in making wise and informed business decisions. 

Together, they increase the chances of business success and long-term growth. 



 

I. Meaning and Concept of SWOT Analysis 

1. Definition of SWOT 

SWOT is a strategic planning tool used to evaluate the Strengths, Weaknesses, 

Opportunities, and Threats involved in a business venture. It helps an entrepreneur 

understand both the internal health of the business and the external market conditions. 

2. The Internal Environment (S & W) 

Strengths and Weaknesses are internal factors. These are things that exist within the business, 

such as the quality of staff, the amount of money available, or the technology used. 

 Example: A business having a very skilled team of designers is an internal factor. 

3. The External Environment (O & T) 

Opportunities and Threats are external factors. These are things happening in the outside world 

that the entrepreneur cannot control, such as new government laws or changes in customer 

fashion. 

 Example: A sudden increase in the price of petrol is an external factor that affects 

delivery costs. 

 

II. Detailed Components of SWOT 

1. Strengths (S) - The Positive Internals 

Strengths are the unique advantages or resources that a business possesses. They are the "selling 

points" that make a business successful. 

 Cost Advantage: Being able to produce goods at a lower cost than others. 

o Example: A small tailor buying fabric directly from a mill at wholesale prices. 

 Expertise and Skills: Having special knowledge or a highly trained team. 



o Example: A software startup where the founder is an expert in AI coding. 

 Location Advantage: Having a shop in a place where many customers pass by. 

o Example: A tea stall located right outside a busy railway station. 

 Brand Reputation: Having a good name in the local community for quality. 

o Example: A local bakery known for using pure butter and no chemicals. 

2. Weaknesses (W) - The Negative Internals 

Weaknesses are the areas where the business is lacking. These are internal gaps that need to be 

filled to avoid failure. 

 Limited Finance: Not having enough cash to run daily operations or buy stock. 

o Example: A small shop being unable to keep a variety of items because they 

don't have the money to buy them. 

 Lack of Marketing: Not being able to tell people about the business due to no 

advertising. 

o Example: An excellent home-cook selling meals but not having a social media 

page or board outside. 

 Old Technology: Using outdated machines that are slow or consume too much power. 

o Example: A printing press using old manual machines while competitors use 

digital printers. 

 Poor Management: Having an unorganized way of working or poor record-keeping. 

o Example: An entrepreneur who forgets to pay bills on time or keep track of 

inventory. 

3. Opportunities (O) - The Positive Externals 

Opportunities are chances provided by the environment that a business can use to grow and 

expand. 

 Government Subsidies: When the government gives money or tax breaks for certain 

businesses. 

o Example: A farmer getting a 50% discount from the government to start an 

organic farm. 

 Changing Trends: When people’s habits change in a way that favors your business. 

o Example: The sudden demand for "Hand Sanitizers" and "Masks" during the 

pandemic. 

 New Markets: Finding a new group of people who want your product. 

o Example: A village handicraft maker starting to sell their products on Amazon 

to reach city customers. 



 Weak Competitors: When a rival business nearby closes down or provides poor 

service. 

o Example: A new gym opening because the only other gym in the area is dirty 

and has broken machines. 

4. Threats (T) - The Negative Externals 

Threats are external risks that can hurt the business. The entrepreneur must identify them early 

to survive. 

 New Competition: When a large company or a better shop opens near you. 

o Example: A local grocery store losing customers because a huge "Supermarket" 

opened nearby. 

 Price Hikes: When the cost of raw materials or electricity goes up suddenly. 

o Example: A candle maker facing losses because the price of wax doubled in one 

month. 

 Legal Changes: When the government passes a law that makes your business difficult. 

o Example: A small plastic bag manufacturer having to shut down because the 

state banned plastic. 

 Economic Downturn: When people have less money to spend due to job losses or a 

bad economy. 

o Example: A luxury car wash seeing fewer customers because people are trying 

to save money. 

III. Importance of SWOT Analysis for Small Businesses 

1. Decision Making 

SWOT analysis helps the entrepreneur make correct business decisions. It compares 

strengths, weaknesses, opportunities, and threats before starting a project. It reduces risk and 

supports smart planning. 

Example: If the threats are too high and the strengths are low, the entrepreneur may decide to 

change the business idea. 

2. Strategic Planning 

It helps in preparing business strategies for growth. Entrepreneurs can match their strengths 

with available opportunities. It gives direction for future success.. 

 Example: If you are good at cooking (Strength) and there is no lunch service in a nearby 

office area (Opportunity), you can plan a "Tiffin Service." 

3. Overcoming Weaknesses 



SWOT helps identify weak areas in business. Entrepreneurs can improve these weaknesses 

before they create losses. It increases efficiency and performance. 

 Example: Realizing you are bad at accounts and hiring a part-time accountant to fix it. 

4. Preparedness for Threats 

It helps businesses prepare for future risks and challenges. Entrepreneurs can create backup 

plans to face threats. It improves business safety and continuity. 

 Example: A business that depends on one supplier finding a second supplier in case 

the first one increases prices. 

5. Better Resource Utilization 

SWOT analysis helps use money, manpower, and materials effectively. Resources can be 

allocated to strong areas. It reduces wastage and increases productivity. 

 Example: A bakery investing more in popular products instead of slow-selling items. 

6. Competitive Advantage 

It helps understand competitors and improve business position. Entrepreneurs can offer better 

price, quality, or service. This increases market share. 

 Example: A small shop offering home delivery when competitors do not provide it.  

7. Goal Setting 

SWOT helps set realistic business goals. Goals can be based on strengths and market 

opportunities. It improves focus and growth planning. 

 Example: A tailoring shop planning to expand into online custom stitching services. 

8. Risk Reduction 

It helps identify possible internal and external risks early. Preventive action can be taken 

before losses occur. It gives business stability. 

 Example: A seasonal business saving money during peak season for off-season 

expenses. 

IV. The SWOT Matrix (Strategy formulation) 

After listing the points, the entrepreneur looks at the connections: 

1. S-O Strategy: How can I use my Strengths to take advantage of these Opportunities? 

2. W-O Strategy: How can I fix my Weaknesses using the Opportunities available? 

3. S-T Strategy: How can I use my Strengths to reduce the impact of Threats? 

4. W-T Strategy: How can I minimize Weaknesses and avoid Threats? (This is a 

defensive plan). 

Business Plan - Meaning 



A business plan is a written document that describes in detail how a business—usually a 

startup—defines its objectives and how it is to go about achieving its goals. It is a 

comprehensive blueprint of the entire business.  It contains the marketing, financial, and 

operational strategies of the venture. 

 Example: Just as an architect draws a map before building a house, an entrepreneur 

writes a business plan before spending money on a business. 

2. Nature of the Plan 

A business plan is a living document; it is not fixed. It changes as the business grows or as the 

market conditions change.  It acts as a guide for the entrepreneur and a "selling document" for 

investors. 

 Example: A small cafe may start with a plan to sell only coffee, but after six months, 

they may update the plan to include snacks based on customer demand. 

 

II. Importance/Significance of a Business Plan 

1. Acts as a Roadmap 

It provides a clear direction to the entrepreneur. It helps them stay focused on the goals without 

getting distracted by minor issues.  It lists the steps to be taken today, tomorrow, and next year. 



 Example: A plan helps a mobile shop owner decide whether they should focus on 

"repairing phones" or "selling new phones" in the first year. 

2. Raising Capital (Attracting Investors) 

Banks and investors will never give money to a business that doesn't have a written plan. They 

need to see how their money will be used and when they will get it back. It proves to the bank 

that the business is serious and has a high chance of success. 

 Example: An entrepreneur seeking a loan of ₹5 Lakhs must show the bank exactly how 

much profit they will make to pay back the monthly EMI. 

3. Identifying Weaknesses and Risks 

While writing the plan, the entrepreneur often realizes that some of their ideas are not practical. 

This saves them from making expensive mistakes later. It forces the entrepreneur to look at the 

"hidden" problems of the business. 

 Example: While writing the financial part of the plan, a person might realize that the 

rent of the shop is too high compared to the expected sales. 

4. Resource Allocation 

Small businesses have very limited resources (money, people, and time). A plan helps them 

decide where to use these resources to get the best results.It ensures that money is not wasted 

on unnecessary items. 

 Example: Instead of buying five expensive computers, a startup might decide to buy 

two and spend the rest of the money on marketing, as per their plan. 

5. Setting Benchmarks for Performance 

The plan contains targets (sales targets, date of launch, etc.). Later, the entrepreneur can 

compare the actual results with these targets to see if they are succeeding. It acts as a yardstick 

to measure the progress of the business. 

 Example: If the plan said "Sell 100 units in January" but the shop only sold 20, the 

owner knows they need to change their strategy. 

6. Effective Communication 

A business plan helps in communicating the vision of the business to partners, employees, and 

suppliers. It ensures that everyone in the team is working toward the same goal. 

 Example: A written plan helps a new employee understand that the company's goal is 

"quality service" rather than just "low price." 

7. Facilitates Decision Making 

In times of crisis or confusion, the entrepreneur can refer back to the business plan to make a 

logical choice.It provides a framework for making difficult business decisions. 



 Example: If a competitor lowers their prices, the entrepreneur looks at their "Financial 

Plan" to see if they can afford to lower their prices too without going into loss. 

III. Users of the Business Plan 

1. Internal Users (The Management) 

The entrepreneur and the employees use the plan to stay organized and monitor daily work. 

2. External Users (The Outsiders) 

 Lenders: Banks use it to check the creditworthiness. 

 Investors: Venture capitalists use it to see the growth potential. 

 Suppliers: They use it to see if the business will be able to pay for the raw materials in 

the long run. 

Components of Business Plan 

A business plan is much more than just a piece of paper. It is the bridge between a dream 

and reality. For a small business owner, it is the most powerful tool to reduce risk and ensure 

long-term survival in a competitive market. 

I. Executive Summary 

This is the most important part of the document because it is the first section people read. It is 

a summarized version of the entire plan. 

1. Purpose of the Summary 

It provides a "bird's-eye view" of the business. Its goal is to capture the interest of the reader 

(like a bank manager) so they continue reading the rest of the plan. Even though it appears first, 

it is usually written last, after the entire plan is finished. 

 Example: A two-page summary that tells the reader what the product is, how much 

money is needed, and how much profit will be made. 

2. Key Highlights 

It includes the business name, the mission statement, the core problem being solved, and a brief 

mention of the founders' experience.It should be clear, professional, and very concise. 

 Example: "Our company, 'Green-Pack,' provides eco-friendly packaging for local 

restaurants to help them reduce plastic waste." 

II. Product/Service Description 

This section explains exactly what you are selling and why it is better than what is already in 

the market. 

1. Features and Benefits 



You must describe the physical features of the product and, more importantly, the "benefits" it 

provides to the customer. Features are what the product is; benefits are what the product does 

for the user. 

 Example: A feature of a new water bottle is "triple-layer insulation"; the benefit is "it 

keeps water cold for 24 hours." 

2. Unique Selling Proposition (USP) 

This explains the "special something" that makes your product better than your competitors. 

Without a USP, a small business cannot survive against big brands. 

 Example: A local pizza shop's USP might be "delivered in 15 minutes or it's free," or 

"using 100% organic flour." 

III. Market Analysis 

This section proves that there are enough customers who are willing to pay for your product. 

1. Target Market Identification 

You must define who your ideal customer is (age, gender, location, income level).You cannot 

sell to everyone; you must focus on a specific group. 

 Example: A high-end coaching center's target market is "students from wealthy 

families preparing for competitive exams." 

2. Competitive Analysis 

This involves listing your main competitors and analyzing their strengths and weaknesses. It 

shows the bank that you know who you are fighting against in the market. 

 Example: A new gym owner analyzing the three other gyms in the neighborhood to 

see their prices and opening hours. 

IV. Organizational Structure 

This section explains the "Human Side" of the business—who is in charge and how the work 

is divided. 

1. Ownership Pattern 

It describes whether the business is a Sole Proprietorship (one owner), a Partnership, or a 

Private Limited Company. This is important for legal and tax purposes. 

 Example: Stating that the business is a "50-50 partnership between two college 

friends." 

2. Management Team and Roles 

It lists the key people in the business and their specific responsibilities. Investors look for a 

"balanced team" where one person is good at tech and another is good at sales. 



 Example: A business plan showing that Person A handles "Production" and Person B 

handles "Marketing and Accounts." 

V. Financial Plan 

This is the "heart" of the business plan. It proves that the business will actually make money. 

1. Startup Costs and Funding 

It lists how much money is needed to start the business (rent, machines, furniture) and where 

that money will come from. This helps in identifying the "Capital Requirement." 

 Example: Stating that ₹10 Lakhs is needed: ₹3 Lakhs from the owner's savings and ₹7 

Lakhs as a bank loan. 

2. Income Statement (Profit and Loss) 

This is a table showing expected sales (revenue) minus all expenses (rent, salaries, electricity). 

It shows the "Net Profit" the business expects to earn at the end of the year. 

 Example: Estimating that after paying all bills, the shop will make a profit of ₹50,000 

per month. 

3. Break-even Analysis 

This tells the entrepreneur exactly how much they need to sell just to cover their costs (zero 

profit, zero loss). It helps the owner know their "minimum target" to stay alive in the business. 

 Example: A cafe owner calculating that they must sell at least 40 cups of coffee every 

day to pay the shop's rent. 

 

VI. Marketing and Sales Strategy 

Having a great product is useless if people don't know about it. This section explains how you 

will reach your customers. 



1. The 4Ps of Marketing 

This involves defining the Product (features), Price (how much it costs), Place (where it will 

be sold), and Promotion (advertising). It describes the "go-to-market" strategy. 

 Example: A small soap business deciding to sell only through Instagram and local 

organic markets (Place) and using "Influencer marketing" (Promotion). 

2. Sales Forecast 

This is a month-by-month prediction of how many units you expect to sell in the first year. It 

helps in planning inventory and staffing. 

 Example: A raincoat manufacturer forecasting high sales in June and July (monsoon) 

and low sales in December. 

VII. Operational Plan 

This section describes the "Physical" day-to-day running of the business. 

1. Location and Infrastructure 

It explains why a specific location was chosen and what facilities (power, water, internet) are 

available there. 

 Example: A small BPO (Call Center) choosing a location near a college to easily find 

part-time students as workers. 

 

 

2. Production Process 

For manufacturing businesses, this describes the step-by-step journey from raw material to 

finished product. 

 Example: A juice factory plan showing the process: Washing → Crushing → 

Filtering → Bottling → Labelling. 

VIII. Milestone and Implementation Schedule 

A plan needs a timeline. This section lists the "deadlines" for important tasks. 

1. Key Milestones 

These are major events like "Getting the Business License," "Renting the Shop," "Hiring the 

first 5 employees," and "The Launch Date." 

 Example: "We plan to complete the product testing by March and have the Grand 

Opening by May 1st." 

2. Gantt Chart / Timeline 

A visual chart that shows which tasks happen at the same time and which happen one after 

another. It proves to the bank that you have a realistic schedule. 



IX. Risk Management (Contingency Plan) 

Every business faces risks. This section shows you have a "Plan B" if things go wrong. 

1. Identification of Risks 

Listing potential problems like "Raw material price increase" or "The main cook leaving the 

restaurant." 

 Example: Identifying that heavy competition from a nearby supermarket is a major 

risk. 

2. Mitigation Strategies : Explaining how you will solve these problems if they happen. 

 Example: "To handle the risk of power cuts, we have included the cost of a Small 

Generator in our startup budget." 

X. Appendix (Supporting Documents): This is the "Proof" section at the very end of the plan. 

1. Legal Documents and Certifications 

This includes copies of your Aadhaar/PAN, Business Licenses, GST registration, and Rent 

agreements. 

 Example: Attaching the FSSAI certificate if you are starting a food business. 

2. Letters of Intent/Market Research Data 

If you already have a big customer who promised to buy from you, you include their letter here. 

 Example: A small furniture maker attaching a quotation request from a local school 

to show there is real demand. 

LEGAL FORMALITIES. 

I. Selection of Business Organization (The Legal Form) 

1. Choice of Ownership 

Before any registration, the entrepreneur must decide how the business will be owned. This 

determines the level of personal liability and tax.You can choose to be a Sole Proprietorship 

(one owner), Partnership (two or more), or a Company. 

 Example: A small local grocery shop usually starts as a Sole Proprietorship because 

it is the easiest to set up. 

II. Registration and Licensing 

2. Registration of the Firm 

If it is a partnership, it should be registered with the Registrar of Firms. If it is a company, 

it must be registered with the Registrar of Companies (ROC). This gives the business its own 

"identity" separate from the owner. 

 Example: Registering a startup as a Private Limited Company to protect the owners' 

personal assets if the business fails. 



3. MSME/Udyam Registration 

In India, small businesses register under the MSME (Micro, Small, and Medium 

Enterprises) Act to get government benefits. This registration allows the business to get cheaper 

loans and subsidies. 

 Example: A small toy factory getting Udyam Registration to pay a lower interest rate 

on its bank loan. 

4. Trade License 

This is a permit issued by the local Municipal Corporation or local government to carry out 

a specific trade in a specific area.It ensures that the business is not causing a nuisance or health 

hazard to the public. 

 Example: A restaurant obtaining a Trade License from the City Corporation to operate 

in a commercial street. 

III. Tax and Labour Compliances 

5. PAN and TAN Application 

Every business needs a Permanent Account Number (PAN) for income tax and a Tax 

Deduction Account Number (TAN) for deducting tax from employees' salaries. These are 

essential for filing annual tax returns. 

 Example: A small consulting firm using its PAN card to open a "Current Account" in 

a bank. 

6. GST Registration 

Goods and Services Tax (GST) is mandatory for businesses whose turnover exceeds a 

certain limit (e.g., ₹40 Lakhs for goods in India). It allows the business to collect tax from 

customers and pay it to the government. 

 Example: A mobile shop owner registering for GST so they can legally issue "Tax 

Invoices" to customers. 

7. Shops and Establishment Act 

This is a state-level law that regulates the working conditions of employees in shops, 

restaurants, and offices. It sets the rules for working hours, holidays, and wages. 

 Example: A boutique owner registering under this Act to show they follow the 8-hour 

workday rule for their staff. 

IV. Health, Safety, and Environmental Clearances 

8. Food Safety License (FSSAI) 



If the business involves food (making, selling, or packing), it must get a license from the 

Food Safety and Standards Authority. It guarantees that the food is hygienic and safe for 

consumption. 

 Example: A person starting a Home-made Pickle business must get an FSSAI Basic 

Registration. 

9. Pollution Control Board (PCB) Clearance 

Industries that may cause air, water, or noise pollution must get a "Consent to Establish" 

from the state’s Pollution Control Board. This is critical for manufacturing units like chemical, 

plastic, or leather industries. 

 Example: A small Electroplating unit needing a "No Objection Certificate" (NOC) 

from the PCB before starting work. 

10. Fire Safety Certificate 

Businesses operating in large buildings or handling flammable items must be inspected by 

the Fire Department. It ensures that the building has fire extinguishers and clear exits for 

emergencies. 

 Example: A Small Hotel or Cinema Hall must have a valid Fire Safety NOC to 

operate. 

 

 

V. Intellectual Property and Employment Laws 

11. Trademark Registration 

This protects the brand name, logo, or slogan of the business so that others cannot copy it. 

It gives the entrepreneur the exclusive right to use their brand identity. 

 Example: A coffee shop owner registering their unique logo so no one else can open 

a shop with the same name. 

12. Professional Tax and EPF/ESI 

If a business has more than a certain number of employees (usually 10 or 20), it must 

register for Employee Provident Fund (EPF) and Employee State Insurance (ESI). These 

are social security schemes that provide retirement benefits and medical help to workers. 

 Example: A small factory with 25 workers contributing to the EPF every month for 

their workers' future.  

A good business idea is the foundation of a successful enterprise, and a business plan is the 

roadmap to achieve that success. While the idea gives direction, the plan helps in organizing 

resources, setting goals, and reducing risks. Together, they increase the chances of business 



growth and profitability. Therefore, every entrepreneur should develop a strong business idea 

and prepare an effective business plan. 
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  UNIT – III   FINANCIAL PLANNING FOR SMALL BUSINESS 

1.Financial Planning - Meaning 

Financial planning is the process of estimating the capital requirement of a business and 

determining how that capital should be used. It involves deciding how much money is needed, 

where it will come from, and how it will be spent. It is the "Budgeting" of the business. It 

ensures that the right amount of funds is available at the right time. 

 Example: Before starting a small mobile shop, the owner calculates the cost of the shop 

advance, interior racks, and the initial stock of phones. This calculation is financial 

planning. 

2. Objectives of Financial Planning 

The primary goal is to ensure that the business neither has too little money (which stops work) 

nor too much idle money (which is a waste of resources). It aims at the smooth flow of cash 

throughout the business cycle.  

 Proper estimation of capital requirements  

 Ensuring adequate funds  



 Proper utilization of funds  

 Maintaining liquidity  

 Profit maximization  

 Cost control  

 Financial stability  

 Business growth and expansion  

 Reducing financial risk  

 Proper coordination of activities 

 Example: Planning to have enough cash in hand to pay the electricity bill and staff 

salaries even if customers haven't paid their dues yet. 

II. Importance of Financial Planning 

1. Ensures Availability of Adequate Funds 

Financial planning helps the entrepreneur estimate the exact amount of money needed to start 

and run the business. It prevents the business from stopping halfway due to a shortage of funds. 

 Example: A small furniture maker uses a financial plan to ensure they have enough 

money to buy wood for a large order before the customer pays the final bill. 

 

2. Balanced Capital Structure 

It helps in deciding the ratio between Debt (loans) and Equity (own money). Too much loan 

leads to high interest, while too much own money limits growth. It helps find the "Perfect Mix" 

of funds to keep the cost of capital low. 

 Example: An entrepreneur deciding to take 50% as a bank loan and 50% from personal 

savings to balance the risk. 

3. Effective Utilization of Resources 

Financial planning ensures that every rupee is spent wisely. It identifies "wasteful expenditure" 

and helps in cutting costs. It directs the flow of money toward the most profitable parts of the 

business. 

 Example: Instead of spending on a fancy office, a startup uses its plan to spend more 

on Digital Marketing to get more customers. 

4. Facilitates Expansion and Growth 

Without a financial plan, a small business can never scale up. It helps in accumulating 

"Retained Earnings" (savings) for future growth. It provides a long-term vision for the business 

to become bigger. 



 Example: A local bakery planning to save ₹10,000 every month for one year to buy a 

second oven next year. 

5. Managing Cash Flow (Liquidity) 

It ensures that the business always has "liquid cash" to meet daily expenses like rent, wages, 

and raw materials. Profit is different from Cash. A business might be in profit but fail if it 

doesn't have cash to pay immediate bills. 

 Example: A plan helps a seasonal business (like umbrella sellers) keep enough cash 

saved during the summer to survive until the monsoon sales begin. 

6. Minimizes Uncertainties and Risks 

The market is unpredictable. A good financial plan includes "contingency funds" (emergency 

money) to handle sudden problems. It prepares the business for "rainy days" like a sudden drop 

in sales or an increase in tax. 

 Example: Keeping a "Reserve Fund" of ₹1 Lakh to handle unexpected repairs to the 

delivery van. 

7. Coordination between Departments 

Financial planning acts as a link between different departments like Production, Sales, and 

Marketing. It tells the Sales department how much they can spend on ads and the Production 

department how much raw material they can buy. 

 Example: The plan ensures that the Marketing team doesn't spend more on ads than 

what the Finance team has allowed in the budget. 

III. Steps in Financial Planning 

1. Determination of Financial Objectives 

This is the first step in financial planning. The business decides its financial goals such as rapid 

growth, steady survival, profit earning, expansion, wealth maximization, and long-term 

stability. Clear objectives guide future financial decisions, resource allocation, investment 

plans, and performance measurement. It helps management focus on priorities and future 

success. 

Example: Deciding whether the goal is rapid growth or steady survival in the first year. 

2. Estimating Capital Requirement 

The business estimates the total amount of funds needed for starting and running the business. 

It includes fixed capital for land, building, machinery, furniture, and equipment, and working 

capital for wages, rent, raw materials, electricity, and daily expenses. Proper estimation avoids 

shortage of funds, excess borrowing, and idle money. It ensures smooth functioning of business 

operations. 



Example: Calculating the total cost of fixed assets and working capital. 

3. Selection of Sources of Finance 

The business chooses suitable sources of finance according to cost, risk, repayment ability, and 

business size. Funds may come from owner’s capital, bank loans, debentures, investors, family 

support, retained earnings, or government schemes. Correct selection reduces financial burden, 

improves flexibility, and maintains balance between debt and equity. It supports stable growth. 

Example: Choosing between bank loans, gold loans, family support, or Mudra loans. 

4. Formulation of Financial Policies 

The business sets financial rules and procedures for proper money management. Policies may 

relate to credit sales, collection period, dividend distribution, borrowing limits, investment 

decisions, and cost control. These policies create discipline, improve financial control, reduce 

bad debts, and maintain liquidity. They help in smooth administration of funds. 

Example: Setting rules for credit sales and payment collection period. 

5. Preparation of Budget 

A budget is prepared to estimate future income and expenditure for a specific period. It helps 

the business plan spending for salaries, rent, production, advertising, and other expenses. 

Budgets control unnecessary costs, improve efficiency, and compare actual results with 

planned performance. It also supports better coordination among departments. 

Example: Monthly budget for rent, salaries, electricity, and raw materials. 

6. Cash Flow Planning 

Cash flow planning ensures enough cash is available for daily operations and emergency needs. 

It records expected cash inflows from sales and cash outflows for expenses. Proper planning 

prevents shortage of cash, delays in payment, and financial stress. It helps maintain liquidity 

and business reputation. 

Example: Planning cash to pay salaries and suppliers on time. 

7. Investment Planning 

The business decides where and how to invest funds for future returns and expansion. 

Investments may be in machinery, technology, research, buildings, or new branches. Good 

investment planning increases productivity, profitability, and market competitiveness. It also 

ensures optimum use of surplus funds. 

Example: Purchasing a new machine to increase production capacity. 

8. Risk Management 

Financial planning includes identifying risks such as loss, inflation, market decline, bad debts, 

interest rate changes, and accidents. Suitable measures like insurance, reserve funds, 



diversification, and proper controls are used. Risk management protects assets, reduces 

uncertainty, and ensures continuity of business operations. 

Example: Taking insurance for factory building and machinery. 

9. Monitoring and Review 

Financial plans should be regularly checked and updated according to business performance 

and market conditions. Actual income, expenses, and profits are compared with planned 

figures. If deviations occur, corrective actions are taken. Monitoring improves efficiency, 

controls costs, and supports future planning. 

Example: Reviewing monthly profit and expenses reports. 

 Financial planning is the "Financial Roadmap" of a business. For a small business, it is 

not just about "accounting"; it is about survival. A business with a strong financial plan can 

survive even in a tough economy because it knows exactly where its money is going. 

 

 

 

 

Cost Concepts 

I. Based on Variability (Behavior) 

1. Fixed Costs 

These are costs that do not change with the level of production. Even if the business produces 

zero items, these costs must be paid.These are usually time-based expenses. 

 Example: The Monthly Rent of a shop or the fixed salary of a security guard. Whether 

you sell 1 item or 1,000, the rent remains the same. 

2. Variable Costs 

These are costs that change directly with the volume of production. If you produce more, the 

cost goes up; if you produce nothing, the cost is zero. These are usually output-based expenses. 

 Example: Raw Materials (like flour for a baker) or electricity used to run production 

machines. 

3. Semi-Variable Costs 

These costs stay fixed up to a certain level but become variable after that. They contain 

elements of both fixed and variable costs. They have a minimum base charge plus a usage-

based charge. 

 Example: A Telephone Bill which has a fixed monthly rental and extra charges based 

on the number of calls made. 



II. Based on Accounting and Decision Making 

1. Explicit Costs (Out-of-Pocket Costs) 

These are actual cash payments made by the entrepreneur to outsiders for resources used in the 

business. These are recorded in the account books. 

 Example: Payment of Wages, rent, power bills, and interest on bank loans. 

2. Implicit Costs (Opportunity Costs) 

These are the costs of resources owned by the entrepreneur themselves which are used in the 

business without any direct cash payment. These are not recorded in books but are important 

for calculating real profit. 

 Example: The Rent of a building owned by the entrepreneur that they are using for 

their own shop instead of renting it out to someone else. 

3. Sunk Costs 

These are costs that have already been incurred in the past and cannot be recovered. They 

should not influence future business decisions.You cannot get this money back regardless of 

what you do next. 

 Example: Money spent on Market Research or an advertisement campaign that has 

already finished. 

III. Based on Time and Volume 

1. Total Cost (TC) 

This is the sum total of all costs (Fixed + Variable) incurred to produce a specific quantity of 

goods. It represents the total money spent by the business. 

 Formula:   $$TC = TFC + TVC$$    (Total Fixed Cost + Total Variable Cost) 

2. Average Cost (AC) 

This is the cost per unit of production. It is calculated by dividing the Total Cost by the number 

of units produced. It helps the entrepreneur decide the "Selling Price" per unit. 

 Example: If it costs ₹1,000 to make 10 chairs, the Average Cost is ₹100 per chair. 

3. Marginal Cost (MC) 

This is the additional cost incurred to produce one extra unit of a product. It helps in deciding 

whether to increase production or not. 

 Example: If producing 10 chairs costs ₹1,000 and producing 11 chairs costs ₹1,080, 

the Marginal Cost of the 11th chair is ₹80. 

IV. Other Important Concepts 

1. Direct Costs (Prime Costs) 



Direct costs are expenses that can be directly identified with a specific product, job, or 

department. These costs increase or decrease according to the number of units produced. Direct 

costs usually include direct materials, direct labour, and direct expenses. They help in 

calculating the exact cost of making a product.. 

 Example: The leather used in making a specific pair of shoes. 

2. Indirect Costs (Overheads) 

Indirect costs are expenses that cannot be directly linked to one product or one 

department. These costs are incurred for the overall running of the business and are shared 

among different products or departments.. Examples include rent, electricity, salaries of 

supervisors, and office expenses. These costs are allocated among all products. 

Example: The salary of the Office Manager who supervises the entire factory making 

different types of shoes. 

3. Replacement Cost 

Replacement cost means the amount required at present to replace an old asset with a similar 

new asset. It is based on the current market price, not the original purchase price. This cost is 

useful for insurance, budgeting, and future planning.. 

 Example: If a machine bought for ₹50,000 five years ago now costs ₹80,000 to buy 

new, the Replacement Cost is ₹80,000. 

PRICING METHODS  

I. Cost-Plus Pricing (Markup Pricing) 

This is the simplest and most common method of pricing. The entrepreneur calculates the 

total cost of producing one unit of the product and then adds a fixed percentage (called 

Markup) as profit to arrive at the selling price. It is a "Cost-First" approach. It ensures that all 

costs are covered and a guaranteed profit is made on every sale. 

 Example: If a tailor spends ₹400 on cloth and labor to make a shirt and wants a 25% 

profit (₹100), the selling price will be ₹500 ($400 + 100$). 

 Advantages of Cost-Plus Pricing 

 Price Stability: Since prices are based on costs, they don't fluctuate wildly unless the 

cost of raw materials changes. 

 Fairness: It is considered a fair way of pricing as the entrepreneur earns a reasonable 

profit for their effort. 

 Simplicity: It does not require deep market research; you only need to know your own 

accounts. 

 Disadvantages of Cost-Plus Pricing 



 Ignores Demand: It doesn't care if customers are willing to pay more or if they think 

the price is too high. 

 Ignores Competition: If a competitor sells the same item for cheaper, this method 

might make your product too expensive to sell. 

II. Competitive Pricing (Market-Oriented Pricing) 

In this method, the price is set based on what competitors are charging for similar products. 

The entrepreneur looks at the "Going Rate" in the market and sets their price accordingly. It is 

a "Market-First" approach. The entrepreneur can choose to price at par (same as rivals), below 

(to attract customers), or above (if they provide better quality). 

 Example: If all local juice shops sell a glass of orange juice for ₹50, a new shop owner 

will also set the price at ₹50 or ₹45 to stay competitive. 

 Advantages of Competitive Pricing 

 Market Acceptance: Since customers are already used to paying that price, they won't 

hesitate to buy from you. 

 Reduces Price Wars: By following the market leader, small businesses avoid 

aggressive competition that could destroy them. 

 Disadvantages of Competitive Pricing 

 Low Profit Margins: If competitors are very efficient, you might be forced to sell at a 

very low price, leaving you with little or no profit. 

 Ignores Own Costs: Sometimes, the market price might be lower than your production 

cost, leading to a loss. 

III. Other Important Pricing Methods 

3. Value-Based Pricing 

Setting the price based on how much the customer "perceives" the product is worth, rather than 

the cost. 

 Example: A painting may cost only ₹500 in materials, but an artist might sell it for 

₹10,000 because of its unique beauty and the customer's emotional connection. 

4. Penetration Pricing 

Setting a very low price initially to enter a new market and attract customers away from 

established brands. 

 Example: A new brand of biscuits offering a "Buy 1 Get 1 Free" or a very low price 

for the first three months to get people to try the product. 

5. Skimming Pricing 



Setting a very high price at the beginning when the product is new and unique, then lowering 

it as competitors enter the market. 

 Example: Latest iPhone models are launched at a very high price (skimming the "rich" 

layer of the market), and the price is reduced after a year. 

6. Psychological Pricing 

Setting prices that "sound" cheaper to the human brain. Under this method, price is fixed to 

create a positive impression in the minds of customers.. It makes the product appear cheaper 

 Example: Pricing an item at ₹99 instead of ₹100. Customers perceive ₹99 as being in 

the "double-digit" range, making it feel like a better deal. 

7.Discount Pricing 

Under this method, products are sold at reduced prices during festivals or special offers. It 

increases sales and clears stock quickly. Customers feel attracted to discounts. 

Example: A TV priced at ₹30,000 is sold for ₹27,000 during Diwali sale. 

8. Demand Based Pricing 

Price is fixed according to customer demand in the market. When demand is high, price is 

increased, and when demand is low, price is reduced. It helps maximize revenue. 

Example: Hotel room prices increase during holiday seasons. 

9. Premium Pricing 

A high price is charged to create an image of superior quality or luxury. It is used for branded 

and exclusive products. Customers associate high price with high value. 

Example: A luxury perfume sold at ₹5,000 per bottle. 

10. Economy Pricing 

A low price is charged with minimum marketing and production costs. It is suitable for 

budget-conscious customers. It helps increase sales volume. 

Example: A basic soap sold at ₹20. 

11. Geographical Pricing 

Price is fixed based on the location of the customer and transport cost. Different places may 

have different prices. It covers delivery expenses. 

Example: Gas cylinder price differs from city to city. 

12. Seasonal Pricing 

Prices are changed according to season and demand. Higher prices are charged during peak 

season and lower prices during off-season. It helps manage demand. 

Example: Umbrella prices rise during monsoon season. 



13. Bundle Pricing 

Two or more products are sold together at one combined price. It attracts customers and 

increases sales. Customers feel they get more value. 

Example: Shampoo and conditioner sold together for ₹250. 

14. Promotional Pricing 

Temporary low prices are offered to promote a product or attract buyers. It increases 

customer interest and sales. Mostly used during festivals or product launch. 

Example: Buy one get one free on soft drinks. 

 Factors Influencing Pricing Decisions 

1. Cost of Production 

The selling price must cover all costs of production. It should include fixed costs like rent, 

salary, and insurance, and variable costs like raw materials and wages. If price is lower than 

cost, the business may face loss. Proper costing helps earn profit in the long run. 

Example: A bakery must include flour, sugar, labour, and shop rent while fixing cake price. 

 

2. Nature of Competition 

The number of competitors in the market affects pricing decisions. If many sellers offer the 

same product, price must remain competitive. If competition is low, the business may charge a 

higher price. Businesses study competitor prices before fixing their own prices. 

Example: In a vegetable market with many sellers, one seller cannot charge too high a price. 

3. Target Customers 

Price should match the income level and preferences of customers. Luxury customers may 

prefer high-priced premium goods. Students and low-income groups usually prefer affordable 

prices. Understanding customers helps increase sales. 

Example: A branded watch may be sold at high price for rich customers, while student bags 

are sold at low price. 

4. Government Regulations 

For some products, the government controls prices to protect consumers. It may fix maximum 

price, minimum price, taxes, or subsidies. Businesses must follow these rules while fixing 

prices. 

Example: Government may fix maximum price for medicines and LPG gas. 

5. Demand for Product 

If demand for a product is high, businesses may charge a higher price. If demand is low, prices 

may be reduced to attract buyers. Demand changes according to season and trends. 



Example: Air conditioner prices rise during summer season. 

6. Quality of Product 

High-quality products usually have higher prices. Customers are willing to pay more for 

durability and better features. Low-quality products are sold at lower prices. 

Example: Leather shoes cost more than ordinary plastic shoes. 

7. Brand Image 

Well-known brands can charge higher prices because customers trust them. New brands may 

keep lower prices to attract buyers. Brand reputation affects pricing power. 

Example: A branded mobile phone costs more than a local brand phone. 

8. Profit Objective 

Some businesses aim for high profit, while others aim for large sales volume. Pricing depends 

on the profit goal of the business. Different objectives lead to different prices. 

Example: A new shop may keep low price first to attract customers. 

 

 

9. Distribution Cost 

Transport, storage, packaging, and delivery expenses also affect price. Higher distribution cost 

leads to higher selling price. Businesses include these costs while pricing. 

Example: Fruits imported from another state cost more due to transport charges. 

10. Seasonal Factors 

Prices may change according to season. During peak season prices rise, and during off-season 

prices may fall. This helps balance supply and demand. 

Example: Umbrella prices rise during rainy season. 

Pricing decisions depend on many internal and external factors. Cost, competition, 

customers, demand, and government rules are very important. Correct pricing helps attract 

customers and earn profit. Choosing a pricing method depends on the business's goals. A small 

business usually starts with Competitive Pricing to survive and uses Cost-Plus Pricing to 

ensure they aren't selling at a loss. 

I. Profit Estimation - Meaning 

Profit estimation is the calculation performed by an entrepreneur to predict how much money 

the business will actually earn after all expenses are paid. It is a vital part of the Financial 

Plan. It helps the owner know if the business idea is worth the time and effort. 

 Example: Before starting a juice stall, the owner estimates that they can sell 100 glasses 

a day and calculates how much will be left after paying for fruits, sugar, and rent. 



II. Components of Profit Calculation 

1. Total Revenue (Sales) 

This is the total amount of money coming into the business from selling goods or services. 

 Calculation: Quantity Sold * Selling Price per unit. 

 Example: Selling 50 t-shirts at ₹400 each  results in a Total Revenue of ₹20,000. 

2. Total Cost (Expenses) 

This includes every single rupee spent to keep the business running. 

 Calculation: Fixed Costs (Rent, Salaries) + Variable Costs (Raw materials, 

Electricity). 

 Example: If rent is ₹5,000 and the cloth for 50 t-shirts costs ₹8,000, the Total Cost is 

₹13,000. 

3. Net Profit 

This is the final amount left after deducting all costs from the revenue. 

 Formula: $Net Profit = Total Revenue - Total Cost$. 

 Example: ₹20,000 (Revenue) - ₹13,000 (Cost) = ₹7,000 Profit. 

III. Methods of Profit Estimation 

1. The Unit-Profit Method 

This involves calculating the profit made on a single unit and then multiplying it by the total 

number of units expected to be sold. 

 Example: If one cup of tea costs ₹6 to make and sells for ₹10, the profit per unit is ₹4. 

If you sell 1,000 cups, the estimated profit is ₹4,000. 

2. Percentage of Sales Method 

Based on industry standards or past experience, the entrepreneur estimates that a certain 

percentage of total sales will be profit. 

 Example: A restaurant owner might estimate that 15% of their total monthly sales will 

be their net profit. 

3. Break-Even Analysis Method 

This method identifies the "No Profit-No Loss" point first. Any sale made after this point is 

considered pure profit. It tells the owner how many units they must sell to start seeing profit. 

 Example: A shop needs to sell 200 pens to pay its rent. The 201st pen sold provides 

the first bit of profit. 

4.Sales Minus Total Cost Method 

Profit is estimated by subtracting total cost from total sales revenue. If sales are more than 

costs, profit is earned. It is the simplest method of profit estimation. 



 Example: Sales ₹1,00,000 – Total Cost ₹80,000 = Profit ₹20,000. 

5.Trend Analysis Method 

Past profit trends are studied to estimate future profit. It uses previous years’ performance for 

forecasting. It is useful for stable businesses. 

 Example: If profit increased by ₹10,000 each year, next year profit may rise 

similarly. 

6.Budgetary Method 

Profit is estimated by preparing sales and expense budgets. Expected income and expenditure 

are compared. It helps in planning and control. 

 Example: Estimated Sales ₹3,00,000 – Estimated Expenses ₹2,40,000 = Profit 

₹60,000. 

7.Contribution Margin Method 

Profit is estimated after deducting variable cost from sales and then subtracting fixed cost. It 

helps in managerial decisions. It shows contribution towards profit. 

 Example: Sales ₹1,50,000 – Variable Cost ₹90,000 = Contribution ₹60,000; Less 

Fixed Cost ₹40,000 = Profit ₹20,000. 

Importance of Profit Estimation 

1. Determining Business Viability 

It helps the entrepreneur decide if they should start the business or drop the idea. If the 

estimated profit is too low for the risk involved, the idea may be rejected. 

2. Goal Setting and Budgeting 

Estimated profit acts as a target for the sales team. It also helps the owner decide how much 

they can afford to spend on new machines or advertising. 

 Example: If the estimated profit is high, the owner may decide to hire an extra worker. 

3. Attracting Investors and Loans 

Banks will only lend money if the profit estimation shows that the business can pay back the 

loan with interest. 

 Example: A bank looks at the "Projected Profit" to ensure the borrower won't go 

bankrupt. 

4. Tax Planning 

Estimated profits help the entrepreneur set aside money for future tax payments (like Income 

Tax or GST). 



 Example: If a business expects to make ₹5 Lakhs in profit, it knows it must save a 

portion of that for year-end taxes. 

 Factors Affecting Profit Estimation 

1. Market Competition 

If many competitors enter the market, you may be forced to lower your prices, which reduces 

your estimated profit. 

2. Economic Fluctuations (Inflation) 

If the price of raw materials (like petrol or milk) goes up suddenly, your costs increase and 

your profit shrinks. 

3. Operating Efficiency 

If the business wastes raw materials or electricity, the "Cost" goes up and the profit 

"Estimation" will fail. 

Profit estimation is not a guarantee, but a projection. A smart entrepreneur always 

estimates three scenarios: Optimistic (high profit), Realistic (average), and Pessimistic (low 

profit/loss). This prepares them for any market condition. 

 

Break-Even Analysis - Meaning 

Break-Even Analysis is a method used to determine the exact volume of sales at which 

Total Revenue equals Total Cost. At this point, the business is said to be "breaking even," 

meaning there is zero profit and zero loss. It helps an entrepreneur understand how many units 

they must sell to cover all their expenses (Fixed + Variable). 

 Example: If a small juice stall has a total cost of ₹5,000 per month, the "Break-Even 

Point" is the exact number of juices they must sell to get back that ₹5,000. 

2. The Break-Even Point (BEP) 

The BEP is the specific level of activity (in units or in money) where the business transition 

from "Loss" to "Profit." 

 The Loss Zone: Any sales below the BEP. 

 The Profit Zone: Any sales above the BEP. 



 

II. Components of Break-Even Analysis 

1. Fixed Costs (FC) 

Fixed costs are expenses that remain constant whether the business produces more or less. 

These costs do not change with the level of sales or production in the short run. They must be 

paid regularly even when no goods are sold. These must be paid even if you sell nothing. 

 Example: Rent, insurance, and permanent staff salaries. 

2. Variable Costs (VC) 

Variable costs are expenses that change according to the level of production or sales. When 

output increases, these costs increase; when output decreases, they also decrease. Variable costs 

usually arise for each unit produced.  

 Example: Raw materials, packaging, and delivery charges. 

3. Contribution Margin 

Contribution margin is the amount remaining after deducting variable cost from the selling 

price of each unit.. Higher contribution margin helps the business reach break-even faster. It is 

a key concept in cost-volume-profit analysis. 

 Formula: Contribution = Selling Price - Variable Cost. 

 Example: If a burger sells for ₹100 and the ingredients cost ₹60, the contribution is 

₹40. This ₹40 is used to pay the shop's rent. 

Formulas to calculate BEP 

1. BEP in Units: It means the number of units that must be sold to cover fixed and variable 

costs. It shows how many products should be sold to reach the no profit no loss point. 



 Formula: Fixed cost / Contribution per unit  

 Contribution per unit (SP per unit – VC per unit) 

2. BEP in Value (Sales Amount): It  means the amount of sales revenue required to cover 

total costs. It tells the minimum rupee sales needed to break even. It is useful for financial 

planning and revenue targets. 

 Formula: Fixed cost / PV ratio 

PV ratio =  Contribution / Sales * 100 

(Where P/V Ratio is the profit-volume ratio). 

 Importance of Break-Even Analysis 

1. Determining Minimum Sales Target 

It gives the entrepreneur a clear "survival goal." Every morning, the owner knows they must 

reach this sales level to avoid losing money. 

 Example: A taxi driver knows they must earn at least ₹800 a day just to cover petrol 

and the car's daily EMI. 

2. Decision on Pricing 

BEA helps in deciding if the current price is sufficient. If the BEP is too high (e.g., you need 

to sell 1 million items to break even), you might need to increase your price. 

 Example: If a baker realizes they have to sell 500 cakes a month just to pay rent, they 

might decide to increase the price of a cake from ₹300 to ₹350. 

3. Managing Costs 

It helps in identifying which costs are hurting the business. If the Fixed Costs (like rent) are 

too high, the entrepreneur can look for a cheaper location to bring the BEP down. 

 Example: Switching from an expensive printed menu to a digital QR code menu to 

reduce variable printing costs. 

4. Safety Margin (Margin of Safety) 

BEA helps calculate the "Margin of Safety," which is the difference between actual sales and 

break-even sales. It tells you how much sales can drop before the business starts losing money. 

A high Margin of Safety means the business is very secure. 

5. Evaluating New Projects 

Before adding a new product or opening a new branch, BEA can predict if the expansion is 

financially wise. 

 Example: A coffee shop owner uses BEA to see if adding a "Pizza Oven" will pay for 

itself within a year. 

6.Useful for Loan and Investment Planning 



Banks and investors may use BEP to judge business viability. It helps in arranging finance. 

 Example: A bakery owner applies for a bank loan. If the BEP report shows the shop 

can cover all costs by selling 300 cakes per month, the bank may approve the loan. 

 Limitations of Break-Even Analysis 

1. Constant Price Assumption 

It assumes that the selling price and costs stay the same, but in the real world, prices of raw 

materials (like oil or sugar) change constantly. 

2. Simple for Single Products 

It is easy to calculate for one product (e.g., just tea), but it becomes very complex for businesses 

selling hundreds of different items (e.g., a supermarket). 

3. Ignores Market Demand 

Break-even analysis shows required sales quantity but does not guarantee customer demand. 

Even if the break-even point is reached on paper, actual sales may be lower. Demand may 

change due to competition or customer preference. 

4. Not Suitable for Changing Conditions 

Business conditions change due to inflation, technology, and competition. Break-even analysis 

is based on fixed assumptions and may not suit changing environments. 

5. Difficult Classification of Costs 

Some costs are partly fixed and partly variable, making classification difficult. Wrong 

classification leads to incorrect break-even calculation. 

6. Time Factor Ignored 

Break-even analysis does not consider time taken to achieve sales target. Reaching break-even quickly 

or slowly makes a big difference in business success. 

Break-Even Analysis is like a "Financial Compass" for a small business. It tells the 

entrepreneur exactly where they are standing and how far they need to go to reach the "Land 

of Profit."  

Financial planning is essential for the success and stability of a small business. It helps 

in managing funds properly, controlling costs, and meeting future needs. Good financial 

planning also reduces risks and supports business growth. Therefore, every small business 

should prepare a proper financial plan for long-term success. 

                          *********** 

 

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

         UNIT IV – MARKETING AND MANAGEMENT OF SMALL BUSINESS 

I. Introduction 

Marketing is the philosophy that guides how a business identifies, creates, and delivers 

value to its customers. For a small business, marketing is not just about "selling" products; it is 

about managing customer expectations and building a local reputation. It involves 

understanding what the customer needs even before the product is made. 

II. The Five Marketing Philosophies (Evolution of Thought) 

These are the universal pillars of marketing. A small business must choose which philosophy 

aligns with its goals. 

1. The Production Concept 

 The Idea: Consumers will favour products that are available and highly affordable. 

 Mechanism: Focus on high production efficiency, low costs, and mass distribution. 

 Small Business Context: This is effective for businesses selling "commodities" or 

essentials where the price is the main decision factor for the customer. 

 Example: A small "Xerox and Printing" shop located inside a university campus. They 

don't need fancy branding; they just need to be fast, cheap, and always open. 

2. The Product Concept 



 The Idea: Consumers will favor products that offer the most quality, performance, or 

innovative features. 

 Mechanism: Focus on making continuous product improvements. 

 Small Business Context: Ideal for artisans, craftsmen, or niche specialists. Here, the 

"brand" is built on the superior quality of the work. 

 Example: A local "Handmade Furniture" workshop that uses rare wood and traditional 

joining techniques. They win customers because their product is better than factory-

made furniture. 

3. The Selling Concept 

 The Idea: Consumers will not buy enough of the firm’s products unless it undertakes 

a large-scale selling and promotion effort. 

 Mechanism: Focus on aggressive sales talk, high-pressure persuasion, and heavy 

discounting. 

 Small Business Context: Usually applied to "unsought goods"—things people don't 

proactively look for. 

 Example: A small agency selling "Fire Insurance" or "Solar Panels." The entrepreneur 

must go door-to-door or make cold calls to "create" a need in the customer's mind. 

4. The Marketing Concept 

 The Idea: The key to achieving organizational goals is being more effective than 

competitors in creating and delivering customer value. 

 Mechanism: Focus on the "Customer-First" approach. Researching the market before 

production. 

 Small Business Context: This is the most successful philosophy for SMEs. It relies on 

listening to local feedback and customizing the business to fit the community. 

 Example: A "Tiffin Service" that interviews office workers to find out which 

vegetables they hate and then designs a "No-Boring-Veggie" menu specifically for 

them. 

5. The Societal Marketing Concept 

 The Idea: A company’s task is to determine the needs of target markets and deliver 

satisfaction in a way that preserves or enhances the consumer’s and society’s well-

being. 

 Mechanism: Focus on social responsibility, environment, and ethics. 

 Small Business Context: Small businesses use this to become "Community Heroes," 

which protects them from big-brand competition. 



 Example: A local "Organic Grocery" that bans plastic bags, offers discounts for bicycle 

commuters, and donates leftovers to a local shelter. 

III. Specialized Marketing Concepts for Small Enterprises 

Beyond the traditional five, these concepts are vital for the survival of a small enterprise. 

1. The Niche Marketing Concept 

Small businesses cannot be "everything to everyone." They must focus on a Niche—a specific, 

well-defined segment of the market. 

 Strategy: By narrowing the focus, you become the "Expert" in that field, allowing you 

to charge higher prices. 

 Example: Instead of a general bakery, opening a "Keto-only and Diabetic-friendly 

Bakery." 

2. The Relationship Marketing Concept 

For small businesses, every customer has a name. This concept focuses on building long-term 

bonds. 

 Strategy: It emphasizes customer retention over customer acquisition. The goal is to 

make a customer "for life." 

 Example: A neighborhood chemist who keeps a record of a senior citizen's monthly 

medicine and calls them two days before they run out to offer home delivery. 

3. The Value Proposition Concept 

This is the "Unique Selling Proposition" (USP). It is the clear statement of the functional and 

emotional benefits the business provides. 

 Strategy: Answering the question: "Why should I buy from you and not the big mall?" 

 Example: "Same-day repair or it's free"—a value proposition that provides peace of 

mind that a big service center cannot match. 

4. The Word-of-Mouth (Referral) Concept 

In small-scale business, the "Public Image" in the local community is the most powerful 

marketing tool. 

 Strategy: Treating every sale as a chance to get a referral. Trust is the primary driver 

of growth. 

 Example: A plumber who gets 100% of his business because one happy apartment 

owner posted his number on the residents' WhatsApp group. 

I. Meaning of Marketing Mix (4Ps) 



The Marketing Mix is the set of tactical marketing tools that a firm blends to produce the 

response it wants in the target market. For a small enterprise, the 4Ps must be perfectly 

synchronized to compete with larger brands. 

 

a) The First P: PRODUCT (The Solution) 

The product is the heart of the marketing mix. It is the bundle of benefits (good or service) that 

a business offers to a customer to satisfy a need. 

 Small Business Strategy: Instead of mass-producing generic items, small businesses 

focus on Uniqueness and Customization. 

o Key Elements: Quality: Higher than mass-market standards. 

o Features: Specialized attributes that solve a local problem. 

o Packaging: Creative and personalized (e.g., eco-friendly or hand-wrapped). 

o Branding: A name that resonates with the local community. 

 Example: A local bakery doesn't just sell "bread"; it sells "Whole-grain, Preservative-

free Sourdough Bread" baked fresh every morning. 

b). The Second P: PRICE (The Value) 

Price is the amount of money customers must pay to obtain the product. It is the only element 

in the mix that generates Revenue; the others represent costs. 

 Small Business Strategy: Small businesses often cannot compete on "lowest price" 

due to lack of scale. Instead, they use Value-based Pricing (charging for quality). 

 Key Pricing Strategies: 

o Cost-Plus Pricing: Adding a fixed profit margin to the cost. 

o Competitive Pricing: Setting prices slightly lower or at par with local rivals. 

o Psychological Pricing: Pricing at ₹49 or ₹99 to make it look "cheaper." 

o Penetration Pricing: Keeping prices very low initially to enter a new market. 



 Example: A boutique gym might charge a "Premium Price" but include a free 

personalized diet plan to justify the cost. 

c). The Third P: PLACE (The Distribution) 

Place refers to the activities that make the product available to target customers. In simple 

terms, it is the Location and Distribution Channel. 

 Small Business Strategy: Convenience is the biggest weapon. Being "nearby" or 

offering "doorstep delivery" is essential. 

 Key Elements: 

o Channels: Direct selling (Shop to Customer) or using local agents. 

o Coverage: Dominating a specific neighbourhood or town. 

o Inventory: Keeping enough stock to meet local demand without blocking too 

much cash. 

o Transport: Using local delivery apps or the shop’s own delivery boy. 

 Example: A vegetable vendor who parks his van near a large apartment complex at 6 

PM when office workers return home. 

d). The Fourth P: PROMOTION (The Communication) 

Promotion includes all activities that communicate the merits of the product and persuade target 

customers to buy it. 

 Small Business Strategy: Avoid expensive TV/Newspaper ads. Focus on High-

impact, Low-cost digital and physical methods. 

 Key Elements: 

o Word-of-Mouth: Encouraging happy customers to refer others. 

o Social Media: Using WhatsApp Business, Instagram Reels, and Facebook 

Groups. 

o Sales Promotion: "Buy 1 Get 1" offers or "First-time Customer" discounts. 

o Local Events: Sponsoring a neighbourhood cricket match or temple festival. 

 Example: A beauty Parlor offering a "Refer-a-Friend and get a free haircut" scheme to 

grow its client list. 

LOCAL MARKETING STRATEGIES 

I. Meaning of Local Marketing 

Local marketing (also known as "Neighbourhood Marketing") targets people who live 

or work within a specific distance of the business. For a small enterprise, it is more effective 

than national marketing because it focuses on the people most likely to visit the shop 

physically. 



II. Key Local Marketing Strategies 

1. Google My Business (GMB) & Local SEO (Search Engine Optimization) 

This is the most critical digital strategy today. When someone searches for "Bakery near me," 

your business should appear on the map. 

 Tactic: Claiming your business on Google Maps, adding photos of the shop, and 

collecting positive reviews. 

 Example: A local hardware store appearing at the top of search results when a resident 

searches for "plumbing tools nearby." 

2. Community Sponsorships and Events 

Building a "hero" image by supporting local causes. 

 Tactic: Sponsoring a local school’s sports day, a neighbourhood cricket tournament, or 

a festival celebration. 

 Example: A local pharmacy providing free first-aid kits for a neighbourhood marathon 

to build brand awareness. 

3. Hyper-Local Advertising 

Using traditional physical media where your target customers move daily. 

 Tactic: Distributing flyers at apartment gates, placing banners at busy intersections, or 

advertising in "area-specific" newspapers. 

 Example: A new tuition center putting up posters at the local bus stop where students 

wait every morning. 

4. Referral Programs (Word-of-Mouth) 

Encouraging current local customers to bring in their neighbours and friends. 

 Tactic: Offering "Refer-a-Neighbour" discounts or "Family Plans." 

 Example: A milk delivery service offering one week of free curd to any customer who 

refers a new household in the same apartment building. 

5. Partnerships with Non-Competing Businesses 

Collaborating with other local shops that share the same customer base but sell different things. 

 Tactic: Cross-promotion (e.g., leaving your business cards at their counter). 

 Example: A gym and a health-food café giving each other’s customers a 10% discount 

coupon. 

III. Importance of Local Marketing for Small Business 

 Cost-Effective: You don't waste money showing ads to people who live too far away 

to visit your shop. 

 High Conversion: People searching locally usually have an "immediate intent" to buy. 



 Builds Trust: Seeing a shop every day while commuting creates a sense of familiarity 

and reliability. 

 Agility: You can change local offers quickly (e.g., "Rainy Day Special" for a local 

café). 

 

IV. Digital Tools for Local Marketing 

Tool Purpose 

WhatsApp Business Sending updates to locals and taking direct orders. 

Facebook Groups 
Participating in "Community Groups" to offer help or announce 

sales. 

Instagram Location 

Tags 
Using tags so people browsing photos in that city find your shop. 

Local Directories Listing the business in "Justdial" or local yellow pages. 

 

CUSTOMER RELATIONSHIP MANAGEMENT 

I. Concept and Definition of CRM 

Customer Relationship Management (CRM) is a strategic business process that integrates 

internal processes and external networks to create and deliver value to targeted customers at a 

profit. It is grounded in Relationship Marketing, which shifts the focus from "Transaction" 

(making a single sale) to "Retention" (maintaining a lifelong customer). 

For a small business, CRM is the management of the Customer Life Cycle: 

1. Acquisition (Finding them) 

2. Retention (Keeping them) 

3. Expansion (Selling them more) 

II. The Strategic CRM Framework (The "IDIC" Model) 

To write a high-scoring answer, explain the IDIC model developed by Peppers and Rogers, 

which is highly applicable to small enterprises: 

1. Identify: The business must identify its customers at every touchpoint. You cannot 

have a relationship with a "stranger." This involves building a robust database. 

2. Differentiate: Not all customers are equal. Small businesses must differentiate 

customers based on their Value (how much they spend) and their Needs (what they 

specifically want). 



3. Interact: Engaging with customers to learn more about them. In small businesses, this 

interaction is direct and qualitative (conversations). 

4. Customize: Adapting the product or service based on the knowledge gained. This is 

the ultimate goal of CRM—offering a unique experience to a specific individual. 

III. Operational vs. Analytical CRM in Small Business 

1. Operational CRM (Front-Office) 

This involves the automation of customer-facing processes. 

 Sales Force Automation (SFA): Managing the "Sales Pipeline." For a small unit, this 

means tracking leads from first contact to final payment. 

 Marketing Automation: Sending automated but personalized triggers (e.g., an 

automated "We miss you" discount code if a customer hasn't visited in 30 days). 

 Service Automation: Systematic handling of service requests or repairs. 

2. Analytical CRM (Back-Office) 

This is the "Brain" of the CRM. It involves analysing customer data to identify patterns. 

 Purchase Pattern Analysis: Determining that "Customer X always buys on 

Saturdays." 

 Churn Rate Analysis: Identifying why customers stop buying and taking corrective 

action before they leave. 

IV. The CRM Value Chain for Small Enterprises 

The CRM Value Chain for Small Enterprises means a step-by-step process used by small 

businesses to build strong customer relationships and improve customer satisfaction. It helps 

in attracting, retaining, and increasing the value of customers for business growth. 

1. Customer Portfolio Analysis: Grouping customers into segments (e.g., VIPs, 

Regulars, Bargain Hunters). 

2. Customer Intimacy: Gaining deep knowledge of the customer's behaviour. A small 

business owner has a "Natural Advantage" here over a corporate CEO. 

3. Network Development: Managing relationships not just with customers, but also with 

suppliers and partners who help serve the customer better. 

4. Value Proposition Development: Creating a reason for the customer to stay loyal (e.g., 

a "Members Only" preview of new stock). 

V. Strategic Challenges and Solutions for Small Units 



Challenge Academic Concept Small Business Solution 

Data Privacy 
Regulatory 

Compliance 

Ensuring customer data is used ethically and 

securely. 

Resource 

Constraints 

Resource-Based 

View (RBV) 

Using low-cost SaaS (Software as a Service) 

instead of expensive hardware. 

Scalability Growth Management 
Ensuring the "Personal Touch" isn't lost as the 

customer base grows from 100 to 1,000. 

 

Record Maintenance 

I. Meaning and Concept of Record Maintenance 

Record Maintenance is the systematic process of identifying, capturing, classifying, 

storing, and protecting business information. In an entrepreneurial context, it serves as the 

"Business Memory." While a large corporation has a dedicated accounting department, in a 

small enterprise, the entrepreneur must personally ensure that every rupee spent or earned is 

documented. Effective record-keeping transforms raw daily data into Management 

Information, which is crucial for survival in a competitive market. 

Core Objectives (The Strategic "Why") 

1. Financial Control: It allows the owner to calculate the "True Profit" by accounting for 

hidden costs like depreciation and unpaid bills. 

2. Statutory Compliance: Small businesses are legally required by the government to 

maintain records for GST, Income Tax, and Professional Tax audits. 

3. Facilitating Finance: No bank or Venture Capitalist will provide a loan without seeing 

at least 3 years of clean, organized financial records. 

4. Resource Optimization: By reviewing records, an owner can identify "leakages" 

(unnecessary expenses) and redirect funds to more profitable areas. 

II. Detailed Classification of Essential Records 

The categorization of records into these four specific domains: 

1. Financial and Accounting Records 

 The Day Book: A chronological record of every transaction as it happens, ensuring no 

detail is forgotten. 

 Cash Book & Bank Book: Tracking physical cash movement and bank statement 

reconciliations to prevent fraud. 



 Accounts Receivable (Debtors): A list of customers who have bought on credit; 

essential for tracking "Dues." 

 Accounts Payable (Creditors): A list of suppliers to whom the business owes money, 

helping manage the credit reputation. 

 Vouchers: The "Source Documents" (Receipts, Invoices, Bills) that prove a transaction 

actually occurred. 

2. Inventory and Warehouse Records 

 Stock Ledger: Detailed entry of goods entering and leaving the warehouse. 

 Bin Cards: Tags attached to physical shelves to show the current balance of that 

specific item at a glance. 

 Purchase Orders (PO): Formal documents sent to suppliers to avoid disputes over 

quantity or price. 

3. Personnel and Staff Records 

 Attendance & Leave Register: The basis for calculating daily wages or monthly 

salaries. 

 Payroll/Salary Sheet: Records of gross pay, bonuses, and statutory deductions like PF 

(Provident Fund) or ESI (Insurance). 

 Employee Master File: Contains ID proofs, appointment letters, and emergency 

contact details. 

4. Legal and Administrative Records 

 Constitutional Documents: Partnership deeds, Incorporation certificates, or Trade 

Licenses. 

 Asset Register: A list of all furniture, machinery, and vehicles owned, used for 

calculating depreciation. 

 Minutes Book: Records of important decisions made during meetings with partners or 

stakeholders. 

III. Systems of Record Keeping: The Evolution 

1. Manual System (Traditional) 

 Description: Using physical registers, ledgers, and bound books. 

 Pros: Requires zero electricity or technical skill; very low initial investment. 

 Cons: High risk of physical damage (fire/pests), impossible to "Search" quickly, and 

prone to mathematical errors. 

2. Digital System (Modern) 

 Description: Using software like Tally, Zoho Books, or mobile apps like Khatabook. 



 Pros: Instant report generation (Profit & Loss statements at a click), automated backups 

to the Cloud, and high accuracy. 

 Tools: Cloud-based spreadsheets (Google Sheets) are a popular "middle ground" for 

small shops. 

IV. The Life Cycle of a Record (The Process) 

It must describe the Record Management Cycle: 

1. Capturing: Collecting a physical or digital receipt immediately at the point of sale. 

2. Recording: Entering the data into a primary book (Daily Diary) before the end of the 

day. 

3. Classifying: Sorting entries into specific "Heads" (e.g., separating "Personal Expense" 

from "Business Expense"). 

4. Summarizing: At the end of the month, totalling all categories to see the "Big Picture." 

5. Archiving: Storing old records safely. Legally, most business records must be kept for 

7 to 8 years to satisfy tax authorities. 

 

V. Principles of Good Record Keeping (The 4 Cs) 

 Consistency: Using the same accounting method (Cash vs. Accrual) every month so 

you can compare performance. 

 Correctness: Ensuring the "Books" match the actual "Cash in the Drawer." 

 Completeness: Recording even the smallest expenses (like tea or postage) to get an 

accurate profit picture. 



 Clarity: The records should be neat enough that an outside auditor or a bank manager 

can understand them without the owner being present. 

VI. Strategic Benefits for Small Enterprises 

Benefit Impact on Business Growth 

Fraud Detection 
Systematic records make it nearly impossible for employees or vendors 

to manipulate funds. 

Tax Planning 
Proper records ensure the business can claim all "deductible expenses," 

effectively reducing the tax bill. 

Cash Flow 

Management 

Helps identify "Dry Spells" (months with low cash) in advance, 

allowing the owner to arrange for funds. 

Business Valuation 
If the owner decides to sell or take a partner, well-maintained records 

significantly increase the firm's price. 

Record maintenance is the "Internal Audit" function of a small business. It shifts the 

business from "Management by Guesswork" to "Management by Facts." For a modern small 

enterprise, moving from  paper files to organized digital records is the first step toward 

becoming a professional, scalable organization. 

 

I. Meaning and Concept of Risk 

Business risk refers to the possibility of inadequate profits or even losses due to uncertainties 

or unexpected events. In a small enterprise, the owner often bears the entire burden of risk. 

 Pure Risk: A situation where there is only possibility of loss or no loss, such as fire or 

theft. 

 Speculative Risk: A situation where there is chance of profit or chance of loss, such as market 

price changes. 

II. Types of Risks Faced by Small Enterprises 

1. Financial Risk 

Financial risk means the possibility of loss due to shortage of money or poor financial 

management. It happens when the business cannot meet expenses such as loan EMI, salaries, 

rent, or supplier payments. Proper cash flow is important to avoid this risk.. 

 Example: A sudden increase in interest rates or a major customer failing to pay their 

dues. 

2. Operational Risk 



Operational risk means losses caused by internal problems in daily business activities. It may 

arise due to machine failure, employee mistakes, theft, fire, or system breakdown. These 

problems can disturb normal business operations. 

 Example: A key machine breaking down, a vital employee resigning, or a fire in the 

godown. 

3. Market Risk (Strategic Risk) 

Market risk means the chance of loss due to changes in market conditions. It may happen 

because of new competitors, changing customer tastes, economic slowdown, or government 

policy changes. This can reduce sales and profits.. 

 Example: A large supermarket opening next to a small grocery store, or a change in 

government tax policy (like GST changes). 

4. Legal and Compliance Risk 

Legal and compliance risk means the danger of fines, penalties, or closure when a business 

fails to follow laws and regulations. Businesses must obey tax rules, labour laws, safety laws, 

and licensing rules. 

 Example: Operating without a valid trade license or violating environmental safety 

norms.  

5. Human Resource Risk (Employee Related Risk) 

This risk arises when there are problems related to employees. Lack of skilled workers, 

absenteeism, strikes, or resignation of key staff can affect business work. 

 Examples: Skilled worker leaving the company. Employees going on strike. High 

employee turnover. 

6.Reputation Risk (Image Related Risk) 

This risk happens when the business loses customer trust because of poor quality, bad service, 

or negative publicity. It can reduce sales and goodwill. 

Examples: Customers complaining about poor product quality. Negative reviews on social 

media. Delay in customer service. 

7.Natural Risk (Environmental Risk) 

This risk arises from natural causes such as floods, earthquakes, fire, drought, or pandemic 

situations. These events may stop business activities. 

 Examples: Flood damaging shop goods. Earthquake affecting factory building.  

 Lockdown during pandemic.  

8. Strategic Risk (Planning Risk) 



This risk occurs due to wrong business decisions or poor planning. Entering a wrong market 

or launching an unwanted product may cause losses. 

Examples: Opening a branch in a low-demand area. Investing in an unpopular product. Wrong 

pricing strategy. 

 The Risk Management Process 

       Risk management is the process of identifying, analysing, and controlling risks that may 

affect a business. Every business face uncertainty, so proper risk management helps reduce 

losses and improve decision-making. The main steps are as follows: 

1. Risk Identification 

Risk identification means finding out all possible risks that may create problems for the 

business. The management should think carefully about internal and external factors and ask, 

“What could go wrong?” This step helps in preparing the business before problems occur. 

Risks may be related to finance, employees, machines, market competition, legal issues, or 

natural disasters. 

Methods of Identification: 

 Brainstorming with employees.  

 Reviewing past business problems.  

 Customer feedback.  

 Market analysis.  

 Checking business operations regularly.  

Examples: What if it rains during our outdoor sale?  

2. Risk Assessment 

Risk assessment means analysing the identified risks to know how serious they are. It studies 

two important factors: 

 Likelihood: How often the risk may happen.  

 Impact: How much loss or damage it may cause.  

This helps the business to focus first on major risks rather than minor risks. Risks with high 

likelihood and high impact need immediate attention. 

Examples: Power failure may happen often, but loss may be small. 

3. Risk Response Selection 

After assessing the risks, the business must decide how to handle them. There are four strategies 

to respond to risk: 

(a) Avoid Risk : Avoid activities that create unnecessary risk. 

 Example: Not conducting an outdoor sale during rainy season. 



(b) Reduce Risk: Take steps to reduce the chance or effect of risk. 

 Example: Installing fire safety equipment or keeping backup generators. 

(c) Transfer Risk: Shift the risk to another party through insurance or contracts. 

 Example: Taking insurance for stock, vehicles, or factory building. 

(d) Accept Risk: Accept small risks when the cost of control is high. 

 Example: Accepting minor fluctuations in daily sales. 

 

4. Monitoring and Review 

Risk management is a continuous process. Businesses must regularly monitor risks 

and review whether existing controls are effective. As the business grows, new risks may 

arise, so regular checking is necessary. 

Methods of Monitoring: Monthly review meetings.  

 Checking financial statements.  

 Inspecting safety measures.  

 Watching market changes.  

 Updating insurance and legal documents.  

 Examples: New competitor entering the market. 

 



Risk management helps a business identify possible dangers, measure their seriousness, 

choose the best solution, and continuously monitor changes. A business that manages risks 

properly can reduce losses and achieve stable growth. 

 Specific Risk Mitigation Techniques 

 Diversification: Don't rely on a single product or a single large customer. If one fails, 

the other keeps the business alive. 

 Insurance: This is the most common form of risk transfer. Small units should have: 

o Fire & Burglary Insurance 

o Public Liability Insurance 

o Key-man Insurance (for the owner/partner) 

 Maintaining Cash Reserves: Keeping a "Contingency Fund" equal to 3–6 months of 

operating expenses. 

 Quality Control: Reducing the risk of lawsuits or customer loss by ensuring products 

are safe and reliable. 

 Succession Planning: Training a family member or senior employee to run the 

business if the owner falls ill. 

 Benefits of Risk Management 

1.Business Continuity: Risk management helps the business continue its operations even 

during difficult situations such as fire, flood, machine failure, or market problems. It ensures 

the shop or company can recover quickly after a disaster. 

2. Lower Cost of Capital: Banks and financial institutions are more willing to provide loans 

at lower interest rates to businesses that manage risks properly. It increases trust among 

investors and lenders. 

3. Peace of Mind: When risks are properly controlled, the entrepreneur can focus on growth, 

innovation, and customer service instead of constantly solving unexpected problems. 

4. Reduction in Losses: Risk management helps in preventing accidents, theft, wastage, and 

financial losses. This saves money and improves profitability. 

5. Better Decision Making: By identifying risks in advance, management can make wise and 

informed business decisions. It helps in planning future strategies confidently. 

6. Improved Reputation and Trust: A business that manages risks well gains confidence 

from customers, suppliers, employees, and investors. This improves goodwill and business 

reputation. 

Risk management is essential for every business because it helps to identify possible 

problems, reduce losses, and ensure smooth operations. It improves decision-making, builds 



trust among stakeholders, and supports long-term growth. For a small enterprise, risk 

management is a proactive shield. While an entrepreneur must be a "Risk Taker," they must 

also be a "Risk Manager" to ensure that the venture survives the uncertainties of the modern 

market. 

********* 

 

 

UNIT – V:  SOURCES OF FINANCE AND GOVERNMENT SUPPORT 

Sources of finance and government support play an important role in the growth and 

success of businesses, especially small and medium enterprises. Every business needs finance 

for starting, expanding, purchasing assets, and meeting day-to-day expenses. Finance can be 

obtained from internal and external sources such as personal savings, bank loans, investors, 

and trade credit. In addition to this, the government supports businesses through subsidies, 

grants, tax benefits, training programmes, and loan schemes to encourage entrepreneurship and 

economic development. 

I. Own Capital (Equity/Promoter’s Contribution) 

This is the most fundamental source of finance. It refers to the personal savings or assets 

that the entrepreneur invests in the business. The money provided by the owners from personal 

wealth (savings, gold, property, or help from friends/family). 

      Characteristics: * No Interest: No monthly interest burden. 

o                         Permanent: Stays in the business until it is closed. 

o                         Risk Bearing: The first money lost if the business fails. 

 Significance: It represents "skin in the game." Banks usually require the entrepreneur 

to bring in 20–30% as "Margin Money" from own capital before they lend the rest. 

II. Bank Loans (Institutional Debt) 

Banks are the main source of finance for Small and Medium Enterprises (SMEs). They provide 

loans for starting a business, buying machinery, or meeting daily working capital needs. SMEs 

must repay the loan in instalments with interest within the agreed period.  

Types of Loans: 

o Term Loans: For buying fixed assets like machinery. Repaid in EMIs over 3–

7 years. 

o Working Capital Loans: For daily operations (buying raw materials). 

Examples include Cash Credit (CC) and Overdraft (OD). 

 Advantages: Retained ownership (no sharing of profits) and tax benefits on interest. 



 Disadvantages: Requires collateral (security) and a strong credit score. 

III. Microfinance 

Microfinance involves providing small-scale financial services to those who lack access to 

traditional banking. 

 Key Features: Small amounts (₹10k to ₹1 Lakh), usually collateral-free, and short 

duration (1–2 years). 

 Role: It empowers "bottom of the pyramid" entrepreneurs, especially women and rural 

artisans. 

IV. Self-Help Groups (SHGs) 

SHGs are small groups of people, usually from similar economic backgrounds, who come 

together to save money regularly and support each other financially. They also help members 

get small loans, start businesses, and improve their livelihood. It is an  informal association of 

10 to 20 members who come together voluntarily to save money regularly and help each other 

financially 

 Mechanism: They utilize a common fund for internal lending. Once stable, they access the 

SHG-Bank Linkage Programme for larger, subsidized loans. 

 Advantages: "Social Collateral" (peer pressure ensures repayment) and collective skill 

building. 

V. Venture Capital (VC) and Angel Investors 

These are sources of Equity Finance where investors provide capital in exchange for a share 

in the ownership (shares) of the business. 

 Angel Investors: These are wealthy individuals (often successful entrepreneurs) who 

invest their personal money into very early-stage startups. 

o Benefit: They provide "Mentorship" along with money. 

 Venture Capitalists: These are professional firms that manage a pool of money to 

invest in high-growth potential businesses. 

o Benefit: They can provide very large amounts of capital for rapid expansion. 

VI. Crowdfunding 

Crowdfunding is the practice of funding a project or venture by raising small amounts of money 

from a large number of people, typically via the Internet. 

 How it works: An entrepreneur posts their business idea on a platform (like Kickstarter 

or Ketto), and people contribute money because they believe in the product or want a 

reward. 

o Types:  Reward-based: Backers get the product early or at a discount. 



o Donation-based: Usually for social causes or creative projects. 

o Equity-based: Supporters get a tiny slice of ownership. 

VII. NBFCs (Non-Banking Financial Companies) 

NBFCs are institutions that provide banking services (like loans) without holding a full banking 

license. 

 Significance for SMEs: They are often more flexible than traditional banks. They may 

approve loans for small businesses that don't meet the strict "credit score" requirements 

of big banks. 

 Examples: Bajaj Finserv, Muthoot Finance, Mahindra Finance. 

 Pros: Faster processing and less paperwork. 

 Cons: Often carry higher interest rates than nationalized banks. 

VIII. Trade Credit 

This is an internal source of short-term finance. It is an agreement where a customer can 

purchase goods on account without paying cash up front, paying the supplier at a later 

scheduled date. 

 Strategy: "Buy now, pay in 30 days." 

 Benefit: It allows a small business to sell the goods and generate revenue before they 

have to pay the supplier. It is essentially an interest-free loan. 

IX. Government Schemes (MUDRA & PMEGP) 

The Government of India provides specialized credit schemes to ensure small units don't fail 

due to a lack of funds. 

1. MUDRA Loan (PMMY): 

o Shishu: Loans up to ₹50,000 (for start-ups). 

o Kishore: Loans from ₹50,001 to ₹5 Lakhs. 

o Tarun: Loans from ₹5 Lakhs to ₹10 Lakhs. 

2. PMEGP (Prime Minister’s Employment Generation Programme): A subsidy-

linked scheme to help unemployed youth start micro-enterprises. 

X. Factoring (Receivables Financing) 

If a small business has sold goods to a big company but it is waiting 90 days for the payment, 

they can use Factoring. 

 Mechanism: The business "sells" its unpaid invoices (bills) to a third party (a factor) 

at a discount to get immediate cash. 

 Benefit: It solves the "Cash Flow" problem immediately. 

Comparison Summary  



Source Nature Cost Best For... 

Own Capital Equity Nil Initial Startup 

Bank Loans Debt Fixed Interest Expansion/Assets 

SHGs/Microfinance Social/Debt Low/Moderate Rural/Micro units 

VC/Angel Equity High (Share) Tech/High Growth 

Trade Credit Spontaneous Nil Daily Inventory 

 

I. Meaning of Loan Application 

A loan application is a formal document submitted by an entrepreneur to a financial institution 

(Bank/NBFC) requesting credit. It serves as a "Sales Pitch" for the business, convincing the 

bank that the business is profitable and the loan will be repaid on time. 

II. The "5 Cs" Checklist (What Banks Look For) 

Before preparing the application, an entrepreneur must ensure they meet the bank’s criteria: 

1. Character: The integrity and reputation of the promoter (Credit Score/CIBIL). 

2. Capacity: The ability of the business to generate enough cash to pay EMIs. 

3. Capital: The amount of money the owner is personally investing (Margin Money). 

4. Collateral: The assets offered as security (Land, Building, Machinery). 

5. Conditions: External factors like market trends or government policies. 



 

III. Contents of a Loan Application 

A standard application is divided into several detailed sections: 

1. Personal and Business Profile 

 Bio-data: Education and experience of the promoters. 

 Business Details: Name, constitution (Proprietorship/Partnership), and address of the 

unit. 

 KYC Documents: PAN Card, Aadhaar Card, and Business Licenses. 

2. Project Report (The Core) 

This is the most important part of the application. It includes: 

 Technical Feasibility: Details of machinery, raw materials, and production process. 

 Market Analysis: Who are the customers? Who are the competitors? 

 Economic Viability: Estimated sales, cost of production, and projected profits. 

3. Financial Statements 

 Audited Balance Sheets: For the last 3 years (for existing businesses). 

 Projected Balance Sheets: For the next 3–5 years (for new businesses). 



 Cash Flow Statement: To show when money comes in and out. 

4. Details of Loan Requirement 

 Purpose: Why is the money needed? (e.g., to buy a CNC machine). 

 Amount: Total cost of the project and the specific loan amount requested. 

 Repayment Schedule: How many years do you need to pay it back? 

IV. Steps in Preparing the Loan Application 

Step 1: Selection of the Right Scheme 

Choose between a general business loan or a government-backed scheme like MUDRA or 

PMEGP. 

Step 2: Drafting the Detailed Project Report (DPR) 

The DPR should clearly explain the "Break-even Point"—the stage where the business starts 

making a profit. 

Step 3: Organizing Supporting Documents 

Gathering quotes from machinery suppliers, rental agreements for the shop, and tax returns 

(ITR). 

Step 4: Final Submission and Follow-up 

Submit the file to the Bank Manager and be ready for a Field Visit, where the bank officer 

inspects the business location. 

V. Common Reasons for Rejection (How to Avoid Them) 

 Low Credit Score (CIBIL): Always clear personal credit card bills before applying. 

 Inadequate Margin Money: If you don't invest your own money, the bank won't trust 

the project. 

 Unrealistic Projections: If you show 500% profit in the first month, the bank will find 

it suspicious. 

 Lack of Collateral: Unless it is a MUDRA loan, banks usually require security. 

VI. Summary Table 

Document Purpose 

DPR (Project Report) Proves the business will be profitable. 

ITR Returns Proves the financial history of the owner. 

Quotation Proves the actual cost of machinery/equipment. 

CIBIL Report Proves the honesty/character of the borrower. 

 



The preparation of a loan application is the bridge between an idea and its execution. A well-

prepared, transparent, and professional application reduces the bank's perceived risk and 

significantly increases the chances of loan approval. 

Government Schemes for Small Entrepreneurs 

I. Financial & Credit-Linked Schemes 

These schemes focus on solving the "Capital Gap" by providing loans, often without the need 

for traditional security. 

1. Pradhan Mantri MUDRA Yojana (PMMY) 

 Target: Micro-enterprises and small businesses. 

 The Three Pillars: * Shishu: Loans up to ₹50,000. 

o Kishore: Loans from ₹50,001 to ₹5 Lakhs. 

o Tarun: Loans from ₹5 Lakhs to ₹10 Lakhs. 

 Key Feature: No collateral required; focuses on "Funding the Unfunded." 

2. Credit Guarantee Fund Trust (CGTMSE) 

 Objective: To provide collateral-free credit to MSMEs. 

 Mechanism: The government acts as a "guarantor." If the entrepreneur fails to pay, the 

trust covers up to 75–85% of the bank's loss. 

 Benefit: Allows first-generation entrepreneurs without property to get large bank loans. 

3. Stand-Up India 

 Target: Women and SC/ST entrepreneurs. 

 Nature: Loans between ₹10 Lakhs and ₹1 Crore for setting up greenfield (new) 

enterprises in manufacturing, services, or trading. 

II. Subsidy-Linked Schemes 

These schemes reduce the "Cost of Entry" by giving back a portion of the project cost as a 

grant. 

1. PMEGP (Prime Minister’s Employment Generation Programme) 

 Objective: To generate employment through new micro-enterprises. 

 Subsidy: * Urban: 15% (General) to 25% (Special Categories). 

o Rural: 25% (General) to 35% (Special Categories). 

 Limit: Up to ₹50 Lakhs for manufacturing; ₹20 Lakhs for services. 

2. CLCSS (Credit Linked Capital Subsidy Scheme) 

 Objective: Technology Upgradation. 

 Support: Provides a 15% capital subsidy (up to ₹15 Lakhs) for induction of well-

established and improved technology in specified sub-sectors. 



III. Marketing and Infrastructure Support 

These help small businesses sell their products and operate efficiently. 

1. GeM (Government e-Marketplace) 

 Objective: Public procurement. 

 Support: A dedicated online portal for MSMEs to sell directly to Government 

Departments. The government is mandated to buy 25% of its annual requirements from 

MSMEs. 

2. MSE-CDP (Cluster Development Programme) 

 Objective: To help groups of similar businesses. 

 Support: Funding for Common Facility Centres (CFCs) like testing labs, design 

centers, or cold storage that individual small owners cannot afford. 

3. Procurement and Marketing Support (PMS) Scheme 

 Objective: International and Domestic exposure. 

 Support: Reimburses the cost of participating in trade fairs, exhibitions, and regional 

awareness programs. 

IV. Social and Skill-Based Schemes 

Focusing on innovation and specific demographics. 

1. TREAD (Trade Related Entrepreneurship Assistance and Development) 

 Target: Women Entrepreneurs. 

 Support: Provides a government grant of up to 30% of the project cost to NGOs who 

then assist women in starting businesses. 

2. ASPIRE 

 Objective: Promoting Innovation and Rural Entrepreneurship. 

 Support: Sets up Livelihood Business Incubators (LBI) to train youth in the agro-

rural sector to start their own ventures. 

INSTITUTIONAL SUPPORT FOR ENTREPRENEURSHIP 

I. National Level Institutions 

These organizations operate under the Central Government and formulate policies for the entire 

country. 

1. SIDBI (Small Industries Development Bank of India) 

 Established: 1990 

 Role: The principal financial institution for the promotion, financing, and development 

of the MSME sector. 



 Key Support: Provides direct and indirect finance (refinance) to banks to help them 

lend to small businesses. 

2. NSIC (National Small Industries Corporation) 

 Role: Focuses on the "commercial" side of entrepreneurship. 

 Key Support: * Raw Material Assistance: Helps small units procure raw materials at 

bulk rates. 

o Marketing Support: Assists in exporting products and participating in 

international trade fairs. 

o Single Point Registration: Allows SMEs to participate in government tenders 

without paying Earnest Money Deposits (EMD). 

3. KVIC (Khadi and Village Industries Commission) 

 Role: Specifically targets rural and cottage industries. 

 Key Support: The primary agency for implementing the PMEGP scheme. It helps in 

providing employment to rural artisans and marketing their products under the "Khadi" 

brand. 

4. NIESBUD (National Institute for Entrepreneurship and Small Business Development) 

 Role: An apex body for training and skill development. 

 Key Support: Conducts EDPs (Entrepreneurship Development Programmes) for 

trainers, promoters, and entrepreneurs to build managerial skills. 

5. SIDO (Small Industries Development Organization) 

 Role: Also known as the Office of the Development Commissioner (MSME). 

 Key Support: It acts as the "Nodal Agency" for coordinating with various ministries 

and state governments to create a healthy ecosystem for small units. 

II. State and District Level Institutions 

These are the "Ground Level" bodies that an entrepreneur interacts with daily. 

6. DIC (District Industries Centres) 

 Role: The most important local agency. Every district has one. 

 Key Support: * Single Window Clearance: Helps get all licenses in one place. 

o Registration: Assists in obtaining the Udyam Registration. 

o Consultancy: Provides project profiles and helps prepare "Project Reports" for 

bank loans. 

7. SFCs (State Financial Corporations) 

 Role: State-level versions of SIDBI. 



 Key Support: They provide long-term and medium-term loans for the acquisition of 

fixed assets like land and machinery. 

8. TANSIDCO / SIDCO (State Small Industries Development Corporations) 

 Role: Focuses on physical infrastructure. 

 Key Support: Developing "Industrial Estates" or "Industrial Parks" where small 

entrepreneurs can rent or buy factory sheds at subsidized rates with ready-made water 

and electricity connections. 

9. TIIC (Tamil Nadu Industrial Investment Corporation) - Specific for TN 

 Role: A premier state financial institution. 

 Key Support: Provides low-interest loans for buying machinery and equipment under 

various state-specific schemes. 

III. Specialized Support Organizations 

1.EDII: Entrepreneurship Development Institute of India. 

 Role: Promotes entrepreneurship through education, training, and research activities. It     

helps develop business skills among students, youth, and entrepreneurs. 

Key Support: Entrepreneurship training programmes, research studies, business guidance, and 

skill development. 

2. NABARD:  National Bank for Agriculture and Rural Development. 

Role: Supports rural development and agro-based industries through finance and policy 

assistance. It helps improve rural employment and income generation. 

Key Support: Loans for rural enterprises, refinance to banks, support for agriculture and 

village industries. 

3. MSME-DFO:  Micro, Small and Medium Enterprises – Development and Facilitation 

Office. 

Role: Assists MSMEs in improving productivity, quality, and competitiveness at the state 

level. 

Key Support: Technology upgradation, quality testing, consultancy, training, and market 

support. 

4. BITES / STPI:  Board for IT Education Standards / Software Technology Parks of India. 

Role: Encourages growth of IT and software startups by providing technical guidance and 

infrastructure support. 

Key Support: Incubation centres, IT training, export support, office space, and internet 

facilities. 

IV. The "Single Window" System 



It means a facility where entrepreneurs can get all business approvals, licenses, and clearances 

through one office or one online platform instead of visiting many departments separately. It 

saves time, cost, and effort in starting a business.  Modern institutions like DIC and portals like 

Udyam ensure that an entrepreneur doesn't have to run from one office to another. 

Steps of Institutional Support: 

1. Selection: DIC helps select the product. 

2. Training: NIESBUD/EDII provides training. 

3. Finance: SIDBI/TIIC provides the loan. 

4. Raw Material: NSIC provides raw materials. 

5. Marketing: NSIC/GeM helps sell the product. 

Institutional support forms the Infrastructure of Entrepreneurship. Without these 

organizations, a first-generation entrepreneur would struggle with complex legalities and high-

interest rates. By leveraging these institutions, a small idea can be transformed into a 

sustainable, profit-making enterprise. 

I. Financial Challenges: The "Capital Starvation" 

Finance is the lifeblood of any venture, but for small units, the "vessels" carrying this blood 

are often blocked. 

1. Lack of Collateral Security: Banks typically demand fixed assets (land/building) as 

security. First-generation entrepreneurs often belong to the middle class and lack these 

assets, leading to Loan Rejection. 

2. Working Capital Crunch: Small businesses often sell to large corporations or 

government bodies. These large buyers have a habit of delayed payments (sometimes 

90–120 days). Meanwhile, the entrepreneur must pay salaries and electricity bills every 

30 days, leading to a liquidity crisis. 

3. High Cost of Credit: When banks refuse loans, entrepreneurs turn to informal 

moneylenders or NBFCs who charge exorbitant interest rates (often 18% to 24%), 

which eats away all the profit. 

4. Information Asymmetry: Many small owners are unaware of low-interest 

government schemes like MUDRA or CGTMSE, causing them to miss out on cheaper 

funding. 

II. Marketing & Competitive Challenges: The "David vs. Goliath" Battle 

A small business owner may produce a high-quality product but struggles to tell the world 

about it. 



1. Brand Power of MNCs: Multinational Corporations (MNCs) spend crores on celebrity 

endorsements. A small entrepreneur cannot compete with the visibility and trust that 

big brands enjoy. 

2. Economies of Scale: Large companies buy raw materials in thousands of tons, getting 

massive discounts. They can sell their final product at a price that is sometimes lower 

than the manufacturing cost of a small unit. 

3. Inefficient Distribution Channels: Small units often rely on a long chain of 

middlemen (wholesalers, agents, retailers). By the time the product reaches the 

customer, the price is high, but the entrepreneur’s profit margin remains tiny. 

4. Lack of Market Research: Small units often produce what they "can" rather than what 

the "market wants," leading to unsold inventory. 

III. Production & Technical Challenges: The "Efficiency Gap" 

In an era of Industry 4.0, many small units are still stuck in the 1990s. 

1. Obsolete Technology: High-tech automated machinery is expensive. Small units 

continue to use outdated manual machines, which results in lower output, high energy 

consumption, and inconsistent quality. 

2. Raw Material Issues: Since they buy in small quantities, they are "Price Takers." They 

have no bargaining power. Furthermore, they often face fluctuations in raw material 

prices, which disrupts their budgeting. 

3. Inadequate Infrastructure: Many units operate out of small, cramped spaces with 

poor ventilation. Frequent power cuts in rural areas lead to production stoppages and 

labor idle-time. 

4. Quality Standardization: Getting certifications like ISO or Agmark is expensive and 

involves complex paperwork, making it hard for small units to export their goods. 

IV. Human Resource Challenges: The "Brain Drain" 

The biggest asset of a company is its people, but small units struggle to find and keep them. 

1. Attracting Talent: A gold-medallist engineer would rather work for Google or TCS 

than a small local manufacturing unit. Small businesses suffer from a lack of skilled 

professional managers. 

2. High Labor Turnover: Workers often join small units to learn the trade and then move 

to larger factories for a ₹1,000 extra salary. This results in constant recruitment and 

training costs. 



3. Owner Overload: In a small unit, the owner is the CEO, the HR manager, the Peon, 

and the Accountant. This "One-Man Show" leads to poor decision-making because 

the owner is too busy with "firefighting" daily problems. 

V. Regulatory & Institutional Challenges: The "Red Tape" 

Even though the government promotes "Ease of Doing Business," the ground reality remains 

difficult. 

1. Compliance Burden: A small business has to comply with GST, Income Tax, Labour 

Laws (PF, ESI), Environmental Laws, and Local Trade Licenses. The cost of 

compliance is much higher for a small unit relative to its revenue. 

2. Inspector Raj: Frequent inspections from various government departments can lead to 

harassment and corruption, distracting the entrepreneur from their core business goals. 

3. Policy Shifts: Sudden changes in government policy (like import-export duty changes 

or sudden bans on certain materials like plastics) can shut down a small business 

overnight. 

VI. Strategic Solutions  

  Strategic solutions are planned actions taken by businesses to overcome these problems 

and improve performance. By using effective strategies, businesses can reduce risks and 

achieve long-term success. 

 Networking & Clusters: Joining MSME clusters to share the cost of expensive 

machinery and raw materials. 

 Digitalization: Using free social media tools for marketing and low-cost accounting 

software like Khatabook. 

 Government Support: Strictly utilizing the Udyam registration to avail of subsidies 

and the GeM portal to sell to the government 

The journey of a small entrepreneur is like "swimming against the tide." While they face 

massive financial, marketing, and technical hurdles, they remain the backbone of the economy 

because of their flexibility and local impact. Success lies in shifting from a "survival mindset" 

to a "strategic growth mindset" by utilizing institutional support. 

 

 

 

 

 

 



 

 


