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1 
ENTREPRENEURSHIP 

(Meaning, Definition, Nature, Type & Importance) 

Entrepreneurship is defined as anticipating the future requirements of the society and 

successfully fulfilling these needs with new, creative and irnaiµnative combinations of resources 

-Frank/hr A Lillds<zy. 

· 'Entrepreneun;hip' is an essential and important part of lire. It is not only a way to earn 

money, create wealth but is also an important aspect of personality.development and socio

economic development which. clears all the obstacles that comes in the path of fulfillment of 

human needs in a better way· through self reliance and self efforts. It provides powerful 

expression to the human enterprise, It would not be an exaggerw:ion to say that entrepreneurship, 

besides technique, skill and thinking, is also a way of life. 

Concept of Entrepreneurship 

The concept of entrepreneurship has remained controversial from lhe very beginning, 

Various economists, plillosophers and sociologists have defined the entrepreneurship in various 

ways. The mearung and concept of entrepreneurship kept on changing according to the 

economic situations and type of economy prevailing in different countries and societies. The 

word 'entrepreneur'is derived.from French word 'enterprendre' which means work, enterprise 
· or to undertake. In the 16th century, the persons who organized, guided and controlled the 

military operations were called the entrepreneurs. In the 17th ceotury, the word was commonly 

used for the architects and contractors engaged in the profession of public utility services. 

In business, the word was first used by French economist Cantillon in 18th century who 

was engaged in purchasing or procuring goods and machinery used for manufacturing to 

produce roarlcetable commodity. Famous French economist J. B. Say furtber apounded the 

definition of Cllntillon and said that an entrepreneur is a person who establishes a commercial 

firm and looks after the production and distribution part of the business organization. Thus, 

entrepreneurship implies the courage, the intelligence, the imagination and the skill required 

to establish and run an industry or business. The ability of bearing risks, making social 

innovations, providing a dynwnic leadership and taking courageous decision to earn profit i~ 

esseutial for 'entrepreneurship. 

In general terms, entrepreneurship stands for such attitude and qualification by which 

a person bears the risks involved in running the enterprise and through his skill, intelligence 

lllld imagination, overcomes all difficulties and uncertainties to determine the success of his 

· enterprise. 

'Though the concept and meaning of the entrepreneur remained always a contrcversial 

subject, the economists and social psychologists have tried to explain the word in different 

fonns from time to time. The definition and meaning of entrepreneurship have kept on 

changing according to the changing economic development. 

The graph shown below clears the concept of entrepreneur. 
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Concept or Entrepreneurship 

Various views about Entrepreneurship: 

Scholan; have defined the tenn entrepreneurship in various ways according to their 
own opinion and thi:tiking :- · · · 

I. Risk bearing capacity : Frank Ji' Knight has defined. entrepreneur as a person (or 
group of individuals) who has the capacity to face and overcome the uncertainties. He 
differentiated between 'common risk' and 'uncertainties'. He said the uncertainties are such 
risk which neither can be predicted in advance nor can be covered by insurance. Such risk 
bearing quality is called entrepreneurship. According to him, entrepreneurship is the power 
which guarantees to overcome all uncertainties. 

Richard Canllllon considered risk bearing an important and significant work of an 
entrepreneur. According to him, entrepreneurship stands for undertaking risks uncovered 
by insurance, because entrepreneur has to face many risk bearing challen,ges, both during 
establishment and running of the business organization. The opinion of Cantillon gains 
significance as the complexities of modem business have increased mllnifold and risk bearing 
quality of an entrepreneur has an added advantage. 

2. Function of Organisation and Co-ordination : Famous economist I.B. Say has 
lermed entrepreneurship as a function of organizing various modes of production and its 
proper co-ordination. He looks at an entrepreneur as an 'efficient organiser'. According to 
him, an entrepreneur is an important component of economic activity who organizes all 
sources of production. Entrepreneur is an economic agent who produces socially useful 
goods through proper and effective co-ordination of various means of production such as 
land, labour, and capital, etc. 

3. Managerial Skill: B.F. Ho .. illes has considered 'managerial skill' as an important 
aspect of an entrepreneur. He attaches no significance to finance as an important element 
for the success of a business. Famous economist J.S. Mill has similar opinion. He considers 
'inspection", 'control' and 'direction' as important elements of an entrepreneur. According to 
him, the entrepreneur should have risk bearing capacity and the ability to run and operate an 
organization. The quality of direction given to workers is important for the success of a 
business establishment. 

According to Marshall, entrepreneurship is the managerial work to bear risk, bring 
in labour and capital, initiate and execute plans. Accepting entrepreneurship is the quality to 
bear risk and managing various means of production. He said that an entrepreneur after 
establishing the organization acts as a courageous manager. 

4. Organisation Building Ability : Freddrick. Harbison considers 'creative 
leadership' and · organisation building ability' as an important aspect of entrepreneurship and 
terms it as the most significant base for industrial development. According to him, 



entrepreneurship is the leadership quality for the development of resources of the 
.establishment, increasing and developing the efficiency of human resources, application of 
innovative ideas with a coordinated effort to increase the profitability oftbe business. It is 
tbe effective leadership quality with innovative ideas to bring in more efficiency in tbe existing 
human resources. He opines that creativity brings in innovative ideas and leadership quality 
translates those ideas into eeonomic prosperity. Establishment of any business in absence of 
innovative ideas can never become a base for economic prosperity and development. In 
other words, entrepreneur besides being innovative, should also have tbe quality of a good 
leader and better administrator. Through leadership, better administration and creative 
innovathre ideas, he can achieve the goal and make the establishment a success . 

. 5. Innovative Ability: Entrepreneurship is a dynamic activity. Entrepreneurn thrive 
on changes in tbe environment. Sch11mpeter considers entrepreneur an agent of change, a 
product ofenvironment and a planner of innovative ideas. It is an innovative activity since it 
involves doing things in a better and a new way. Innovation may take several fo111IB such as 
a new method of production, a new product, a new market, a new distribution system, new 
opportunities, new techniques, a new source of raw materials etc. Flexibility and change is 
tbe hallmark of a successful entrepreneur. 

6. Group Level Reactiveness : F. W. Yoong deny personal ability and qualification 
as an important factor for development and progress of an enterprise and says, 
entrepreneurship can never be a personal quality. He laid emphasis on group level reactiveness 
and opines that entrepreneurship is the result of collective and group level reactivity. Thus, 
it is clear that entrepreneurship is not a personal quality of an individual but is a result of 
reactive capacity for social equality. 

7. Capacity for High Achievement: Mc.Cliland has accepted entrepreneur as a 
psychological inspiration and not an accidental behaviour which is inherent in every individual 
The inspiration of high achievement brings qualitative behavioral change in human beings 
and makes him a successful and result oriented entrepreneur. 

Meaning ofEntrepreneurship 

Entrepreneurship implies some special quality to undertake risk of economic 
uncertainties. An enlrepreneur makes special efforts to take calculated risk to earn profit. In 
other words, un entrepre,ieur is a person who has the capacity and ability to bear risk 
involved in running the business enterprises. In modem terms, it also requires establishment 
of the enterprise, effieient management, creative imagination, dynamic leadership, innovative 
ideas, inspection, control and direction. Only through innovative creative ideas and timely 
planning, highest level of achievement can be obtained to accelerate the rate of profit. The 
courage, lhe ability to take risk, the imagination, the skill, the intelligence required to establish 
and run an industry or an enterprise is commonly known as entrepreneurship. 

Defmition ofEntrepreneurship 

Like all other economic concepts, entrepreneurship has been a subject of much debate 
and discussions. Scholars and economists have defined the term in various ways. While 
some call entrepreneurship as 'risk bearing', others view it as an aet of innovation and yet 
others consider it ·n1rill seeking'. 

In the present contemporary age of globalization, the meaning and definition of 
entrepreneurship has changed signific_antly. Entrepreneurship is the quality lo bear risk, bring 
in innovations and inventions into business venture, through dynamic leadership, scientific 
planning. They mobilize human, financial and material resources to earn profit. 

Lyn and Lyn have termed entrepreneurship as 'Neo-entrepreneursbip' who has tbe 
qualification to bring in changes in the organization according to the need of the society. 
They search opportunities in lhe business, organize tbe resources, innovate new things and 
bears the risk involved in the business. 
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According to Prof. N adkarnl, entrepreneurship implies, in general, the behaviour to 
establish new business venture in the society. Thus, this defmition considers establishment 
of business organizations and taking risk in doing such act as entrepreneurship. But this 
definitiori is not complete. 

V.R.Gaekwad has explained the. meaning of entrepreneurship differently as an 
innovator. It is a quality of taking risk and foreseeing future insecurities. This definition 
recognizes initOVlltion as a quality for entrepreneurship but does not clarify about the scope 
of innovations. 

Joseph Schumpeter, recognizing the importance of innovations, defines 
entrepreneurship as an innovating function and considers it a leadership function rather than 
ownership function. In a developed: economy, an entrepreneur is a person who brings in 
innovations, adopts new techniques in production, manufacture and produces new goods 
the consumers were not aware of, uses new raw materials and searches new market for its 
products. 

According to Prof. Rao nod Mehta, entrepreneurship is an answer to innovation and 
creativity of the surroundings. This definition puts stress on adoption of innovative ideas . 
and new inventions in the production process of business. 

Prof. Richman and Jackson have defined en!repreneurship as an open system It is 
a function of innoV11tions, risk bearing and dynamic leadership. According to them, 
entrepreneurship is the distribution of time, effort and money with ·certain risk bearing 
quality to make the enterprise economically viable and profitable. 

Higgins has defineil entrepreneurship as the function ofhandling i;conomic activities, 
undertaking risk, creating something new, organizing and coordinating resources with the 
purpose of earning profit. 

Peter Kilwad had defined entreprencunihip as a mixture of various economic activities 
which includes finding. new business opportunities, new techniques, mobilizing and 
coordinating sources of production, adopting new methods of production, introduction of 
new raw materials in production process for optimum utilization of resources. 

But aU the above definitions are relevant in the context of developing countries. · 

According to H.N. Pathak, entrepreneurship incorporates those vast areas for which 
many complex decisions are tiken. These decisions can be divided in three broad categories. 

1- Knowledge of opportunities, 

2- Establishment of the industrial units, 

3. Converting the industrial enterprise into profitable, growing and developed 
institution;;. 

This definition ignores the new concept of entrepreneurship. lt puts emphasis on 
successful management of the business for the purpose of profit in which decision making 
at various level is more significant. 

J.E. Stepneck has termed entrepreneunihip as a capacity to bear risk, quality to 
organize, desire to diversify, and bring in Innovations to make the enterprise into a successful 
business venture. Tnis definition is very precise and complete as it includes the significant 
factorofentrepreneurship i.e. risk bearing capacity as well as desire to innovate and welcome 
new ideas and inventions to cut down cost of production without any compromise with the 
quality of the product. This definition considers entrepreneurship the backbone to the process 
of economic development. 

According to F.F, French, entrepreneurship is the synthesis of organizing and 
combining various means of production in one unit. Entrepreneur is important. to manager 
as he is both the founder and innovator. 



The above definitions ro·cus on two important elements- 1- Establishment of an 
enlel:prise, 2- Introduction of inventions and innovative ideas in the establishment. 

This definiti_on adopts progressive viewpoints. 

In the word of Franklin Lindsay,' EntrepreneUIShip is a function to fulfill the needs 
of society, satisfactorily predicting its future needs, combining imagination, creation, 
innovations in the fuctors of production. 

This definition adopts a progressive and socially acceptable view. This puts focus on 
the ever growing new needs of society, its utility, pricing of goods and satisfaction of the 
customers. 

Richman and Copen were of the view that entrepreneurship signifies towards an 
external, open si,otem which reaiiily admits creative, innovative ideas and implements them 
for profitable gain. It functions as an innovator, risk bearer and dynamic leader. 

This definition looks at entrepreneurship as an open system combining business with 
the environment. It accepts entrepreneur as a pioneer and a progressive representative of 
society. Undertaking risk has been considered as the centre-stage of change in society. 

A.H. Cole has defined entrepreneurship as a purposeful activity by a person or group 
of individuals that includes a series of decisions. It establishes, operates and manages business 
enterprises to manufacture, produce and distribute economic utility goods and services. 

Nature and characteristics of Entrepreneurship 

In the present economic context we find entrepreneurs at the core of economic 
activities. Entrepreneurship is a nature which not only increases the finllllcial conditions, 
employment status but also gives emotional satisfaction to the entrepreneur who sets an 
example for the future generations to follow. Ellliepreneursbip plays an important role in 
economic development. -In the present era of globalization and commercialization ii is very 
essential to understand the nature and chw:acteristics of entrepreneurship. Following are the 
important features of entrepreneurship:-

Risk bearing capacity : Risk is an inherent and inseparable element of the 
entreprenewship. Starting a new enterprise involves risks. Risk bearing is the basic quality 
ofentrepreneursbip. Risk is implied in every business. Business is full of uncertainties and 
these uncertainties create risk:Ifthese risks are not properly managed or effectively handled 
the business has to be dissolved. Some risks are covered under insurance while others have 
to be borne by the entrepreneur himself. 

Ability to innovate: According to Peter Drucker, 'innovation is the ideal tool of an 
entrepreneur.' The quality of doing things differently in a new way makes an entrepreneur 
stand apart from others. This quality motivates an entrepreneur to search for new pastures 
and this inspires him to introduce new element in business, i.e., new products, new techniques, 
new methods of displaying a product, bringing improvement in management structure etc. 

Capacity ta forecast uncertaintleli : The success of an ente,prise depends on the 
correct forecast of future uncertainties and events. Risks can be successfully managed or 
handled only when better opportunity to overcome or compensate the loss remains in 
foresight. 

Creative activity : Entrepreneurship brings in new ideas in the mind of an individual 
which motivates him to do something creative. An entrepreneur remains alwai,o busy in 
creative thoughts and doing unique things. This quality motivates him lo find new 
opportunities and avenues in business. According to Schumpeter, entrepreneursbip is a creative 
respons~ to the_ ex1cn';.a1 environment. An entrepreneur is continuously involved in finding 
new opportunities. 

Entrep"11'1Mrskip Devclopme,rt 

NOTES 

" 

5 



NOTES 

• 

6 

Business oriented tendency : Entrepreneurship reflects the·commercial and business 
oriented natun: of an individual. It inspires an individual to esttblish an enterprise. It motivates 
him to turn his connnercial dream into reality. It offers him opportunity to make plans, give 
shape to his project. 

Result oriented behaviour : Entrepreneurship is a goal oriented activity. 
Entrepreneurship inspires a person to reach desired goals from his effort. An entrepreneur 
put focus on efforts and hard work and not on destiny. Desired results can be obtained 
through hard work and proper efforts. They alsQ believe that firm decisions, concrete plans 
and ttrget oriented behaviour help them to reack at the top. 

Entrepreneurship is an intuition 

Men are born equal but not all men are equal in intelligence, knowledge, cburage: 
Intuition is an extra power in human beings. Every individual does not possess capacity to 
bear risk or quality to establish an enterprise. People are generally afraid of taking risk hence 
they fail to derive benefit from the opportunities which come their way. Capacity to bear 
risk is an inherent quality and not everyone is blessed with such ·qualities. Many people with 
meagre resources at their command had earned millions and reached milestone because of 
their intuitions and risk taking abilities. 

Pro(esslooal AdiYity : In the modem era, entrepreneurship in advanced countries is 
developing as a profession. Like other professions such as managerial, technical etc, 
entrepreneurship too can be developed by systematic training, guidance and education. 
Government and other private institutions, non-governmental organizations are imparting 
training to entrepreneurs, helping them to start, operate and manage their business smoothly 
by implementing various schemes. 

Knowledge based practice : According to renowned 11lllllagement scholar Peter 
Drucker, entrepreneurship is neither a science nor an art but it is a practice based on 
knowledge. An entrepreneur reaches up to the top echelon through his knowledge, experience 
and effective timely decisions. After a long experience a person can be able to develop the 
special qualities of an entrepreneur. 

Entrepreneurship is behaviour : Entrepreneurship is not a personality trait but 
behaviour. Decision making is required in various fields of business which implies a lot of 
risks that can be borne out only with experience. Being a continuous process entrepreneurship 
becomes the result of behaviour. 

Entrepreneurship is based on principles: Intuitions play an important role but it is 
not a guarantee to success fur an entetprise. An entrepreneur decides and acts on certtin 
principles. Snch principles become the comer-stone of his decision making behaviour. 

Decision making activity: Decision· making is an important element of an 
entrepreneurship. Only by correct and timely decisions losses can be rednced, profits can 
be increased, administrative and commercial problems can be solved. Thus, entrepreneurship 
is a forward looking aptitude and a decision making activity.• 

Management is the vehicle of entrepreneurship: Management is the vehicle of 
entrepreneurship. D is a medium through which business decisions and plans are implemented, 

/'With the help of efficient management, entrepreneurs introduces new schemes, bring in 
modification and necessary reforms, and make strategy to earn more profit According to 
Peter Drucker, 'entrepreneurial management has become .the essential organ of every. manager 
today.' 

Entrepreneurship is a product of environment: The qm:ility and kind of 
entrepreneurship affects the economic, social, political, religious and cultural environment 
of a country. They have a far reaching influence on people's thinking and their outlook get a 



direction. We fmd high and efficient quality of entrepreneurs inth0se countries where growth 
oriented and business favourable atmosphere prevails. 

Joseph Schumpeler believes that it is a creative response to every external situation. 

Universal actMty : Entrepreneurship is a universal activity which is essential in 
every society big, medium or small. Actually it is the backbone for the existence, growth 
and development of the business activity. The size ofbusiness is neither a cause of concern 
nor hindrance to the spirit of entrepreneurship . 

. Low Risk: It is generally believed that entrepreneurship is an enormously risky venture. 
It is true that with !he rapid change in technology and socio-economic condition, uncertainty 
and risk factor have increased to a great extent in business but according to Drucker, it is 
oniy an illusion, an aberration.to consider entrepreneurship as an enormously □sky activity 
because entrepreneurship is not a gamble. Entrepreneurship based on effective scientific 
management, sound principles, and creative result oriented innovative ideas hardly remain,; · 
a risky venture. 

Entrepreneurship is an acquired ability: Entrepreneurship is not an inborn ability 
but it is an acquired ability. It is not easily found in business organization but entrepreneurs 
by taking risky decisions _and its fruitful results gain confidence and acquire unique ability to 
handle difficult situations. Peter Drucker asserts that progressive business enterprises consider 
entrepreneurship as their duty. They remain committed to it, strive continuously and in a 
disciplined manner put it in practice. 

Result of Changes: Entrepreneurship is neither an economic incident nor a social 
activity but it is a result of social, political, scientific and technical changes talcing place in 
society. 

Creation of Resources: Means of production are available in the form of raw material. 
It is the entrepreneur who converts these means of production into resources. Anything 
which has a utility and has economic value can be called as 'resources'. Thus, entrepreneurship 
is a process of creating utility, economic value and capacity to create wealth. Drucker 
writes that until the advent of entrepreneurship every plant is a weed and every mineral just 
another rock. 

Process of identity transformation:. Entrepreneurship is not ·only an adoption of 
new thought, new ideology, new method, new behaviour but it's a process of 'identity 
formation' and 'role transformation'. His identity comes into prominence only when he 
continuously lives by it. Uday Parikh and Nadkami believe that 'entrepreneurship is not only 
doing things uniquely or adopting new behaviour, new techniques but also the transformation 
of personality and toll!! involvement. 

Entrepreneurship is a life style: Entrepreneurship is not an activity, a vocation, a· 
business but it is an art of living in a systematic manner. Every individual sets a goal in life. 
He fixes a target. He should be imaginative and creative and be able to take strong decisions 

•·and implement it in an effective way to achieve the target. 

Patterns or Types of Business enterprises: 

The socio-economic conditions and level of development varies from nation to nation. 
Besides that, people of each country inherit different thoughts and views about business and 
commerce. Accordingly, we find various kinds of entrepreneruship prevailing in different 
countries. On the basis of the economy in vogue in various countnes entrepreneurship can 

be divided UJ the following forms: 

l. On the basis of capital ownership: On the basis of capital ownership, 
entrepreneurship can be divided in four major forms:-
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(a) Private Entrepreneurship: When a group of people or single individual establishes 
an enterprise under private ownership and beam the risk individually or collectively it is 
called private ownership. Private entrepreneur mostly work with an objective to earn profit 
In the capitalist countries like USA, England, Germany, Japan, France, industries grew 
because of the efforts of private individuals or group of people. 

(b) State or Pnblic Enlreprencurship: In the modern days, the states too have 
sta.'1ed business operations. When an enterprise is established and operated by central 
government or state government, then it is known as Public Entrepreneurship. The govennnent 
starts the business operations for the public welfare and bears all the risks. In the socialist 
arid communist countries like Russia, China, Yugoslavia etc., such type of entrepreneurship 
are in vogue. 

(c) Joint Entrepreneurship: This type of entrepreneurship is lhe joint venture of 
government and private individuals. When any industry is jointly established, organised and 
operated by government and private entrepreneur, it is called the joint entrepreneurship. 
Governments in association with private individuals invest money in a definite proportion. In 
this type of entrepreneurship, the government plays a vital role. India has adopted this type 
.JJf entrepreneurship to prevent centralization of economic power, for the industrial 
development of rural and semi-rural areas, to achieve the target and objectives of five year 
plans and to promote new entrepreneurs. 

(d) Co-operative Entrepreneurship: When an industry or business is established, 
operated and managed by co-operation of many individuals, then it is known as co-operative 
entrepreneurship. In this type of entrepreneurship people in co-operation with each other 
show inclination to beu the risk IDgether. In India, Dairy industry, Small lllld Cottage industry, 
fertiliz,er, food processing, textile, sugar industries have been established on the basis of co
operation. The chief aim of co-operation is to make the citizens self reliant and promote 
mutual well being a_'Ilongst them. 

India has adopted mixed type of economy. Prior to independence Britishers promoted 
and encouraged private enrrepreneurship but after independence, public entrepreneurship 
witnessed rapid growth. In India, government is showing keenness to promote joint !IIld co

operative entrepreneurship. 

1. On the basis of altitude towards Change or· Development: On the basis of 
attitude towards change and development, entrepreneurship is of following forms:-

(a) Traditional Entrepreneurship: When production system is traditional, process 
of change is slow and mean amount is spent on research and development, then it is known 
as traditional or evolutionary Entrepreneurship. Traditional entrepreneurs believe in natural 
process of development, takes caleulated risk and pay little attention on innovations. They 
don't show any eagerness or willingness to launch new product, introduce new technology 
in production We generruly find this type of entrepreneurs in our country, 

(~) lWodem or Revolutionary Entrepreneurship: 

When an entrepreneur introduces new methods of production, readily undertake risky 
projects, take courageous and bold decisions, make rapid expansion of his enterprise, he is 
called modern or revolutionary entrepreneur, Russia, China and eastern Europe.an countries 
are examples of such types of entrepreneurship. Educated youths of modem period believe 

in this type of entrepreneurship. 

(3) On the basis of Centralisation: Based on centralisation, entrepreneurship is 
mainly of two types: 

(a) Centralised Entrepreneurship: When industry and business ~re established in 
any particular area or special region due to required facilities and infrastructure available for 



its growth and development then it is known as centralized entrepreneurship. New 
entrepreneurs get attracted to these particular regions because of the easy access of facilities 
and market but such centralized entrepreneurship in the long run creates lot of socio~conomic
and cultural problems. 

(b) Decentralised Entrepreneurship: When different industries a:re established in 
different regions of the country it is known as decentrali7,ed entrepreneurship. Government~ 
of modem times always promote decentralization to avoid concer,tration of economic gmwth 
in one region or area. With an objective to create more employment opportunities, equai 
distribution of economic wealth, balanced and planned development of the country, the 
government is providing various types of incentives, facilities and grants to pmmote 
decentralization. Decentralised entrepreneurship plays vital role in the balanced social 
development of the country and contributes significantly in strengthening socialistic pattern 
of society. 

(4) On the basis of Size: On this basis, entrepreneurship is chielly of two 1),-pes:, 

(a) Large Entrepreneurship: In such establishments where huge amou,it or' 
investment is needed, production is carried on at enormously large scale, lllrge number of 
heavy machines and tools are in use, process of production is complex l!lld management of 
the business is done by qualified and experienced professionals !hen it is known as big 
entrepreneurship. In India, the Tata's, Birla's, Da!miya's, Banger's, Mittal's, Ambani's, Bajaj's J 

and othel!l comes under this category. Many core industries like coal, Iron & steel, engineeri_ng, I 
chemicals, electric equipments, cement etc. have been established under this category. La,ge · 
entrepreneurship gives birth to monopoly. ! 

(b) Small Entrepreneurship: The industry where the size of the enterprise is smsll, 
investment of capital is low, small numbers of workforce are employed and the production 
process is simple, it comes under small entrepreneurship. Small entrepreneurship is lallour 

· intensive. Village, cottage and small industries fall underthis category. Small entrepreneurship 

develop self reliance, generates employment and is responsible for decentralization of 
economic power, balanced regional growth, optimum utilization of local products and 
resources. 

(5) On the basis of entrepreneurial funetion: Liebenslein has classified 
entrepreneurship in two distinct fonns on the basis of entrepreneurial function. 

(a) Routine Entrepreneurship: Routine entrepreneurship is related with the routine 
managerial functions of an ente,prise. The main function of the entrepreneur is to look after 
the day to day working of !he establishruent by implementing !he programmes and policies 
of the enterprise. The chiefaim of this type of entrepreneurship is to manage the industry on 
minimum cost and at minimum risk. 

(b) New Type Entrepreneurship: New type entrepreneurship implies innovative ruid 
creative entrepreneurship. Toe chief function of lhe entrepreneur is to introduce new method 
of production, discover new mark~ introduce new product, implemeI!t innovative and 
creative ideas, and bring in new technologies to reduce c:ost and maximize profit. Such 
entrepreneurs look forward to change and improvement. 

(6) On !he basis of leadership: This entrepreneurship is basically a product of 
individualistic leadership, group leaden;hip or co-operative leadership. On the basis of 
leader.;hip, 1t can he divided in two fonns; 

(a) Individualistic F:ntrepreneunhip: In the individualistic en!repreneuiship all me 
functions of planning and management are carriep out by a single individual. The entreprenellf 
takes the decision of production, distribution, marketing and other related matters himseif 
single handed. The ownership or mam1gement remains in the hand of one individual. 
Individualistic entrepreneurship is possible only for small industries. 
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(b) Group En1repreneurship: This entrepreneurship is based on the techno structure 
of the society. This comes into existence due to large scale production, division of labour, 
technology, capital intensive production system and compJe)( co~rcial activities. In su~b 
type of entrepreneurship, leadership from one individual gets transferred to professionals or 
group of expert professionals: The experts who lake vital decisions and gives direction to 
the.day to day running of the enterprise are not generally the owner of the business but they 
play an important role in decision making process. Such entrepreneurship intensifies the 
pace of industrial development. Such entrepreneurs are called by the name of 'promoters'. 
!;lometimes these entrepreneurs desist from investing their capital in remote and undeveloped 
regions, because they lack basic infrastructure development 

Besides the above mentioned fotmS, the entrepreneurship can also be divided on 
other different basis such as: · 

Urban and Rural Entrepreneurship: The development of urban entrepreneurship 
is limited to metropolitan towns like Mumbai, Ahmcdabad, Kanpur, Kolkata, Chennai etc. 
This creates lot of socio economic problems such a.s slUillll, pollution, social crimes, congestion 
etc. When an entrepreneur comes from small towns, district, tehsils and villages, they are 
called rural entrepreneurs. Rural entrepreneurs are the chief agents for equal distribution of 
wealth, poverty eradication and economic development of villages and small towns. 

Systematic Entrepreneurship: Peter. F. Drucker generally talks about systematic 
entrepreneurship rather than general entrepreneurs. Such entrepreneurs mostly function 
under the guidance of certain principles and practices. This entrepreneurship is based on 
"objective innovations", They generally put focus on search of new market, new product, 
new customer and new opportunities. 

Need or importance of entrepreneurship 

Entrepreneurship is essential for the planned and balanced economic development of 
any country. With the development of entrepreneurship we can solve the problems of poverty, 
unemployment, low living standard, low production and many other complex pn:,blems. An 
ideal industrial society can be established in villages, teh.sils and small towns by promoting 
entrepreneurship. We _can overcome the evils of centralization of economic power generated 
by large and heavy industries in metropolitan urban areas. The importance and need of 
entrepreneurship can be explained by the following illustrations. 

(I) tstablisbment of viable units: More !111d more viable commercial and productive 
units would come up if entrepreneurs would be equipped with necessary tools, techniques 
and training. Untrained, lazy and uneducated entrepreneurs, would never succeed in turning/ 
making any industrial establishment into viable profit earning establishment. With the growth 
of entrepreneurship it would be possible to optimize the use of national resources, which in 
tum would minimize the losses and build the confidence of the entrepreneurs. Moreover, it 
will reduce the burden of revival of sick units on the government. 

(2) To develop entrepreneurial tendencies: With the planned development of 
entrepreneurship the spirits of entrepreneurial ability gradually grows among the individuals. 
Corporate sectors and government by organizing various training programmes develop the 
qualities of entrepreJJeurial abilities in individuals and tries to harness their productive 
capabilities. Tendency to remain busy during productive activity to achieve something 
purposeful leads to independent lifestyle which in tum gives birth to a rich and h•PP):' society. 

(3) To promote innovations: Growth of entrepreneurship leads to more investment 
in invention, research and development. Scientific temper and commercial outlook gets 
encouragement which leads to growth of technical knowledge in individuals. Hence innovations 
get new recognisation in society. New melhod, new techniques of production replaces the 
old methods. New goods are produced. Organisations embark on expansion and 
divernification. 



(4) Optimum utilization of Resources: The hutnllll and natural resources such as 

natural w~l!t, mi.olerab, raw materials etc, available in different parts, regions and areas of 
the country are optimally utilised. The entrepreneurs tak.fbenefit of the new research and 
inventions, insist on utilizing new raw materials to increase capacity of production and 
improve on the quality of the goods. They put maximwn effort to exploit and utilize natural 
and human resources effectively to derive optimum use with efficient managerial efficiency. 

(S) Increasing employment Opportunities: Development of entrepreneurship leads 
to establishment ofnew business and commercial units which gives emplo}ment to more 
and more. people. Local community gets employed in such manufacturing units. Under 
various development programmes unemployed youths gets opportunities of self cmplo}ment. 
Innovations further leads to e)<J)ansion of the existing un_its which in tum creates and generates 
more emplo}ment opportunities. Women, too, are getting emplo}meDt in this type of small 
and medium industries. 

(6) Balanced economic development: Development gaps !bat prevail in various 
parts, region and oreas .of the country are abridged (reduced) through the development of 
entrepreneur.hip. Developing countries are lagging behind in technical and development 
fields in comparison to developed countries of the world. Even vast·gaps/ differences in 
development and growth can be witnessed in various parts of the same country. e.g. In 
India Bihar, Orissa, North East are less developed as compared to Punjab, Haryana, 
Maharashtra and Gujarat. Such gaps at regional and provincial levels can be bridged or 
narrowed down by encouraging spread of small and medium entrepreneurs. 

(7) Rapid economic growth of the economy: Entrepreneurship strengthens and 
builds bold and courageous tendencies among individuals. People ·get encouragement and 
their confidence in creativity grows with each success, People remain in search of new 
opportunities of growth·that helps in establishment of new industrial and commercial units. 
This outlook/ spirit accelerate the economic growth which in tum takes rapid strides and the 
country achieves the level of full employment. 

(8) Social Satisfaction: The idea of privatization is gaining more acceptances all 
over the world in recent times. Government of many countries are promoting disinvestment, 
inviting private enlrepreneurs to n18Dage and operate public sector undertaking. This approach 
has inereased added responsibilities on private entrepreneurs to have a modem, progressive 
and forward looking outlook to address the expectations of the common people fulfilling 
their needs satisfactorily. With the growth of entrepreneurship JWW values have been created, 
level of social satisfaction has been increased and more utility value has been created for the 
benefit of the common man. 

(9) Promote Capital Formation: An entrepreneur is an important agent, who has the 
capacity to mobilize the idle saving of the public through tbe issues of industrial securities. 
Investment of public savings in industry and commerce results in productive utilization of 
national resources. Capital formation is a crucial problem of each and every nation. 
Entrepreneurs, by increasing the pace of industrial activities in the country, can increase in 
the capital formation which is essential for economic prosperity. Thus the entrepreneur is 
the creator of wealth. 

(10) Contribution in execution of Government policies: Entrepreneurs contribute 
significantly in the execution of government policies and in achieving national goals. 
Entrepreneurs help governmentto complete development plans, balancing import and export 
transactions and promotes in the balanced development of the country. Entrepreneur can 
join hands with the government in all development activities. 

(11) Means of Social Change: An entrepreneur act as an important tool of social 
change. Modem inventions and scientific outlook reduces and helps in mitigating traditional 
beliefs. Entrepreneurship brings transformation in peoples outlook. Society enters into the 
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new environment of hard work and cnterprisingactiviti~s. Education and knowledge spreads, 
As a result, society discards outdated traditional and conservativ.e_ approach to embark on a 
new lively result oriented scientific cullllre. 

(12) Minimise Socio-economic problems: With tbe establishment of more and more 
industries and increase in commercial activities, many existfng economic and social problems 
of th!! urban areas such as class conflict, social crimes~ increa~e in refugee camps, slums, 
impure environment etc can be effectively addressed. Many social evi.ls prevailing in rural 
areas such as dowry, drunkenness etc can be reduced and people's attention may be diverted 
to saving, capital fonnation and productive use, 

(13) Establishing self-sufficient society: It is possible. to establish self sufficient 
and self reliant society by bringing in productive revolution in the country. A developed and 
educated entrepreneur, by increasing the productivity of the enterprise, can contribute both 
in fulfilling the needs of the community and increasing the eJ<pOrt of materials and senices, 
People's standard of living would improve with the increase in the employment @d 
productivity. This will significantly held in saving, capital formation and a mark reduction in 
import of goods and senices. This in turn helps in fulfilling the dream of establishing a self 
reliant and self sufficient society. 

This elaborately explains drat entrepreneurship has a significant role to play in developi.ng 
country like India. 

Role of Entrepreneurship In economic development 

Entrepreneurship is the backbone of economic development. No country in the world 
can achieve planned and rapid economic development without the growth of entrepreneurship. 
Entrepreneurs carry out a Dll!Ilber of functions which are extremely extensive and vital. 
Thus, it is important to know, about th.e role of entrepreneurship in economic development. 
Economists differ in their opinion. We will analyz.e the views of different economists on the 
subjects elaborate! y, 

(a) Classical Ideology: 

Renowned economist Adam Smith l)as considered Economic Development on the 
basis of people); quality of saving and distribution. According to him, the capacity to save 
depends on the productivity of the worker.;, which is the result of efficiency of the workers 
and division of labour. Adam Smith in bis book has advocated the creation of CllJ)ital or 
capital formation as the chief element of economic development. 

David Ricardo has acknowledged only three elements labour, capital and wealth as 
the important tools of ewnomic development. He considered 'profit' as important device of 
saving which in the end becomes significant in capital formation, 

Among the classical economists, J.B. Say was the first such economist, who recognizro 
entrepreneur as an important factor in the process of economic development. According to 
him, it is the entrepreneur y.ho combines various fuctors of production into a unit of 
production and transfers economic resources from low productivity area to high productivity 
area where more profit is earned. 

Thus, we find that classical economists were unanimous in their views. They hardly 
give entrepreneur an imp~rtant place in the process of economic development. 

The process of..economic development was self-accelerating and self,controlled. 

(b) Modern Ideology: 
In the last few decades the economists all over the world have recognized the important 

role of entrepreneurs in the industrial and economic development of a nation. The 
achievements of entrepreneurs of developed countries attracted the attention of undeveloped 
countries. Underdeveloped nations in the recent ye.ars have cautiously focused attention to 
the development of entrepreneurs inspired by the great contributions of entrepreneurs of the 
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advanced nations. Thus, it has become clear that only the entrepreneurs can accelerate the 
. pace of economic progress by optimum utilization of available natural resou~ces of the 

nation e.g. labour , capital and teclmology. 

Most of the modem economists are of the opinion that entrepreneurs are the backbone 
of economic development Schumpefer advocated that an innovative entrepreneur puts 
science and technology to economic utility which becomes the corner-stone of · 
h1dustrialization. Parson and Smellsor were of the view that entrepreneur and capital are 
the two distinct ingredients of economic development 

Harbison sugges(s ihat an entrepreneur is the main driving force of any enterprise. 
The role of-entrepreneur depends on the economic system in practice in a country, available 
physical and·human resources, prevailing industrial, economic c-0ndicion, political system, 
social values etc. The socio -economic condition ofa countryre!lects the kind of entrepreneurs 
that will grow in the country, where the opportunities of development are immense and the . 
contribution of an entrepreneur ·would be manifold. -In an undeveloped economy where 

· capital, trained man-power, skilled labour force and infrastructure of developmenf are of 
poor quality there is always a dearth of innovative entrepreneurship. Such country will be a 
breeding ground fur only lazy, imitative, cautious and ~alculative entrepreneurs. Dearth of 
capital, technology and undeveloped market rc~ults in establishment of small and cottage 
industry in.backward and undeveloped country. 

With an objective to accelerate the pace of gro"'ih, the government of underdeveloped 
countries generally motivate small entrepreneurs by offering them various incentives in the 
fonn of tax cuts, ~vailability of funds at low rate of interest etc. In our own country, 
Government is helping and promoting small and cottage industries. Government through 
various schemes has focused its attention to increase the productivity of the labour force by 
imparting technical training and providing various types of socio-economic amenities. It is 
educating people and motivating them to start new industry in ruial and semicru:ral. areas, 
both at individual as well as co-<:>perative level for the diversification of economic base and 
removal of economic imbalances of various regions. 

Ralph Horwitz is right in saying that as a man perishes without an idea so an industry 
or economy stagnates witlwut·entrq,reneurs. · 

Various elements such as natural resources, :;;aving,,capital formation, income; 
. technology, socjal conditions etc. contribute significantly in the economic development ofa 
nation but in absence of an entrepreneur all these factors of production remaijl unproductive 
and lifeless. According to Drucker, "only entrepreneurs tum all these sources aTid factors of 
production into resources and convert it in the form of new prnducts which has utility 
value•. Thus, an entreprcneur is not only an independent and important source of production , 
but is also the father of all economic development 
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Important Questions for Examinations: 

What is entrepreneurship? Discuss its nature in dctaiL 

. Define entrepreneurship. Discuss ·its character and nature. 

Discuss the major types of entreprcneursbips. 

"Entrepreneurship is an innovative function, J.t is a leadership: rather than 
ownership."(Joseph Schumpeter). Discuss the statement and describe the various 

forms of entrepreneurship. 

"Entrepreneurship is a risk be~ing capacity as well as a capacity to i~novate." 
Elucidate. Discuss the need and importance of F..11trepreneurship, 

Explain the patterns of business entrepreneurship. 

Discuss the role of entrepre~eurship in the present scenario. 
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8. "Entrepreneurship is not personality trait, but a behaviour." -Discuss. 

9. "Entrepreneurship is created by the environment" Discuss. 

1 O_. Discuss the role of entrepreneurship in economic development. 

1 L Define concept of entrepreneurship development? What are the fundamental pillars 
of modern concept of entrepreneurship development0 

12. What is meant by entrepreneurship? Analyse the various views put forward by the 
various proponents of regarding its meaning. 

13. Discuss the old and new concept of entrepreneurship in detail. 

14.. Write a note on "entrepreneurship development". 

15. Discuss in detail the various theories of development of entrepreneurship . .... 



2 
ENTREPRENEUR: MEANING, DEFINITION, 
CHARACTERISTICS, TYPES,FUNCTION & 

IMPORTANCE 

Entrepreneur is the foundation-stone of modem industrial age because he is the 
importmt base· of the structure of society. lt would not be an exaggeration to say that it is 
the en/repreneur who plays a significant role in the economic and industrial development of 
a nation. He through his commercial activities protect the nation from many economic and 
social problems such as unemployment, low productivity, economic disparities, social . 
exploitation and social crimes etc, 

Meaning of entrepreneur: 

The word entrepreneur was first used in France in 16th century for famous military 
expeditions. Later the word came to be used for the persons employed in construction 
industry. But the word entrepreneur was first used for economic activities in 18th century. 
The spirit of enterprise in a person makes him an entrepreneur. This spirit has put an individual 
to the category of an industrialist 

Generally, entrepreneur is that person who establishes an enterprise, gathers necessary 
resources, manages and controls various activities of business. He undertakes the risk, 
faces the commercial challenges courageously and overcomes it. His chief function is lo 
bear risk But in the modem period it is only one of the important characteristics of an 
entrepreneur. The significant function of an entrepreneur is leadership and innovations.Tims,. 
in modem period, an entrepreneur is one who along with bearing risk introduces new goods, 
new innovations, new techniques, and new methods, in ihe process of production and 
possess ·leadership skills. · 

Defmition of Entrepreneur: 

Various scholars have defined the term entrepreneur in different ways according to 
.. their views hnt most definitions are related. with the role and functions of an enL-epreneur. 

Followin!! are some of the important definitions of an entrepreneur according to various 
tyJ,es _of economy: 

1. According to Classical Economy or Traditional approach 

In this period, the scope of entrepreneur was very limited. According to this approach, 
an entrepreneur has been defined as a risk bearer. Following are the definitions of classical 
economists: 

According to Frnnk Knight, · Tile entrepreneur is a group of persons who bear risk 
and meet the challenges.' ' 

·Richard Cantillon has defined entrepreneur as an agent who· buys factors of 
production at certain prices in order to combine them into a product with a view of selling it· 
at a reasonably high price in the future. 

F.B. Hahne terms entrepreneur as a person who bears risk involved in the process of 
production. 

In the above definitions, the entrepreneur is defined as a person who bears the risk · 
and uncertainties of business. Some risk can never be measured nor can be forecasted 
correctly. These definitions onl:v shed light on one of the aspects ,,fan entrepreneur. 
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· On the basis of Developing Economy·approach 

Entrepreneur has been seen as an innovator, an organizer and coordinator by industrial 
society. According to this view, entrepreneur establishes an enterprise, collects various 

sources of production, takes managerial decisions and discharges by co-coordinating 
fwtctions. 1bus, the performer of all these functions is called an entrepreneur. Following 

are the important definitions of an entrepreneur in context of developing economy. 

According to James Burn, "entrepreneur.is a person or group of persons responsible 

for the existence of the new industrial enterprises." 

R. T. Ely says, "entrepreneur is the person who organizes and directs· the p~oductive 
factors." 

Arthur Dewing defines entn.;,reneur as the one who transforms ideas into a profitable 
business. 

Analysing the above definitions we come to the conclusion that in a developing 
economy, entrepreneur is a person (or group of persons) who starts a business, collect 
resources such as capital, labour, raw materials, equipment, iechnology etc. and employ it 
to the enterprise. 

On the basis of Developed Economy approach 

In the developed economy, industrial activities becomes very complex which requires 
the services of exceptionally professional persons. In such developed country the function 

of an entrepreneur becomes very crucial and important. He carries a number of functions. 
He discharges his responsibility as an innovator and as a, dynamic leader too. Aware of this 
fact, some famous economists have given the following definition of an entrepreneur: 

In the word of Forrest Fra11tz, the duties of entrepreneur is more than that of a 

manager. He is an innovator and promoter as welL 

llerbtoo G Evans has defined entrepreneur as a person (or group of persons) who 
has the task of determining the kind of business to be operated.' 

According to Clarance Da11hof, an entrepreneur is primarily concerned with changes 

in the formula of production over which he has full control. 

Peter F Drucker is of the opinion that the entrepreneur always searches for change, 
responds to it and utilizes it,as an opportunity. 

Challanges Opportunities 

Innovation 

~---1 Management I---"' 
Economic Activities,__ ____ __, Cultural Values 
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1be above definitions clearly points out that in the modem age the role of an entrepreneur 
is of very dynamic nature. He is required to remain aware with the continuous changes 
taking place around him both externally as well as internally. 

Thus, an entrepreneur is a person who finds profitable opportunities in business, 
regulates economic resources, promotes innovations and manages risks and uncertainties 
involved in business. The below mentioned chart explains the fundamental elements of an 
entrepreneur .. 

Characlerlstics of an Entrepreneur: 

l) Risk bearer: An entrepreneur loves risk. It is very difficult to predict correctly 
the risk involved in any business. He always likes to take calculated risk and not the dangerous 
risks. 

2) Provider of Resources: The entrepreneur makes arrang<:ment of various things 
needed to establish a business such as capital, labour, land, equipment, tools etc. He collects 
necessary inforrnation, tools and knowledge to run a business. · 

· ' 3) Establishes new undertakings: In the developed countries too, the entrepreneur 
establishes new enterprise to expand and diversify bu.sines, activities. 

4) Work for satisfaction: He works for self actualization, to achieve target and 
work becomes the source of satisfaction for him Though he might strive to derive monetary 
benefit besides social prestige and self satisfaction, but monetary gain remains primacy aim 

5) Freedom Lovers: Entrepreneur instead of working as employees like to !~ad a life 
of hi.dependence. Hence, the inclination remains towards doing independent and courageous 
activities, 

6) Exploitation of opport11nities: Entrepreneur search for new business opportunities. 
He accepts every opportunity as a challenge and tries to utilize these opportunities to earn 
profit. 

7) An individual or Group of individuals: Entrepreneur mzy be an individual or 
group of persons. In the small enterprises, solo individual or group of persons impart the 
role of an entrepreneur. But in the modem age large companies, corporate sectors and 
corporations are coming into existence. 

8) Innovator: Entrepreneur always gives priorities to changes and reforrns, remain 
always ready to produce new goods, introduce new method of production, install new 
machines, find new raw materials and searches new markets for the product. 

9 ) High Achievers: A successful entrepreneur remains always willing to work 
hard. They have a rock like detennination. They set high target for themselves and believe in 
high achievement. 

10) Pre-occupied wilh the task: Entrepreneur sets a target for himself and keep 
fully occupied with the task. He remains totally committed to the task and focus his 
concentration lo achieve the goal. 

11) Optimistic outlooks: Entrepreneur always has an optimistic and forward looking 
outlook. He neither surrenders himself before the commercial challenges nor gels disappointed 
in case of failures or losses. 

12) Proressional class: In the modern era, entrepreneurs have emerged as a 
professional class. Many management institutions have produced entrepreneurs by imparting 
business training and commercial knowledge thereby improving on their business acuinen 
and skills, 

13) Reward of entrepreneurship is profit: Entrepreneurs receive profit in lieu of 
the services they render which are always uncertain. Generally, they function with an 
expectation of profit. 
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14) Emphasis on Research: Modem entrepreneur give emphasis on research and 
inventions .. He believes in experiment and change. 

I 5) Managerial Entrepreneur: "In the small industry, entrepreneur perfonns both 
the function of manager and administrator. But in big industries, entrepreneur and the manager 
.have a defined role to play. Entrepreneurs works as a promo_ter and also carries out managerial 
functions when required. 

16 An Institutio.n: An enlTepreneur is an institution io itself because it gives birth to 
so many institutions of society. In the modern era the institutional form of an entrepreneur 
has gained significance. 

17 Leader: He provides leadership to business and industzy. He finds the various 
industrial prospects in society to give boost to indusuy, commerce and trade. 

TYPES OF ENTREPRENEUR 
Thete is a vast difference in !yJ)es of enlTepreneur on the basis of personality, form, 

capacity and approach. Entrepreneurs can be of many types. ];ntrepreneurs can be classified 
· as follows: 

{I) On the basis of Innovative Quality: 

·The level of econo~ic development may vary from nation to nation. Developed 
economy gives birth to innovative, bold and cou,ageous entrepreneurs, whereas developing 
economy is the breeding ground for doubtful, hesitant and conservative entrepreneurs. On 
the basis of economic development, entrepreneurs may be of four kinds: 

( 1) Imitative ·Entrepreneurs: When an entrepreneur adopts the techniques, methods 
and ideas of a progressive and innovative entrepreneur without making any change, he is 
called !ID imitative entrepreneur. He himself does no new things and instead just copies his 
competitor's model. · • 

(2) Innovating Entrepreneur: This type of entrepreneur believes in innovating new 
ideas, methods and techniques. He is always open to bring.in changes as well as reforms as 
needed depending upon the situation. He introduces new goals, adopts new methods of 
production, discovers new markets for the product nnd recognizes the ente,prise. He always 
look forward to bring in changes and improvements. 

(J) Drone Entrepreneur, The entrepreneurs under this category mostly remain 
indifferent to new techniques and always show hesitation in adopting modem methods of. 
production. He refuses to adopt changes and is satisfied wid1 his status. This type of 
entrepreneur prefers to lead a life of case and comfort and abhors to face any business 
challenges and bear risk. · · 

(4) Fabian Entrepreneur: Such entrepreneurs are always found to be very skeptical 
in nature. They move very cautiously and allow experimentation to bring in any changes in 
their ente,prises only when it becomes absolutely essential and compulsory. They take decision 
at the last moment as they always liYe in hesitation and remain in confusion. 

(II) On the basis of Development: 

On the basis of development, entrepreneurs can be of many kinds as they give direction 
and speed to economic progress and development. 

(1) Minor Innovator Type: Such entrepreneurs always provide the required 
acceleration for speedy economic development by introducing innovation in phases. Such 
entrepreneurs always remain eager for optimum utilization of the material resources of the 

·.·country, but their contribution is limited. ' 

(2) Initiator Type: Entrepreneurs, under this category, always provide real pace to 
' actual economic development through participation in various innovative process for economic 



growth. Such process does not necessarily demand innovation from the entrepreneurs 

concerned and instead, it can be done through active participation for overall expansion and 
.development. 

(3) Satellite Type: Satellite entrepreneurs generally run and manage ancillary industries 

and at the· beginning such entrepreneurs play the role of supplier or mediator and in the 

process, gradually they start managing their independent enterprises. 

(4) Local Trading Type: These entrepreneurs arc local in nature and prefer to keep 

their economic activities limited to a particular area or region. 

(5) Prime Mover 1ype: Such entrepreneurs with their natural competence and 

inventiveness, function as prime movers and through effective contributions in the economic 

activities they accelerate the growth rate. They bring various diversifications in their business 

by introducing changes. 

( 6) Manager Type: 11-fanagcrial entrepreneurs through efficient management and coµtrol 

of their enterprises, successfully nm their operations. But such entrepreneurs hardly ·carry 

out any work of expansion or development of their enterprises. 

(Ill) On the basis of Various Activities: 

Carl Wesper divided entrepreneurs on the basis of their activities. According to him, 

following are the important types of entrepreneurs: 

(1) Pattern Multipliers: Such entrepreneurs by adopting various formulas of 

production, mu1Liplies similar kind of products. Many companies grant them permission as 

well as right for use of their formula. 

(2) Take-over Artists: Such entrepreneurs stage coup by taking over small finns 

and manage their operations. Sometimes, they carry complete merger of these small firms 

with ·their parent company. 

(3) Capital Aggregators: They possess special ability lo collect fund and help in 
establishing insurance and banking companies, which requires huge funds and large scale 

operations. 

(4) Speculators: Such ·entrepreneurs neither establish any enterprise nor produce 

. any goods but earn profits by way of commission, working as a broker in trading production 

of various reputed companies .. 

(5) Solo Self-Employed Entrepreneurs: These entrepreneurs are self-employed 

and carry out their functions independently eg. theatrical agent, physicians, mechanics and 

plumbers etc. 

(6) Workforce Builders: This type of entrepreneurs comprises. of individuals who 

independently provide their services to various machine shops, computer sectors, airlines, 

engineering, chemical, construction lnduslJY etc. 

(7) Product Innovators: These type of entrepreneurs always prefer to bring about 

changes in designs and models of various existing products to successfully introduce them · 

in _the market again and their. competitiveness grow ~ith the demand of the new products, 

(8) Uoutilised Reso11_r~e Exploiters: These entrepreneurs by accessing the unutilized 

and untapped natural and human resources of the nation, make available the required resources 

for production. Mining prospectors, war surplus dealers, Real estate developers, etc. belong 

to this category. 

(9) Economy Scale of Exploiters: The enlrepreneilrs falling under this category mainly 

facilitates increasing the purchasing power of the customers, which ·consists of discount 

stores,•postal industry, wholesale traders, etc. 
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(IV) From the angle of Sodal Benefit: 

The activities of an entrepreneur would either be self-profit or for the benefit of the 
society and such ·entrepreneurs can be classified in two parts: 

(1) Exploitative Entrepreneur: Such entreprenellis work for their self-advanta~e 
and earn mp:im11IO profit Generally, they put maximum efforts .and use their enterprises to 
maximize their individual profit. They believe in the dignity of labour but hardly feel any 

· sigoificance of self-respect. The social aspect of this economic activity remains as a subsidiary. 

(2) Model Entrepreneur: An ideal entreprene11I; under this category, manages his 
. business for the advantage and benefit of the society .and fulfills !he objective of the society · 

through his industrial and commercial activities. Thus,' an ideal entreprenellI under this 
· classification keeps on focusing tow:nds innovation, diversification, expansion; product 
· multiplication etc. and discharges his social responsibilities elTcctively and always remains 

aware about them. The motivating force of such entrepreneurs is the social satisfaction and 
not personal profit. . 

Functions of Entrepreneurs 

Entrepreneurs are required to carry a n11IOber of functions right from the establishment 
of their fiim to marketing or selling of the products. Their work caonot be limited only to 
production and distribution of goods. Instead, they are required to perform a number of 
functions for the developmen, and growth of society as well as rration. They initiat_e commercial 
activities in the society; accelerate the.process of economic development and perform various 
activities for social transformations. Hence, their responsibility may vary in accordance 
with time, place and situations: 

The functions of entrepreneurs can broadly be divided in three major categories: 

1) Establishment related functions: 

2) Management and organization related functions .• 

3) Moderri,functions. 

The following points explains the functions of an eritrepreneur: 

(I) Establlsbmenl Functions: 

Successful establishment· of an enterprise is the primary function of an 
·entrepreneur for which he is required to perform a number of functions, especially dnring 
establishing a business. The main amongst them are -

(I) To Imagine a Business '!ilea: The entreprenellI s~hes for.opportunities of 
· growth by applying imaginative power and creative thought. He puts to use his original ideas 
and thoughts to establish new business with high prospect lo earn profit 

(2) Investigation of the Proposition: The entreprenellI, after carrying out required 
market survey and investigation of the proposal, evaluates the feasibility of his business idea 

· and makes it certain that the plan can be converted into action. This is necessarily required . 
. to be done in order lo preyent wastage of money. 

(3) Project Pianning: ·Proper planning is necessary for the success of any enterprise. 
The .entrepreneur has to take many importllnt decisions prior to establishing any enterprise. · 
He goes forprimaryinvcstigation, collects necessary facts and figures and.various information, 
carefully analyses them before selecting the best alternative. 

(4) Preparation of the Project Feasibility ~eport: The Project Feasibility Report 
consists of detailed analytical statement based on project planning. ft is a factual and analytical . 
·document containing detailed report about various decisions taken about raw material, 
production techniques, 'Jabour requirements, plant structures etc. 



(5) Obtaining the approval of the Projects, An entrepreneur submits the project 
report to roncemed aJ,llhority for getting the enterprise, registered, thereby obtaining licence 
arid approvals, !liking finance from banks and other financial institutions and for getting 
v:n-ious other facilities with the concerned departments / authorities as well as officials. 
Hence, the process of submitting the Project Report and getting approval is sometimes 
called as selling the Project. , 

(6) Establishing Enterprise: At this stage, the entrepreneur pr04<eeds for estab lisbment 
of enterprise as per predetermined programme. In modem days, industri.;. are generally 
established in industrial estate • 

. (II) Management and Operational Functions: 

An entrepren~ur, after establishing an e~terprise, is required to manage and operate it 
efficietitly. Also, he is required to prepare suitable organizational structures, takes various 
managerial decisions including giving necessary directions and supervising and effective 
control of vmious activities. In modern time professional managers handle maximwn work 
of ~anagemeni l!!ld operation though the' entrepreneur himselfis also responsible for all 
these functions. Following an, the important mnnagerial and operatio~l functions of an 
entrepreneur:-

(!) 'Organizing and Managing tlie E~terprise: For making the ;,,ganizational 
structure, an' entrepreneur determines the function of the undertakings and distribute the 
worlc amongst the employees', diffi:rent departments and delegates authority to tl:icm. Thus, 
it is very essential th,µ an entrepreneur should possess managerial skill. ·· 

(2) Getting Finance: According to the requirement of the bus;;,_ess and financial 
plan, he makes arrangements for getting the finance. Keeping short-term and long-term 
financial requirements in view, he makes ammgements for fixed and ~orking capital., 

(3) Bearing Risks: An entrepreneur always lives with risks~ uncerlllinities during 
busin!'"& operations. He bears lhe risk at different stages o[flusiness operations. It is impos.sible 
to imagine business without risks. 

(4) Distributing Remnnenlion: The entrepreneur has to pay remuneration to every 
means of production in accordance with the services rend.ered by thorn. Payment of reward 

. and remuneration is based on marlcet conditions and productivity. 

(5) Formulating Efficient Marketing Strategies: In an age of international market, 
globalization and cut throat competition, making efficient tnarkeling strategies is the main· 
function of an entrepreneur, 

(111) Modern Functions: 

The entrepreneur. carries these functions at this high stage of economic development. 
He has to perfonn some functions in the interest and for the benefit of the society. Such 
functions me as follows: 

(I) Innovations and Diversifications: The most important function of an entrepreneur 
is to bring a change in the ~ociety. Through experiments, research as well as creative thoughts 

· he brings qualitative improvement Ill production and in process too. He,always remains busy , 
experimenting new ideas to satisfy theever-gr'owing need of the customers, improve_ their 

. standard ofliving, <:reate new values in society, to bring improvement in the utility of goods 
and services. 

(2) To participate in Entrepreneurship Programme: To participate in various, 
wodcsh,ops like development programmes, training programmes, wo_rkshops, seminars, etc 

are being organized by various governmental and non-governmental bodies such as 
government departments, banks, financial institutions, ro~ercial and technical institutions, 
management institutions, boards, corporations etc. from time to time help in lhe development 
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of entrepreneun;hip skill. They get infonnation to update their knowledge !lnd keep abreast 

with new ideologies, connncrcfal changes from these programmes; .. 

(3) To contrihnte towards National Development: The eotrepreneur uses the 
resources of society so he is bound to contribute to the society for its well being. By 

optimum utilization of the natural and man-made resources available in the country, by 

creating employment opportunities, geoerating source of income and fulfilling the social 

responsibilities, he helps in the development of the society. 

(4) To make Business's Future Safe: By efficiently managing the operation of his 
enterprise, the entrepreneur makes bis future safe. His main function is to make the present 
and future position of his enterprise safe. 

Importance ofEntrepreneur 

Enlreprencur plays m impartant role in the rapid economic development of a nation. 
Abundance availability of nat:ur.tl and human resources is not a yardstick to measure the 
prosperity of a country. Aetnally, it is the enlrepreneur who by jndiciously utilizing the 
nahrral resources of a cmmtry removes the hurdle that comes in the patli of the development 
of country. The rple and importance of an entrepreneur can briefly be explained as follows: 

(1) Captain of Industry: An enlrepreneur is considered.to be the main pillar and 
foundation stone of any induslry. He not only bears the risk but also manages the finance of 
the enterprise. He has a good foresight to know about the future business enviromnent. 

(2) The Wheel of Economic Development: The entrepreneur holds pivotal position 
in the economic development of a nation. The activities of entrepreneurs are to accelerate 

the rate of economic development of a counlry. He is the ·engine of economic system 

(3) Encouragement to Innovations: Entrepr':'eur focuses on research and invention 

to promote innovation in society. 

( 4) Ingredient of Modern Production System: These days, production is based on 
the demands of the future. Market conditions keep on changing in view of the choice of the 
c~stomer, prevailing fashion and change in the socio..:ultural outlook of the people. 1bc 
methrnls and the techniques of production have become extremely complex, In such a 

situation, the role of entreprenel]I is sinning significance, 

(5) Organiser of the Society's Productive Resourtts: James Bum believes that 
entrep,.'.,neur is an organizer of the society's productive resources. It is true as it is the 
entrepreneur who combines the factors of production e.g. capital, labour, land, raw materials 

and technology etc. to produce economic utility goods . 

(6) Estnblishment of New Business Unit: Because of the new industries set up by 
the entrepreneurs, new business comes in existence in the society. Entrepreneurs, convert 

<iractors of production into productivity. 

(7) Dynamic Agent: Entrepreneur brings dynamism in the whole etonomy by 
· introducing various reforms and transformations _in business, trade and connnercial activities, 

(8) Ambassador of Social Chnnge: An entrepreneur is c~nsidered to be the father 

of industrial civilization. Many creative chaoges take place in the structure of society because 
of an entrepreneur's foresighted progressive outlook. 

(9) Catalytic Agent: An entrepreneur is a catal,1ic agent in economic development 

He accelerates the rate of growth, introducing modern technology in production system, 

which in turn, helps in fighting problems ofunemployment etc. He lays down the foundation 

of o. self-reliant and self-sustaining ~ociety. 
,,,, ' . 
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Important Questions for Examination 

I . Define Entrepreneur. 

2. Discuss main characteristics of Entrepreneur, 

3. Explain the changing role and identity of an entrepreneur in modern business. 

4. "An entrepreneur isa person who creates an ongoing business enterprise from nothing", 
Explain. Describe the main functions of an entrepreneur. 

5. "To study the entrepreneur iflo study the main figure in economic activity." Discuss 
the role of entrepreneurship in economic development of a country with reference to. 
above statement. 

6. Discuss the role of entrepreneurship in economic development. 

7. "The entrepreneur is more than a manager. He is an innov_ator and promoter as well." 
Explain this statement and describe !he various types of entrepreneur. 

8. . "An entrepreneur is a catalytic agent in economic development." Explain and discuss 
the role and importance of entrepreneur in developing economy . .... 

NOTES 
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3 
QUALITIES OF A SUCCESSFUL ENTREPRENEUR 

The success of an enterprise depends upon !he qualities, competencies and try,.its of 
an entrepreneur. Being a successful business person requires certain bidc\e11 qualities in 
them. An entrepreneur faces lots of challenges during the operation of an enterprise but he 
never loses heart. His determination converts those challenges into opporrui:J.ities. 

Christopher is of the opinion that an entrepreneur must have the following qualities:-

(i) Determination and hardworking. 

(ii) Quality to bear the risk. (ID) High expectations. 

(iv) Desire to learn. (v) Dynamic and creative. 

(vi) Accommodative and innovative skills. (vii) Efficient salesmanship. 

(viii) Capacity to solve the problem and win friends. 

(ix) Courage to Wee initiative. 

(xi) Strong will-power. 

(xiii) Attractive personality. 

(xv) Strong character. 

· (xvii) Efficient in working. 

(x) Self-<:onfidence. 

(xii) Determination to succeed. 

(xiv) Good behaviour. 

(xvi) Responsible to cause. 

(xviii) Appreciation for value of time. 

Qualities of a Good Entrepreneur 

. I. Physical and Mental Qualities: 

(a) Hard Worker·: An entrepreneur's success depends on his hard work. For an 
individual devoid of hard woik, achievement remains an object of imagination, a sheer 
dream. A successful entrepreneur riever leaves anything to fate but strives hard to achieve 
his goaL 

(b) Sharp Intelligence: An entrepreneur must possess sharp intelligence, only then 
he is able to manage the enterprise successfully and utilize the commercial opportunities for 
the benefit of the organization. · 

(c) Imagination: Creativity, foresight and imaginative qualities distinguish an 
entrepreneur from ordinary individuals. Imaginative power gives birth to creative thoughts, 
which help him in planning profitable projects. 

(d) Alertness: In the age of competition, it is very difficult to manage an enterprise. 
Hence, the entrepreneur functions with alertness. 

(e) Sharp Memory: The entrepreneur should have sharp memory. He must remember 
· every incident correctly. An entrepreneur is required to do a number of tasks at a time. 

(I) Self Confidence: He must possess the capacity, capability arid. power to face the 
i:ommcrcial challenges boldly and remain cool even in adverse circumstances. · 

(g) Maturity: A matured entrepreneur fulfills his responsibilities and duties efficiently. 
He never gets excited to criticism and keeps his mental balance in full control during 
conversations~ business meetings, etc. 

(h) Foresightedness: With foresightednes, an entrepreneur predicts about the. future 
happenings, safeguards himself and protects the organization from possible future 
misfortunes. 



(i) Dynamic Ideas: An entrepreneur's success depends on his dynamic ideas. 
Conservative outlook'and miditional views is an obstacle to progress. 

(j) Willing to accept Challenges: An entrepreneur possesses the quality to accept 
new challenges readily. 

(k) Optimism: An entrepreneur should always be optimistic. He should never get 
dishearted by the failures. He must remember that failure is the key to success. 

(I) Ambitious: An entrepreneur is an ambitious per..on. A man lacking in ambition 
neither reaches his goal nor fulfils the target. 

II. Social and Moral Qualities: 

· It is essential to have social and moral qualities in an entrepreneur. With il:,.is ability he 
can successfully interact with people of different categories and increase the credibility of 
the enterprise. The qualities are as follows: 

(a) Sociability: An entrepreneur should be social and tactful. He must win Lli.e 
confidence of his employees, be courteous and possess cheerful disposition. 

(b) Politeness: An entreprenewc should always be polite. He can substantially iµcrease 
bis status, command others respect, keep his employees happy and satisfied by showing 
politeness towards them · 

(c) Sound Character: Sound characteris very essential for a successful entrepreneur. 
Only a dctennined and committed person lays the solid and sound foundation of an 
organization. 

(d) Honesty: 1he entrepreneur who carries the functions of his cntei:prise honestly' 
achieves success for a very long lime and earns profit. · 

.• (e) Co-o)ler&tive: Organization is the result of co-ordination. An entrepreneur works 
.. in:~o-op~•ti,op with others and interacts with various categories of business people. 

•.: (f) Loyal: He must be loyal lo bis people, organizntion and business associates. He is 
required to keep his personal interest subsidiary, to be faithful lo the interest of his custom~-r 
and government. 

(g) Respectful: He should be respectful to the genuine grievances from the other's 
point of view. He must show respect to the suggestioos and the views of others. 

(h) Likeable Dispositlon: He should be of hi:urn,le and likable nature. Good habits, 
humility, politeness, tolerance, forbearance and endurance maKe him a respectful person. 

(i) National Outlook: Every entrepreneur must not keep hlmsclf confined to a particular 
region or state but must possess national outlook. He should whole-heartedly co-operatedn 
!he implementation ofnationaJ development schemes and other economic planning formulated 
by the government. 

III. Business and Leadership Qualities: 

Professional entrepreneur, by successfully marketing his commercial qualities and 
business tact, ensures the success of the entei:prise. Follo,.,ing are some· of the essential · 
qualities of a successful entrepreneur: 

L Entrepreneurial Ability: Courage is the basic requirement for doing business. 
"Without courage business cannot be done". To have courageous ability the entrepreneur 
must have the following qualities:-

(a) Entrepreneurial Philosophy: The entrepreneur should always possess courageous 
atti.tude and progressive views. He gets strength to achieve the target by bis positive approach. 

Each failure teache~ him some lessons; he rectifies his mistakes and continue his work with 
extra vigor to achieve the targets. Positive and forwar<l•looking approach consrantly keeps 

him aware about his responsibilities and goal. 
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(b) Positive Attitude: Entrepreneurs generally have keen and deep interest about his 
business. They feel proud of their achievements and get satisfacti9" from their work. Positive 
.attitude helps them in maintaining entrepreneurial philosophy. 

( c) Desire for Responsibility: Entrepreneurs execute their responsibilities to get the 
desired result with sincerity, They have strong desire to bear responsibilities. . 

(d) Preference for Moderate Risks; Entrepreneurs are very balanced and disciplined 
in bearing risks. They never gamble while undertaking any risks. 

(c) Stimulation by Feedback: Entrepreneurs remain stimulated by the f~dback of 
their past perfunnances and results. They evaluate the effectiveness of their actions and 
perforrna1_1ces with the progress of the work, They do carry self-appraisal of their work. 

(f) Energetic Behaviour: Entrepreneurs always remain active and energetic. They 
do possess some extraordinary energy and power. They gi,nerally remain more active and 
energetic than common people. · 

(g) .Organizing Skill: Entrepreneurs possess special ability to organize their resources 
effectively. They do have•unique skill lo handle manpower and utilize their finance optimally 
to get the desired results .. 

(h) Attitude towards Money: Entrepreneurs attach more imponance to high 
ach_icvement,rather than only monetary gain or cash prizes. · 

2. Leadership Ability: Entrepreneurs develop team spirit in the enterprise by their 
leadeiship ability: They inspire ~nd give proper direciion to the employees to boost their self
confidence. He visualises business opportunities, commence new projects, plan future 
growth, collect physical, human, financial resources, fix targets for the ·entetprise to achieve 
desired results. 

An entrepreneur's leadership behaviour can be classified mainly in two categories:

(a) Task-Oriented: In such leadershipbehavio~, the entrepreneur focuses his attention 
to achieve results. He gives priority to increasing productivity and measuring .the progress 
of ll!1 enterprise, but ignores the expectations and needs of the employees. 

(b) Person-Oriented: In such leadership behaviour, the entrepreneur carries the 
'Junctionin& of the enterprise ·giving due importance to the expectations, desires, needs and 
v.iews pf his employees. He maintains team spirit, co-operation and co-ordination. 

. . 3. Risk taking capacity: To live in risks is.the fundamental quality of an 
entrepreneur. He is always ready to face uncertainties and bear risks b~t-the entrepreneur 
nev~ gimtbJes, he takes only calculated risks. · · 

'j•:. ••. · ''-•-~'' . . 

- · 4. Explore po•sihillty of other options: An entrepreneur should explore the 
possibilities of various alternative options keeping in view the objectives and propensity of 
risks involved in business. 

5. Evaluation of options: An entrepreneur collects various informalion from market, 
studies the forecasts, competitions and financial conditions, evaluates various options and 
then selects the most feasible option. 

6. Reduce the risk factor: An entrepreneur can take following steps to reduce risk 
factors, working against odds and unfavourable situations: 

(a} Study the maximum capacity of an enterprise .. 

, (b) Experiment creatively and innovative options in odd circumstances. 

( c) Plan strategy to implement the revised plans. 

( d) Generate enthusiasm, motivation, inspiration, co-operation while implementing 
new plans. 



·"' ;J. Implementation: En!Tepreneur should make scientific planning in implementing 
the new plans after selecting the feasible options. Bearing risks is an inherent quality of an 
en!Tepreneur. In fact, entrepreneur is aware of his capacity while taking risks and accepts it 
as a challenge. · · 

8. Decision Making Ability: An entrepreneur should have instant decision making 
capability then only he derives maximum benefit from the commercial opportunities. 
Entrepreneur should follow following procedures for effective decision-making:-

( I) Identification of Problem: He must identify !he nature offue problem and search 
for the possible reasons. 

(2) Search of Alternative Solutions: Having identifying and classified the nature of 
the problems, entrepreneur should go for alternative solutions. 

(3) Finding the Best Solntion: The entrepreneur should select the best possible 
solutions based on.various yardsticks such as intensity of risks involved, limitations of 
resources,_ etc, · · 

(4) Implementing Decision: Implementation of decision is more important than 
taking decision. The success of a decision depends on the way it is implemented. 

9. Ability of Business Planning: He establishes and manages the enterprise by his 
imaginative power arid creativity. He turns the dream into reality by bis ability of business 
planning. 

10. Organization Skills: Entrepreneur prepares the organizational structure of an 
enterprise. He selects people, allocates their portfolios depending on their skills and abilities .. · 
By effectively managing the physical, financial and manpower resources he creates proper 
working condition. 

11. Ability of Managing lime, Time is the most scarce and expensive source of an 
entrepreneur. lnnovatioos, search for opportuni~es and effectively solving the problems are 
the most important functions of an entrepreneur. He should manage-time to get things done. 

12. Technical Skill: The entrepreneur must possess special technical skill 
required to run an enterprise. In the age of specialization, an entrepreneur mu.st possess 
basic knowledge about various techniques, machines, production processes, methods etc. 
used in production. 

13. Human Skill: Entrepreneur has to interact with various group.sand categories of 
people. Hence, he is required to understand human behaviour with the ability to inspire, 
motivate and co--0pemte with them in normal functioning of the ente,:prise. 

14. Knowledge of Busine"' Enterprise: Entrepreneur executes his plans and projects 
in society for the society. Hence, he must be aware of the business environment. 

15. Innovative Ability: Entrepreneurs must possess innovative ideas and ability to 
apply bis creative ideas to achieve business objectives. 

I 6. Awareness toward• Social Environment: Entrepreneurs are the industrial and 
commercial leaders of the society. They are expected to manage .and operate their business 
according to the social expectations and demands of the society. Hence, they must be aware 
of the traditions, customs, lifestyle, culture, habits, opinions of the people. · 

Important Questions for Examination 

I. Describe the essential qualities of a successful 'entrepreneur'. 
\. 

2. Discuss the qualifications of successful entrepreneurs. 

3. Define 'entrepreneur'. What are the qualities of a good en!Tepreneur? 

••• 
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ENTREPl{ENEURIAL MOTIVATION FACTORS 

"A motive is defined as· an inner urge, that moves or prompts a person to action". 
'• S. 'R. Daver. 

Meaning and Definitions of Motivation 

Motivation is an art of directing human behavioral power and getting its co-operation. 
The word 'motivation' is d~rived from the word 'motive' which, refers to, something ,that 

causes somebody to act in a particular way. Thus, motivation means stimulating the urge of 
a person to act in a particular mllIIIler to achieve something desirable. In modem time, 
Lasely used the word 'motivation' in 1938. According to him, motivation is CO!]lrolled by 
various internal and external catalysts, which activate the central nervous system vigorously., 

According to William G. Stock, "motivation".means lo encourage people into action 
lo gel desired resull It may qe defined as the process that motivates a persoll'into action and 
induces hint to continue the course of action for the achievement of goals. It is an ongoing 

process because hnffiWI needs and goals are never completely satisfied. 

According to Dallon E. McFarland, motivation refers to the way in which urges, 
drives, desires, aspirations or needs directly control and explain the behaviour of human 
beings. ' 

Klmllal Young terms motivation as an acquired inducing power that causeshuman 

beings to act as a member of society and partner in culture. 

According to Carol Shartal, m~tivation is an impulse that drives a person into action 
to achieve certain goals. 

Jusius and Slander were of the view ·that motivation is a process of encouragement 

lo derive desired results. 

David C. McClelland considers motivation a psychological (actor that prompts the 
behaviour of an entrepreneur to certain action. This psychological urge remains inherently 

present in every individuaLindividuals are motivated fo achieve higher goals and to fulfill 
their ambitions and f~r this they make serious efforts. According to McClelland, a person 
acquires lhrec types of needs: , , · 

(i) Need for affiliations, which refer to maintaining wann relations with others. 

(ii) Need for power that means the desire to dominate and influence others. 

(iii) Need for achievement which implies one's will to excel in his/ her efforts or 
one's desire to accomplish something with efforts. · 

McClelland was of the view that people with high neea for achievement are 
, chfL.-acterized by the following ingredients: 

(i) 

(ii) 

(in) 

(iv) 

(v) 

They set moderati;, realistic and attainable goals fot them. 

They are keen to find solutions for solving personal responsibilities. 

They need concrete feedback of their functioning. 

They have need for achievement for attaining personal accomplishment. 

They look for challenging task. 



According to McClelland, "Entrepreneurship is to achieve result for w hicb i~novatiun, 
risk bearing and decision malcing capacity is an inhereni ability/ ingredient". 

Thus, motivation is a process by which an individual or group of individuals are 
directed to work. It is that power .which induces an individual or group of individuals to. 
work ·for desired results. It encourages them, promotes them to work for maximum 
satisfaction. In general, motivation means that psychological power which inspires person • 
to worlc. It implies an inner state that causes a person to act towards the attainment of goals. 
It is an inspirational process of steering an individual's inner drives and actions towards 
certain goals. 

CHARACTERISTICS OF MOTIVATION 

Following are the chief characteristics of rr:otivalion according to Ghisall and Brown: 

1. !'vloti•.1ation :s very complex. 

2. Various motivations sometimes gives birth to common behavior. 

3. Individuals sometimes remain ignorant about some motivations. 

4. Motivations sometimes produce different results ~ different circumstances, 

5. Motivation differs from people to people or (jifferent people have different 
motivations. 

6. Common motivations produce different result. 

7. Motiws are of different kind and different characteristics. 

Dr, S. C. Saxena expresses different view about the c!IBracteristics of motivation. 
According to him, motivation has following salient features. -

l. Motivation is a managerial character .. 

2. Motivation is a medium of getting co-operation. 

3. Motivation is a method of work. 

4, ~t:~d anJ fl.1otivatiou ha\.e direct relationship. 

5. Motivation differs from productivity and morale. 

6. Motivation is psychological process. 

7. Motivation comes from various sources . . 

8. Motivatiun clarifies the behavior of individuals. 

9. Motivation is a contiouous process. 

J 0. Motivation is an inner feeling and comes spontaneously. 

Scholar,; have prepared a fundamental modei of motivation after thorough study. 

This model explicitly shows that individuals put better efforts in condition of high 
motivations. 

Various entrepreneurship ·development programmes are organized to enhance 
entrepreneurship. E_. D. P. is mainly or&anized for such persons who due to various 
circumstances fail to become entrepreneurs. To encourage entrepreneurship, various non
moneta,y promotion schemes are introduced besides monetary schemes. Various methods 
are adopted to mentally prepare entrepreneurs to start enterprise and industry. Through 
psychological and mental inspiration more and more youths will be roped in t<> start more 
enterprises. 

Motivation helps entrepreneurs to achieve particular results or goals and are called 
achievenwntmotivation. 
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It is inherent in human nature that any individual desire. to move ahead of others. The 
desire of suprema~y is an important factor pf an individual's urge ·to excel. E_ntrepreneurs 
believe in high achievements and growth. Hence, they remain dynamic, ambitious and 
hardworking throughout their lives. They believe in struggle and aspire to look different 
frrim ·others. · 

Highly ambitious people have the following characteristics:

I. 

2. 

3. 

4. 

5. 

6. 

7.. 

8. 

9. 

Individuals love to bear responsibilities. 

They prefer to undertake connnon risks. 

They try to get feedback and results of their actions. 

They are prepared to face any challenge. 

They are innovative in nature. 

They_ show some inner natural qualities or their abilities. 

They demonstrate tolerance towards their surrounding. 

They display dynamism in nature. 

They exhibit strength of character, courage, boldness and aggressiveriess.· 

Objectives of Achievement Motivation _ . 

Achievement motivation has following objectives: 

I . Prepare the entrepreneurs mentally. 

2._ Help in selection of targets. 

3. Make efforts to achieve results. 

4. Develop determination capacity in entrepreneurs. 

5. Enhance desire for achievement. 

Sources of Motivation 

(1) Power driven Motivation: Under this, individuals are inspired to work to 
. enhance their social prestige and status in society. Individuals make effort and strive hard to 
get desired result but of external pressure. 

(2) Mflliation based Motivation: Under this, individuals are motivated to work 
hmd to establish and maintain friendly relations with others. Out of some attachment, the 
individual aspires to achieve higher goals and remains determined till he accomplishes the 
target. 

(3) Achievement based Motivation: Under this, individuals are induced to strive 
hard to get desired results out of their own effort. In fac~ when an individual desires to 
achieve something unique he puts all efforts at his command and remains determined to 
achieve it 

Generally, 'inspiration' is an important factor in the progress, growth and development 
of entrepreneurship in sociely. Hence, motivational factors are combined together to explain 
humanruotivntion lhrough human needs and human nature. All the needs are classified_into 
five characteristics as follows: 

I. Need for achievement. 

2. Safely, security and power needs. 

3. Esteem, status and self-actualiwtion needs. 

4. Socilll needs. 



I 
1. 

5. Psychological needs. 

Several researches have been conducted to identify the factors that motivates people 
to start and operate the business enterprise. A number of factors were found to be responsible 
for the growth and development of an enterprise. '.They are: 

· (I) Desire tu achieve higher results and enhance s0cial prestige. . ' 

(2) Desire for innovation. 

(3) Satisfaction derived from production and creative activity. 

(4) Self-satisfaction and self-<levelopment 

(5) Desire to lead independent life style base-0 on self-reliance and self-<:ontrol. 

(6) Ambition ta earn more wealth. 

(7) .. To start an independent profession. 

(8) Urge to get soci'II recognition from commercial ventore. 

(9) National motive, urge for social service, craving to _serve mankind. 

(I 0) Iintreprroeurial abilil)c 

The above factors determine the motivational elements of an entrepreneur who 
succeeds in attaining desired goals. These factors motivate an entrepreneur to achieve the 
targets. · 

Important Questions for Examination 

L What is. motivation? Discuss its ch'lfacteristics. 

2. What do you mean by motivation? Explain its objects and cbaract~7istics. 

3. Detine motivation and explain its characteristics. 

4. &plain entrepreneurial motivation factorn . 

••• 
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5 
TARGETS AND BUSINES.S IDEA 

The success of an entrepreneur depends upon the s.ele~tio~· of a· suitable goal and the 
efforts made by him to fulfill that target. The selection of an attainable target is the chief 
driving force behind every effort. Work without set objectives leads an enterprise nowhere. 
Motivation is an importance element for the growth and development of an enterprise. An 
entrepreneur is inspired to work hard with an ambition to achieve desired result He desires 
to acquire and accomplish such results for which he should be proud of. A person or an 
entrepreneur can never be successful if he does not have a Sui.table lllrget. Inducement to 
accomplish higher goals becomes the comer stone for an all round development cf an 
enterprise. The entrepreneur never works for mere profit but works to achieve higher targets 
to earn commercial prestige. 

Thus, the entrepreneur should make his entry into the industrial world only after 
detennining a target for the enterprise. Targets can be related with production or service or 
JJrofit. ·If an entrepreneur fixes a target he remains internally self-motivated to accomplish it 
and makes constructive effort. Result oriented plans can easily be formulated aller setting 
proper targets for the enterprise. 

Meaning of Targets 

'Entrepreneurship' is a process of economic and commerc;,;l activity carried out by 
entrepreneur,; who have definite targets. An entreprL'lleur carries out various activities right 
from establishment of an enterprise to management and expansion of an enterprise on 1he 
basis of set targets, 

Hence, it can rightly be said that 'target' is that desired goal in the field of 
· entrepreneurship which governs and guides all the entrepreneurial activities. The entrepreneur 
focuses his attention anµ makes combined efforts to achieve the desired goal. 

Definithn nfTargets 

Various scholars have defined 'target' according to theu own views. 

(I) Luie A. Allan says "The target means final result". 

(2) Kuntz and O'donell defines "target as final point of all managerial activities". 

Hence, it is clear that target is an entrepreneurial activity by which an entrepreneur 
manages all the activities according to the connnon objectives of the business enteq,rise, 
utilizing effectively the available resources for the attainment ofpre-detennined results. 

Procedure of Target Determination 

Determination of target is complex and important procedure as it ensures the success 
of an enterprise. Management ofall activities carried out by an entrepreneur is done according 
to the pre-<letermined goals. Following are the procedures adopted for determining lhe target. 

(A) Motivation to atroin goal: 

'Profit' is the major element; which motivates an entrepreneur towards entrepreneurship. 
He indulges in business activities because it guarantees regular income along with employment. 
In fact, entrepreneurship and profit are both complementary to each other. 

Entrepreneurs are motivated to attain goals from 'profit'. Entrepreneurs urge for profit 
is necessitated for the long-term operation of their commercial units for the growth of the 
industry and expansion ofthe existing units. Besides profit, innovations and expansion of 



colnmercial activities inotivates entrepreneurs to set targets. Creativeness of the customers 
aiso inspires entrepreneurs to detemrine targets. 

(B) Determination for Targets: 

The entrepreneur detemrines the target soon after the establishment of the enterprise. 
Detcmrioation of targets in the present era of increasing cut throat competition, large scale 
production, development of new technology, changing methods of production and too much 
influence ofiabour unions makes it a very complex and difficult aflair. 

According to Allan, a commercial insti!ulion can detennine targets in various field of 
activities according to the following nonns:-

(i) Detennining the objectives of the Organization: The entrepreneur first decides 
about the objectives of the organization. These objectives should be of wide ramification, 
well co-ordinated to fulfill both long-term and short-term needs. The service of profussional 
is desin;d while setting such objectives. Profitability, status of distribution, productivity, 
naluie of product, personnel management, social responsibilities etc. are decided under this 
programme. 

(ii) Time bound determination of Objedives: After resolving the general aims and 
objectives, organization's short and long-term objectives are decided. Under this, full co- . 
ordination is required to meet both objectives. 

(iii) Division of Objectives: The entrepreneur divides the objectives at unit level, 
individual level and departmental level. These objectives are settled in the_ form of 
implementation. These objectives should be decided in such a manner that all the objectives 
of the orgauization are realized. 

· (iv) Periodic Seminars: [tis essential for the accomplishment of target that periodic 
seminars and symposiums be organized between seniors and sub-ordinates. Through this 
medium, the sub-ordinates get necessary information about the commercial objectives, while 
the seniors, managers lllld entrepreneurs become aware of the difficulties raced by sub
ordinates. Seminars also help in establishing cordial relationship between the entrepreneur 
and employees. 

(C) Challenges: 

.• The entrepreneur faces various kinds of challenges during the course of detcmrioing 
commercial target. These challenges create obstacle in the development of an enteq,rise. 
These challenges may be of two kinds;-

( a) Internal Cludlenges: Internal challenges consists of faulty selection of targets 
based on wrong information, faulty employment, imperfect management, defective production, 
insufficient production, capital shortage, excess production, shortage of labour force, 
desertion, mass migration of workers, lack of training, absence of motivation etc. 
Entrcprenenrs encounter lot, of difficulties while implementing development plans of the 
enterprise. 

(b) External Challenges: External challenges comprise absence of basic infrastructure 
facilities such as water, electricity, power; transportation, tclecom :facilities, banks and fmancial 
institutions etc. Non-availability of sufficient capital, loon facilities, irregular raw material supply, 
lack of proper inspection facilities, problem in the application of modern technology, problems 
of distributions, rigid government policies, excessive rate of la.xation, corruption in government 
department etc. are other external challenges. 

Entrepreneurs must take stock of these challenges while formulating targets and find 
ways and means to overcome these challenges. 

(l) Stability in market: The entrepreneur is required to take stock of the market 
condition before producing any article. He must find out whether the demand of the produce 
is stable or not. 
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(2) Awareness about competition: He· should be aware of the prevailing competition 
in the market for the produced item 

(3) Kn·owledge of risk involved in production process: He should be fully aware 
about the risk involved in the production process before setting production target of the 
product. · 

(4) Knowledge about government regulations: He should be fully conversant with · 
· the existing rules, regulations and controls of the government for the product before 
production target. · 

(5) Study about the demand of the product: PriOr to d;,ciding production target, a 
thorough survey should be carried out to ascertain the demand of the product. He must 
study whether the demand for the product is permanent or seasonal. 

(6) Study about the cost of production, price and profit; He must analyze the cost 
of production, price and ratio of profit before deciding the production target 

Thus, we see that enlYepreneurs face numerous challenges of market conditions, 
competition, pricing technique and melhod of production, demand etc. while setting objectives 
of the business establishments. 

Solving Business Challenges 

Business challenges and problems can be resolved in lhe following ways: 

( 1) Well planned Programmes :' To face the day to day business challenges, a well 
planned business programme is formulated which addresses the problems easily. 

♦ Money to be borrowed at low rate of interest and on easy terms. 

♦ Ensure regular supply of good quality raw materials at competitive rates. 

♦ Trained and expetjenced workers be employed in the business. Training to be · 
imparted to the untrained and unskilled workers. 

♦ N ccessary industrial infrastructure should exist near the industrial establishment. 
Industrial units be established in such places wh.ere proper industrial 
infrastructure is readily available. 

♦ New production technique should be easy and feasible. 

♦ Higb quaiity modern machines and tools are used in production to maintain 
quality of the product. Only through application of modem tools, the target of 
best product at low cost can be realized 

(2) Product Planning: Product planning depends on the following elements:-

♦ · Availability of technical knowciiow: · 

• Technical knowledge of the entrepreneur. 

♦ Managerial qualification. 

• Availability of infrastructure .. 

For this, a sufficient industrial guidanc~ can be preferred. -

(3) Technical Knowledge: Techniques, which gives high quality product at minimum 
cost should .be adopted. Only IYained and skiUed persons must be employed. 

(4) Human Resource Management: Selection of right person for the right work 
increases the efficiency of tbe enterprise. Work oriented training should be imparted to the 
employees to increase productivity. 

(D) Creativity: 

After detailed study of the problems, challenges, obstacles and analySLS of the prevailing 
conditions with regard to deciding the objectives, the entrep~neur disch~rge~ many Jutie'.i, 

t 



implement various decisions, functions under extremely odd si\1Jation in. the process of 
establishment of the enterprise. All these functions are covered under creativity. 

According to Lawrence Moro, creativity implies bringing of new products and new 
items whereas innovation implies introduction and application of new ideas. According to 
Sten, effort of any new work, when produces new result and is considered useful by the 
group_ is called creativity. 

According to Good, "Creativity is an idea, which produces new objects and things 
useful to the group . .Mutual understanding, idealism, originality, adaptability, elasticity, ability 
oflogical progress are the basic elements of Creativity" . 

. Campwell says, "Creativity is an ability to bring new product into existence whereas 
innovation is a process of doing new things in a new way". 

In entrepreneurship, high targets can be achieved through creativity and 11ew ideas 
and new concepts can be developed. 

Entrepreneurs look for new ideas and new concepts_ for the establishment of new 
indtLstry. The fundamental element of creativity is to conserve those ideas and find new 
alternatives to substitute their uses by the group in various forms. Good ideas never crpJJ up 

. suddenly but they come under creative thinking process. Imaginative person provides them 
fertile ground _to grow and prosper. 

Characteristics of Creativity 

Following are the prime characteristics of creativity: 

(i) 

(ii) 

(iii) 

(iv) 

(v) 

(vi) 

(vii) 

Thinking Process: Creativity is a thinking process, which is usefully related 
with the mental ability. 

Novelly: It is related with application ofnew ideas, development of new product 
and bringing them into utility. 

Comprehensivene•s: it is a comprehensive ideology, which can be used 
extensively for any work. 

Imaginative: It is not logic but is imaginative by which things can be viewed . . 

in a differently new way. · 

Iotemal Inspiration: Creativity can neither. be produced by any technique 
nor manufactured by any technology but it comes from within, Itis a contribution 
of internal inspiration. 

Iotrln•ic Quality: Creativity i.s an intrinsic quality. It comes from heredity. 
However, by proper training it can be developed and toned up. 

Related to Personality: Creativity is directly related to personality. It has 
three basic elements viz knowledge, thoughtfulness and wisdom. 

(viii) Attitude: Creativity is neither a technology nor a philosophy but a mental 
attitude, 

(ix) Social Environment: It is closely associated with the individual's social 
environment. 

(x) Original Contribution; It welcomes original ideas and adopts them easily. It 
does not include customarily used ideas. 

(xi) Universal: Each individual possess some kind of creativity. It is universal. 

Generally, people take innovation and creativity in th_e same sense while tbe. actual 
meaning of both these terms are different. 1he ability of bringing innovation in actnality is 
called creativity while the process of doing new work is called innovation. Any imagination 
or idea cannot be valuable till it is not transferred into a new product or service. Innovation .. 
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of any idea is a transformation of creative imagination and concepts into profitable experiments. 
Thus, creativity is pre-requisite to innovation. 

Conditions of Creative Pro~s 

(I) Ideotificatioo ofldeas: At this stage, an idea is identified. New idea_ takes bilih; 
it may be in the fa.rm of imagination or a new solution to a problem. 

(2) Explanation of the Ideas: This is the stage in which new ideas are explained, 
discussed and narrated in an analytical way. Facts, figures and data are collected to substantiate 
the new ideas. 

(3) Development of.Ideas: Idea takes roots, leaves it,; infuncy stage, develops and 
grows. 

(4) Acceptability of Ideas: Ideas get meaning at this stage; start getting acceptance 
and belief in its practical utility gains ground. It comes into practice. 

(5) Certlllcallon of Ideas: Ideas are seen, practised and used from different angles. 
It is put to various tests and experiments to become univer&!Ily acceptable. 

The establishment of an industry or business is impossible without the establishment 
of ideas. Before starting an industry or a business, the idea is generated in the mind of the 
entrepreneur. He requires creative business ideas and concrete programmes to give shape to 
his imagination. An entrepreneur engages himself to find new opportunities and constantly 
remains in search_ of high life style. He analyses and scrutinizes his search for opportunities 
to provide optimum satisfaction to the customer by his services and products. This exercise 
helps in the development of innovative ideas. He brings in transformation, reform in his 
services and product by invention. research and creative thought to take maximum advantage 
of the profitable opportunities to make his enteiprise progressive. 

Meaning of Business Ideas 

Opportunity means taking advantage of the prevailing conditions. The process of 
deriving maximwn advantage from the prevailing market conditions is called business 
opportunities. Business opportunities comprise of all the activities carried out byan entrepreneur 
and decisions taken in regard with estahlishment of a unit of industry. 

McNotan has defined business ideas in the following tenns:-

"With the identification of the business opportunity each business establishment gets 

its recognition and after testing its feasibility and profitability the decision to establish the 
enterprise is taken. lt primarily consists of three main factors: 

(1) Motivating elements of a business· 

(2) Business ideas 

(3) Test of business ideas, its feasibility and profitability." 

Identification of Business Ideas 

Identification of business idea is the primary stage of business. This can be studied 
on the basis of following points:-

(!) Alt_ernative use of Natural Resources: Many natural .resources are not 
economically utilized, though entrepreneurs by their wisdom and effort strive for an alternate 
use of those resources for economic benefit. 

(2) Scientific Dlscovery: The entrepreneur utilizes his mental power to discover and 
invent new things. Scientific invention through research offers vast Opportunity to an 
entrepreneur to increase his profit. 

(3) Idea of new designing of Product: Now a days people want to have the latest 
designs of various products. Hence the idea of producing new designs according to the 



demamhof the market and consumers proves to be profitable. 

(4) Idea of Quality Improvement: If an entrepreneur can produce a product of 
improved quality at same price as of existing product then he can maximize his profit. It also 
helps him to establish his nan,e and fame among his competitors. 

. (5) Idea related with discovery of Electronic Items: In the present age of 
electronics, the entrepreneurs keenly desire to inlroduce electronic machinery and technology 
in the production process. This idea too appears quite useful to the consumers. 

(6) Other budness Ideas: The entrepren.eur may welcome many other business 
ideas which are profitable to himself and customers both, which helps him to run aild · 
rrillnage bis enterprise profitably "'1d successfully. · 

Essential elements required for the establishment. of business ideas 

In order to find the best business ideas, following points may be considered: · 

(!) Ideas converted into Model: Before giving practical shape _to the idea·, the 
entrepreneurs study'and thoroughly discuss whether it .can be adopted in a 'model form'. 
Business ideal; and propoi,als converted into a model helps the eitlrepreneur.to prevent I.hem to 
be copied by his compe_titors.. · 

(2) Analysis of.Ideas: The entrepreneur analyses various business ideas and after 
comparative analysis, decides and selects such ideas, which appears to be more profitable 
to him. 

(3) Development of Ideas: This is the elernemaiy stage of ideas. 

(4) Acceptability of Ideas: At this stage, business ideas start taking practical shape. 
From ideological plan it moves to implementation stage to receive acceptability. 

(5)Fuwre Commercial Challenges: 1be entrepreneurs while selecting opportunities 
of business must also analyse and study about fu~ commercial challenges. By such exercise 
he can forecast the intensity -Of risk factors. · 

(6) Feasibility of Ideas and Test of Prolitabllitr, The entrepreneur must consider 
about the practical use of any business ideas and also about its feasibility, He can also test 
such business ideas in terms of profit to avoid any future loss to enterprise. 

(7) Use of New Ideas: The entrepreneur should keep on using new ideas to equip 
themselves to face in giving future challenges. 

(8) Find Solution to Problems: To find the best possible solution to any problem, 
the entrepreneurs should keep various options open to suit circumstances. Depending on 
one idea sometimes prove disaslrous. Hence, they must consider and study several other 
solutions to solve a given problem. 

(9) Development of Capacity: It is very essential to increase the capacity to face 
the future challenges and ut1certainties. 

(I 0) Participation in New Programmes: With an objective to tune up one's business 
skill and decision making power; it is essential for an enlrepreneur to participate in seminars, 
.conferences, symposiums regularly to collect necessary informati~n and update his 
knowledge. 

(II) To work pn other's ·problem: A rational entrepreneur always .works to.solve 
other's problem in his own way. This exercise helps him in findmg solution to given problem 
and boosts his confidence level. 

Following are the ·important sources of business ideas: 

(I) Trade Fain and product Displays: In lrade fairs and business exhibitions, various 
products and models of similar nature are put on display at one location. This gives idea fur 
new products and opportunities. 

Enirepro1u!unJ,ip Dewl<>pm~nt 

NOTES 

l 
1 
i 

\ 
i 
i 

37 1 



E~vtpre11e"rsltip Deveiepmenl 

. l'/O'IES 

i'i;;· ', 
C ~-~' 

I 
' 

I 

(2) Trade Journals and Electronic Information.Medium: Trade journals; television, 

computers and other electronic medium ofinfonnarion provide knowledge to the entrepreneur 
about new products. This also helps him in finding new ideas. , . 

(3) Successful Entrepreneur: An entrepreneur's success depertds on uncommon 

but useful thoughts. Every businessman can achiev.e success when he keeps on experimenting 

new ideas and remains in touch with the new findings, 

(4) Professional Climate / Environment: Local surroundings and environment 

affects business. The entrepreneurs select only those type ofbu;;iness whi~h suits the social, 
regional and political situations. They remain in constant touch·with their professional 

environment, production process and consumers inclination which gives birth fo new ideas 

with the ehange in professional attitude. 

(5) Industrial Consultants: He takes the help of professiorutl consultant!; for the 
success of bis enterprise. 

(6) CapitaHstFinns: Capitalist organizations.on the basis-0ftheirbusiness experiences 
keep on experimenting new ideas, as they are capable enough to bear any risks, . 

(7) Government Gazettes and Patent Offices: Publication of government gazettes 

and information bulletins of various ministries is a major source ofbusmess ideas as it consists 
of various decisions. Study of these gazettes and bulletins motivates the entrepreneurs to find 

innovative ideas. 

(8) Modern Source: ln~et and· commercial websites now'-a-days have be~ome 

the most important sources of creativity; new software consisting of varied knowledge 

gives birth to new and fresh ideas. 

(9) Technology Transfer Agencies: New ide~ are the result of technological 
advancements. Various new softwares that have flooded the market have become a blessing 

for innovative ideas. 

(10) Resource Centres: In India, a number ~f institutions are helping entrepreneurs 
to find new sources of employment and providing them necessary feedback and guidance. 

Prominent among them are: 

(I) National Level Institutions: National Industrial Development Corporations, Khadi 
& Cottage Industries Board, Centre for Entrepreneuriw Development Corporation, National · 
Small Scale Industry Training Institute, National Entrepreneur & Micro Industry Development 

Corporation, Small Industries Development Bank of India (SIDBI) etc.come under this 

category. 

(2) State Level Institutions: The state level institutes are providing technical know

how and functioning as technological consultants. Jmportant ·among them are Technical 

Consultancy Organisatioµ, Entrepreneurship Development Corporation, Conmtissioner of 
Cottage Industry, Industrial Expansion Board, Udyog Mitra, Laghu Udyog Sewa Sansthan 
etc. 

(3) District Level Organisation: At the district level, District Industries Centre has 
been established in each district: To provide financial help lead bank bas also been established 

in each district. 

Development of Self Confidence 

An ideal manager has to bear risks to function independently. Hence, self 
confidence is need~d to manage the enterprise efficiently. Self-confidence mearis belief in 

oneself. 'The entrepreneur, who does not have self confidence, cannot utilize their qualifications 
. and capabilities to fullext\'Ilt In spite of having high qualifications and capabilities, they are 
always fearfuL Due to lack of self-confidence Ibey prove faihir~s in ill spheres. The ' ,, . 
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enfl"eprerreur;1 whd has· se_1f-c·onfidence ge~ success in ~I :fie]ds. Hence ~lf'..confidence is Enl.re/lrerr.e~fslilp-.DeteMJimenl 

called tbc key to success·. 

A person who manages and runs his busin~ss with self confidence has good scope '· 
for success. Moreover, they encourage their subordinates and enhance their confidence 
level. He takes initiatives, remains comrniued to tbe cause and enthusiastically comes forward 
to find solutions to any problem. Confident persons ure always ·positive in their approach NOTES 
and sincerely strive to get desired results. · 

Following suggestions can help an entrepreneur to boost his self-confidence level: 

()) Training and workshops should be organized t~ impart basic knowledge to the 
entr"!Jfeneur. 

(2) He may take the assistance of professionals ·in project planning, design and 
production techniques etc. to update their knowledge. 

(3) He should make efforts to find solutions to tbe problems on his own. 

( 4) He should keep positive attitude towards w~rk. · 

(5) He must keep on updating his knowledge about la.test events, innovations· and 
research. · · 

(6) He should give due importance to his subonlinates and learn to appreciate their· 
work and associate them in various di:cision making processes. · 

. . 
. Important Questions for Examination 

(I) What is tbe meaning of 'targets'? 

(2). What ate the sources of achievement of tatgets'! 

· (3) Point out tbe challenges of target determination. 

(4) What are the sources of the discovery of the busmess idea? 

(5) What is the meaning of a business plan? 

( 6) Define' 'targets'. Discuss the process of the detetminalion of targets. 

(7) What are the sources of the discovery of business idea? Explain the_ stages of 
establishing and developing oftbe business idea. 

(8) · What is the meaning of business plan? El<plain the elements ofa business plan. Explain 
business plan format 

(9) What do you understand by 'Business Plan'? Explain the procedure for preparation of 

a business plan. Give the format ofhusiness plan. 

( 1 O) What do you nndersrand by tbe direction of the business plan? Describe its process. 

(11) Creativity is a pre-requisite to innovations. Connnent on the statement and explain the 
creative process. 

(12) Write short notes on -

(i) . · · Incentive for. iichievcment of targets. 

(ii) Deterrninatioo of target 

(iii) Establishment of ideas. 

(iv) Creation of business. 

(v) Direction of the business plan. 

(vi) Capacity and self-development. 

•••• 
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6 
COMMUNICATION SKILLS 

Management is a form of decision-making and control mechanism by which all hwnan 
activities are regulated and it helps in realizing the pre-detemrined goal. To achieve those 

objectives, the members of the organisation discharge some fonctions. Among these, two 

or more persons function together. When in any organisation many people work together, 

they exchange among themselves informations, facts and figures, views, ideas, messages, 
symbols etc. This inter-exchange ofinfornration is known as communication. This is one of 

the important functions of management. In the absence of communication, it is virtually 

impossible to manage, control, co-ordinate, direct, organiz.e or run .an establishment .. 

In general terms, communication means exchange ofideas, views; information sharing 

between two or more persons. Communication is not only passing of information or 

expression of views by one person to another, but it is considered complete when it is fully 

understood by others. The English word 'communication' is derived from latin.word 

'Communis' which means commonness. Communication means imparting, conveying or 

exchange of ideas and knowledge etc by speech, writings or signs. It is transfer of thoughts 
and messages. 

Meaning of Communication 

Communication is a two way process. Two or more than two parties, individuals are 

essential to remnin involved in communication - one is sender and another is receiver. A 
single individual or party cannot communicate. Both sender and receiver of infonnation 

complete the process of communication. Thus, by communication we mean exchange -0f 

information, views, ideas, facts, figures, properties, messages etc.between two or more 

individuals or groups in which one is a sender while the other one is a receiver. 

Defmltion of Communication 

Various scholars have defined communication in a different ways. Important amongst 

them are :-

(I) According to Newmann aod Summer, communication is an exchange of facts, 

ideas, opinion or emotions by two or more persons. 

(2) According to Bellons, Gilsons, communication is a inter:.course by words, letters, 

symbols or messages and as a way that !'Ile organisation member shares meaning and 

undcn;tanding with others. 

(3) Fred G. Meyer has defined communication is !he inter-course by words, letters 

oi' messages, intercourse,, though.ts qr opinions. 

(4) C. G. Brown defined communication as the transfer of infonnation from one 

person to another whether or not it elicits confidence or becomes an exchange or inter

cxcbange. But the information transferred must he understandable to the receiver. 

(5) According to Louis, A. Allen, communication is the swn of all the things one 

person does when he wants to create understanding in the mind of another. It is a bridge of 

meaning. !I "involves a systematie and continuous process of telling, listening and 

understanding, 



Elements of Effective Communication 

Effective communication is essential for efficient management. Effective 
communicati-on has a definite objective and a centrahheme. Suitable methods and words are· 
used to make the communication effective, clear and complete. Tho4gh complete infonnation 
is not always possible, however by adopting following methods one can make it more 
effective, complete and conclusive.. · 

(1) Clear and Simple Expression :The main objective of communication is to create 
proper understanding. The sender must use simple and clear language, which_ the receiver 
can easily understand · 

(2) Effective Listening: Receiver of the message must receive it patiently. Listening 
a message with attention ls an art. Sender of the message should co-operate with the receiver 
of the message to avoid misunderstanding. 

(3) Mntual Co-operation and Confidence: Mutual trust and belief between sender 
and the receiver is essential for effective communication. If they do. not have faith in each 
other then the communication is perfonned half-heartedly and incompletely. They should 
not. suffer from any .prejudice. 

(4) Appropriate Transmission Technique: Appropriate technology should be used 
to connnunicate the message. Appropriate transmission technique depends on lbe prevailing 
customs, situations, and position of an mdividual. · 

(5) Continult.y in Communication: Continuity in communication is often regarded 
as the best medium for _exchange of ideas and views. It minimizes the chance of 
misunderstanding to a great extent, 

(6) Actions Speaks Louder than Words: There must not be vast difference between 
actual deeds and _words. Hence, managers should keep a balance between their promises, 
lectures and actual functioning. 

(7) Feed back: Two way communication is essential for mutual understmding. Having 
passed on a message, the sender should ensure that his information, idea or view have·bcen 
correctly understood by the receiver. He should try to know the reaction of the receiver. 
11ris helps in improving communication. 

(8) Strategic use of Informal Communication: To make the communication 
effective, it is always advisable to go for strategic use of informal communication. Written 
communication can be made more effective with the help of direct and infonnal verbal 
communication. 

(9) Timeliness: Communication should always be done at the right time. If the 
receiver is not in a position to listen the message, communication will not be effective. 

Importance of Commqnkation in Business and Management 

Modem age is called the 'Information Age'. Though information is required at every 
stage and one of the most necessary requirement of the society but communication h~ 
more importance in Business and Management. 

Business Organisation requires a fool-proof method and proper establishment for fast 
and effective communication sys~ According to Keep Davis, it is very difficult to maintain 
the identity of an organisation in the absence of proper communication system. Employees 
would not know what their associates are doing. Management will remain unaware about 
the grievances of their employees and they will not handle the case effectively. There will be 
a directional failure all around. 

• The importance and utility of ~.ommunication can be understood from the following 
facts:-
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E•!"'Jll'e•••ri~I/> D..,,loj,,.,., I. Communication is essential for Management- With the'help of communication, 

. a manager is able to give practical shape to many of his plans and projects like giving 
.infom1alion tn _his employes other regarding firm's objectives, future planning, etc. 

Z.Basis ofP!aaniog-Thcprirrurry function of management is planning and its success 
depends upon effective commnnication. Planning is effective wlfere evciy concertled person 

· Non;s· C(!llects infonnatioil havmg bearfags on the area of planning. Besides, communication is the 

only medium to express and transmit all the orders, guidelines, suggestions ~d sentiments. 
Efficient communication is needed to successf1/,lly implement the planned programnies. 

3. Basis of Decision Making- Communication helps the top-management in taking · 

quick decisions. Authorities can not reach to any worthwhile decision: in the absence of 
communication. Crucial decisions are to be tnken at every step in business organisation and 

· at different levels of management. Business activities are lifeless and meaningless without 
communication. An organisation remains active with the help of efll,ctive communication. 

4. Successful Operation of Business- A well developed communication system in 

necessary for successful and smooth working of an organisation. . · . 

S. Quick decisions and its lmple.mentutlon- Effective communication helps the 
managers to.take prompt decisions. Different types of infonnatiou, facts, data, suggestions 
and con,plaints etc. are first collected through communication and then distributed among · 
pcrsonnnel 111 the Dr\l3'1isation with the help of various conununication mediums. 

6. Increa_se in Emp1oyee's Morale- Objectives. of the organisation are easily 
transmitted io employees through communication .. Workers are motivated to have proper 
interest in their jobs. Employees get attached to the enterprise when there is a continuous 
exchange of ideas and informations betwee.n man:agers and employees. This also raises their 

· morale and they strive lmrd for the implementation of programmes with vigour _and zeal. 

7. l'rnmotion of Industrial Peace- Peijceful working alin.osphere is necessary in 
any -organisation so as to achieve more production. The .employees should get· proper 

information about organisation at regular intervals to avoid mis-understandings. Effective 
communication helps in 6etter relations between employees aod management 

8. Bash for Leadership- Effective communication is lhe basis of leadershlp. With · 
the aid of effective communication, leader and·his followers can create natural understanding, 
trust and hannony. 

9. Cost Reduction- Effective connnunication reduces chances or'strike, lockouts 
· and industrial unrest Mutual dialogue between the labour and manag,,ment ensures better 

work relation~. This leads to better utilisation of resources and reduc.tion in cost. 

10. Incentive for Democratic Feelings- Employee's morale is high in the organisation 
wher<; effectfve con,munication is in use; as employees have full liberty to express their 
feelings. Thus, timely solutions of any controversy are possible, Besides this, the employees 
are also acquainted with the progress of enterprise. Employees come to know about the 

policies, plans and programliles of their organisation. WeU-iJifurmed employees prove valuable 
assets for the organisation. • 

Baniers to Communication 

(1) Orgaoizatlonal Barriers: As the size of business estnblishment grows, it becomes 
difficult to maintain direct communication between management and subCordinates. Long 
chain in communication further widens the communication gap between them. Dirty politics 
and bureaucratic elements further pollute the source of communication, Many limes, the 
original ·message loses .its significance and an , .l,stacle is created in the path of smooth · 
communication system. 
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·(2YBllrrieh as to dilJerences in Status and Position: There is a .vast difference 
among the members on the basis of social status, financial capacity, educational qualification 
etc. They also have differences in objectives and self interest There comes a barrier and 
puts an obstacle in the path of smooth c01nmunication system. 

(3) Language Barriers: Language is a great barrier in communication. Sometimes, 
some senders use jargons, i.e., unfamiliar words which are not understood by listeners, 
sometimes some senders use semantic words, i.e., words which have different meanings. 
This creates a great hindrance in effective communication, • ' 

(4) Protective Screening: Beeause of status, responsibilities and situations each one 
tries to safeguards one's position and hence utilize the facts to serve their own interest. This 
emerges as a barrier to effective communication. 

(5) Barriers to Impr.oper Listening: Proper listening is essential for good 
communication but it has been observed that most people receive half of the message and 
conclude it according io their own understanding and passes it further which creates 
misund=tanding. 

· (6) Geographic Distance:· Distances creates lots of hurdles in effective 
communication Message takes a longer time in reaching a place, which is geographically 
too distant. Sometimes, by the time messages reaches the place it would have lost its· 
significance and importance . 

. (7) Emotional Darnen: Differences in emotional level sometimes becomes a hnrdle 
in effective understanding between people. 

(8) Darnen to Human Relations: Lack of trust between sender and receiver of the 
messages generate a barrier in effective communication between the sender and receiver. 
Due to credibility gap between the sender and the receiver, they hesitate to commwticate 
frankly and clearly. Subordinates suffer fr= prejudices. 

Computer based Communication 

Computer technology has dramatically changed the landscape of business 
communication today. It is fast annihilating the barriers of time and space and the concept of 
our work, turning the world into •. small global village. It is now possible to communicate 
instant:meously with people inhabiting the remotest places possible. 

1n earlier times, the manager used to dictate a letter to his secretary. The secretary 
used to type it and bring ino the manager for editing & after that it was again re-t),ped. In all 
probability he again made a few modifications and got the final draft typed. The letter was 
dropped in letter box and the mail was delivered at the destination several days latei-. The 
whole

0
11,~ocess was quite cumbersome and tirne-<:onsuming. But in present days, the message 

is coiiv'cyed within minutes of finalising the draft. . 

Meritll of Compnter based Communication : 

1. Time saving : This is the fastest media of commwtication. Any message can be 
formed through word processor and can be transmitted through E-mail. It saves 

time. 

2. Ea:sy retention·: Computer has many components fur the retention of data or message. 
Computer bani-disk, floppy, C.D. etc. are the sources in which we can store all data 
permanently. 

3. No distance.barrier: ;rhe. computer message can be transmitted to any part of the 
world within a second. 

4. Video conferendng : Managers can hold conference without leaving their offices. It 
saves time, money and, energy. Now complex surgical operations are also possible 
through video eooferen'cing. 

• 
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5. World wide wern;ite : Computer has facility to world wide website, An organisation 
can create its own website and any one can download that website in his computer 
and can communicate. 

Demerits of computer communication: 

1. 

2. 

3. 

Lack of secrecy : High jacking of dat:i is a very serious problem, If you are connecte<l 
with world wide web, any one can have access to your data. 

Risk of virus : The serious problem of computer is virus. Virus can destroy all the 
computer data, which is unaffordable for any business. 

Dl1ubtful validity: Computer records and data are very prone to hacking. Therefore, 
their legal validity is doubtful. Courts may not accept it as a legal evidence, 

Important Questions for Examinations 

(l) What is 'Communication'? Discuss its characteristics and objectives. 

(2) Define Communication, Describe its objectives and importance, 

· (3). 'Communication is a process by which all human interaction lakes place'. Discuss 
this- statement 

·(4) Explain the main barriers to communication and give suggestions to overcome them. 

(5) "The greatest enemy of communication in management is its illusion". Discuss this 
statement. 

(6) Discuss the importance of communication in management and indicate the. 
characteristics of effective communication. 

(7) WbJit are the essential elements of an effective communication'/ 

••• 
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VERBAL AND NON-VERBAL COMMUNICATION 

Communication is way of conveying and exchanging ideas and opinions. All 
communications cannot be of the same type and cannot flow through the same means, The 
forms depend upon who sends the message to whom and for what purpose. Communication 

. through words is. called verbal .communication a~d communication that occurs without 
the use of words is called non-verbal communication. 

J. 
Oral 

Verbol· 

4, 

Written 

.(, 

Types of Communication 

,J, 

Non-verbal 

.j, 

:i 
Para 

,I, 
Sign Body 

Language Language Language 

.J, 
.(, 

Visual Signs 

VERBAL COMMUNICATION 

Audio Signs 

The word verbal means connected with words and the use of words. Verbal 
communication involves the use of common set of symbols between the sender and the 
recipient. Words arc most accurate and powerful set of symbols. Verbal communication 
may be spoken (oral) or written. 

{A) Oral Communication: 

When messages as well as information are exchanged between two persons or many' 
persons orally then i.t is called oral communication. Following are some important media of 
Oral Communication. · · · 

(I) Speech (2) Discussions (3) Radio 

(4) T.V (5) Telephone (6) Loudspeaker. 

(7) Conferences (8) Meetings (9) Seminars 

Characteristics of Oral (Verbal) Communication 

Oral I verbal communication has many characteristics which are described as follows: 

1. Exchange of opinions between receiver and sender takes place by direct verbal talks. 

2, This is a two-way communication system because sender 'of message can visualize 
whether receiver has understood the message or not. 

3. This communication is of two types- Direct and Indirect. In direct communication, 
persons exchange their ideas through speech, facing each ()1her or in group discussjon. 
The examples of mdirect communication are : telephonic talk; public communication 
system etc. 
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Advantages of Oral Communication 

The advantages of oral communication are described ,here below: 

I. Saves time- In oral communication, messages are not sent in written form. This 
,saves the time and messages reach the employees quickly. 

2. 

3. 

Economy- Oral communication is economical because no paper, ink or pen is used. 

Clarity of the message- The message is quite clear in oral communication, because 

in case of any confusion, the clarification is sought immediately from the speaker 
without losing any time. •,, 

4. More effective- An oral message can be communicated more effectively with the 
help body language i.e. different gestures such as nodd;,'.,g, shaking the head or neck, 

raising eye- brows etc. 

5, Co-operation- Managers and their subordinates come into direct contact with each 

, other in oral communication. This paves the way for better co-operation and 
understanding among the employees. · 

Disadvantages of Verbal/ Oral Communication 

Although the oral communication brings quickness in the activities of the organisati_on, , 

many a times oral communication has proved to be less effective. The disadvantages of 

verbal communication are: 

1. Presence of both parties- This requires the presence of receiver and sender of the 

message. If the receiver is not available at the time of communication then the utility 

of oral communication is lost. 

2. Lack of Proof- This is the main drawback of oral communication. There is no 

written proof of messages conveyed or sent in•oral communication. Therefore Govt. 
~ . . . 

/ Higher authorities send their orders in written form. 

3. Lengthy message not practical- Lengthy messages cannot be sent orally as it is not 

possible to remember lengthy. messages. Moreover, some messages are important '• 

and have to be kept as reference material for future. / 

4. Non-availability of Reference- Oral communication is useful for snorflived 

information. The information' which is needed for reference purposes in future cannot 

be sent orally. 

5. Message can be misunderstood- During an oral communication, something wrong 

can be uttered hy the speaker which might create bitterness and misunderstanding in 

lhe organisation. 

6. Message can be influenced_: Oral communication sometimes gels influenced by the 

personality of the person who communicates the message. 

(B) Written Communication: 

When communication is done to meet any particular objective or for records in writing 

it is called Written communication. For Example : 

(1) House Magazines (2) Office Handbook 

(3) Organisation Manual (4) Offic~ Bulletin 

(5) Office Diary (6) Policy Manual 

(7) Procedure Manual • (8) Minutes of Meeting. 

Ol 
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· Advantages o{Written Communication 

J. Written Proof : Written communication is kept as record for future reference. If 
some dispute arises, the matter can be solved easily by going through the contents of 
past written materials. Moreover, written messages are permanent unless destroyed. 
deliberately, 

2. Correct and accurate message : Written messages are prepared witi, utmost care. 
Moreover, these are checked carefully before presenting them iil meetings .. Therefore, 
mistakes are miniDliSed. · 

3. No n.eed for personal contact: Presence of speaker and listener is not necessary. It 
is because under this fom1 of conmrunication, authorities ~end the written message 
to the concerned person, 

4. Completeness : Written messages are prepared in detail with perfect knowledge of 
the things concerning the matter. That is why, there is completeness in the message. 

S. Economical : \Yritten message is economical when the receiver of the message is 
stutioned at a far of place, because the postal charges are nominal for sending the 
message to the receiver by post · 

6. ·. Ioformatwn to all at one time : Written communication is the best channel for 
conveying information to persons living at different places in different countries at 
the same time. · 

7. Formal Nature: When a statement is issued in writing it becomes a document and 
cannot be taken back. Hence it is formal in nature & commands action. 

Disadvantages of Written Communication 

1. Wastage of time: Much time is wasted in drafting the message which cause delay 
iri sending it. 

2. Much Costlier : This system is more costly because expenditure is iocurred on 
paper, ink, type-writing and remuneration.of the clerk preparing the message. The 
firm incurs expenditure on filing and preserving the copies of written messages: 

3. Lack of secrecy : There is lack of secrecy in written communication. Written 
communication pa_sses through the hands of lllllDY employees and therefore secrecy 
cannot be maintained. 

4. Not suitahle in Emergency : Since it is time consuming, written communication 
becomes iilapPropriate in case of urgency. 

Oral Vs. Written Communication 

Generally, oral communication ls more in practice rather than written commwiication. 
Following are the bendits of Oral Communication. 

(I) Quick : Oral communication does not require writing or printing, hence, it is a 
~st mode of communication. It is inexpensive too .. 

(2) Increase in Co-operation: Oral communication provides chance to the listeners 
to reply at the same time. This brings b·oth the person· together and close, which in tum, 

increases co~operatlon ~etween them, 

(3) Elimination of Doubts.: In oral communication both the sender and receiver of 
the messages remain face to face with each other, hence in case of any doubt, they clanfy 
or redres.s their grievances "if any. 

(4) Knowledge of Reaction : In oral communicat10n, the receiver and sender of the·· 
message are facing eacli other. Hence they can read and analyse the reaction by each other's 

body languages'and sort out their problems instantaneously. 
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(5) Sense of belonging: Oral communication breeds a sense of belongingness among 
the sub-ordinates. When senior officials give oral orders or share opinions with their sub
ordinates informally, the sub-ordinates too feel their importance and they realize their 
responsibilities. 

Though above elements prove their importance over written communication, however, 
written communication has its own Jrnportance. \Ve cannot rule out the Value or importance 
of written communication. Written communication bas the following advantages: 

(1) More effective: Written communication is more effective as it is clear, properly 
edited and definite in its objective. With the help of graph, chan and figures they can be 
made more realistic, effective and inspiring. 

(2) Legal Evidence : Written communication is used as a kgal evidence which can 
be produced any time when required. It can be procured as a recorded document. 

Face-To - Face Communication 

Face-to-face is one the best medium of communication. Immediate feedback, 
observation of non-verbal expressions etc. are some of the characteristics which make this 
communication advisable. 11ris also adds value and meaning to the words. It is best used 
when the matter to be discussed is of sensitive nature or likely to be misunderstood. 

Advantages of Face-to-Face Communication: 

1. Immediate Feedback - A face-to-face communication provides an opportunity to 

have the feedback on the spot. 

2. More understanding• Since both the parties are present, there is no confusion and 
clarifications can be made on the spot. 

3. Use of non-verbal communication - C'se of non-verbal communication along with 
verbal communication makes the communication better and add more value and 

meaning to the message conveyed. This is so as both the parties can observe each 

other's body language, tone of voice and facial expressions. 

NON-VERBAL COMMUNICATION 

Non-verbal communication involves all forms of communication that occurs without 
the use of words. It is a process of communicating ideos or-messages by not using oral or 
writte11 language, but through facial expressions and body langua_ge. 

Non-verbal communication is the most important and practical aspect of 
communication. Under non-verbal communication idea~, expressions and necessities are 
conveyed through symbols like postures or gestures, Every organisation uses non-verbal 

mode of communication. 

Adopting non-verbal communication makes communication easier and faster. C'nder 

non-verbal communication just a look at one's body langua!,'C reveals what the person is 
thinking and what he wants to say. 

Non-verbal communication occurs even when there is no verbal communication. 
And it always accompanies verbal communication, whether oral or written. lnfact Norr

verbal communication speaks louder than words. 

Normally non-verbal communication is worth believing, because the body language 
and expressions IP.ake a clear and true picture of the thoughts and reveal what one is thinking. 
Adopting non-verba1 conununication does not require any expense-and saves a lot of money 

for the organisation. Non-verbal communication delivers the messag:e unaltered and also 

provjdes instant reactions. 



Advantages of Non-verbal Communication 

1. Reliability :- Non:verbal communication is known for its effectiveness and 
reliability. ·n1e body language or gestures clearly show as to what a person is thinking. One 
can easily understand speaker's emotions by his facial expressions. 

2. Quick and Easy :-Messages are conveyed quickly and easily to others by using 
non-verbal fom1 of communication. 'This makes work faster and maximises work output. 

3. Economic Communication :-Low expenditure is involved in con\'eying messa~rcs 
in this form of communication, 

4. Better understanding :- Through non-verbal communication, feelings can be 
expressed in a better fashion and the person sending the message can control the flow of 
message. He Can erisure that the message is received unaltered. 

Limitations or Disadvantages of Non-Verbal Communication 

1. Lack of Secrecy :- In this form of communication, the expressions or gestures 
of communicator are·visible to other persons also. Therefore, this form lacks secrecy. 

2. Physical Presence :- Tius form of communication is successful oniy when the 
speaker & listener, both are preseot facing each other. 

3. Applicable only in brief messages:- Non-verbal form of communication works 
best when small messages are to be conveyed. 

4. Difficult to study :- The receiver can understand the message correctly only 
when he knows the meaning of gestures. Therefore, it is more difficult to study this form of 
communication. The meaning of gestures generally changes according to place and situation. 

5. Difficult in collecting information :- Messages conveyed by this form of 
communication are in forms of gestures and body languages. But messages pertaining to 
past events can not be conveyed. Therefore right amount of information is difficult to 
collect for future record. 

6. No written proor :- This form of communication depends on expressions. 
feelings, body language etc. Hence, in case of dispute, written proofis not available. However, 
the gestures or expressions can be video-recorded but it would be more expensive. 

Types of Non-Verbal Communication 

Non°verbal communication has been ciassified into following types : 

l. 

3. 

Body Language or Kinesics 

Para Language 

2. 

4. 

Proxemics 

Sign Language 

I. Body Language/ Kinesics 

This is also known as Kinesics and is an important medium of communication. In 
body language or kinesics, movement of body parts is used to couvey a message. Body 
language includes clapping, movement of eyes, moving of hands and fingers. For example, 
an un,pire signalling a six in a ~-ricket match or declaring a person out and a traffic policeman 
controlling a traffic. Protruding eyes for disbelief, rubbing the nose when feeling tense, 
crossing the hands for feeling secure, putting the hand on forehead for distress, closing 
eyelids for proximity etc. are examples of body language. 

Body language is an important factor in oral communication. Body lau::,>ua;,>e completes 
conllllunicalion. Whenever a verbal message is given along with the use of body language 
then the message becomes clear. Body language helps m delivering the message unchanged. 
According to Bird Whistle about 30-35 percent of the message is conveyed by language 
whereas rest 65-70% is conveyed by bo<ly language. In face-to-face situations, a message 
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is connnunicafod by a number or factors, like clothing, appearance, voice, posture, facial 
expressions, and other body movements. Body language can make or mar a presentation: 

· . Types of Body Language / Kinesics : 

1. Postures • Postures means the various ways or'sitting, standing and lying down. 
These different styles used in sitting and standing convey various meanings. The movements 

of our hands, legs etc . .inspires various types of non-verbal communication. Various poshlres 
depict a persons independence and interests. For ellample, if someone sits with legs wide 
open at an interview or meeting then it is takeo' as rude. The postures of a person can show 
how confident he is and can also indicate his disregard or. disrespect for others. 

2. Gestures · Moving different body parts like hands, legs, eyebrows and head etc . 
. is known as making gestures. The movement of these parts confums and lays stress on the 
message which is being communicated. For example, biting nails indicates internal stress of 
a person and a clinched fist may emphasise an important point. To lay stress on something 
the hands are clasped together. Gestures are clo.sely. related to personality and hen.ce no two 
persons make exactly the same gestures; but the general meaning is easily recognized and 
understood . 

. 3, F'acial Ext>ressions • Faoial expressions are obvious communicative factors. There 
are different expressions for different feelings like happiness, sadness, anguish; etc. Each 
expression ofthe face is a medium of communication. It is rightly said that, "The face is the 
mirror of the heart.11 

.' 4. Eye Contact• Eyes are a very powerful medium of face to face communication. 
For haw long and how a person stares at something reveals his feelings, honesty and capability 
to work. A person who blinks could mean that he is lying and watching to see·-yaurreaction. 
Persons with lack of self confidence often avoid eye contact. 

5. Body Contacts Use of body contact, like activities of beating, pushing, holding, 
shaking hands and patting have different meaning_s in different type of situations and relations. 
The message of the touch has different rneruti.ngs for different people like doctor and patient, 
husband and wife, strangers, 

6. Appearance • It includes a -person's dress, hairstyle, make up, ornaments and 
cleanliness etc. These physical. attributes have direct relationship with a person's gestures. 
These are guided by a person's age, economic status and nationality. 

7. Silence - Silence is a basic and natural aspect of communication and represents a 
person's agreement or disagreement. For example, if someone is praising a man and the 
other person remains silent then it means that he agrees with the praise. Use of silence 
depends on the situation, it may be fitting for a situation but at another time it may do more 
harm than good. 

Advantages of Body Language 

(i) It is simple & easy. 

(ii) Body language is helpful in verbal communication. When a person starts speaking, it 
is the body _language that corroborates the speech. 

(iii) It provides infom1atian about the audience's reaction. 

(iv) Effective use of good body language changes the business en~iroriment. and makes·. 
business easy, .. 

Disadvantages of Body Language 

I. Body language convey only a small part of total message.• 

2. Some of the gestures and expressions vary from one region .to another or differ from 
people of different cultures. · 
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II. Proxemics 

The study of space language is a1so known as Proxemics. Proxemics means our 
< surrounding environment, place, distance and the nearby subject matter which does the 

communication. Proxcmics is very important for communication because in proxemi.cs we 
complete the process of communication through the use of our surroundings and distance< 
Proxemics indudes : · 

(i) Space Language 

In space language the nature of communication is affected by the distance between 
two people< Space language is guided by two factors one is proximity and I.he other is 
orientation< 

Orientation covers the standing and sitting styles of people. Two people either sit face 
lo face or side by side and the distance between these two people shows their closeness and 
also indicates the types of languages< 

(ii) Time Language 

In time language I.he people connreted with communication complete the process of 
communication using different modes of communication keeping the time limits in mind< 

(iii) Surroundings 

Surroundings cover the environment of communication and has the following parts: 

(a) Colour (b) Layout 

Difierent colours are associated with different behaviours. For example; white with 
peace, black with ;adness, pink with happiness< Thus for good and effective communication, 
selection of colour is very important. 

Similarly layout is also a very important part of communication< The lqcation of an 
organisation, ambience, furniture etc< have an effect on communication< 

III. Pora Language 

Para language means 'like', hence it is like language< In para language, the expressions 
used by a person who speak are studied Le< how the person speaks, It does not consist of 

words. 

Para language is a mode of sign communication and informs us about the sourid of 

the person who is speaking. Para language includes tone of voice, pitch, rhythm, volume, 
pause or break in sentence etc. This language influences meaning and conveys message on 

careful observation< 

Main Elements of Para Language: 

(i) Voice or Tone : In para language, voice is the first signal receive4 The time of the 
person giving the message tells about his behaviour and education< tins is the most· 
important part of a message because< if the voice is clear then the message becomes 
even more effective< The followi_ng factors are necessary for a message lo be effective:-

(a) Pitch• Pitch means increasing or decreasiag of the tone< High or low pitch in 
voice are required to attract the audience. 

(b) Speed - The speed of voice plays a very important role in attracting I.he audience< 

(c) 

< If the information is complex then the speed <of the message should ·be ~low < 
and if the information is easy to undersiand then the spied canoe increased. 

Pause . A pa~ before or after certain words makes the word stand out from 

the rest A pause alerts< the listener< It 1s necessary to give pauses at the right 
time because wrong timing of pauses can change the entire meaning of the 
message. 
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(d) Volume - Volume of the voice is also important. If a.large number of audience 
arc to be addressed tlien the volume should be high. On the otller hand if 
number of audience is small then the volume should be kept low. 

(ii) Stress on words : Through proper stress on words, the message can be made 
inspiring. Laying stress at the wrong time changes the meaning of the message. 

(iii) Silence : Silence is not a negative absence of speech but a positive withdrawal .or 
suspension of speech. In a face-to-face situation, silence can be· used deliberately to 
convey certain feeling., like anger or displeasure. Sympathy with someone who has 
suffered loss is often best expressed by keeping silent. 

Advantages of Para Language: 

Para language is very important because every para language is included in language 
itself Without the use of para language no message is complete. 

(i) If a person i; to be located in a business organisation, and his position is known then 
para language has to be used. 

(ii) If you want to know the qualification, education or culture of the person sending the· 
message then it can be done only through the use o_f para language. 

(iii) Para language also helps in knowing a persons's mental state. 

Limitations of Para Language : 

There are some difference between language a,,d para language. The pjace held by 
language in communication can not be held by para language. Para language lacks oneness 
and sometimes it misleads the audience because it may lead to· different unders1andings. 
Hence Para language cannot be entirely depended upon for business communication. 

IV. Sign Language 

Sign language is also known as andio-visual elements. In the process of communication 
different signs are used to convey different meanings. · 

Sign language is·very old and has first been improved in the modem times. For using 
sign language different pictures are made. These pictures are also described in words so 
that every one can understand them. Sign language can be classified irito two parts ; 

(a) Visual Communication 

Visual communication is form of communication with visual effect Life seems to be 
difficult ifwe think of it wiihout photographs, diagrams etc. Visual aids help the audience to· · 
learn and remember in a better way. Visuals communicate quickly to a large num~er of 
people. Complex and technical infonnation is simplified with the help of visuals. There are a 
lot of ways by which thorough information is depicted visually like Video, Body language 
etc. Web and graphic designs, Charts I graphs, Maps, Brochures & Photographs are other 
different methods or' visual communication. 

These are the symbols that communicate some meaning. The following visual signs 

I symbols communicate or represents a message; 

~ Represents Telephone Booth 

r I 
~ 

~ Represents Danger 

~ 

.1 



Means No Smoking 

LJ Represents Upwanl Direction 

Colours are also used in sign language. Traffic.signals ·are given through colours. For 
example; Red Light communicates 'STOP'; Green- light "GO". etc. Different colours ate 

associated with grief, gaiety, cheerfulness or pleasant circumstances. For example, pink, 
yellow, red, orange, green colows are associated with cheerfulness & excitement. Black is. 
associated with negative feelings and sombre mood. White is generally associated wilh 

. chastity or peace. 

Thus, sign language uses various signs and colours to send a particular message. 

Advantage~ or Visual·Comniunication: 

I. ft is a very fust medium of·communication. 

2. .ft is prefereable to yse for long distances: 

3. This method is useful IO convey the information to a large number of people.· 

4. Complex and lechnical ideas c.an be explained clearly. 

5. lnformation·is ·understood. and retained easily when it is presented by using visual 

aids. 

6. Conveying message through visuals is a very economic and effective way. A picture 

to conveys the message of thousand words. 

7. Colourful and li;ely pictiires make the communication more interesting and eye catching. 

8. Visual way of communication works effectively in case when the audience is illiterate. 

Limitations of Visual Sign : 

1. It requires great skill on the part of communicator, to draw the pictures, so that they 
may convey the desired objectives, · 

2. They convey only elementary and simple ideas. Complicated lllld lengthy messages 
cannot kiy communicaied. 

3. Sigo language may be misunderstood or misinterpreted also. 

4. In sign language, once the pictorial display is employed, it is not very easy to spot 
correction. 

5. Sign language cannot be considered as a substitute for verbal communication. !t is 
only a supplement to it. · 

(b) Audio Signals 

The use of sound I auditory symbols is very limited. Only very simple inf01:mation 
can be conveyed by sounds. They are used mainly for signalling and warning; In war time, 
sirens are used to warn about enemy air raids; sirens are used in factories to warn of fire or 
accident and by police vehicle. 

Whistles are used by the police and the army to call members to assemble and to 
convey diflerent instructions. Trains and ships use whistles and hooters as sib'llal for departure 
and wan1ing. 
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Bells and buzzers qre used to indicate the starting and ending·of work periods; bells 
are also used by special vehicles like the fire tenders and the ambulances to warn other road 
users tD give way. A bell with a pleasant sound is associated with worship. 

Tunes are often used as an identification mark. Programs on the Radio and the.T.V. 
are introduced with a signature tune; and on these media are recognized by their special 
tunes. Special tunes arc used by secrci organisations whose members may hum or whistle 
to identify and recognize their fellow members. 

Advantages of Audio Signals: 

I. Sound I Audio signals are very useful in time managemenl 

2. Sound / Audio signals such as from buzzers etc-. streamline the working of an 
organisation. They enable the communic-ator to regulate visiting hours, lunch time 
etc. 

3. Audio signals convey the message very quickly ·and uniformly to a larger audience. 

Comparison between Verbal and Non-Verbal C11mmunicatiou 

V,,rbal Comm unicatwn Non-~erbal Communication 

1. More natural, easy and immediate. Consciously _created. It takes place when_ 
there is no. vernal communication. 

2. Needs skill and practice to speak in front 
of people or public. 

Requires understanding & meaning of 
various signs and symbols .. 

3. Requires no understanding of tb~gs 
before band. An effective speak:er 

. makes his point clear iirnnediately tlien 
and there without any confusion. 

GraJJhs and pictures are necessary for 
conveying ideas. Only brief messages can 
be corrrrnunicated. 

·4_ Verhai communication needs personal 
presence of both speaker and the 
listener. 

It always accompanies verbal 
communication; whether oral or written. 

(I) 

(2) 

(3) 

(4) 

(S) 

{6) 

(7) 

(8) 

Important Questions for Examinations 

What is Verbal Corrrrnunicalion? Discuss its forms. 

What is Oral Communication? What are its merits and demerits? 

What is Written Communication? What are its advantages and liinitations? 

What do you mean by Oral Communication? How is it different from writu.'11 
connnunication? 

.. What do yotr'memj:liy Nwi/Verbal CotlllllUllit!!ti!i.n?:}~-' < ,. 
Explain fi!:es• merits,mtdl.titllfi'pf~fi; • .,;;;i,;;_j C'ortnnttnic",ruotl. -~ - - ~~-·" -- ,-~-' - . 
ExJJlain meaning, advantages and limitations of Para Language. 

What do you mean by Body Language. Explain its forms. 

••• 
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MODERN FORMS OF COMMUNICATION 

In the ancient times, when we did not bad enough facilities for cominunication, we 
used to communicate tbrough_sound orby sending written messages tllr~ugh messengers. 
Looking back ai the past of communication techniques, we realize bow it has growri ,mil· 
expanded. They have developed beyond our imagination. The growt_li of this technique i~ 
intricately linked to the growth of business_, industry and economy. Business and 
communication are complimentary. Because as businesses grow new methods of 
communication are developed. In the earlier methods of communication, sending messages 
was greatly affected by time and distance while in.the latest methods (Internet, e0niail, video 
conferencing, voice mail, fax etc.) not just time is reducc:a but distances are als.o getting · · 
shorter as well. The influence of new techniques of communication is visible on ett\l\omicw; 
political mid sociai events. · · · 

I. 

2 • . 

3 .. 

Alvin laff!er classified the evolution of communication techniques into.three·stages: 

First wove:• This is the earliest stage of communication facilities and messages were 
communicated orally. 

· Second wave:-· In this stage the messages were communicated orally and in· written 
words. Movies, Telegram, Telephone, Ma~es, N~wsp:ipers; P,;.twere :used. . 

. Third wave:- This s~ is called the revoluti~nary-stage in tominunicatio~.Compu~s 
were invented and this technolob'Y was used in communication through Internet;· e- · 
mail, Cell phones etc. 

Modern Media of Communication 

. Business communication is changing at a rapid pace. The media, m_ethods and channels . 
use<,! earlier arc being replaced by speedier, .efficient and more .e!Tuctive gadgbts .. 
Communication technology.rmd.computers are driving this chat1ge-~ss the world. The 
modern media have brought.about new dimensions to the range, spew; methods and modalities 
:of communication. Internet, laptop, palmtop, mobilcs;modems and computer based· 
messaging system, .MMS, blue tooth, GPRS have started aflecting every aspect of life, 
including corporate communication. 

MODERN MEANS OF COMMUNICATION. 

The following ,tr,: some significant media of modern day ccinimunicatlo~: · 

ill· Cellular Phone 

This is a modern and widely used technology for oral communication. This is a Sll)all 
wireless device which. can he taken anywhere. Or we can say that cellular phone in an 
improved wireless phone. Latest technology has made it possible to use these ph.one_s to 
send e-mails, photos etc. 

Working: 'There is an F.M .. trammlilter .in cell phone which telecasts messages b): .• 
conyerting tlieni into signais. Celliflar phone h"'! a,;•Mfemiitarid when.i(r~cei~~.s a.n:ies~g;, . 

. . tbe phone rings and arfhe puslr.of'a button .ltis'<:dnnected· to'tfie: ioc'al :ti'ansm:fttei. whlch: . 
. sends messages through radio wav_es. It is a self operated process: 

Advantages of Cellnlar Phone : Although it is a means of ural communication it 
can be easily used in cars,.train etc. It is easy to pass information in a very short time. Its 
benefits arc-

. . 
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(i) We can take a cell phone anywhere and. anybody can send and receive messages. 

(ii) It is simple and it saves time. 

Ill] Fax 

It is a modem and electronic communication technique. A photocopy of a printed· or 

handwritten letter or message is sent with the help ofa telephone. The word 'Fax' is derived 
from 1Faschnile'; 'f'ase' means 'to make1

, 'cimile* means 'like that'. It rnenns to send a photocopy 
of the original. This system is useful al those places where the distance between sender and 
receiver is large or a lot of matter has to be sent in a little time. 

Jt was invented by Alexander Lain of Scotland in 1842. Frederick Backwell designed 
a similar machine in 1850. In 1875, William gave it a new form. In 1900, Arthur Cam 
designed the first fax machine and in 1902, he used the photo electric fax. 

·Working Procedure: The printed or written message is first passed through scanner. 
In this process, the matter is converted into electric message. Then this electric message .is 
passed through the fax machine. Therefore, in this process both the photocopying and 
telephone processes work. As in a photo copying machine, photocopies of the matter are 
obtained, similarly in a fax machine, a photocopy is received. But here the person sending 
the copy and receiving it are sitting at two distant places. This distance is covered by a 
telephone line. 

In the modem world the spread of satellite based fa.x machine is increasing day by 
day. In these machines instead of using telephone lines satellites are used. In this system not 
only the cost is reduced but the quality is also improved and it is more reliable as well. 

Advantages of Fax : 

(i) It is easy to send messages through tax machine. 

(ii) It is very simple and economical to operate a fax machine. 

(iii) Quick communication : It transmits message simultaneously to distant places. 

(iv) lt produces the replica of message sent at receiver's end. Hence, there is no chance 

of distortion in message . 

. (v) Secrecy of message is maintained since it remains confidential between sender and 

reciever, 

[Ill] Tele-Conferencing 

,As the name suggest, tele-conferencing is a discussion that takes place over the 
telephone. Usually telephone instruments with speaker facility enable speaking and hearing 
without the hand set or mouthpiece. In the process, it is possible for more than one person 
to speak from one end and have discussion with more than one person takes place 
simultaneously at the other end. This way, the advantage is that the individuals situated at fur 
places can talk to one another and have useful interaction without assembling at a particular 
place. This is becoming popular now a days as it saves both time & money. 

(Vll Video Conferencing 

It is a technolcgy in which both sound Md pictures are telecasted. Through this 
method we can not only telecast pictures hut al.so two people can talk live. It is an option by 
which both the penrnns can see and observe each other while talking. Thus video conferencing 
brings participimts together through. Television displays and allows people in different locations 

to meet face to face. 

Video conference is done with the help of a computer, telephone, internet and web 

camera. 



Advantages of Video Conferencing: 

(i) Time, money and energy are saved. 

(ii) Travelling to distances to attend lo conference is avoided. 

(iii) No monotony and fatigue. 

(iv) Arrangements for conducting a meeting are avoided. 

(v) Cost of accommodation and other facilities are avoided. 

(vi) Decision-making becomes fast. 

[VJ Internet 

Internet is a modem communication medium which creates such a big route for 
exchange of messages by joining computers through telephones that all infom1ation and 
messages can be sent aod received quickly. Internet is made from the two English words, 
International and Network which refers lo a worldwide system. This is a very fa.st media of 
communication to share the inforrnation 11Dd knowledge. 

Advantages of Internet : 

l. It is the only way to connect the globe. 

2. Cheapest way of communication. 

3. Fastest way of communication. 

4. Publically governed Le. generalized standards are followed (Not propritery). 

5. Best mode of education and business. 

6. Working with internet does not required very much skills. 

Disadvantages of Internet : 

I. lnadeqnale security i.e. dangers of Hackers & Crackers. 

2. It has much garbage rather thao valuable information. 

3. Sometimes organizational productivity is reduced because employees are surfing the 
net for fun rather than for business purposes. 

4. Time is wasted because searching & retrieval talces much time. 

5. Internet Addiction harms tbe body & society both. 

[VI] E-lllllil 

E-mail is the most popular use of .internet. Till 1970, e-mail was known as Computer 
Based Messaging System (CilMS). It was registered as e-mail by Western Union. With the 
help of e-mail a message can be sent from one place to another faster than any other medium. 
ln e-mail, messages are sent through computers. Its subject matter is prepare(! by a word 
processor. This subject matter, message or letter is sent to the receiver through the telephonic 
network. The message that we have sent is displayed on the computer monitor of the 
receiver. In case, the receiver is not there at that time, the message is stored in his mail box 
and the receiver can view it when he connects and opens his mail box. 

For sending an e-mail. 'a computer, an internet connection, and an e~mail address is 
reqoired. You can send an e-mail to any person any where if he is connected through 
internet. E-mail stands for electronic mail which is sent via one compoter to another. Apart 
from text matter, electronic pictures, computer documents & programs can also be sent. 

The e-mail process is a very fast process. In todays fast lire it saves both rime and 
paper. It is an unbehevahly cheap process. 
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Advantages· of E-mail:· 

(i) Tue trin'trin of the telephone can be done away with the introduction of E-mail. 

(ii). The user of the system can reach customer's office, Vendors, suppliers, project team 
and. sale office,rs, anywhere, anytime. ,· 

(iii) Services of this p9werful message system gives an immediate_ access lo worldwide 
contacts,· 

(iv) . 

(v) 

· (vi) 

(vii) 

, (viii) 

(ix) 

(x) 

E~mail improves reporting systems both inside and outside the organization. 

· Serving and receiving the messages can be done at convenience withovt delay. 

E-mail is far ·quicker correspondence than ordinary postage. A message can re~ch 
any part of the _;,,orld in a fraction ofa second, Th~ message may consisrofonly a 

fow lines o( text o~ of several himdred lines, 

The cost of infonnation delivery to internal and external sources is reduced substantially, 
Nothing _is charged for sending and rec'eiving E-mail even though lhc message travels 
across the world. · 

E-mail provides an efficient means of updating and providing current infonnation to 
customers and internal staff · 

Record maint~nance of E-mails sent and received is also possible because. all the 
messages are stored in \Jle form of fil~s in computer. 

If the recipient.is away, th~ E-mail message waits for him until he receives and rends 
the message. 

Question 

· 1, What are modem forms of communication? 

_2. : What i~ Internet? Explain its advantage & disadvantages. 

3. What is E-mail? .Discuss its advantages, 

4, Wnat is Video Conferencing? Discuss its advantages. 

5. Discuss the role of Fax, E-mail and Vid~o Conferencing in Communication. 

6. '.'Modem connnunication system has changed the world into a village." Discuss . 

••• 
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PROJECT APPRAISAL 

The optimum utilization ofacquired resources needed for any project in essential. 
This is only possible when the project ofan entrepreneur is eommercially feaiiible, practically 
easy in operation and profitable. A sound viable project ensures a definite income on investment 
to the entrepreneur and the financial institutions provide long-term soft loans to the 
entrepreneurs for such projects. Besides this, a viable project helps in realizing the economic 
and social objectives of country. flence, it is very essential that the project should be profitable 
and commercially feasible. 

Meaning of Project Appraisal: Project appraisal implies technical feasibility, 
economics competence, financial viability and detailed appraisal of assessment of necessary 
managerial ability for the successful operntion of an ente,prise or project. This is a decision 
making procedure of an entrepreneur in terms of success of the pr.oposed project, soundness 
and commercial viability. It looks after the different aspects of the proposed project such as 
technical, finan~ial economics, managerial and administrative; to assess its feasibility, 
profitability, viability and desirability. 

Generally, various types of projects are produced together or presentedjointly 
to benefit from a given opportunity. Only one project has lo be selected from many given 
options. To derive maximum benefit which one project should be selected, what norms to 
be followed, on what basis all these exercise are jointly known as project Appraisal. Following 
information are required to select any one project of many projects. 

(I) Profitability of the project: Many types of information are required to estimate the 
profitability ofa project. Such as monetary cost of the project, period ofits economics 
viability and iesidual value of the project. 

(2) Estimation of Venture cost: The loss of alternative income as a result of decision 
taken on any project is known as the venture cost of that project. 

(3) Reqnired minlmnm price: This is such minimum rate of realization at which a· 
project is admitted for consideration. The rest of the proposals which give less than 
this rate are rejected. 

(4) Deprecla:tion: At the time of project appraisal, knowledge about the amount of yearly 
depreciation must be known to decide about the project. 

(5) Income Tax: During the project appraisal, information regardmg rules of Income 
Tux are also required. 

( 6) Loss due to obsoleteness: At the time of appraisal, estimate of loss due to obsoleteness 
· should also be calculated. ' 

(7) Available Fnnd: Information about availability of fund for the projecf expenditure is 

also essential. 

ESTIMATION OF PROFITABILITY OF A PROJECT 

Whenever Capital investment proposal of a project is presented before the sponsors, 
Board of Directors or an entrepreneur, they, first of all try to gather information about the 
minimum definite income the project would yield. In other words, estimation oftfie profitabiHty 
of the project is desired prior to making any investment. The estimation of profitability is 
calculated on the basis of following prevailing methods: 

ErrlrepNneurs.hip Daf:!lopnuni 

NOTES'', 

59 



E11treprttneu.rship Development 

NOTES 

60 

(.I) Pay-band period method, 

(2) Fmancial Report method: 

(3) Current Price ttiethod 

Conditions or Project appraisal: Appraisal of ony project is carried out by 
different parties for meeting different objectives: 

· ( l) By Promoters: The initial stages of the project appraisal is done by promoters or 
entrepreneur for the selection of right project To know whether the prop'osed project 
would yield some minimum return or not, the promoter studies and analyses the 
various aspect~ of the project appraisal report, He selects and gives project which 
suits his resources, capacity and ability and gives maximum return to capital. After 
the selection of the right project, he puts it before the financial institution to receive 
financial aid or loan, 

(2) By Financial Institution, : Financial institutions make appraisal of .the proposed· 
proje<:t of an entrepreneur before providing financial assistance to such· projects, It 
assesses about lhe profitability of the project to judge entrepreneurs repayment capacity, 

(3) By other Extem,al Institutions: To know about the soundness of the investment 
proposals, the other external institutions and organi:zations carryout the project appraisal 
of the proposed projects. · 

Scope and Different Aspects of Project Apprai""I 

For the appraisal of the proposed projects, practical feasibility is also examined, 

(1) Technicalfeasibility: Before making,any investment in the proposed project it becomes 
essential to know whether necessary technical ]<now how, experience, machinery· 
etc, are easily available in· the area or not? Whether they are readily available in the 
country or it will be imported ? Whether foreign technical help, would be needed in 
future' Whether any special training would be required to be given to the employees 
or they will be sent-abroad for training? These matters are addressed before the 
acceptance of the proposed project All the above mentioned fa~(s ~ome ooder technical 
viability. 

(2) Managerial Viability: Managerial efficiency plays an important role in the success. 
of any project Many times, it has been witnessed that even' a weak project becomes 
very successful due to managerial abilities, committed worl< force and commercial 
skills and expertise. Hence, before giving any financial approval, the acceptance should 
also be evaluated, While doing evaluation the background of ii? promoters, their 
commercial and industnal experience, their technical and managerial abilities, capacities, 
organization skills, entrepreneurial abilities etc, are required to be observed. 

(3) Social-E,conomic Viability: It is essential that a project must also be beneficial from. 
Social-economic point _of view. 

The evaluation of soc10-economic viability is done on the basis of the followingpoints: 

I. Creation of employment opportunities. 

2. Contribution to the economics and growth of nation, 

3. Contribution towards equal distribution oflncorne and Capital/wealth, 

4. Encourages self reliance, 

5. Saving and Income of Foreign Exchange. 

6, Development of Backward areas. · 

7, Development of small and ancillary Industries, 



onlributiou in provi<.ling baSic mfrastructural facilities. 

9. Helpful in up gad a ti on of technology process 

10. Improvement in. technical and producl!on process. 

l l. Improvement in the living standard and life style of people and national welfare. 

-12. Helpful in the prowess and growth of rural ru-eas and socially backward classes. 

13. Conservation of e nergy ·and for optimum utilization of mineral resources. 

(4) Economic Viability: Fconomic viability means analysis of subject matter, from 
economics point of view. The project which the entrepreneur is going to undertake. 
what wil! be its market position after 1t is produced? How is its demand'/ What is the 
position of competition and demand of the product in that area~ All ~uch relevant 
facts aµd information are duly studied, and analysed. The present and future demand 
of the product, competition available in the field,etc .. are thoroughly studied before 
taking any project in hand. jf the entrepreneur finds the project economically viabile 
then it is accepted otherwise the project is rejected. 

(5) Financial viability: The financial aspect of a project is thoroughly studied before 
considering any project. While considering financial viabijity following p<;,ints are· 
taken· care of: · 

(a) Estimation of total Capital Invesbnent 

(b) Estimation of profitability 

( c) Estimation of amount of profitability in. 1 'ompanies to total capital Investment. If 
the entrepreneur finds all these fact> compatibie then he decides in favour of the 
proposed project, othe~ise he rejec_ts it. 

Important Questions for Examinations: 

(I) What feasibilities should be examined for judging the soundness of project? Discuss 
in brief. 

(2) What is mean.! by Project Appraisal? Discuss its various aspects and areas'/ 

••• 
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PROJECT REPORT 

Project preparation is an important decision in respect of potential profit and investment 
Many factors are taken into consideration while preparing a project report. Generally, lhree 

· important feasibility aspects arc looked after during preparation of project report. They are 
mainly: 

(i). Economic Feasibility 

(ii) Technical feasibility and_ 

(iii) Financial feasibility. 

After extensive analysis and intensive research on 1he feasibility of the above mentioned 
factors project reports are prepared. 

Meaning of Project Report 

Project report is a document prepared after thorogh study about investment, 
assessment, devaluation and planning which gives information about proposed proJect such 
as objective of project brief description, financial srructure, eqnipment, machinery, raw 

materials, skilled labour force, various physical resources, managerial facilities, market, 
distribution facilities, import, cost, profitability, cash flow, investment etc. 

Project report is a written document prepared by a finn or an enterprise which gives 
informatioq about the activities of the finns and the status of its technical, ftmmcial, commercial 

and social rustoms or obligations. 

In t\le Project Report, professional experts include all the relevant factors and give 

advices to; make the proJect economically ¥iablc and commercially profitable. Then the 
report is s~bmitted lo the Board of Directors, who after deliberation, give ;,,reen signal to 

siart the ptoject. 

(l) 

(2) 

(3) 

(4) 

(5) 

Characteristics of Project Report 

Following are the chief characteristics of project report: 

This report is prepared after completing all the basic fonnalities required to commence 

the;project and becomes imperative for the project. 
i 

This is a complete written document of the project, whicli incorporates in it all the 

rel~vant infonnation. 
i 

Th(s report is a guidelmc for various activities of the project. 

It also sheds light on the priorities of the project. 

Thjs report is the final blueprint.of the objectives of the projects. 

Objectives of Project Report . 

Orj the basis of Project Report, industry gets registration; land allotment, credit facilities, 
· grants, rebate in the s'ales Tax, quota for raw materials and other benefits that is necessary 

for its day to day operations. The main objectives of PrnJect report are as follows: 

(I) The pr(\ject report evaluates the various opportunities ofmvesuncm and s'elects the 
best investment option. 

.1 
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(2) It is imperative to submit project repo~ for getting credit faci1itics rrom financial 

.lnstitutions. 

(3) Government departments require project reports. It is also required for gelling 
registration and approval of the proj~ct by Government Authorities or Agencies. 

(4) After comparing the probable cost and projected profit, the viability and commercially 
feasiliility of the project is examined. -

(5) The objectives ~nd precincts of various available resources can be acquired after the 
study of Project Report This report in practice acts as a guideline for the Proj.,ct 

(6) The Project report is a brief document of the project which clears all the doubts 
related to the project This s~vcs the time and energy of the entrepreneur. 

(7) On the basis of this documen~ the entrepreneurs applies to receive financial benefits 
from financial institutions, e.g. Banks, Lendmg •b>encies, etc. and applies for rebate in 
Taxes, 

(8) Project report is a guideline for the entrepreneur. On its basis he can make necessary 
amendment or change in his future business operations. 

Preparation of Project Report 

Preparation of Project Report is imponant. It incorporates various activities of th~ 
project Project Report of small enterprises are generally prepared by the entrepreneur himself 
but services of various p1ofessionals, experts, lns1itutions, ~onsultants are taken into 
consideration while preparing project report of large scale industries, complex and multi
region technical projects. 

Coverage and Contents of Project 

The nature of the report differs from project to project. Hence, the informations 
included in it. too, varies from project to project However, general information, which is 
included in the project report can be incorporated under following titles: 

(I) Background of PrcJect 

(2) Objective of the Project 

(3) Justification _of the Project 

(4) Probable market for the Project 

(5) Cost of the Project 

( 6) Sources of.Finance and Financial aspects of the Project 

(7) Chief Elements of the Project 

(8) Organizational structure of the Project 

(9) Description about Project implementation 

(10) Economic and Social Justification of the Project 

( I I) l'rdject Result 

I. Background of the Project 

At the outset, general information and background of the project are mentioned in the-
Project Report. The information given in the background depends on the nature of the 
Prnject The aim of _,,,owing background of the Project is to- highlight its· sound financial -
base and commercial feasibility. In the background of the Project following infonnation are 
included: 

E'ntrl'preneurship ·nri•t'lopme-,,_t 
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I 
I 

(I) lype of the Proiect. 

(2) Field of Economic Activity to which. the Project is related 

(3) Location nrthe PwjecL 

( 4) Evalua11on of the Profitab1l1ty and Competency 

( 5) Brief deseription about the Project. 

(6) Technical Description • Location, Process, Status, Blueprint or Map of the 
Located Units, Design and Description about possible beneficiary. 

(7) Physical Resources. 

(SJ Socio - Economic condit10ns, obstacles and possibilities. 

(9) Priorities of the Project. 

(l 0) Survey lteport. 

(l l) Other Infonnation, 

(i) Name and Address of Entrepreneur. 

(ii) Educational Qualification of the Entrepreneur, Experience and 
Capabilities. 

(iii) Other Related Business of the Project • Past Performances, Present 
Position, Problems and Obstacles related to the Project. 

(iv) Organizational Structure and Legal Status. 

(v) lo case of Partnership Firm description about Registration. 

(vi) Utility and future prospect of probable production. 

II - Objectives of the Project 

Each project has its objectives. Project report is an operating document and it serves 
as a road map to reach the destination or.goal detennined by the entrepreneur. 

III -Justification for the Project 

Each project utilizes resources, thereby giving birth to new product. Promoters have 
to prove \heir strong points in their project proposal from various aspects to attract investment. 
They have to justity their points to the shareholders. 

(l) Estimates or Cost and Price: V.'hile assessing lhe profit and cost of lhe product, 
the probable prices of raw materials, expenses on administrative and expenses on production 
have to be mentioned. 

(2) Toll!'! Demand and Supply of the Product: TJ:,e actual demand of the product in 
market, the status of present production and its supply is taken into consideration. By the 
proposed project how much this gap will be covered, this point too needs clarification. 

(3) Transportation of Goods: \Vhether the firm will depe_nd wholly on public goods 
carrier or will opt for their own transportation system has to be clarified. 

(4) Seasonal Demand: Whether the demand of the product is seasonal or perennial, 
what strategy has been adopted l'O keep die demand a year long affair needs to be mentioned. 

(5) Marketing Strategy: The strategy to be followed for promotion of sales, lhe 
distribution·nctwork, mediators role, advertising of the product and sales promotion schemes 
plans too require elaborate coverage. 

IV - Cost of Project 

In order to process the investment proposals and arrive at investme11T deci.,ions. the 
Planning Commission of India has issued some guidelines for preparntion ,ir fonmd~tJO:l of 



realistic imJustrial projects. According to these gu1delinc;o;. 10110\.\'ingaspccts should he mduded 
in the cost of project: 

(I) Land and Site Development: In the initial stages of the project expenses arr 

incurred on leveling of the ground, on foundation, houmlary wall and other related estate 

development work. 

(2) .Building and Civil Work: The c-ntrepreneur has to incur~xpenses on construction 

of building, workshop, administrative block, garage, power plant, machinery, water 

conservation~ residential accommodation for empJoyecs and on other constructions for 
·providing basic amenities to give concrete shape to. his project. 

(3) Plant and Macbinerv: For the operation of prouuction process entrepreneur 

incur expenses on various eqllipments, machines, tools, and workshOPs~ etc. 

(4) (tliscellaneous. Fixed A,sets; For the efficient management of the project, . 

entrepreneur spends a huge amount bf money for purchase of fixed assets such as office 

e;quipment, furniture; transportation facilities, the laboratmy equipment, fire fighting equipment, 

pollution control system etc. 

(5) Preliminary and Pre-Operadve Expenses:. To starithc new project huge amount 
is spent on preliminary and pre-operative facilities development work. 

(6) Margin .Money for Working Capital: To manage the project, margin money is 

required to bear various types of iniscellaneous expenses. Even for borrowing money from 

financial institutions, margin money is requ.ired. 

(7) Technical Know-how: Technical and managerial advice is n.ec'<:led in connection 

with various aspects of the project consultancy, fees have to be paid for their services. 

(8) Contingencies: Various types of sudden contingencies requirements crop up · 

during the operation of a project hence provision of contingencies fund has to be created to 
' , . 

meet such expenses. 

V • Sources of Finance and Financial Aspects 

ln the project report it is imperative to mention the sources of funds. The 

nature of the sources of fund depends on the characteristics of the project; it can be tong

term or short term source of finance. Long-term sources of fund are of two types: 

(a) Entrepreneurs self contribution 

(b) Loan 

Other Finandal Aspects: In a good project report informarion regarding various 

aspects of finances loo is mentioned to enable financial institutions 'lo know about the 

soundness of the proposed or existing project. Following are th.c imponant financial aspects 

relote,l with the project: 

(i) Financial Character: Information. regarding the past financial position and 

dealings of the firm are 'given in it. 

{ii) Net Profit to Sales: The profit accrued on sales of tile product should be 
reasonable. Jftliis proportion is too low. then tlie competitiveness afthe enterprise 

would suffer. 

(iii) Rate of Return on Capital: The rate of retum on invested capital by die 

entrepreneur shoulu be higher than lhe existing mterest rates prevailing in the 

capital market, so that he would gel the reward for his hard work and enterprise. 

(iv) Dehl Equity Ratio: The long-tem1 loan ratio of a sound project must not 

exceed three times of the self-capiLsl. 
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( v) Break-even point: The break-even point should be based on the total capacity 
of the machinery and plant. Future plans t.u maximize the production capacity 
should be based on it 

(vi) Projecletl nnancial Matements: To evaluate the iinancial position anti flow 
of funds m the project and pre-estimate the sound financial condition of the 
firms, it is necessary to take into consideration the projected financial statement 
of the firm. 

VI - Salient Features of the Project 

A brief description about ·,arious aspects of the project are also mentioned in the 
project rcporl. 

· 'l) Site: Whether the land is self owned ·ur acquired on lease, whether the la~d. 
acquired for the project site is in the precincts of approved industrial zone, whether it is 
smtable fo, the proposed project. 

(2). Raw Material: Whether the raw materials required should be imported? If yes 
then, is proper license has been acquired? Source of availability of raw materials, whether it 
is regularly a,ailable on reasonable and competitive rates. 

(3) Skilled Labour: Whelhe, skilled labour 1s available in the region, If noi then what 
arrangement have been made to tram the labour force . 

. (4) Power: Whether the power supply is available regularly in the area? Other factors 
·! of power supply should also be taken into consideration. 

I 
l 
I 
I 

(5) Fuel: Whether fuels such as coal, diesel, gas etc. would be required. Their storage 
. and availability positions. 

(6) Water: The source of water and availability, storage facilities etc. should also be 
mentioned. 

(7) Waste Disposal : What provision has heen made for the waste disposal. 

(8) Communicution System: The motle of communication system such as Telephone, 
Telex, and Fax etc. has to be mentioned. 

(9) Transport Facilities: The existing and probable transport facilities should be 
menti011ed. 

(I OJ Other Common Facilities: Information regarding other common facilities such 
as Tools, Workshop, Casting and Repair and Engineering shops facilities should also be 
given. 

(11) Machinery and Equipments: The kinds of Machinery and Equipment, its sizes, 
sources or manufacturing equipments and services are mentioned. 

(12) Plant Capacity: 11,e existing and licensed capacity of the plant and number of 
·working shifts require special mention. 

(13) Technology: Whether the opted technology is suitable and latest available 
technology? Whclhcr any other special skill would be required for that rechnology. 

(14) 1\-fanufacturing Process: A brief and self explanatory note on manufacturing 
process should be mentioned. The time taken in transforming raw.material into end product 
should also be mentioned, 

( 15) Quality Control: What method has been adopted forqnality control? The quality 
control imd standardization mark such as ISi, Q, 'AgrtJark' etc. has been acquired from 
recognized instirutions and agencies. 

(16) Research & Development: Whether special cell or department has been created 
for Research and Development in the field of production, cost management, quality control. 
personnel management, sales and marketing etc. 



The above mfonnatlon is essential for the basic infrastructure of the project. Hence it 
is imperative to give brief description about these in the Projec1: Report. 

- Vil Project Organisation 

The success of a project depends on the quality and devotion of its management. 
Hence_ m project report the. designation _of its employees, their qualification, their number 
etc. and· description of organisational chart shall be included. 

VIII Implementation Details . 

The nnpl.ementation of any project require some work responsibility and work schedule 
that mdudcs tune schedule, chronology of events. worl coments~ centre of re:...punsibi1ities, 
cns-t cstim.atii ,n etc, 

. \I) Time •"·hrdule : It includes time frd!l1e for completing each job and fixed lime 
. schedule. "The probable time of completing the project does·not merely depends on the work 
performed or done in. a definitetime schedule hut also is influenced by the availability ofraw 

·- materials, other extrinsic and intrinsic obstacles. 

· (2) Chronology of events/ work schedule: The schedule of work to be perfom,ed 
· is detemiined and priorities of work schedule.is decided before hand to complete o p'rofeci 
Within a given ti m\! fram~ 

(3) Work Contents : The work content of each activity is decided and divided into 
work and sub-work. On its basis the contracts and sub contracts are ~igned with important 
Pusinessmcn. 

(4) Centre of Responsibility : Elaborate explanation of work responsibilities and 
centre ofresponsibilities are mentioned in U1e project report. 

(5) Cost Estimation : Provisi,,n for funds required for completing the project at 
different tiine intervals arc considered anrl estimated cost of the project is calculated. 

: ,:conomic and Social Alipects 

Tt,e entrepreneur is ml important (ff!.:,~11 nf soda) stnkture. Tbe 1)pti~um Utilisation 
of resourcc.s fur the utility_ of society in a pro,iuctl\·,._, m:mner is the respnnsihiiity of the 

indn.suy ·and 1:ommerce. An enterprise is a s9Crnl p~oceSS besi, les a.i.1 economic organisation. 
tkucc, any new project tbat comes into operation must solve human problems anrl must set 
a landmark to minimise the social cost. • 

'It ~::i a!ways desirable to include socio-economic benefit of the project in the project· 
· report. Followmg are some important Socio-Economic henelits: 

i) Increase in Employmn,r : 11,e project report must include the number of new 
employrnf''"!t gern .. •rak-t ,ir;t\ t.,pp~)rt-_:;· '.~: a\·aiiaJit: for ~li,cc1 d.nd iml}rccl employment 

iiJ Substitution : Measures adopted for imp,;rt substitution and its possible or probable 
· advantage b~ included in the project repor!. 

iii) Development of ancillary Industry : Project report must mention. the number of• 
ancillary Industty that would develop due to the operation of the new project. 

iv) Regional Development: Project Report should also mention the possibilities and 
opportunities that would be created in the region for its· development. Elaborate 
explanation be given how _the project would bear the cost of Soc_ial responsibilities. 

IX, Project kesult : 

·rhe possibilities of achievements are incorporated in the project report as project 
result. These results ate given, in the form of Conuntmi1y Health Programmes end the 
number of beneficiaries. 
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List of appendices of a Project Report 
,. 

For the clarification and explanation of articles and information mentioned in the 
project report, various paper and brochures are needed to be attnched with the project 
report Following are.the list of Appendices:-

(i) List of necessary equipments (ii) Description of initial expenditures (iii) Need for 
working cal)itaL (iv) Requirement of Labour and Employees (v) Break-even point (vi) 
Pnlduction cost and estimation of profit. (viii) Cash flow description. 

Preparation of Preliminary Project Report 

Prior to making final decision about the establishment of an. industrial unit, an 
entrepreneur has to make intensive study about the various aspects of the project. These 
studies generally covers its technical aspects, marketing, distribution, economic, financial 
and management aspects. Only after carrying out these studies the entrepreneur reaches to 
any concrete decision whether the said enterprise would be feasible, practical, beneficial, 
viable or not. 

Generally, the entrepreneur before taking final decision about the establishment of an 
enterprise, considers about other alternatives and options and collects data, facts and figures 
about it. Prior to reaching any decision he analyses and measures the positive and negative 
aspects of the prospective unit arid prepares a report based on the facts arid figures collected 
earlier in this regard, this initial report is called 'Preliminary Project Report.' 

Objective of Preliminary Project Report 

( 1) This report shows the potential profitability of the unit. 

(2) This provides comprehensive information about the market possibility, nature or' 
market, raw material, technical knowhow, machinery, equipment and tools, cost of 
the project, availability of finance, use of established capacity, selection of project 
site, statement ofincome expenditure, percentage of profitability, break-even point, 
etc. 1hus, the report contains useful mforrnation right from the establishment of 
the unit till its operations, on which the success of the particular unit depends. 

(3) Sometimes, the eut/8p~~~eur, in his over enthusiasm and overconfidence, overlooks 
certain facts and considers it insignificant, but theprojcctreport makes him aware 
of all the grey areas related to the project. 

Advantage of Preparing Preliminary.Project Report 

(I) The entrepreneur can apply for provisional registration after preparing the 
preliminary project report and can take othereftective steps in connection with the 
establishment of the unit .. 

(2) On the basis of the furnished infonru,tion, the entrepreneur will complete other 
formalities as well. 

(3) He gets all the prerequisite infonru,tion required for manufacturing the product in 
the prelimiriary project report. 

( 4) · What infrastructural facilities are required (land, building) for establishing a unit, is 
known to him by this Preliminary Project Report. 

(5) He gets sufficient motivation and encouragement after preparing the preliminary 
project report whi~h boosts up his confidence. 

How to Prepare Preliminary Project Report? 

(1) The .description of work site is given under general infonru,tion. Thus, the 
entrepreneur overcomes the initial hurdle of selection of site as he is asked to 



mention the place, the town and the name of the industial areas where he is planning 
to establish his unit He should also cohsider whether he wa~ts to establish the unit 
in a rented premise or in an i.ndustrial area or in In~ own house'/ 

(2) He decides aboui the form of his organisation, 

(3) 

(4) 

(6) 

He has to mention about his qualification and work experience. 

In the report. production description and ,:nanufacturingprocess has been asked in · 
brief, the entrepreneur has to fumish brief description about manufacturing process. 
Accordingly, the entrepreneur has to furnish brief description about production and 
sales schedule in briefin (2.2). In this, the entrepreneur has to give brief infonnation 
about name of the produet, expected annual production, capacity and expected : 
annual income from sale. In the beginning, he may feel difficultv in calculating 
annual income. For this, he can take the help from market and collect information 
about existing market price of compaitive producrs, sales commission offered to 
the retai!ers/wholsc 1 lcrs and income calculat~d from sales. · 

In the next puuit (2.3), the entrepreneur has to mention about details ofland and. 
building in brief, If the premises is onrent then the information aboutbuilt up are&· · 
and monthly rent has to be mentioned. Here, the entrepreneur has to take special · 
care that in future ifhe desires to go for expansion then the land and building may ;'' 
not fall shorter for it, Hence, it is advisable that the entrepreneur should make 

. prnpc'' ;,roi-i,ion for the e.,pami,m ?nd extensicm ofhis ,mit in future in this regard, 

·, .. 

. . 
lf the land or building is the pan of capital investement the~ he has to furnish the 
following information. 

"' '.'. • . , r, ;. ~ ' ..,. 

(7) 

(a) Total estimated land, 

(b) cost ofthe land, 

(c) land transfer registry and other constitutional expenses, 

(d) expenditure on leveling and filling ofland, 

(e) 

(f) 

(g) 

(h) 

(i) 

(j) 

expenditure for constructing approach road and other roads, 

cost/expenditure on construction ofbound:lry wall and fencing, 

expenditure on construction of main door, · 

construction of main building, 

construction of laboratory and workshop, 

office and godown, 

(k) well, boring and water tank, 

(I) garage, 

(m) expenditure on construction of office, 

· (n) fee of the engineer, etc. 

1'.fachinery: The brief details about machi.nery and other equipments, accessories 
and the total number of machines, cost of the machine, transportation expen,diture, 
name of suppliers, installation cost and expenditure for the purchase of accessories 
for machines h,1ve to be furnished in part (2.4) by the entrepreneur, . ' . . 

(S) In the next point (2.5), he has give brief demils about miscellaneous expenditures. He 
has to prepare a list of monthly expenditure items. On that basis, the ,mnual expenditure 
can be completed. Such expenditure arc n.'!lt, maintanancc·cost, storage cost, stationary, 
,,n- ~.\ l t:.':O:nerq•~ rp•·v1i~· -,·~d ·;11lnta1nJncc, insmara.•1;.• and other misceHaneot1.s expc-nse;;., 

,i:'.>•,-,..5t•. ::,·. ~: J,,, 

l,) 

.. 
.. '/:}'". 

(. ·:•\j)?' 
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. {9) In po:111 (2.(; J_ t11L' cntrer;re-~t~ur provides information about-raw material~ required 
for production: what type of raw materials would be needed, from :where the raw 
rnatenals would be procured, and its· cost etc. 

(10 i Utility expenses (2, 7 J rnelu,it cxp~nse, which an entrepreneur bear-s for runnini; 
the unit such as electricity, water, mfocrai oii, coal., 'ect Th~ questions hke these 
need to be answered: How much HP is required; its annual expenditure, category 
of workers, their salary. · 

(l l) Point (2.8) covers the employees and workers: brief description aboui n~mbcr of 
wc,rkers: employees, annual labour cost, category of workers and their wages 
haw to be mentioned. 

,U) In the next point, 1.e., (3.0). the entrepreneur has 10 mention about distribuuonl 
marketing nossibilit,es m· details about market 0f the product. This includes the 
utility ot the product its ,ize. weight, colour, demand and supply f)fth.e goods. 
nature of present competi ti'on, its launclnng m the mark~t, strategy. 

(l3) Point (4.1) covers fixed capital details which include its evaluated cost and other 
· necessary inforrnal!on related 'to 1l. 

( 14) Point( 4.2) requires details about working capital and cost related with production 
of the goods. How much stock of raw materials have to be procured, cost of the 
raw materials, for what period stock of ready manufactured goods. parti.illyproduceq 
stock. utiiiry expenses ofa month, credlt sales, detaib otall these expenses have to 
:,e computed to denve total requirement of working capital needed. 

(15) L:Hder the tota.l project cost (4.3), he offers data about total estimated cost of 
j.ltD~Cl,: 

' ' ' 

( 16) For the establishment of an enterpris~. the infornrntinn abm,l the finance has to be 
fumi,hed in point t 4Al. 

(17) In point (4.5), i,c: ha~ to give anal)" :,·al delulls ,.rthc profitability ofhr, "•1•':rri•-r 
Fn,·the mfo'.·mation ~1houtprnfitabiHty Lhe prndu::tinnrn::.t. fT'," 

1 ,;,i 1,, 

adTT' 1,.,-1 ~·tr~:·,.•~". , ,,---1 r.:'.'it on l~roJ1, cteprec1atiun C"tr .t:ost expenses have tq ·vl , 

and are deducted from revenu' g::ncrn ted from sales. First, the gross profo arr. 
after deducting income tax, the netprnfit is derived .. 

Precautions required to be taken" bile preparing Preliminary Project Report 

(I) 

i ·. (2) 

(3) 

One must not compute the utility value of established capacity of the enterprise 
under excitement, ovfrconfidence and over expectation 
'. '. • . f 

While computing, precautions should be·Uiken about availability r,f elecn·ic supply, 
"production capacity of·the enterprise, cond.itiOHS of th-, '1n·~1 kel. nature of 

competitions, possible change in production technology, etc. 

Market survey and right knowledge of market should be carried on scientifically, 
because market conditions and nature of cnmpetition are very ,olatile in nature 
and change rapidly. Insufficient and inc·orrect knowledge about population of the 
area, income expendit.;re, demand supply. etc. and fo Is~ ii:npression regarding wide 
acceptance ·of the product" sometimes put an ·entrepreneur in great trouble, 
Consideration should be taken about rate and directionof changes taking place . .' 

(4) Selection of machines should be done card'ully. Select themachme according to 
its production capacity. Purchase the machmes from reputed, renowned 
=s'"•facturers only, select the machii,,, of more capacity than the requ1rement. 

i 



(5) . Selection.ofhig'1 quality modem technology should be done after due considermion 

as use of modem technology in small industry entails lots of other inherent expenses. 

(6) Select ·the industry/c-ntetµise according to your econpmic capacity. Otherwise;· 

the success of the enterprjse will be doubtful. 

. i}) Most of the small entrepreneurs never calculate the correct cost of their project, . 

either it is under estimated or over estimated. 

(8) · Selection of wrongl)roject~ite: mostly entrepreneurs falfprey.to the luerative offers 

provided by.agencies while selectingproject sites which provides government financial 

aid ((mmts and coneess1onon taxes etc.) or their home towns, land•oftheirancestors, 

etc. They forget about certain points such as prol\iinity ofthemarket; availability of 

the raw materials, availability of sldllcd labour force, basic infrastructural amenities 

etc:while deciding about the project site. 
. ' 

(9) I.Jenera!ly, despite their g09d. quality the new product sometimes fail to fetch g.ood · 

· prices as their competitors. Often the new entrepreneurs ignore this hard reality 

and fixes. pnces of the product at higher rate keeping in mind its quality. Sales rate 

should be fixed based on actual facts and existing conditions . 

. Project Profile Report or Proforma/Format of the Project Profile . 

1.0 General information : 

(I)· Nanie of Entrepreneur: ........ : ................................................................. . 

(2) Date of Birth : ........................... . 

(3) . ProJect : .-................................ . 

(4) Place of work/working place: ..... , ............................................................ . 

(5) .Type of organisabon: ................................................................. , ............ . 

(6) ,-lame of unit: .............................................................................. , ... :., ... , 

(7) .Address of the Entrepreneur: ...................................................... : .... _. ... _. .. 

(8) Proposed establishment/place oLthe unit : 

1 .1 ·· Educatloual Qnalilicatlons: 
-

Name of ! Year of Board/· I Main 
I 

Remarks 
Examination passing I Uillvcrs1ty I sulijecls I 

·1 . ,· 
1 - . ·,--·- . :"j __I 

' I ' ! i 
I 

I I 
., 

i ' 
1.2 Technical & Other special/professional Qualification: 

Description l Institution 

NOTES 
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I 
I 
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1.3 Work Experience (Past and Present) 

Name of organisation/ Designation i Nature of l Period 
Institution work . I 

I 
'' ' 

I 

I I 
I 

1.4 Description of any otherimlustrialicommerical unit rciated with the applicant 

1.5 

l.6 

, Caste: Scheduled Caste/Scheduled Tribe/OBC/GeneraL 

Present occupation of the entreprc'tleur. 

2.0 

2.1 

2.2 

2.J 

2.4 

S.No. 

I 

i I. 

I 2, 

J, 

:i.o 

Description about the .Product: 

Product and its utility/use and quality: 

Type of proposed project; manufacturing/resource development/Services 

Production details and rrumufacturingprocess (in brief), 

Objective of manufacturing/services. 

Name of Products I Quality/ Rite 
Manufactured / I measuremcnLI · pe! pc I 

Description of naiure number 
of Sefviccs provided 

' 
i 

Financial aspects of the unit/ establishment: 

Description of permanent assets: 

Description ofland and buildings: 

( l I If on rent then covered area: 

! 
Total 

Receipts 
irt Rupees 

i 

If land and building is a pan of .. apital investment th-,n 

" A~y,.O'ther ·:-

I Descriptions 

I Remarks. 

. I 

l 
I 

1i) (ot,1 re.1uired land (ii) cost oflaiid (iii) expenditure on developing or making 
con,:,,lTU;_;.tiu11 on land. 

3.2: Description of machinery and c,1uipment including te,ting/qlllllity control and office 
instruments. 

SK Desc.rip1ion .. ff Number Cost in Total Address of 
Machinery & instrument Rupees price in Suppliers 

\\>ith specification Rupees 

L 

2 

3. I 
T,Jt.al "' 

3 .. l: Other proposed expenses on permanent assets: 

3.4: Description of proposed expenditure before st;arting operation: 



·3.5: Miscellaneous Expenditure: 

S.N. !-Descnption Monthly I Annual 

(a) ! Rent of work shed (if applicable) 

(b) M_aintainance of consumable stores 

(c) Stationery. Telephone & Postal expenses 
NOTES 

~ 

(d) Ma.intainance and Repaq 

(e) Cartage 

(f) Insurance 

(g) Coveyance expense:. ' 
(h) Other Expenses i 

l Total 
. 

I 
' 

4 Details of Working Capital: 

4. l Rnw material/consumable items 

S,N. Name of goods/ Total Annual Requirement I Sources 
Description Quantity PrlCes 

~ 

I 
i 

17 Total=. ! 

4.2 Expenses on Utility 
- I I S.N. Description I Necessity Tota! Monthly Total Annua: Remarks 

' 
' Expenditure Expenditure I I • 

mElectricity i i ' 
Water i i ~ '71 ., 

I · 3. · Minerals ' ! . -
I I 

·---1 

!Oil 

··----~ 
I ' 

I 
Coal l 

7 Total= i 
4.3 Wages/salary of workers/employees 

SN. Descriptio~ Number Salary Total Total Remark., 

per month Monthly Annual 
Salary Salary 

I. Skilled workers 

2 Semi-skilled -,.mkers 

3. Unskilled workers 

4. Office employees - --
I 5. . Socio I emo'iuments 

· (20% of the above) i 
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I 

I 

I 
I 

I 

I 
I 

i 
I 

5. Tgtal fixed capital 

S.N.II1em I 

J I Land/Building(FromitemJ.I) 
" J 

2 : Machi,;;,rylnstrument(FromitemJ.2) r 
'·J. I MiscellaneoU'l permanent Assets (From 3.3) . 

4: i Expenses beforeoperationofth.e unit(Fromitem3.4) 
1--· . 

Total= 

6_. Working Capital 

I S.N. 
! 

Quantity I Rate %Of Item ,' Period fatal 
Price: Loan 

' 
I. Stock of raw 

materials -· 2, ! Semi manufactured ' i 

good I I 
3. Manufactured I 

goods ' I . 
i ' 

4, C rcdit sales ' ,., 
-

5. · One months utility 
' expenst':s wages 

and s:a1:arie-s of 
work.r,rs and emp-
loyee(4.2&4J) - - .. 

.ti. Miscellaneous •- _,_ 

Ex-penses of one· .. 
. month ( Fram 

J ' L. ...... L~em3.5) _j 
I Total= I I I 
7. Total Project Cost · 

S.N. Description . I 

7.1 ! t>ormanent Capital investment (Frorn item 5) 

-r~- -
. 

_.:...___; 

7.2 Working Capital (From item 6) 

Grand Total = 

8. Proposed Financial soun:e for project . 
. 

S N. I Description ' Amount I .__ .. 
l. Fixed Loan 

) 

I. ' 
2_ Working Capital Loan •. 

' Se] f money/Capital 

4. Other sources 

Tollilcost I 
j 

. 
.~ 

I 

Bank I Perso~al Capital. 
Loan , · maTgln money · 

. 

. 

' ,. -·----

. 

'' .. 

. 

. 
. ! i 

I ' 

Total Cost 

Remark· 

.-, =• 

.. . 

. ' 



9. A,nnual Production Cost 

~ ·1 Description . · 

rTotal cost on Annual working capita 1 

· I; Total Annual in tcrest an Loans fixed loan & working 

1 capital loan <ither types ofloan eg. Soft loans if any 

~-- Depreciation on Pen:nanent Assets (Working place, 
) plant, Machinery clC (per Annum ) 

Total Production Cost=· 

I 

t 
1 0. Profitability Analysis 

. 
I. l Gross Annual income/profit · . __ j (Total receipt Amwal production cost) 

2 J Gross mont)tlyprofit(Divide above by 12) 

i ' Definite Cost x I 00 ' l I Break: even point 
Definite Cost + Profit -. 

4. % age of profit on total sales I Profit x JOO 

Total Sales 

i Profit x 100 
5. %age of profit on total capital investment 

i Total Project Cost ·---
6. Annual Net Profit . 

(GrossAnnualPmflt- Income Tax)= 

11. Name and Address of Machinery and Equipment Suppliers 

fil---1 -----'---l 
12. Name and Address of Raw Material Suppliers. 

1 

2. --
3. i ! 

4. 

Important Questions for Examination 

I. . What is meant by Project lleport? When is it prepared? Describe its objectives, 

2. Describe the contents of a Project Report? Give some samples to be attached with 
·Project Report. 

3. 

4. 

5. 

Give a general fonnat of a Project Report. 

Write note on preparation of Preliminary ProJect Kcport. 

What are the advantages of a Preliminary Project Report. 

• •• 

I 

I 

NOTE.~ 
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11 
DETAILED PROJECT REPORT 

Project Report is a 'medium to. tum any enierprise towards success .. Prtor to 
th~ establishment of any industry if project report is prepared on the basis of collected 
infonnallon and exp.erience then, it can increase the poss1b1hties to earn more profit with 
minimum ·risk factor. 

Project Report is a d_ocument which provides VHa, mformation about supply of 
product by creating demand, permanent cost of the industry, sources of working capital, 
estimated profit, .Break Even point etc, on the basis of which the investors, the entrepreneurs 
and tl,e financial institutions can take decision whether to invest their money in the proposed 
industry or not and in what proportion. · · 

(i) 

(ii) 

(iii) 

(iv) 

(a) 

(b) 

(c) 

(d) 

(e) 

(I) 

(g) 

Main Elements of Detailed Project Report 

Following are some of the main elements of Project Report. 

Proposed Product. 

Estimated Fixaj Cost. 

Basic infrastructure facilities available for production. 

Estimate of working capital. 

Proposed Product: 

· What is the use of proposed product? 

. Who are the ,onsumers of proposed product? 

What will be the sales area/Territory of the proposed product? 

How many units are presently engaged in the production of this product , 
what is their production cost and ptQduction capacity? 

Whether the p~sent wiits are capable to meet the estimated demands?' 

What are the possibilities to increase the demand for the product in future? 

What is. the market price of proposed product? 

Maximum available infonnation should be collected on above points on the 
basis of market survey as success of an industry totally depends on sales of the product. 

(2) Estimated Fixed Cost: 

(a) On the basis ofabove facts, what types of machines will be·required and of 
what capacity? 

(b) Which are the major suppliers of the machine'/ 

(c) Is the technique of production effective? 

(d) What will be the estimated proposed cost and supply price of these machines? 

(e) How much area is required for the installation of these machines in the 
premises? 

(I) Which type of motor is required for each machine and what will be its 
estimate, 1 cost'? 

' . ' 
' 

I 
·' 



(g) What is the area required for storage ·of raw materials and finished products 
and that for office building and its cost? 

(b) What will be the estimated cost of other office assets such as tools, 
equipments, machinery? 

The entrepreneur should collect information regarding production techniques used 
by present existing units and suppliers ofthcse machines, if necessary advice of technical 
experts should be taken. 

(3) Basic infrastructural facilities available for production: · 

(i) What.is the arrangement for sufficient supply of raw materials? 

(ii) Which arc the major suppliers ofraw materials and at what price will they 
be available? 

(iii) Whatis the availability and charges oflabour? 

(iv) Whether electricity, fuel and.water are available according to the need of 
the industry? 

(v) Whether proper facilities for transportation and cartage are available? 

. (vi) Whether special concession or grant is provided by the .administration for 
establishment of industry in those special region or area such as capital 
grant, concession in sales tax, grants on electricity; concession in income tax 
etc. 

( 4) Estimate of_ working capital: 

(i) What will be the total requirement ofraw materials and in what minirnµm 
quantity should they be kep,t in stock so that production does not corne at 
halt? . 

(ii) How much quantity of semi produced goods and fully produced goods 
should be kept in stock'/ 

(iii) ~'bether goods will he sold on credit? How many days credit facilities would 
be given on sales? 

(iv) How many days credit facilities is available on the purchase of raw mattnals? 

(v) What will be the estimated exp_enditure on prod4ction? 

Preparation of Detailed Project Report 

(I) Introduction: In this, besides the introduction of proposed industry, description of 
those elements are also included which functions as a catalyst for the establishment 
of that industry. Knowledge is given about the position of the unit and itsobJectives. 

(2) Information about the product: Detailed information aboutthe proposod product, 
which have been collected from market, is given such as, technical aspects of the 
product, proposed capacity of the industry, possible consumers ofthe product etc. 

(3) Constitutional and organisational structure of the unit: The constitution and 
organisational structure of the enterprise should be mentioned, whether single 
proprietorship, partnership firm, private limited company. Name ofthe proprietor in 
case of single proprietorship, in case of partnership, name of the partners and their 
relationship, in case of private limited or limited company, the name of directors of 
companyand.tlieir relationship etc should be mentioned. 

(4) Possibilities of Distribntion of Product: The success of the industry depends 
on the market demand of its product. Analysis of some factbrs is essential at this 
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stage like, the demand and supply position of the product and its possible future 
market, evaluation of status of present existing units and their production capacity 
and hased on the deml!nd of the product, collected by market survey. 

(5) Process of Production: Detailed description of the production to be adopted by 
the proposed unit should be mentioned in detail by the entrepreneur. The authenticity 
of selected production process should also be proved, otherwise the project will not 
be technically feasible. The serialwise derail of production process, at every stage 
is required to be mentioned for better understanding. 

(6) Selection of machines: It will be essential to provide information about selected 
machines required forparticular production process, detailed description about its 
authenticity and credibility. Knowledge of suppliers of the n1achine would also help 
in deciding the selection of the particular machine. 

(7) Supply of Raw Materials: Information about the source ofrawmatcrials should 
be provided. If lheraw material supply is controlled by the government then detail 
description should be given regarding the same. On the basis of production capacity, 
detailed information about requirement of raw materials should be given. 

(8) Human Power: The requirement of skilled, unskilled, semi skilled, technical experts 
forproposcd production process and arrangement made for their availability should 
be described in detail.· · 

(9) Utility and Services: Transportation facilities, power, water supply, post and 
telegraph services contribute significantly in the success of an enterprise .. In the 
proposed site, the position of their availability should clearly be mentioned. For 
example, the distanee ofrailway station, highway, airport from !be.proposed site 
should be given. Whether electricity supply required for running the unit is adequately 
available? What is the availability of water at the proposed site? 

(10) Construction work: How much land would be utilised orrQquired for constructing 
shed for storage, for manufacturing, for office of the proposed site shpqld be clearly 
described. The estimated expenditure to be incurred on tbe land development and 
construction should be provided. 

A~sessment of Detailed Project Report Cost: Following are the important point 
for assessment (1) Land, (2) Development of Land, (3) Building, (4) Plant and Machinery, 
(5) Office equipment and furniture, (6) Pre--0peration cost, (7) Contingent expenditure, (8) 
Margin for working capital. 

Financial Source of Detailed Project would be •• follows: (I) Fixed Loan, (2) 
Capital Grant, (3) Sponsors money or capital, (4) Other sources, (5) Seed capital under 
National Equity Fund, (6) Soft Loan from District Employment office. t' 

Generally, 75% of the project cost is pro,~ded by financial institutions in the form of 
loans. If the entrepreneur is eligible to receive grant from the govenunent, then he has to 
spend less money of his own on margin 2% capital ratio is considered as an ideal feature by 
financial institutions. Or, one third of the project cost as ma,gin money supply and two third 
as fixed loan. 

(a) Profitability and Bask Hypothesis: Now we study abont the profitability.of the 
project. The basic hypothesis on whieh our computation are based should necessarily be 
mentioned so that its effect on profitability of the project is properly considered. · 

(b) Cash Flow Details: After the computation of profitability we prepare a detail 
description of cash flow. This description deals with sources of cash and, describes, about 
its use. For example, in the proposed years from where the cash will come, ·where it. will be 
used, what will be the contribution of capital, bow much expenditure "111 be incurred on 



fixed/permanent assets, what will be the loan liability, how much loan will be repaid, what 
will be the status of profit in the next coming years etc. 

(c) Loan Rep:,yment Safety Ratio: Now we do exercise on computing loan repayment 
safety ratio to know the exact status ofregular and secure repayment of!oans. Cash receipts 
should be sufficient enough to ensure Joan repayment, then only financial institutions will 
come forward to extend loan. 

(d) Analysis of Break-Even Point: It is such a situation when the profit and loss 
remains equal. In other words, at this point there is neither loss nor profit. From this point . 
the more the sales/production, more will be the profit On the contrary, less the production/ 
sales, more ,viii be loss. Thus, this point detennines such capacity of the unit by which it 
becomes essential for the business unit to produce more and augment its sales so as to 
incre~ .; the profit potentials of the enterprise. 

(e) Estimated Financial Status Statement: Now we prepare the statement of 
estimated financial status of the enterprise based on description about profitability, cash 
flow sw.tement, loan repayment safety ratio and break even point analysis. Pemranent fixed 
assets, depreciation, current assets, eg. stocks, liabilities, cash and bank loan, fixed 10°'1 

status and other such infom!iltion provides the financial sllltus based on this statement. 

After considering all these points we can reacl1 to the conclusion that at this level ail 
the vital information and its computations would be available to the entrepreneur. Now the 
entrepreneur, by analysing all the facts and figures, can reach to any decision on the basis of 
breakeven point, loan..:apital ratio, loan repayment security ralio, determination of working 
capital, profit-sales ratio etc. We can decide whether our project is technically feasible, 
economically viable and commercially strong or not. On the basis of these computations, 
the entrepreneur can decide which investors and financial institutions to be approached for 
their co-operation and participation for the success of the enterprise. 

Important Question for Examination 

I. Write the main elements of a detailed project report. 

••.i 
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SELECTION OF BUSINESS ORGANIZATION·. 

In the modem commercial world we find various types of small and big business 

enterprises carrying qut their business activit.1es in their own way~ Some ~usiness activities 

are operated/ managed by_ one single individual whereas in other.; many individuals are running 

it in partnership. Some companies are joint capital companies. Besides this;, :some business 

activities are in pr~vate sector, some' are in co-operative sectors, sorrie are wanaged by 
central and state governments, others are in private and public, joint venture companies: 

Thus, we find a short o.f revolution in the form and t),1Je of business and commercial 

organisation. 

As it is very difficult to "select a good wife by a husband anifa good husband by a 

wife" so is true with the business organizations. Selection of form and type of business is a 

great problem in modem business environment. In both cases, if selection by any means 

goes wrong then both repent for the Whole life. Hence, business organizatio~ Should· be 

selected with caution after proper analysis, study ~nd cons1d~ration. 

Different Forms of Business Organisations 

In the beginning, when the area of business operation was limited'and small there was · 
hardly any problem, only one form of business was in vogue which was known as lible 

tradership. But with the expansion of civilisation, the area _of business operation became 

complex and widespread. Various forms of business operation came into existence with the 

development of society and strengthening of democracy. in the modem age, following 

forms of busin'ess are in e;i;:istence. 

Form of Private Business organisations: 

(i) Sole Tradership: Sole proprietorship is that form of business organisation in which 

only one individual directs and operates the business. An individual invests _his 

capital, manages it and bears the risk In other words, he is the only person responsible 

for all results be it, profit or loss. This has been accepted and considered as the 

oldest and the easiest form of business proprietorship. 

(ii) Joint Hindn Family Business: It is that fom1 of business organisation in which 

the control of business activities remain centred with head of the family and all the · 

remaining members of the family work and run the businesss operation under his 

direction, control and guidance. This form of business organisation is only practiced 

in India. The-management of all activities of business is in the hand of family chief 

who is generally the oldest family member. In such organisation, only the chief of 

the family has the righf to borrow money, transact business activities \Vith others. 

Thus the chief oflhe family is the only decision maker. 

(iii) Partnership: Partnership is that form of commercial organisation in which some 

people join togelhtr under an agreement and establishes an enterprise and manages 

them. 'Ibeprofit earned from the business is divided among them equally or according 

to the share ·or money invesied by them. The maximum number of profit sbaru1g 

· members in such condition can be 20 and for banking industry, the number can be 
upto \0, ' 



Comparative Study of different forms of business organisations. 
-

S.N. Basis of Sole Tradcrship . .Joint Hindu Partnership Company 
Difference Family Business . 

I. Minimum and maxi-mum Only one person is the Membership number is not Minimum two and Maximum In case of private cotnpany 
number of Members member and owner of the fixed. ·20 members, minimum 21 maximum 50; in 

business case of_public company 
minimum seven and 
maximum depends.upon.the 
number limited to shares 
issued, - -

2, Responsiblities of the Responsibility of the owner In the J .H.F.B., except the Liabilities of all the partners The shareholders liabilities 
members is lllllimited. chief Person handling the remain unlimited, remain limited to the value 

business, the liabilities of the they have purchased the 
other members remain shares or up .to the printed 
limited. value of shares. 

3. Registration No registrationis required for Registration is not required or The Registration of The Registration of Company 
Sole Tradership: essential for Joint Hindu partnership is optional. is compulsary. 

Family Business. 

4, Act for Regulation No separate law exist to Joint Hindu Family Business Partnership fim1 is'rcgulatcd Indian Company A.ct. 195 6 is 
regulate .the affair of sole is run orregulated by Hindu and controlled by Indian applicable ori compani.es 
Traders hip. Law. 

' 
Partnership Act 1932. urganisation. 

5. Effect of unexpected Business comes to an end or In case of death, liquidation In case of death, liquidation No effect is witnessed on the 
happeningslcasuallty business is winded up in case or member declared lunatic, or lunacy of any partner the existence of the.company in 

of death of the traders or on no major things happen, the partnership comes to an end. case of death. liquidation or 
liquidation business runs as usual and no lunacy of a member, 

major effect is witnessed, . 

oc 



G. 

7. 

8. 

9. 

IO. 

11. 

00 
t0 

. 

Existence of member and 
the organisation 

--------

Management and operntion 

Source of receiving Fund/ 
capital 

Minor members 

Mutual Relation 

Legal Control 

No separate identity exists 
between the owner and the 
organisation. 

The management and 
operation of business lies on 
the shoulder of the owner of 
soleTradcrship. 

Besides the own capital, the 
soler trader can borrow 
money on his own 
responsibilities from outside. 

A minor can never become 

• member of the sole 
tradership as he lacks the 
ability lo enter into any 
organisation. 

The question of mutual 
relationship does not exist 
.because tr'ader is the sole 
owner of the business. 

In practice, no legal con\:rol 
exists on it. 

The existence dep~-nds on the The existence of partnership The company has separate 
person running or managing firm depends on the legal existence compared to 
the affairs of the business. existence of the partners. the existence of its members. 

Only the head of the J.H.F. In partnership, each partner Board of management, the 
Business has the right to has the right to manage the elected representatives of the 
manage and operate .the affairs of the business. shareholders manages the 
affairs of business. affairs of the company and 

run the business. 

The major source of capital Each partner contribute his By selling shares and equity;· 
is the resources of the family. share of money. In case of the companies raise funds or 
Besides, this funds can be necessity the partners can generate funds. 
arranged from outside either either borrow money or take 
by borrowing or from loan. it from loan. 

According to the judgement In some cases only the In it no minor can become a 
of the court a minor who is minors can be made partncT member . 
born in the same family can in the share of profit. 
become the member .of the 
J.11.F.B. 

Only the chief of the family Each partner is an agent and A member by his own 
by his acts and wisdom owner of the firm and by his individual act cannot make 
makes other members acts make other partners company ·or its memb'ers 
responsible, , responsible. responsible. 

No legal control is applicaple Some sort of legai control Too many legal control exists 
on it. exist and is applicable on and is applicable on 

partnership firm. companies, 



12. Stability and Composition The question of agreement J.H.F.B. is not constituted The responsibility and The promoters form the 
does not . arise as only one due to stability in the family. cclmposition of the firm company according to the 
person/individual is lhe depends on the mutual rules of Indian Companies 
owner. existence of the partners. Act. 

13. Existence The existence of sole The cxistance ofJ .H.F.B. is The existence of partnership The existence of company 
trad<.Tship is temporary. more permanent compared is of temporary nature. organisation is pemmnent. 

to sole tradership. 

14. Business Secrecy Business secrecy remain Th_e business secrecy remain Business secrecy remain The secret of company 
limited to only one member. divided with many other limited to the partners only. remain known to all the 

members. public. 
- - . 

l 5. Termi.nation ofBusiness Traders can terminate or Only on special Partnership business can by TI1e affairs of company can 
wind up or closes the sole circumstances or voluntarily, knninated 2n:, font:', be terminated according to 
trading business any time on the business can be the prescribed rules and 
hi$ will. terminated or wound up. regulation -of the Company 

Act and not in any other way. 
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(iv)· Joint Stock Company: Joint Stock Company is that form of.commercial 
organisation which is established according to the Indian Company Law Act, 1956. 
This is an imaginary individual which has come into origin by Indian Company Law 
whose identity is separate fr.om other members. It has itsown universal seal which 
signifies its separate identizy/existence:The liabilhies of its members are limited.· 
The management remain in the hand of few selected.members who are known as 
directors. 

(v) Co-operative Societies: Co-operative Societies are that form of commercial 
organisation in which some individuals vollllltarily join/unite together on. the basis of 
co-operation, collect their resources to estahlish an enterprise. The management 
and use of these resources arc done together for mutual benefit. They work on the 
principle of."One for al! and all for one." 

(vi) Combination: ·combination is that form of business organisation which is 
established to eradicate mutual competition/rivalry, to instill spirit ofco-operation 
and for the benefit. of the public by amalgamation of various business units: 
Sometimes combination is effected with an objective to enhance ihe prestige of · 
the business organisa_tion. 

Form of Government Business Organisation: Government owned institutions are 
that form of business organisation on which government exercise full control in one way or 
the other. 'Ibey are also of four kinds ( 1) Departmental Undertakings cg. Post and Telegraph, 
Railways etc. (2) Board, Council or Authority, (3) Legal Corporations eg. Life Insurance 
Corporation, Industrial Finance Corporation, (4) Government Companies eg. Hindustan 
Machine Tools. (HMT) 

Important Question for Examinatio,li 

.1. What do you mean by Business .Organisation? 

2. What are the various forms of Business Organisation? Give a comparative study 
of them. 

• •• 
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SOLE TRADING: MEANING, DEFINITIONS, 

CHARACTERISTICS AND IMPORTANCE 

Sole Tradi~g;Tradership is the oldest and the most elementary form of business 
organisation. Its existence is believed to have started since lhe human beings started living in 
group or family and to fulfiJl lheir basic needs; they started lhe system of barter. Scholars 
differ about the elementary form of sole trading business. In India, we find its mention in 

· various relgious and social books like vedas and epics. 

Meaning and Definition of Sole Trading 

Meaning: Sole T~ading Business organisation is the one in which one individual is the 
ownerofthe organisation. He bears all the risks, manages and arranges capital and necessary 
funds for business and is responsible for loss or profit He also fulfills all lhe obligations, 
responsibilities and administration of business himself. 

(I) 

(2) 

(3) 

(4) 

(5) 

Definitions: Following are the definitions of sole tradersbip given by various scholars: 

Luis H. Hanne: sole tradership is that fonn of business organisation whose chief 
person is one individual, who is responsible for all fwictioningofbusiness activities. 
He manages the affairs of business and solely bears the risks of profit or loss. 

Charis W. Gersten burg has defined sole tradership as that person or individual who 
starts the business, manages the day to day working of the organisation and is 
solely responsible for loss or profit. 

According Kimbale and Kimbale, sole trader has the supreme right in the area of 
business affairs according to the existing rules and rcg,.,lationrelatcd with business. 

Dr. John S. Subin believes that under the sole trading business only one individual 
manages the organisation, he is the owner and looks after the business interest for 
his own name. 

In the words of Peterman and Ploughman, sole ownership is that form of business 
organisation in which the right of business and its affairs remain with the owner 
himself. He bears the risks ofbusiness and is responsible for its failure or success 
and receives all the profit of the business/enterprise. 

On the basis of lhe above definitions, we can conclude that sole tradership is that 
form of business organisation which is established by one individual. He is the only owner of 
the enterprise, looks after the affilirs of the business. He is solely responsible for lhe loss or 
profit and bears all !he risks of business. As he enjoys full right over the business he can 
bring necessary changes according to his will 

Characteristics or Essentials of Sole Trnding : 

Following are the salient features of Sole trading 

( 1) The oldest and the simplest form: This is one of the oldest and simplest form of 

business organisation. 

(2) Sole Proprietorship: The ownership of sole tradership lies with one individual. 
He is fully responsible for all its affairs individually and enjoys control over all the 
resources of the business. 
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(3) Unlimited liability: Ownership and risks are intertwined, hence, he is responsible 
for all the acts ofbusiness. In case ofloss, the business loans can be recovered by 
selling his personal property. 

(4) Free from legal form,;tlities: Sole trading is free from legal formalities as 
registration is not essential for it. Any person can start the business according to 
his will legally without entering into any formalities. 

( 5) Sole proprietary on capital: The proprietor arranges funds and capital for business 
on his own and hence enjoys the soleproprietory right on the capital. 

(6) No Distinction between the business and ownership: The chief feature of 
sole trading business is that the existence of firm depends on the life of an individual. 
There is no distinction between the existence of firm or owner of firm. 

(7) Freedom in selection of business: In sole tradership, the owner is free to select 
any business according to his will. He does not require any sort of permission fro.m 
any individual or organisation. . 

(8) Sole control and management: The owner enjoys sole control over the business 
and management of affairs of his company. He is the organiser, controller and 
manager of the business enterprise. He is not bound to follow any rules, regulations 
or laws. He is free to take decision independently. 

(9) Limited Area of operation: Limited working capacity, unlimited liabilities and 
limited capital makes the area of operation of the enterprise limitea, but this is not 
essential in all conditions.· 

(10) 

(11) 

(12) 

Easy to start and dis~.o)ve: Sole tradership is the only form ofbusiness enterprise 
of its kind in the world which can easily be started and easily be dissolved without 
undergoing too many legal formalities. 

Monopoly of Profits: Sole trader enjoys the monopoly over the profit of the sole 
trading business. On the contrary, he is responsible for the losses too. 

Suiw.ble for specific enterprises: The business undertaking which requires special 
qualities, qualification, services or vigilence, skill will keep the sole trading business 
alive. Occupational jobs like teaching, consultants, tailoring, barber, blacksmithy, 
carpentary etc. will keep ·sole trading business alive always. · 

Importance and Advantages of Sole Trading 

The popularity of sole trading ousiness is chiefly.because ofits oldest funn of business 
organisation in existence. Following are the advantages of sole trading business: 

(1) Advantages Relating to formalities: (a) Easy to start and end: Sole trading 
faces no hurdle in its formation as it is free from all legal formalities. It can easily 
be started and easily be dissolved. No legal binding exists for its registration of 

(2) 

(3) 

place. · 

Freedom in selection of business: The entrepreneur is free to select the type 
of business he requires to start. He can bring changes in the nature of business 
according to his own chojce and according to the need of the business. 

Freedom from legal fomrallties: Minimum legal formalities or no legal formalities 
a<e required for starting business. The trader is required to take licence, ifhe wants 
to start business operation in the goods and sevices which is prohibited by laws of 
the country. 

Economic Advantages: 

( 1) Monpoly on profits: The owner has the sole monopoly over. the profit. of an 
enterprise, hence, he works with full determination and gives maximum time to 
efficiently run his business organisation. 



(2) Economy: AB the trader himself is the manager and owner of the· business, he 
keeps check of the expenditure which forbids misuse of funds. He utilises his 
limited resources to gain optimum output. 

(3) Direct Relationship between Effort and Reward: Direct relationship exists 
between effort and reward in sole trading business. The maxim of'more the effort, 
more the reward' is true for sole trading business. 

(4) Benefit of inherited goodwill: Jn case of paternal trade, the trader takes the 
advantage ofinherited goodwill on the basis of which he can efficiently run, manage 
and expand bis business enterprise. 

(5) Easy loan facilities: As the liabilities of the owner are unlimited and his personal 
property too can be disposed off to recover Joans, he gets the loan easily from the 
market. The creditor provides loans to the trader according to his capacity. 

(Ill) · Social Advantages: 

(l) Decentralisation of Business: Sole trading is the easiest m_ediurn to distribute. 
the resources of society among many persons. Because of this, the resources of 
society do not get centralised in the hands of few persons. 

(2) . Source of Independent livelihood: It offers opportunities to public to follow 
independent livelihood. It restricts the wasteful expenditure. 

(3) Maximum utilisation of-Resources: The resources of society is put to maximum . 
use for the benefit of society. Nowhere it is wasted. 

(4) 

(5) 

Uirect service and satisfaction to consumers: The entrepreneur directly 
provides services to .co~sumcts and gives them personnl satisfaction. 

Means of Business Training: Sole trader starts business by investing small funds. 
He manages the affairs of business himself in this process and learns a lot about 
the intricacies -of business. He gains knowledge "-1th this ex~-rcise and develops his 
enterprise. Thus, sole trndership plays the role of primary business training school 
for an entrepreneur. 

(IV) Managerial Advantage: 

(1) 

(2) 

(3) 

(4) 

(5) 

Prompt and Quick decision: Prompt and quick decision is essential to take full 
advantage or derive benefit from the ousiness opportunities in difficult situations. 
As the trader does not have to' depend on others, he can take decisions instantly 
and harvest the benefit of golden opportunities. 

Foll control: Sole trader is the whole sole owner ofthe firm so he enjoys full 
control over its profit and earnings. 

Full of initiative: Sole trader ship has the power of full initiative, this gives him 
opportunity to introduce various changes in the enterprise according to the need of 
.thehoµr. 

· Self Ct,nfidence: The.goal of sole trading rests on the shoulder of an indhridual. 
,Sole trader does everything himself. Thus, the spirit ofresponsibilities, patience 
and self confidence ·is dh'eloped in him. He is the symbol of courage and confidence, 

Cautiousness: Sole trader remains always alert as in the case of risk or losses all 
responsibilities rests on his shoulder. 

(6) Secrecy: Business secrecy is the primary/basic requirement· of the success of an 
enterprise. In the modern age of competition, maintainance of secrecy plays a .vial 

_ role-in ·the success of an enterprise. - · 
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(7) Personal contact: Sole trader remains always amidst its customers. He gets 
opportunities to impress his customers through his personal humble behaviour, co
operation, tact and business acumen. 

(8) Fa~ilities of coordination: Sole tradership o!Ters a;mple opportunities to establish . 
co-ordination between various organisations. Because the trader takes most of the 
decision himself, operates it, executes and implements it independently the working. 
area is limited and specialisation exists in specific field He looks after the functioning 
of different wings hence co-ordination between different wings of management is 
perfectly maintained. 

(9) Developmcitt of managerial qnalitles: Sole tradership provides opportunities to 
acquire and develop managerial qualities. 

(V) Other Advantages: 

(i) Sole trader plays ,ital role in keeping handicraft trade alivi .. 

(ii) Sole ti-aderplays crucial role in establishing independent enterprise. 

(iii) General public has great importance in establishing sole trade. 

(iv) He plays vital role in ending monopoly. 

(v) He also promotes new items and introduces new methods in the production 
process. He also adopts modem updated technology .. 

(vi) The number of sole trader is more than others in business field. 

On the basis of above fuels, it can easily be said that sole trading business is the best 
form of business organisation. But there exists a number of disadvantages in sole trading 
business. 

(1) Economic Disadvantage: 

(i) Discharge of unlimited liabilities by one person. 

(ii) Limited capital. · 

(iii) Limitedrcputation. 

(2) Managerial Disadvantages: 

(i) Limited managerial qualifications. 

(ii) Loss in the absence of sole trader. 

(ill) Hasty decision of the trader sometimes, proves disastrous. 

(3) Other Disadvantages: 

(i) Temporary nature of existence of the enterprise, 

(ii) Unsuitable for dev~Ioping economic system. 

(iii) Deprived of the advantage of specialisation. 

(iv) Absence of decision making capacity in bargaining. 

In light of the above facts it can be rightly deduced that sole tradership- is good for 
limited operation of business where individual skill has greater importance but fot large and 
medium scale industry where more specialisation, huge amount of capital and expertise is 
required, it is unsuitable. But at the same time it is also true that sole tradership, as a form of 
business organisation, will always ever remain present in any type of economy and has a 
bright future. In a developing country like India, the prospect of sole tradership is very 
encouraging. 

I 
I 



Important Questions for Examinntion · 

I. Define sole trading. Discuss the characteristics, merits and demerits of sole trading. 

2. "One man control is the best in the world of that man is big enough to manage 
everything.-" Critically examine t_he statement. 

3. · "Sole trading organisation is the best form of business organisation in a developing 
country like India". EXplain. · 

4. "Itis wrong to assert that individual ownership is a relic of the 1:iarbaric age", Do 
you agree with this statement? Explain with reasons critically. 

5. What are the characteristics of sole trading form of business organisation? Discuss 
its merits and demertis, 

6, · What are the mertis and demerits of sole trading'/ What is the future of such 
trading system in lndia'/ · 

7. Why is there no danger for abolition of sole trading business? Discuss its social and 
economic utility? 

••• 
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PARTNERSHIP (MEANING, DEF1NITIONS, 
CHARACTERISTICS AND IMPORTANCE) 

"Necessity is the mother of invention". The origin of partnership organisation derives 
its existence in accordance with this proverb to get rid of the demerits of sole trading form 
of"business organisation. In other words, the need and requirements of excessive capital, 
control, specialisation and division of labour gave birth to partnership business. If we go 
deeper in the subject we will understand that partnership is the centralisation of decentralised 

. sources of production- the scarcity of capital; talent, good organisational structure, efficient 
commercial ability and acumen, the problem of insufficient fimd, te~hnology; human power 
etc. creates sometimes explosive situation. Such critical situation defeats the spirit of co
operation, lrustfulness, mutual self respect, belongingness, common cause and co-ordination 
gave birth to partnership. 

Meaning and Def"utitions of Partnership 

Meaning of Partnership: 

'Partnership business' is also known as 'sharing organisation'. Partnership is a group 
or organisation of two or more than two persons joined together voluntarily to establish a 
legal organisation with an objective to earn profit and divide the profit among themselves 
according to the mutually agreed terms. Some people call partnership organisation as a 
group of people of different talent and qualities. 

Following are the definition of partnership given byyarious scholars. 

(l) According to Kimball and Kimball, "Partnership is a group ofindividui)ls who have 
i11vested their capital or s~-rvices voluntarily in a business for commercial objccti ves". 
Thus, according to Kimball and Kimball, for a partnership, it is essential to have 
either capital or services. 

(2) According to Shri Hahne, "Partnership is a mutual promise of different individuals 
who have the capacity to pull their resources to earn profit by forming aoo establishing 
a judicious business organisation;" 

(3) Dr. William, R. Sprigal defines partnership as ao .organisation of two or more 
members in which each person is responsible for partnership functions. Each 
member can make other members abide by operations in the organisation and 
every member's property can be used for raising Joans for the firm." 

(4) Charles W Gerstein says, that Partnership is a relation that exists among individuals 
who agree to start on enterprise collectively for personal proftt on the basis of co

o"'nership. 

Following are the legal definitions of partnership: 

( 1) According to English Partnership Act, 1880, "Partnership is a mutual relationship 
of various individuals for running a business with an ob_jective to earn profit." 

(2) According to American Partnership Act, section 4, "Partnership is the union of 
two or more persons who run a business for profit on the basts of co-ownership." 

(3) Section 4 of Indian Partnership Act, 1932 says, "Partnership is the that agreement 
· among individuals, who have agreed to distribute the profit among themselves from 
a business which all of them or one among them on their behalf conduct it. 



After the study of all the above definitions we?reach to the conclusion that 
partnership is a business institution of two or more indiv, · .IB!s, which is formed to nm a 
business and distribute the profit among themselves. Its management is done by all partners 
or by any one partner on their b~halt:" Thus, partnership is created by an agreement which 
can be either written or oral agreement. 

All those persons who have entered into an agreement to conduct and run a 
business enterprise are called 'Partners' and their business enteq:,rise is collectively called 
11finns 11 or by firm's name. 

Nature, Characteristics or Essentials of Partnership 

Generally characteristics of partnership can be divided into two important parts 
(i) Primary characteristics (ii) Secondary characteristics. 

(1) Primary charncteristics: 

(A) Partnenhip is a group of two or more individuals: For a partnership it is 
essential to have atlcast two persons because a single individual can not be called 
a partner. In the case of death of an individual or bankruptcy of one partner so that 
the total number of partners reduce to a single individual then partnership comes to 
an end compulsorily. · 

(B) Agreement among partners: Partnership comes into existence with agreement. 
Thus, ii is essential that there should be an agreement among the partners. Accortling 
to section 5, "the relation of partnership takes its birth with agreement and not with 
conditions. This agreement can either be oral or written but written agreement is 
always better and preferable. The partnership agreement must incorporate all the 
basic facts requi~ed or essential for legal agreement. · 

(C) Possibilities of business: Pa.'1nership is fonned for the objective of running a 
business, without which no group can be called partnership. Business means industry, 

occupation, profession etc. 

(D) Profit motive and sharing of profit: The chief objective of partnership is to earn 
profit and distribute it arhong the partners. It is not necessary to distribute the profit 
equally. Any venture started for benevolence and charity purpose can not be tenned 
as partnership. 

(E) Business may be carried on by 1111 or any of them on hehair of others·: It is 
·not necessary .that all partners take active part in running the business but one 
partner can be active and run the business on behalf of all the others .. 

(ii) Secondary Characteristics: 

(a) Every partner is the agent and the owner: of his firm: The most important 
. feature of partnership is that every partner is the agent and the owner of his firm. 

He, by his action, can force the closing of the finn<md get himself af:fected by the 

action of other partners. 

(b) Consent for a common business: If the partners fail to carry on any legal 
business without any collective consent it is not called partnership. In case of death 
of a partner, or bankruptcy of a partner, partnership comes to an end itself. Mutual 
consent of partners is essential for tennination of partnership agreement. 

(c) Unlimited liability: Toe responsibility of partnership is unlimited. For repayment 
ofloans every partner 1s responsible. That means in case ofloss, the loan providers 
can collect their loan from personal assets of the partners. This liability can either 
be collective or indivisual or both. 

i 
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(d) Utmost Good Faith: The basic tenet of partnership is utmost good faith among 
the partners. Hence, each and every partner must have full faith on other's and 
they must make other partners aware of their decisions. 

( e) Individuals as Partners: The other prominent feature of partnership is that only , 
individuals can become a partner and not finns or amalgamated organisation or·, 
institution. 

(t) Transfer of interest: As partnership is based on utmost trust and faith hence, it . 
puts restriction on the transfer of interest to any other partner without the consent 
of other partners. 

(g) The existence of partnership: The existence of partnership depends 
upon the basic objectives on which the partnership was formed. 

Advantages of Partnership 

The partnership form of commercial organisation is the best form for medium type 
of business because its scope is neither limited to sole tradership nor unlimited or widespread 
as large conunercial companies. Because of this character it is very popul"1 and widely 
accepted fonn of business organisation all over the world. 

(I) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

The advantages of partnership can be divided into following titles: 

Easy formation: Just like sole tradership partnership business can be· started or 
established easily without undergoing any complex legal and constitutional 
formalities. For its formation and establishment no huge.amount of money 1s required. 

Registration is not compnlS(!ry: According to Indian Partnership Act, registr,,tion 
of partnership is not compulsory but it is optional. Hence, if the partnt.-is feel that 
registration is essential he can get the firm registered, if feels that no such formalities 
is required, he may go without it. · 

Easy in separation: In case of any differences, any partner can get himself 
separated from the contract after furnishing notice to other partners. Moreover, in 
case any partner is found guihy of conduct of others, the other partners can with 
unanimous decision can easily remove him. 

Minority Interest is· best gnarded: In partnership, the minority partners get 
legal-protection. In matters of policy and other important issues, consent of other 
partners is essential. 

Legal safety of Minor's Interest: Although minor'sshould not·be made partners 
in the business however, minors can be made partners to have share only in profits. 
The interest of minors are legally protected and safeguarded by law and his liability 
remains limited till he reaches the age .of rru,turity. 

Easy to Dissolve: The chief advantage of partnership is that it can be dissolved 
easily. 

Easy to change business: Partners can easily at any time change the nature of 
business according to the need of the time with the consent of other partners. 

H Managerial Advantages: 

(1) Efficiency and. specialisation in management: Economy and efficiency in . 
management gets top priorities in partnership because all partners wholeheartedly 
participate in management activities. Thus, the division of work is done on the 
basis of personal efficiency of partners, which il)creases the skills of partners. 
Thus, the finn realises the benefit of specialisation. 
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(2) Combined skill and Balanced Judgement: In partnership persons of varied 
skills join together and take balanced judgement collectively, which proves beneficial 
to the organisation. · · 

(3) An op~ortunity of doing work after a good deal of thinking: "Tuo minds are 
always better than one mind", this thought is always applicable to partnership. In 
partnership which any decision is taken after a good deal of thinking. Each partner 
share their opinion with others which minimises the risk of wrong decisions. 

(4) Socrecy: Secrecy is the key of business success. If your commercial strategy · 
becomes known Jo others, you Jose an opportunity to cam more profit. If your 
weakness is known to others, the chance ofloss become inevitable. In partnership, 
the commercial secrecy is maintained. 

(5) More interest in business: As the partners not only run, operate and manage 
the business but are also the owners of the business, they utilises the profit earned · 
to more profitable ventures. Thus, they take more interest in order to maximise 
their wofit which-brightens the fuhue l'rospeds of the firm. · 

(6) Elastic-organisation: Partnership is an elastic organisation as its objectives, 
membership, capital and assets may be altered according to the needs of the time. 
In case of companies, basic changes can be introduced only in. special circumstances, 
moreover without under-going any legal or constitutional formalities. Any required· 
change in business can be introduced easily. · 

(7) Better Public Relatloos: Partners themselves look after the interest of the 
organisation and their numbers loo remain limited. Thus, it becomes easy for them 
to develQJ) good relationship with their customers, employees and other beneficiaries. 

(8) Personal Contact: There prevails pers~nal contact among the partners which· 
strengthens the spirit of co-operation, Jove and brotherhood. That leads to better 
understanding ;,mong them which brightens the prospects of busine~s. 

(9) Emphasis on. co-operation and alertness: In the partnership organisation, the 
liabilities of partners are unlimited hence they remain always alert and each any 
step cautiously. Thus, the organisation functions smoothly and efficiently. 

(Ill) Economic Advantages: 

(l)' Easy to get loan: The credit-worthiness of each partner remains intact as they 
are both individually andjointlyresponsible in the functioning oflhe firm, b<;eause 
of.their unlimited liabilities. The creditor can recover the loan amount from the 
partners's personal property, Thus, compared to other forms ofbusiness;prospects 
ofreceiving loan is more in partnership organisation. 

(2) Greater Incentive! As the partners know that they are the beneficiery -of profit 
and bearer of loss, this concept inspires them to work hard. Thus, they resolve to 
live together and die together.' 

(3) Best 11rganisation for business having greater risks: It is generally said that 
"more is the risk, more is the profit." This assertion despite being very harsh hardly 
inspires any to take more risk. In partnership, the risk bearing capacity of partners 
is more as they equally share the brunt of losses and prop~'!lsity of risk thus gets 
minimised. 

( 4) Economy. in management: Partnership remains to be very economical. As each 
one has equal shar_e in the profit, the partners try their best to minimise the cost of 
management: 

(5) Less Rate of Income Tax: In partnership, partners have to pay less rate of 
income tax compared to companies. In case of registration of firms.in Income Tax 
department, the tax burden too gets minimised. 
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( 6) . Larger l<'inancial Resources: In comparison to sole trndership the financial source 
of partnership is too vast As the volume of business increases the partners raise 
funds from the market on their own credit worthiness and reputation. 

Disadvantages of Partnership 
While there are a number.of advantages of partnership, there are several disadvantages 

too. 

(1) Statutory Disadvantages: 

(i) Uncertainty about life and existence. 

(ii) Difficulties in transferring partner's interest. 

(iii) Continuity ofliabilities even after the dissolution of partnership. 

(2) Economic Disadvantages: 

(i) Limited sources of caphal. 

(ii) Umit.ation of credit. 

· (iii) Possibilities ofover expenditure. 

(3) Managerial Disadvantages: 

(i) Possibilities of differences and conflict of opinion. 

(ii) Unlimited liabilities. 

(iii) Absence of quick and hasty decision. 

(iv) Birth of suspicion and lack of confidence. 

(v) Lack of harmony. 

(vi) Not suitable for big finns. 

(vii) Secrecy breeds suspicion and doubt. 

(viii) Absence of essential qualities. 

Afler making comparative study of merits and dem~rits of partnership we come to 
the conclusion that partnership is best for medium type business organisations and suitable 
as long as co-operation, harmony and mutual understanding exists amongst partners. 

s.N. 
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Distinction between. Partnership and Sole Trading 

Following are the chief distinction between partnership and sole trading:,· 

Basis of Distinction Partnership Sole Tr~ding 

Prevalence of law In partnership, Indian part• No separate legislation has 
nership Regulation Act 1932 been enacted. 
is applicable 

Number of Minimum 2 and mnximum Not more than one member 

members 20 members are required is required 
for partnership, for banking 
business more than one and 
maximum ten members .are 
.required. 

' 
Agreement or In partnership, mutual Questions of agreement do 

Contract agreement is essential not arise. 

Secrecy In partnership, the number · Confidentiality is maintained · 

of members are more than in business matters. 
one hence., busi'ness secrets 
and confidence docs not 
last for long. 

http:number.of


5. Quick decision Partnership suffers from As one person handles the 
lack of quick decision as affair of business quick 
mutual consent is decision can be taken in 
imperative for all partners. mailers ofhusiness. 

6. Capital As th" number of members As only one member handles 
are more in partnership the the affair the source of capital 
volume and quantities of remains limited. 

i capital too remains·vast. 

7. Area of business The area of operation of The area of operation remains 
partnership business remains limited as one person handles 
vast. business affairs 

8. Person oflimited In special circumstances, Entry of minors and persons 
liabilities or . persons wi1h limited liabili- with limited liabilities are 
Entry of minors ties ·or minor may make prohibited. 

entry into the business. 

9. Registmtion · Registration of partnership Question of registration does 
firms is essential. not exist or arise. 

JO Loss in Absence In case of absence of.any In case of absence of the sole 
partner the business trader the business operation 
operation is not affected. comes to stand still . 

. 

11. Transfer of Partners can not transfer Sole trader is free to transfer 
interest their interests independently his interest to any person on 

·10 other. hismvn. 

12. Spirit to work hard Partnership lacks the spirit In sole trading husiness the 
with devotion to work hard with devotion. spirit to work hard with 

devotion remains comparati-
velyhigh. 

13. Easy to establish As the number of person · So le trading firm can easily be 
required for membership is established. 
more, fonnation or establish-
ment of partnership firm is 

' 
complex. 

14. Consultation In this.consultation among Consultation and consent of 
members is essential. In other persons is not required 
important work and matter nor it is obligatory as sole 
of crucial issues; agreement, trader is the wholesole owner 
acceptance and mutual ofhis enterprise. 
consent 9f majority of the 
members is essential. 

Minor Partner 

lt is clear that 'partnership' originates from ag,eement. Hence, only those persons can 
enter into partnership.who have the qualification or eligibility to enter into agreement. Elis~bility . 
to enter into agreement has three basic elements 

(i) the person entering into agreement must be an adult 

(ii) both the parties entering into agreement must be of sound mental health. 
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(iii) they should not have declared insolvent or disqualified by any court or 
government institutions. Thus, minors arc nol eligible to enter into any 
agreement. Hence, according to section 30 of Indian Partnership Act, minors 
cannot become partners in any firm but with the ctinsent and agreement of 
all the partners he can be included in the profit of the partnership firm. 
Those who enter into the partnership profit have the following rights and 
liabililles: 

Rights of Minor Partner: 

(i) A minor is eligible to receive the share of profit and asset which have been 
predetermined. " 

(ii) Such minors enjoy the right to sec the book of account of the firm, inspect the 
books of account and can take the true copy but can neither insist to see the 
confidential books of account nor can inspect t.hem. 

(iii) In case of separation from the firm, minor is eligible to receive his share of profit 
and assets and can file suit against other partners in case of any disagreement. 

Liabilities of Minor Partner: A minor is not responsible for the day to day working 
of the firm orlosses of the finn as his liabilities rerrutlns limited. Thus, ifa firm fails to fulfill 
its responsiblities efficiently, tlte winor can not be declared insolvent 

On reaching adulthood: Such minors after reaching adulthooo is required to pul,,lically 
give information within six month that he has decided lo become partner or not. Jfhe does 
not furnish information within six months, then it is assumed that he has accepted to become 
the partner of the frrm. 

lfhe decides to become partner of the firm then his rights and liabilities would be as 
foiio..,-s: 

( 1) As a minor his right and liabilities remains limited for the period he becomes partner 
of the firm. But for the third party he becomes personally responsible for all the 
activities of the organisation from the date he is included in the profit of the 
partnership. 

(2) His share in the profit and assets of the firms remains same. 

lfhe disagrees to become the partner of the firm after reaching adulthood, his rights 
and liabilities would be as follows: 

(I) His rights and liabilities would remain same till the period he was a minor, 

(2) He would not be responsible for any J1cls of ommission and commission by the frrm 
after he furnishes the information publically. 

(3) He will get the right to move to the court to receive his share of profit and assets in 
case of dispute. 

Registration of Partnership Firm 

According to Indian Partnership Act 1932, the regislration of partnership is not 
compulsory but optional. But in case of non-registration the firm sometimes face serious 
consequences. Hence, fro'm practical point of view registration of partnership becomes 
essential. Registration related rules came into practice after 1st October 1933 when the 
Indian Partnership Act 1932 was passed. Sillies have appointed registrars for registration of 
partnership in their stale in India; who is known as Registrar of Finns. 

Procedure of Registration: 

A partnership firm has to fulfill following formalities for registration. 

• 



I. 

(1) Jiilling up of prescribed application form: First of all partnership firm has to fill 
· a prescribed ?pplication form for registration and with a definite fee. After furnishing 
the requued information the firm submits the firm to 'Registrar of Firms' with 
following facts. 

(i) Name of firm. 

(ii) Location of firm or reason to start the business by the firm. 

(iii) Name of other places where the firm caries out the business. 

(iv) The da,te on which all the partners joined together in the partnership firm. 

(v) Permanent address of all the partners and their name. 

(vi) Period of operation by the firm. 

(vii) Signature of a\J the partners of the firm. Their signature shouid also be duly 
certified by competent authority. 

(2) Selection of the name of the firm: While selecting the name of the firm care 
should be taken that the name or word used in no case denote any type of 
government approved, government protection or government action, such as 
'Cro"'n' 'Emperor' 'Empress' 'Empire' 'State' 'Imperial' 'King' 'Queen' 'Royal' ,. , ' ' ' ' , ' 
etc. Such words can only be used if central government gives permission for its. 
use in writing. 

(3) Entry in the Register of firms: Wh~'II the registrar gets fully satisfied that the 
firm has completed all the formalities related with registration he notes dol>,TI all 
the description and relevant facts mentioned in the firm in the 'Register of Firms' 
and files the relevant document and application form in the files. Then, he issues a 
certificate to the firm which implies that the firm has been registered. After that 
this firtn.is"called a 'Registered firm'. 

Changes after Registration of ftrm 

After the registration of the partoership firms information regarding any change taking 
place from time to time should be furnished lo the Registrar with required fees. These 
changes may be of following nature: 

(I). Change in the ruune of firm or permanent place of business. 

(2) Jfthe firm suspends/closes its operation from anyplace and stans business operation 
in other place or city. 

(3) If change in the name of partners and their address takes palce. 

( 4) . In case of change of nature of business of the firm. 

(5) If some minor have been included in the share of profit of the firm and on his 
reaching adulthood, information regarding whether he joins the partnership or not 
should be duly furrushed. 

· Other heads related to Registration 

. {l) 'Rectification of Mistakes: If certain mistakes have been committed during 
filling of the forms, the registrar on request of partners can amend those mistakes and e11terc 
'into the register the description according to the current facts. ·. 

(:ij · Amendment in Register arter courts order: If any court has given its 
jridgemenl in any case related with the firms operation, the registrar is bound to make 
Correction in the register according to the courts order. 

(3) Enquiry of Register and other documents: Any person can enquire and 
in~estigale the register and other documents of the finn after paying prescribed fees. 
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( 4} Providing Trne copy of the docnm~nts: Any perison can get the attested true 
certified copy of the registration or a part of the document after paY.ing prescribed fee lo the 
registrar. 

Effects ofNon Registration · 

To get the registration or not totally depends oil the wishes of the firm. In case of 
non-registration, the fam faces certain inconvenience, difficulties and disqualification: 

(I) No partner can file suit against other partner: As long as the finns have not 
been registered and the names of partners have not been entered iIJIO the Registrar 
of finns register, no partner or his/her representative can file suit against other for 
his rights and claims. For the enforcement of any right entrusted in the partnership 
Act, the firm has lo be registered. · 

(2) Firms too can not file suit against any· partner: As 1011g as the firm has not 
been registered, the firms too, can not file suit against the partner as till that period 
the partner has no legal partner identity. 

(3) No partner can file suit against the firm: As long as.the firm is not registered 
no partner can file suit of any kind against the firm .. 

( 4) Firms too can not file suit against any other firm: A non registered pal1:l]ership 
finn can not file suit against any registered firm or against any of its partners. 

(5) Other parties can file snit against the firm: In case of non registration cif firm, 
the right of other parties remain unaffected that means the other parties can file 
suit against the firm. 

Advantages of Registration: 

lhe Partnership Act does not compel the fmns ID get registration, but after registration, 
• the registered firm enjoys following benefits: 

( J) Advantage to the Firm: Unregistered finns cannot file Diwani suit against other 
firms, nor any of his partner can do so but after registration the finns have a right 
to file suit aga'inst other partners or firms. 

(2) .Advantage to Incoming partner: New incoming partner of a registered firm 
can fight for his rights in the court. But in case of non-registered firm he has to 
compromise and depend on the sweet mercy of other partners honesty. Only he 
can do one thing that he can request the court for the dissolution of the partnership 
firm, whether the firm ·is registered ot unregistered. · · 

(3) · Advantage to partners: After the registration of the firm, the partners ~an file 
.. suit against other partners, against the firm or against any .other party and move the 

court for their rights and privileges. 

(4) · Advantage to Creditors: After the registration of firm, the partner whose na11;e 
is registered in the Registrar of firms register can become free of his responsibilities 
by saying that he is no more partner of the firm. Hence, the right of creditors ,is 
safeguarded in the registered fi~. They cari file suit against the partner whose 
name has been registered and can claim their money. ' 

(5) . Ad,•antage t~ outgoing partner: The outgoing partner has the advantage ~o 
disassociate himself fr0m the partnership agreement after fumishiIJg information 
to the registrar and public information thathe is separating from the firm from the 
date mentioned and is no more responsible for any acts ofommission and commission 
by the firm. 



If any member/panner of the finn has become insolvant then his property ceases to 
be included from the date he has been declared insolvant. 

If a registered firm partner.applies for leave to the registrar then his property ceases 
to be included for the period he was on leave for any acts of ommission and commission, 

· If a partner of the fim1 has been expelled and its information has been given to the 
Registrar, then his property is no more included from the date of his _expulsion for any acts 
of ommission and commission. 

Hence after a thorough study of the above facts it becomes clear that for etlicient and 
smooth running oft he operation of a firm it is beneficial and essential to get itself registered 

. with the Registrar. 

Important Questions for Examination 

I, Define partnership and describe its.main characteristics, 

2, Define partnership, Explain its characteristics and merits-demerits, 

3. State the methods ofregistration of a partnership firm, What are the consequences 
of non-regbiration? 

4, Is the registration of partnership compulsory? What are the consequences of non 
registration? 

5. Define partnership. What are the main characteristics of partnership? State the 
differences betwet.'f\ partnership and sole trader. 

••• 
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CO:-OPERATIVES SOCIETIES 

· Meaning and Characteristics 

The word 'co-operation' illustrates collaboration 'or association. This is a life style 
based on the spirit of "one for all and· all for one" This is a collective effort which inspires 

one to live and function togelher helping each olher with humanitarian approach. 

· Now a days, co-operative societies ·have ·become an important form of commercial 

organisation. It chiefly functions for the service of the members. This commercial organisation 
is different from other forms of organisation. Linder this form, some people discharge 

functions in the interest of other members and their own. Co-operation has made inroads in 

all spheres of modem-days activities. 

Co-operative society is Iha! form of commercial organisation in which some powerless 
and economically weaker section of people join together and contribute.acc_ording to-their 
might to derive physical advantage which the prosperous and powerful section of people 

. used to get . 

Thus, co-operation is the key to success and is a solid base of development and 

progress. According to late former president V.V. Girl, "Co-operative movement is a creative 

step towards self reliance in our effort of development." 

Meap.ing and Dcfintion of Co-operative organisation 

Meaning of co-operative organisation: 

Co-operation means working together to a common end, co-operative society;;, th~t 

form of commercial organisation in which some members join together to form a ·society 
for production of goods and services and distrib~(ion· of prbfits among the members. Persons 

join together voluntarily on the basis of equality and work together for ~conomie benefit and 
prosperity. Such individuals come together with an economic objective which they can ·riot 

fulfill with their individual effort as most of !hem come from economically weaker section 

of societies. · 

By pulling all their economic resources with strong bond of moral character and 
collective effort they try to improve their economic condition. Moreover, co-operatiol) ends 
all sorts ofinter-personal competition. Thus,' co-operative organisation is such a voluntary 

group ~f people who join together on the basis of equaiiiy for economic prosperity. 

Definitions of Co-operative Organisation:, The meaning and defintion of Co
operation has undergone several changes wilh- the. passage of time. Some scholars have 

defined co-operation on the basis of religion and morality whereas others l!ave termed ii as 
economic resolution. Following are some important definitions given byprnminentscholars: 

. ,• . 

(2). 

M.T. Rarick defines _co-operation as an activity of some persons who work for 
collective profit using their own resources, ability and managerial qualities. 

}I. Culvert ~ys that "co~peration is a form of or~isation in which people associate· 

themselves on the ba.qis of equal icy to fulfill thei~ economic needs". · 

(3) Ac.cording lo· Prof. Schelligman, ''the meaning of co-operation is to remove all 

types of competition in distribution and production and end all kinds ofintermediary." 

I 

I 



(4) According to Rolliind, "co-operation is a.double edged weapon which .strikes the 
infructuous struciure of individualism and materialistic approach of socialist ~tale. 

(5) · According to section.4 oflndi'an co-operative Act 1912, "co-operative societyjs 
that form of society which increases the economic well being of its members 
based on certain principles." · 

In conclusion we can say that, "co-operative form of commercial organisation is that 
type of organisation in which the individuals volimtarilyjoin together in a democratic manner · 
to pull their resources combinedly for the benefit of the communiiy and self." 

Characteristics of Co-operative Organisation 

Co-operation implies, "one for all and all for one". Co-operative organisations like 
companies and partnership institutions are commercial organisations which have the following 
characteristics: 

(1) Voluntary organisation: This is a voluntary organisation in which no undue power, 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

(9) 

(10) 

. force; influence or deception is applied. Individuals can join the membership ~ny . 
time on their own will and can voluntarily withdraw their membership by giving 
prior notice. 

Democratic form of administration: The administration· of co-operative 
organisation is based on democratic principles. As the number of members is quite 
large; ail the members cannot directly participate in the mJlllagement, hence, the 
managing committee selected by members looks after the managerial and. 
adminisfrative functions. Exploitation ofhuman beings does not take place in this 
type of organisation. ' 

Mutual help: The chief principle which governs it is "one for all and all for one". 
At the time of nc~d all mutually help each other. They are for organisation and the 
organisatio.n is for them. 

C~llective effo~t: "Collective bene(!t by collective effort" leaves no place for 
individualism, and other type of selfish personal interest. · 

Spirit of servi~e: The members work with the spirit of service and thus, its objective 
is to cam profit with service motto. Honesty is the best policy is its guiding principle, 
All members enjoy equal tights. The feeling of rich-poor, big-small does not pollute . 

- the thinking of individuals. 

:Cash trausactlQn: All the dcalings/transaetions of co-operative organisati~n from'· 
the very beginning are based on cash transaction. · 

Free-Voluntary members)lip: The doo,r of membership foreo--0perative societies 
is always open for all. Persons belonging any caste, creed, religion, sex, political 

. ideology are free to join or become the member of the organisation. 

Abolition of lotermediary: The p~minent objective of c~'operation is tp abolish 
the systi;:m of intermediary and end competition. Co-operative consumer store 
directly purchases goods and services from the manufacturers and sell the product 

· to cons~mers charging nominal profit · 

Stress on morality: Co-operative organisation puts stiess'on morality. The salient 
feature of co-operation is to inspire the members to follow moral' path. Genuine 
goods are purchased and sold in co-operative organisation. · 

Polltical and Religious Impartiality: Members of a co-operative organisation 
work together with various types of people and requited to maintain political and 

.:,:, 

101 



E11trepre11eunfu'p D~elop"!efft 

NOTES 

I 

. ., "l 
,~-~- ~ . ._, ' 

102 

(11) 

religious impartiality. Person following diferent religions and polfticai itle'ology join 

together to forin co-operative organisation. 

Patronage of state: State provides patronage to ·c0-0perative societics,-in its 

formation, oper11tion and other activities. Government provides grant to it from 
time to time. 

(12) Sharing/Distribution of Profit: the distribution of profit of.a· co-operative 
organisation is done on the basis of the contribution of members·to the society and 
not on the basis of their share capital .. 

(13) Consolidation of means: Co-operation emphasises on consolidation of means by 
the members. Whoever has the means makes its available to co-operative society. 

• . ! • - . ' 

(14) Other salient features: 

(1) 

(ii) 

(Iii) 

(iv) 

(v) 

(vi) 

One man one vote' principle is practiced. 

This is a socio-economic revolution. 

It is a registered organisation and is regulated, controlled ac.cording to Indian 
Co-operative Act, 1912. · 

It is a uni versa] movement. 

It emphasises on performance. 

It is a self governed institution. 

Types of Co-operative firms as a form ofBU,Siness organisation 

Co-operative organisations can be formed in any area with an objective to mutually 
find the solution of a problem. Hence, different types of co-operative institutions are coming 
into existance in various areas. lb.is makes it difficult to classify inter various categories. 
However, here we will consider co-operative· organisation as a form of commercial co
operative organisation. On the basis above, we can classify.it in1o following groups: 

(1) Co-operative Marketing Societies: Co--0perative marketing societies imply 
those societies which market the product produced by its members collectively. 
They' are formed by those artisans who are engaged in small and cottage industry, 
small and marginal farmers, handicrafts, etc. Co-operative marketing societies collect 
the produced goods ofits members and market them collectively. In this way, they 

, ~i;t good price for their products. After sales they distribute the revenue generated 
•'clf eamed to the members after deducting the expenditure incurred and share amount 

ofthe fund in proP9rtion.oftheirproducts. 
' ", ,, . ' . 'f , 

(2) Industrial Cooperative Societies: Industrial co-operative societies refer to such 
. co-operative organisations in which individuals (artisans or industrial workers) 
voluntarily join together to discharge industrial activities with an objective to enhance 
their economic interests. Industrial co-operative societies are formc() to do away 
with capitalist type of exploiters. They are .chiefly of two types: 

(a) Co-o.pcralive institutions engaged in providing raw material, 
production equipment, etc: The members of these committees are not 
its employees but produce the goods utilising their own skills. The concerned 
co-operative society only makt:s them available raw material and production 
equipment. It is expected that the members would sell their products at 

reasonable rates to these societies. 

·(b) ·co-!Jperative Production or Manufacturing Committees: In this, the 
members prod~ce' qr manufacture goods on capacity as employees and 

• I 

I 
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· charge remuneration. Whatever 1s produced or manufactured it is• sold by 
the committees and the. revenue so earned is distributed among the members 
in a definite proportion. 

(3) Co-operative Credit Societies: These· committees address the economic needs 
of its members. Each member pull theircconomic means for the common·end and 
the fund so accumo lated.is distributed among the members according to their need .. 
This is a type of bank of the members of the committees. These committees ar~ of 
two types: 

(a) 

(b) 

· Primary Rural Credit Committees: These committees are established in 
rural areas. The finance·related needs of the farmers are addressed t~ough 
these inedium. · · 

. Urban Primary Cr.edit Societies: The poor artisans, workers and smali 
traders of urban areas form this society. These committees invest the fund· 
received from members and receive loans from financial irtstitutions to fulfill 
the monetary needs of its members . ... 

(4) Consumer Cooperative Stores: This co-operative organ.isation is established to · 
protect the rights ·of consumers. Consumers form this. organisation to protect 
themselves from the exploitation of intet:mediaries. They Illllke available the gvods 

. at fair price purchasing.directly from the producers, wholesale dealers and 
· warehouses. 

(5) Producer's Cooperatlye Socielies: Agriculture is our chief voeation. 70% of 
our county's population is directly or indirectly dependent on agricu[ture. Despite 
that, the condition of agriculture is in pathetic• condition. Whatever yardstick we 
may adopt-unit of plough, production per hectares, land reforms. agriculture produce 
sales organisations, quality of seeds, animal husbandry, types of crops, agriculture 
based industry etc, we find agriculture in deplorable condition. This is the chief 
reason of India's poverty and backwardness. 

To find solution to all these problems, agricultural producers with small tools and 
equipment and marginal farmers establish co-operative societies of their own. By 
their effort and investement they create a joint fund. They also borrow money 
from Central Co-operative Bank if needed. Later on such committees purchase 
and collect raw materials. ·Production of goods begins at small and cottage industry 
and the produced goods are to the market through co-,;,perative sales committees. 

~" · Now--a-days; many producer's.co-operative committees are· functioning in'India. 
Now they are taking the shape of industrial co-operatives. · · 

(6) Multipurpose Co-operative societies:· Now everyone has started accepting 
the fact that all the development plans should be based on co-operative principles. 
To meet such objectives, various multipurpose co-operative societies have been 
established. Such·cosoperative societies which are established to fulfill various 
objectives are called multipurpose co-operative societies. The future of such CO· 

operative societies is very bright in rural areas. 

(7) Super Bazar: Super Ba~ar is a retail commercial organisation which· sells good~ · 
from counters, various types of eatable products eg. fruit, vegetable, dry fruit,. 
meat, bakery and dairy goods etc. It is based on the principle of "pay price take· . 
good". 

(8) Other type of Cooperative org~nisations: Besides these, the other types of 
co-operative societies •in vogue are 

I 
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(a) Housing Construction Co-operative societies, 

(b) Milk and Dairy Co-operative societies, 

(c) Fisheris co-operatives societies. 

Advantages/Merits of Co-operative Organisation 

Following are the advantages: 

(i) Economic Advantage (ii) Social Advantages (iii) Political Advantages (iv) 
Educational Advantages (v) Cultural and Religious Advantages. They are explained below: 

(l) Economic Advantages: 

(I) End of monopoly: Co-operative organisations end the tendency of traders to. 
develop monopoly in economic system as a result of which .the consumers get 
cheap goods easily. 

(2) Economic Securities: Co-operative organisations safeguards the interests of its 
members and provide them economic security. 

(3) Eradication of intermediaries: The chief objective of co-operative societies is 
to establish direct relation with producers and manufacturers with a motive to 
eradicate the existance of inter-mediaries in the distribution system. In this way, on 
one hand, the producer gets the reasonable price for his product and the consumer 
gets the goods at fair price on the other. 

(4) Establish balance between demand and supply: Co-operative societies 
purchase good~ on the basis of demand of its members and supplies it to them, 
thereby it establishes balance between demand and supply. 

(5) Thriftiness: Co-operative organisations promote the habit ofthriftiness amongst 
its members. It employs minimum number of salaried employees as most of the 
members provide their services freely. As a result, operational cost of management 
is minimal. 

(6) Increase in purchasing capacity: Members get goods at fair prices which 
increases their pu,chasing capacity. 

(7) Get Cheap and Easy Credit: Co-operative societies get loan easily at cheap 
rates from co-operative banks. They do not have to depend on money lenders. 

(8) . Eradication of tendency of speculation: Because of stability in prices of goods 
due to balance in demand and supply as a result of co-operative societies, the 
tendency of speculation comes to an end. 

(9) Availability of correct weight and measure: Co-operative organisations adopt 
correct weight and measure policy because of which customers get exact quantity 
of goods. 

(10) Efficient Distribution: Producers and manufacturers get right price for the 
products. The co-operative societies help and co-operate with them in establishing 
efficient distribution network. 

(11} Limited Liability: The liabilities of members of co-operative societies often remain 
limited. 

(12) Government Assistance: Co-operative organisations receive government help 
in the form of grant and special discounts, concession, bycause of which their. 
economic condition is further strengthened. 

(13) Stability in Prices: Co-operative societies have played a prominent rok in bringing 
stability in prices of goods. Because of this, the central government puts stress on 
distribution of essential commodities through co-operative societies. 



(14) 

(15) 

Development of Agriculture: Co-operative movement has contributed 
significantly in agricultural production. Farmers easily get good qu~lity seeds, 
fertilizers and agricultural equipments in this mll!lner. Not only this, co-operative 
organisation provide easy and cheap loans at nominal interest rates to farmers for 
agricultural development. 

Other Benefits/ Advantages: 

(i) Rebate in Income Tax 

(ii) avai!abiltiy of pure and certified goods 

(iii) j udiciou.s distribution of income 

(iv) Increase in employment opportunities 

(v) permanent existence (i.e. does not affect the prospect of existence) in case 
of death of a member, insolvency, or his/her reliquishing the membership 

(vi) Promotion of small and cottage industry. 

(II) Social Advantages: 

(I) Co-operative nod Unity : Co-operative organisation teaches people the lesson 
of unity and co-operation. People work together in it. The basic formula which 
rules it is "one for all and all for one." 

(2) Emphasis on spirit of servlee rather than profit: Co-operative organisations 
put emphasis on spirit of service and give priority to it. Earning profit is their 
secondary motto. 

(3) IDgh standard of living: People get cheap, durable, quality and certified goods 
through co-operative organisation which improves their standard oflife and brings 
qualitative change in htunan ideology. 

( 4) Strengthens moral values: Co-opera live organis,itions encourages moral values 
nnd raise the standard of moral and human values in society. 

(5) Awakens self confidence: M~bers solve their problems themselves with the 
help ofco-operative organisations. As a result, spirit of self confidence awakens i.-i • 
society. This removes despondency and instills hope in society. 

(6) Insoranee against exploitation: Co-operative organisation is the biggest adversac-y 
of exploitation. It neither exploits others nor allows others to exploit the helpless. 

(7) Awakened citizen: Co-operative organisations impart training in ideal citizenship 
as a result of which people become more ·aware and vigilant. 

(8) Decrease in social tension: Scarcity afflicted person surrounded by economic 
problem leads a life of stress and tension. As a result, various types of evil crimes 
take place in society but co-operative·socicties through mutual co-operntion, trust 
and affection helps in reducing the social tension and instill the spirit oflove. 

(9) Confluence of social and economic valnes: Co-operative organisation by 
establishing effective co-ordination in economic and social values in the field of 
business and commerce works as a confluence of social and economic values. 

(10) Development of spiritual values: A person free from social tension focusses 
his attention: on spiritual values which develops spiritualism in him. 

(11) Other Advantages: 

(i) helps in creation of socialistic society 

(ii) promotes decentralisation of economy. 

(iii) devlopment of spiritual qualities. 
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(III) 

(iv) support collective well king. 

(iv) promotes peace in society. 

Political Advantages: The management system of co-operative organisation is 
based on democratic principles. This devdops the spirit of democracy among its 
members and they become aware of their rights, duti.es and responsibilities. This 
brings political awakening in society lll!d people develop the habit ofliving in harmony 
which in turn strengthens democracy. 

(IV) Educational Advantages: Co-operative organisations impart co-operative 
education to people. The system of rightful use o\ loans,. agriculture production, 
·distribution method, estabHshment of co-operative consumer warehouses, 
management, operation and establishment ofco-operative institutions, industry and 
production c.entres, use of ecpnomic resources for community well being, process 
to safeguard from exploitation, improvement in Jiving standards, etc. are taught by 
co-operative organisations. 

(V ) · Cultural and Religious Advantages: History is a witness to the fact that in this 
world of competition the humans struggled a lot to maintain existence. In the process 
they destroyed many of the good values and beautiful aspects oflife. Majority of 
people do not lead a life of peace and prosperity, Their life ends in struggle. Co
operative instills and develops good qualities in them ~nd leads to the path of 
economic, cultural and religious progress. . . 

Disadvantages of Co-operative Organisation. 

After the study of merits of co-operative organisations it appear.; that the co-operative 
organisation is free from all llefects and drawbacks, however. in reality it is not so. Generally, 
co-operative organisations are funned and managed by inexperienced and selfish individuals 
who work for their own benefit bccau51; of which many evil practices creep into the system. 
It is because of this reason co-operative movement despite government patronage, support 
and effons of many non-governmental institutions failed to produce desired results. The 
·chief reason behind the failure of co-operative movemenl in India is as foll~ws; 

(I) 

(2) 

(3) 

Unskilled Management: The biggest defect of co-operative organisation is its 
unskilled management system. Most of the people employed in it work on 
I.\Qnorarium, who are ignorant ofbankin'g and commercial procedures. they work 
~ccording to their own whim. Hence, affairs of business are not managed 
professionally. 

Absence of Commercial aptirude: As profit is not the motive of co-operative · 
organisations there is always an absence of commercial aptitude. Moreover, credit 
facilities, after sales service, discount on huge purchases, etc. are rrQt provided to 
the customers. All these factors affect its business pro:;pect. • 
Limited Cnstomers: The activities of co-operative organisations are limited to 
its own members. Thus, the number of customers too remain limited to the number 
of its• membt-Ts. This reduces the scope of expansion. 

(4). G1Jvernment interference: As co-operative organisations are regulated by 
registrar of c.o-operative committees who indulges in undue interference in its day
to-day working, they fail to function independently. Slowly they become the victim 
of nefarious designs of bureaucratic nepotism. 

(5) Stiff c ompedtion: co·-operative organisations face stiff competition from private 
commercial institutions because of which they incur hug<." losses and all theactivities 
are forced to be suspended. 



(6) Absence of providing credit facilities to customers: Providing credit facilities 
to customers is the backbone of expansion of any business. But in co-operative 
organisations, goods are sold only on cash beca.use of which its progress gets 
hampered. 

(7) Absence o f secrecy: Because co-operative organisations fimction on democratic. 
pattern there is always an absence of secrecy. 

(8) Limited financial source: As capital comes into commercial co-operative societies 
· through members contribution and bank loan, the flow of money remains limited 

and co-operative organisations always suffer from financial shortcomings/problems. 

(9) End of cooperative spirit: In the beginning, the spirit of co-operative inspires the 
members to remain closer but as the membership increases this virtue no longer 
exist among member.s. 

(10) Unnecessary maintain11Dce of book of accounts: Co--0perative organisation 
wnether big or small have to maintain books of account regularity according to 
legalproeedures.This increases llllllecessary financial burden on small co-operative 
organisations and they incur losses. 

(Ill Absence ofable leadership: Co--0perative movement suffers from able leadership 
syndrome. The success of co-operative movement is dependent on able, efficient, 
honest and unselfish leadership. But such leadership is .rarely found. 

(12) Regional disparity: In India, this movement suffers fmm regional disparity. Good 
work has been done in states like Punjab, Gujarat, Tamil Nadu etc. whereas in 
other parts of the country the movement has not yet taken root. 

(13) Idle Committees: More than 25% co-operative committees are idle in Jndia, Its 
members for vested interest are running the affairs of these committees on paper 
only. Ram Niwas Mirdha Committee, constituted to report about the progress of 
co-operative movement, too agree with this shortcoming. 

(14) Little advantage to poor: Thechjefobjective of these committees were to provide 
maximum advantage to poor people but they failed in their objectives as the major 
share of profit goes to influential and well to do category people. According to 
former Union co-opeartive minster S.K. Dey; "We used to provide money to co
operative movement on the expectation that ultimately it will benefit poor people 
and destitutes but our belief proved wrong. The rich became more rich and the 
poor either remained poor or became a pauper." 

(15) Other disadvantages: 

(i) Use ofloans for unproductive use, 

(ii) Over dependence on e"ternal help. 

(iii) Existence of corruption and favouritism.' 

(iv) Effect of spirit of self reliance. 

(v) Unplanned expansion for achieving target. 

(vi) Increase in number of loan defaulters_ 

(vii) Jnfluence of sycophants. 

Important Questions for'Examination 

What do you understand by co--0perative organisations? Discuss their advantages 
and disadvantages. 
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2. "Co-operation is useful to consumers". Discussihe statement criticallywith referem;e 
to Indian c9nditi0j]s. 

3. · What do. you ·understand by co-operative organisations? Discuss its main 
· charactcri sties. 

4. Define co-operative organisations. What are the types as a form of business 
organisations? • . 

. 5. Defineco,opcrative organisation. Explain its characteristics ... 

6. Write a note on co-operative organisation as a form of business. 

7. Give the.characteristics, advantages, disadvantages of co-operative society . 
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FACTORS INFLUENCING THE CHOICE OF 

ORGANISATION 

While deciding upon or selecting the 1YI?" of organization, the entrepreneur has to 
keep in mind various factors. In case, these factors are ignored there is no possibility of 
achieving the desired objectives. Professor Haine and some other luminaries have described 
the principles or factors, which need to be considered while deciding upon the type of 
commercial organizations. They are narratcd below: · 

(I) Easy Establishment of Formation: Some of the commercial organizations are 
such that they can be establishcd with ease, like single ownership company, hindu undivided 
family concerns, etc. Some organizations are such, which are difficult not only in their. 
formation but one has to conform to \'arious legal formalities and spend substantial time and 
money in the process. The choice of commercial organization should ensure that the 
establishment is free from clumsy legal formalities and consequently very convenient to be 
set up for example, private company. Depending upon his capacity and circumstances, the 
entrepreneur .should decide upon the type of his business. 

(2) An;lount of Capital: While selecting a particular business organization care should 
be taken to estimate the amount of capital involvemenl If one can manage with small capital· 
then private business is ideal. In case the volume of business is expectedly larger, then 
partnership firm can .be set up, because larger business calls for bigger capital and skill 
which can easily be secured from the partner. In case, the volume ofbusin~s is expected to 
be still bigger, then joint stock companies can be establishcd. 

· (3) Legal Expediency: While deciding upon the nallJre of commercial ventures, on~ 
has to keep in mind the legal expediency. The furmation of some of the companies must be 
accomplished as per the rules and regulations governing such establishments_ Such companies 
function in a fair and comely manner because any violation ·of the prevailing norms or_ 
regulations can create legal complications and legal hazards. Normally, the violations are rare _ . 
because of fear complex. In the event of any violations the competitors or other· parties can· 
resort lo legal inwrvention for protectmg or safeguarding their interests. In addition to this, 
the organizations which are formed nnder uncertain or ever-changing rules nomially tend to . 
be unstable as a consequence. 

( 4) Extent of Liability: The extent of liability is also while deciding upon the type of · 
commercial organization. In some cases, the entrepreneurs have unlimited.liability like in the . 
case of private undertaking and partnership business etc: 

(5) Degree of Control and Direction: The degree of control and direction varies 
from business to business and it is not uniform. fa some commercial undertakings, the 
personal control and direction of the owners and their personal contact are !he most essentiaL 
Other than this, in some organizations, the above mentioned functions are not necessary 
since salaried employers can carry them out. First grade entrepreneurs should opt. for s_ingle 
private business whereas the second grade entrepreneurs should go for partnership or 
company type organizations. 

(6) Geographical Area of Business Operation: In case of some organizations, the 
geographical area plays a crucial role in determining the volume of business. For example, if 
it is a loeal business, privately owned business can be set up whereas if the business dealings ' 
are spread far and wide across the globe, then it is ideal lo go for a large joint stock company .. : 

(7) Transfer of Ownership: While selecting the type of business organization, it is 
. necessary to keep in view the factors relating to the transfer of ownership. If ~1ere are 
bright chances oftrnnsfer of ownership during !he currency of business then ideally such 
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companies should be estabiisbt::d as private or publi;;; Ernited companies, 

(8) Continuity and Stuhility: The continuity or life of sny cmnmercia! organizatiorr 
depends upon its stability to a large extent. TI1ere are so:11e undenakings,, which have to 
wind up business owing to the occurrence of some unexpected and untoward happenings. 
In contrast, some undertakings do not have any adverse effect of such happenings on. 
Thus, they continue without any break or interruption. Tn the interest of the society and the 
country at large, it should be one's earnest endeavour to set up companies which will continue 
functioning ceaselessly and without any break. 

(9) Economy in Operation: The economic factor should receive due cognizance 
while selecting the business undenaking so that successftd management can be ensured by 
virtue of the economy in operation. 

(I 0) Elasticity: Nature of the commercial set up should be so elastic that it has the 
capacity to adjust or accommodate according to the changed circumstances, so that it can 
either expand or reduce the volume ofhusiness as demanded by the circumstanc~s. 

(11) Minimum Gonrnmcnt lllterfereocc: We find that in some undenakings, 
government interit.,"'I'cnce is minimal or absent as in the case of private companies. As such~ 
the government interference level should be a dedsive factor while seiecting the type of 
business. 

(] 2) Possibility of Future Expansion: The opportunities of future expansion of 
business should have a bearing on rbe choice ofa particular cornrriercial venture. For example, 
if the present scope of an undertaking is limited but there is ample scope for its future 
expansion then partnership companies are ideally suited for such unde11akings. 

(13) Volume of Risk: In this connection, some luminary has rightly remarked that 
"business is a game of risks." However, these risks vary from business to business. Public 
limited undertakings are ideal for business with larger risks and for lower risks partnership 
or private limited companies are 1:ietter suited. 

(14) Retention of Bnsines, Secrets: Most companies have their own secrets based 
on whicb the business is run with skill and dexterity and as such the retention of business 
secrets should be taken into account while detem1ining the nature and scope of the business 
initially. Looking to the retention of secrets aspect it is ideal to have a private set up. \Vhen 
the number of partners is large, it is difficult to keep such trade secrets closely guarded. 

(15) Jmpad of Taxation: Though most of the companies have tax liabilities, the one 
with the minimum tax liability is considered the best. 

(16) Scale of Production of Distribution: Public limited companies are suited for 
larger production, Partnership firms are needed for medium size productions and private 
limited companies are smted for smaller productions. 

(17) Managerial Authority: Managerial authority should be an important factor 
whiie selecting the type of business. Some undertakings a,c such wherein the managerial 
authority should rest with the owners in a centralized manner. Other than this, there are 

, some companies where the ovtners chose to entrust their managerial authority to their 
salaried employees. 

Based on the above discussion, we feel that the entrepreneurs should examine all the 
factors and act with pmdence for ensuring that the final decision is perfect and flawless. 

I. 

Important Questions for Examination 

What factors would you keep in consideration while selecting a suitable form of 
business organization? 

Name the different fonns'ofbusiness organization. 

What factors would guide you while selecting a fonn ofbti-;incss orga.7ization? 

••• 
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FINANClAL (ECONOMIC) 1"1A...~AGKMENT 

Finance is a pivot around which the business activity rolates or revolves or it could be 

asserted that without finance it is impossible to undertake any business. Because, finance is 
a must for establish1nent, management and expansion of any business, Tbe alternate success 

of any business· depends upon adequate availability of finance and cficctive fiuancial 

management Thus, it can be said that finance in sufficient measure is required for setting 

up business. and its subsequent m21nagcment 

Financial management is not restricted only to procure the finance but to make its 

proper utilization, Therefore, it would be proper to state that the key to successful business 
ls the proper financial management 

During post independent era, the government has set up various financial organizations 

with the sole objective of solving the financial problems faced the industry. The commerciaf 

ban.Xs offer short tenn and long-term financial aid to the industry. 

Tiw financial organizations form the foundation stone of the industrial progress or 

expansion, The banks and the financial institutions play a very important role in the supply 

of money in the rnarket and industrial growth owing to the functions of these organizations. 

TI1ere is creation of capital and simultaneously there is an overall expansion of the various 

aspects of the prevailing economy in a vast country like India. The following financial 

institutions have been set up with the sole purpose of providing the requisite finance to the 
industry at iarge. 

l. Financial Institutions providing short-tem1 finance, 

2. Financi1:Jl lnstitutions providing long~term finance. 

Obtaining finandal aid from these inst'tutions and managen1e:nt thereof is lt.""TI11ed as 
Financial Management. Hence .• it is essential that an entrepreneur should kuow the dear meaning 

of the term financial management. 

Meaning of Financial Management: 

The financi~l trulllagement involves assessment of capita! needs locating the sources 

of capital supply to accumulate fmance from various sources to effectively control the 

finance and keep an effective check on the financial activities, 

Definitions of Financial Management 

Foilowing arc the quotations of weli-known experts from the field of Financial 

Management. 

I, Joshph F.Bradle - irFinancial Management is that area of industrial management 

which is concerned with the prudent utilization of capitai for ensuring tlmt the unll which is 

spending the money can advance towards its set objectives. 

2. ,J, L. Maisy - Fini1Ilcial Management is that management process of an industry 

which is responsible for securing the requisite finance and its effective utiliza~ons. 

J. Howard and Upt.on - °Financial Management in\.'olves direction to control the 

financial fllnctions. 

4. l,Jo Solomon - The purpose of financial management is counccied with an 

important source offimmce mt:aning skillful expcrimentation with the capitat 
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Based on the above descriptions we can state, "Financial Management is concerned 
· with that p·art of the general administration which tackles co.ntrol, procure finances for its 

effective utilization and direction." 

Objectives or Financial Management 

Generally, the objective of financial management is to procure requisite finance for 
business to maintain liquidity and make available the assistance at reasonable price. But at a 
wider view, the objective of financial management is to contribute towards the achievement 
of the set goals of the company in an effective manner. From this point of view, the fina)lcial 
management has three prime objectives: 

(1) Objective or maximizing the profits: In a commercial undertaking, the main 
objective of financial management is to maximize the company's profits. The reason for this 
is that with the enhanced profits the owners get more benefits employment opp011unities, 
improved workiog condition, and the employees can expect upward revision in their salaries .. 

(2) Maximize the assets or the company: In modern times, stress is laid on 
maximizing the assets of the company rather than the profits. With this objective in view, the 
company has to make an all out effort whereby there will be substantial increase in the 
assets of the company. 

(3) Objective or maximum reward: One of the objectives of the financial management 
is I<:, secure better reward for the shareholders of the company. If any company pays higher 
dividend ·10 the shareholders and better salary for its employees the company's prestige 
enhances. Also there is a steep rise in the demand for the company's shares thereby resulting 
in the steep hike in the share prices. This serves as an indication of the company's property 
and betterment. 

Importance or Financial Management· 

In the present time what blood is lo the human body, frnancial Management is to the 

company. Just as pure blood is needed for ensuring good health and dynamism, adequate 
finance is required to motivate all the functions of the company, 

From the industrial point of view following is the importance of the financial 
management: 

L Support for commercial success: Financial Managemcp.l is looked upon as the 
chief support of the company's success. The success of each company invariably depends 
upon the skillful financial management. 

2. Assistance in Planning: Financial Management contributes lo the planning strategy. 
For the success of any scheme, one has to examine and assess its profitability, risks and 
control much before its implementation. The financial management techniques are very 
useful in this regard. Thus, the success of any new venture entirely depends upon its prudent 
financial man•gement. 

3. Marketing Skill: It is the duty of the management to safeguard the interest of the 
investors' money and also to pay them the dividends. The managers can discharge their 
duties effectively when they are acquainted with the principles of financial management. 

4. Assistance In Control: Financial Management plays an important role in all the 
decisions made by the owners of the company because most of the decisions are beneficial 
for them. For selecting the best project from amongst the many projects, the entrepreneur 
resorts to financial technical analysis for evaluating his decisions. Thus, the financial 
management renders the entrepreneurs to arrive at a decision. 

5. Profitability or the Shareholders: If the shareholders are conversant with the 
principles of frnancial management then they can precisely assess the profitability and the 
financial status of the company. They can also giv~ valual:ile suggestions to the management. 

.i 



6. Profitability to the Investors: If the company is managed on the principles of 
financial management, the investors stand to benefit in two ways. First, they receive decent 
returns ·on their investment and second, their investment lies in safe custody without any 
exposure to risks or hazards. 

7. Skillful Direction: Financial Management also helps in the clay-to-day functioning 
of the company. Finance is a very crucial requirement with regard to development and 
expansion, routine management amalgamation, etc. of the undertaking. Therefore, the 
entrepreneur has to very prudently undertake the financial management of his company. 

8. Co-ordination: T11e financial decisions have an impact on all the management 
functions of the company and get influenced by all the management functions. A:, such all 
the management functions remain linked or attached to one another through the meclium of 
financial management Therefore, proper co-ordination can be established among the various 
functions li_kc the production, marketing, storage distribution, general administration etc. 
through the financial management. 

. 9. Benefits to the Financial Institutions: Different' financial institutions like the 
banks, corporations, investment companies and other companies should be well versed . 
with the principles of financial management whereby they can ascertain the credit limits of 
those commercial companies and can thus assess the extent of loans to be granted to these 
companies. 

I 0. Benefits to other people: The usefulness oftbe principles offmancial management 
i& not only restricted to connnercial spheres, but they can benefit the ministers, politicians, 
government and semi-gmemment and pri-vate se<:tor officials. 

·utility of Financial Management for Entrepreneurs 

The entrepreneurs can get the following benefits from the financial management; 
• 

I. Based on the financial management, an entrepreneur can take his financial policy 
decisions very prudently and efficiently. 

2. One can conveniently orgJDize financial planning. 

3. Based on this principle one can take prudent decisions regarding the utility of various 
. resources, their allotment in the larger interest of the company's well being. 

4. Jbrough the medium of financial management, the entrepreneur can avail diversified 
benefits like profit level, investment returns, repayment period working capibl, treasury 
resources, etc. 

5. Ii helps in the matters like cliversification, modernization, rationalization, research and 
development and in the accumulation of financial resources. 

6. It provides valuable suggestions related to various schemes. 

7. The selection of the best possible scheme is made on the basis of the principles of 
financial management 

8. Based on this, we receive the guidance about the amount of fixed capital as well as 
working capital. 

9. This helps the entrepreneurs in consulting the cost and budgetary control functions. 

IO. The entrepreneur derives valuable guidance about composite structure of capital. 

Important Questions for Examination 

I . Point out the meaning of financial management 

2. What do you mean by financial management? 

3. Describe any one object of the financial management 
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4. 

5. 

6. 

7. 

8. 

9. 

/ 

"Finance is the life blood ofa business." Explain in brief. 

Describe the scope of financial management. 

Define financial management. Describe its objc-cts and importance.• 

What do you understand by financiai management? Explain its functions and 
importance. 

'
1Sound financial management is the key to progress for entreprencurship. 11 Discus5 
this statement. 

Define financial management. Describe its objects, scope and importance. 
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ROLE OF FINANCIAL INSTITUTIONS AND BANKS. 

Banks are normally classified and included in the financial institutions providing short
tem1 loans. Presently, there are 28 Scheduled Banks functioning m the country. By providing 
the liquidity the banks have c,mtributed a iol in the industrial development ofthe country. 
Ideally, an entrepreneur should make it a point to be fully conversant with the ban.Icing 
operations. 

Dan king 

Meaning and Definition of Bank: Banks are those institutions, which collect the 
money from tbe public arid lend it to the needy people in the form of loans. In addition to 
this, the banks are perfom1ing several other financial functions. In all the countries, the 
banks play a crucial role in economic progress of the country. Afternationalization of banks, 
they have taken over the responsibility of the welfare of the backward classes of lhe society 
and the betterment and prqgress of our country. Financial assistanee ls provided to agriculture 
and allied fields, SSI, education, export, and village craftsman etc. 

Various experts have given the following descriptions of the bank: 

I. According to Mr. Gilbert, "bank is the btcsiness of capita! or in correct temi, the 
business of money''. 

2. According to Webster Dictionary, 'bank is that institution which conducts business 
in money. An institution where money is collected, protected, goes out and lending and 
discount facilities are offered and cheques arc shifted from one place to another". 

3. Prof. Kinley states "bank is such an institution, which provides money to the 
needy people and collects money from people who can spare it". 

4. Kenneth Meckenzie says "a brief description of the bank can be which deals 

with liquid and credit instruments. 

5. IndiM Banking Company Act 1949 states, "banking company is that i:ompany 
which conducts banking business. Banking involves lending money to the needy people and 
collectliig money from people, which is payable on demand and dealing with cheques., 
drafts and other instruments through which money can be promptly wiihdrawn". 

Based on the above-mentioned descriptions, we can evolve the following "bank is 
such an institution which performs the functions of accepting money and !ending money. 
In straight tenns~ bank is an organization which ~arries on business \\'1th credit or money", 

Types of Banks 

The banks are classified as under, depending upon lhelr function or nature of operation, 

I. Commercial Bank: Commercial banks are those which perfonn th<: duties of 
accepting money and lending money as loans and do the agency work. The commercial 
banks are established as joiiIJ stock companies. 11ms, the banks which conduct business in 
normal banking are called as Commercial Banks. 

Commercial Banks are of two types: 

(A) Scheduled Banks: The scheduled banks conduct such business which 
categorize them under schedule II of the Reserve Bank of India. The banks 
taping wider the above category of Reserve Bank oflndia have to comply with 
ihitoridititms laid down by the RBL . 
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(B) Non-scheduled Banks: The connnercial banks which are excluded from the 

schedule II of the Reserve Bank of India, are categorized as Non-scheduled 
Banks. 

2. Agriculture Bank: The agriculture banks grant short-term, medium-term and 
long-term loans for fanning. With a view to provide short-term loan to farmers, the dfatrict 
central hank have been set up and for medium and long-term loans, District Agriculture and 
Gramin Vikas Banks has been established. 

3. Industrial Bank: Industrial banks grant medium term loans to the industry. These 
banks have a special role to play in the industrial growth. 

4. Savings Bank: Savings banks are those banks which collect small savings from 
the people and encourage for _bigger savings. Their main objective is to accept the savings 
from the people. 

5. Central Bank: Central Bank is the supreme bank of the country. It is empowered 
with the printing of notes and credit control. This hank exercises control over the entire 
banking sector. Central Bank is called as the bank of the banks. India's Central Bank is the 
Reserve Bank of India. 

6. Exchange Bank: The Exchange Bank conducts business in foreign exchange. 
They buy and sell foreign currency: By conducting foreign CJtchange business these banks 
encourage international trade or business. 

7. Native hank: The native bank also accepts the savings from the people and grants 
loans to the needy people. Merchal).t banking is also included under these banks. In India., 

. either the money lenders or the merchants performs this function. 

8. Distribution Bnnk: These banks collect the smaller savings from the people, 
· accumulate therff and then direct these savings for the industrial use. 

9. Co-operative Bank: The co-operative banks are set up to cater to the needs of 
agriculture requirements. These banks provide short-term, medium and long-tenn loans. 

I 0. Area Gram in Bank: For expanding the banking facilities in the rural areas, the 
gramin vikas bank was established cm 2nd October 1975. These banks are promoted by 

. some nationalized banks. 

11. Vlkas Bank: These banks provide long-term loans to the industry on.easy terms. 
They also tender advice to the industry in matters oftechnology, management and marketing. 

12. International Bank: The interruitional bank provides financial aid to the member 
countries and attempts arc also made to solve their financial hurdles. 

Functions of Banks 

The banks provide loaos to all types of industries, services or commercial areas. The 
banks can provide or take care of all the project expenses like the land, buildings, plant and 
machinery, workmg capital. IL is very convenient to secure the bank loan towards the working 
capital. Apart from ordinary loan schemes, various other schemes are implemen_ted by the 
n_ationalized banks through the good offices of different financial institutions. The District 
Central Cooperative and Land Develop.ment Bank, which was ·earlier catering to only 
agricultural needs, is now providing loans to different industries too. 

Functions and Sen,;ces of Modem Bariks Given below are the principal functions 

and services of a modem bank. 

(I) To accept the accumulated money: The most important fut!ction of a bank is to 
_accept-or collect the spare money of the people. The banks accept money in the following 
five categories. 



(i) Fixed deposit: Under this deposit, the amount is accepted and retained for a 
fixed duration to time. The period of deposit ranges from 3 to 5 years but 
banks do allow premature encashment by deducting some amount as a sort of 
penalty. 

(ii) Indefinite Deposit: Under such an account, ihe principal amount can be 
withdrawn only under peculiar circumstances or else only the interest amonnts 
are paid. The interest rate of this deposit is the highest.· 

(iii) Current Account: Under this account, the customer is allowed t~ withdraw 
deposit the money any time. This type of actount is very useful for the 
businessmen or traders. For withdrawals, cheque facilities are provided. The 
banks do not pay any interest on such accounts al all. 

(iv) Savings Bank Account: Savings bank account is such an accoW1t wherein 
the customer is permitted to deposit the inoney any number of times during 
the month. But restrictions are laid on the withdrawals of money, which can 
be done only once or twice a week. The interesi rate under this scheme is very 
low, 

(v) Recurring Deposit Account: Under this scheme, the client deposits a fixed 
amount every month for a particular period, After the stipulated period, the 
amount is paid to the customer together with the interest accrued thereon. The 
interest rate under this scheme is at a par with the Fixed Deposit Scheme. 

(II) Grant of Loan: The banks provide certain loans for the businessman, fanners 
etc. The loan amount is . granted towards production purposes. The interest rate payable or 
chargeable is higher.than the prevailing rotes payable on the savings bank account 

Modes or Payment or Loans by the Commercial Banks: 

I. Cash Credit: Under the cash credit scheme, the bank determines the loon limit of 
the client on the basis of security. The client can secure the loan within the prescribed loan 
limit. Interest is chargeable only on the sum or amount, which the client has borrowed from 
the bank. Therefore, the client takes care to borrow the amount from the ba.'lk as per his 
requirements and goes on repaying the borrowed amount The client has to pay the interest 
on only the actual borrowed sum 

2. Overdraft: Under this scheme, the client is allowed to withdraw some excess 
· -amount than the amount lying into his credit, the limit having been fixed by the bank for 

such excessive withdrawals. This is known as overdraft facility. Such a facility is granted to 
reputed clients depending upon their credit status. Generally, the bank offers this facility for 
clients having current account with the baruc. 

3. Loan: This loan is granted to the clients as interim payment. The entire loan 
amount is defrayed to the client as interim payment. The loan amount is paid in entirely in a 
lump sum. Therefore, the interest is payable on the sum right from the incipient stage. For 
different processes and different functions the banks offer variegated loan facilities. 

Priority Area Loan Amouoi.: On the basis of the approved guidelines, the banks 
· pay part of their interim loan amount to the priority units, which involve the following 

processes encouraged by the state: 

Agriculture and allied processes. 

• Small scale industry. 

• 
• 
• 

Retail trade and small scale business . 

Road and water transport management. 

Entrepreneur and selt~einployed . 
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• 

• 
• 

• 

Education . 

Housing . 

Self Help Group . 

Village and cottage industry, village craftsman . 

The schemes or,,'llnized by government like PMRY, SGSY, SJSRY, other poverty 
eradication and income creation centers and the State government schemes fall under the 
priority area interim scheme. 

• 

• 
• 

• 
• 

Interim Scheme without priority basis: 

Interim payment based on the accumulated sum 

Loan on gold or silver 

Import/ export financial aid 

Customer loan advances 

Car 

Wholesale traders 

Large business advances 

Capital utilirntion/personal loan 

Types of Interim Sums: 

The loans can be classified as per the repayment schedules, 

l. Loans with smaller repayment facility - repayable in 36 months 

2. Loans with medium-term repayment facility - repayable with in 3 .ta 7 yearn. 

3. Loans with prolonged repayment facility - above 7 ye";'~: 

Based on tlic credit surety criteria, the loons can be classifiedJurther, 

1. Loans without credit surety - wherein no credit is needed. 

2. Loans with credit surety • which calls for solid / concrete credit / surety or any 
other credit provision. 

Purpose for which the loan amount will be utilized: 

The fmancial assistance obtained from the banks can be used for fixed assets, Buildings 
and for working capjtaJ for the business. 1be loan amount should be utilized for the purpose 
for which it was granted. 

·".:)'r,j~ 
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For examples, 

Purchase of machinery. 

• Purchase of machines. 

'°;, , Land purchase / acquire the land on long-term lease. 

• 

• 

Constructing I buy,lng the factory / shed . 

Purchase of raw material. 

Completion of incomplete products. 

Creation of readymade items. 

Clearing the outstanding loan amounlS,'' ,,: ';f"#' 
' ~: ,---~' - ~ 
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Purchase of machines~ tools, designs, frames / godowns~ samples etc, 

Furniture and;Fixed assets/ immovable property purchase. 

For meeting day-to-day expenses like. production, sales; transport, distribution, 
salaries,, rent incoming and outgoing material, financial a~sistance is available provided there 

is raw material production and finished goods in proper condition. 

Loan amount owing to the paucity of funds: The Banks provide financial assistance 
for ensuring smooth sailing of business activities. The estimated share·of the promoter 
concerning the project I scheme IS up lo 50% and the backlog is made good by the banks by 
way of grant of loans. · 

Interest: lhe bank on the loans granted lo the borrowers. charges interest. 'lhe rate 
of interest is continuously fluctuating and it depends upon the project objective and the 
interitn su.:-n. 

Credit Guarnntee: For safeguarding the loan amount, banks obtain a credit guarantee 
from the borrower. Generally, the credit guarantee is in the forn1 of asseL~ lodgment or 
mortgaging. 

(Ill) Agency Related Functions; Given below is the function connected with the 
bank agency. 

l. Collection: In exchange for fixed commission, the banks does the collection by 
client's chc--1ues, drafts and dividend., interest and other income instruments. 

2. Payments: By charging nominal fee the bank undertakes to ma1<e the payments 
concerning LIC oremium loan installments on behalf of the clients. 

3. T,ansfor of Money: The commercial ban_k helps the clients lo transfer their money 
frmn one city lo another or from one bank to another bank. This mode of transfer of money 
is done through tho cheques or drafts. 

4. Custody: By charging nominal commission, the banks takes care of the client's 
share documents, loan documents etc. 

5. Purchase/ Sale of Scrnritics: The banks tender advice lo their clients regarding 
sde I purchase or securities. 'They also undertake the sale and purchase of securities. 

6. Guidance and Advice: '.lhe bank propagates the financial status of tbeir clients to 
the overseas businessman and in tum they brief the clients about the financial conditions of 
overseas entrepreneurs. 

(IV) Different }'unctions: The commercial banks also carry out the following 
functions: 

1. For encouraging business, the banks provide loans for inland as well as overseas 

business management The banks also arrange for finance by encashing the exchange bills 
and the hundies. 

2. Creation of Credit: Creation of credit is an important function of the banks. The 
ban.1<:s ate doing credit creation. The Central Bank of the country contributes towards the 
-credit creation. 

3, Safety of Assets and Property: By offering locker facilities, the banks keep the 
valuable ornaments and documents of their clients into their safe custody. 

4. Foreign Exchange: The banks deal in buying and selling of foreign currency. This 
helps in the overseas payments. 

5. Traveler's Cheques: They provide traveler's cheques, which rules out any loss of 
money in transit from place to place. 
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6. Consumer Loan: For raising the life style of the people, the banks provide 
consumer loans for pumhase ofluxury items like the television, refrigerator, cooler, washing 
machine, computer, furniture, buildings and also educational loans for educatioo of the 
children. 

7. Credit Card and AT!\1 Card Faciliiles: The banks provide credit card facilities 
for their clients. In the modem times, ATM facility has been provided for the clients, By 
virtue of the ATM cards, the clients can withdraw the mooey in any part of the country 
thereby ensuring the safety of money. 

8. Publication of Circulars: The banks publish the different types of circulars 
. concerning their working in the various bulletins from time to time . 

. 9. Financial Organization for Industrial Growth: Both the Central and State 
Governments have introduced numerous schemes aimed at the industrial progress. Under 
these schemes, the schedule banks make loans available to the industrialists. Technical and 
management advice is also given to them when seemed necessary, The financial requirements 
of the industry arc granted from borrowers, from public who can spare the money for such 
purposes. Ideally, such savings should be prudently utilized for the overall development of 
the industry. 

10. Payment Facilities: Because of the cheque facility, payment functions have 
now grown very simple and easy. The cash dealings have reduced considerably and the 
payment schedules have become steady. 

l l. Locker Facility: The bank keeps the ornaments and other valuables in their safe 
custody whereby the chances of loss or burglary arc almost nullified. 

12. Bank Book-keeper of Society: On opening an account with the bank the 
customers are provided with a Pass Book, whkh reflects all the deposits and every withdruwal 
by the account holder. 

13. Encouragement to l<'oreigu Trade: Banks provide loans to the businessman for 
encouraging foreign trade and they also deal in the exchange of foreign currency. The banks 
encash the bills and hundies and provide finance aimed at foreign business. 

Tims, the banks play a vital role in the industrial growth. The financial aid from the 
banks is being prudently utilized for agriculture and industry thereby achieving the financial 
growth of the country. 

Importance or Role of Banks in Entrepreneurship Development . 

Banks are believed to be the lifeblood of the industrial growth because the banks play 
a stellcr role in the progress of an undertaking. For establishment and management of any 
industry, the bank plays an important role of providing the much needed funds or finance. 
Tue importance of the banks role in this regard can be gauged from the following factors: 

1. For any. industry or business, working and fixed capital is most essential. The 
. Scheduled Banks provide adequate financial assistance lo the industry, which is very crucial 
and decisive. 

2: Assistance to Trade and Industry: The bank provides financial assistance to 
Industry, Whenever necessary, technical advice and management guidance is provided. The 
bank has been playing a very vital role in the industrial growth. 

3. Increase in productivity of capital: The banks keeps the savings of the people 
in their safe custody and invest these accumulated savings by granting loans to the industry 
thereby enhancing 1ts productivity in the process. 

4. Industrial Growth: 111e banks play an important role in the progress of the industry. 
The schemes operated by the Central and State Governments are provided with the requisite 



financial assistance by the .commercial bank. 

5. Encouragement to Capital Creation: The banks encourage saving habits, keep 
the savings in their safe custody and employ the savings in productive processes thereby 
encouraging the capital formation. 

6, Tra_nsfer of Money: We can keep the money safe by transferring from one place 
to ariother through the banks at a minimum cost. Such transfers are executed by bank drafts 
or money transfers by the banks. 

7. Payment Facility: By.offering the cheque facilities to its customers the banks . 
have rendered the payment function very easy and convenient Owing to such facility, the 
cash transactions have diminished and the payment percentage h_as steadied. 

8. Encouragementto Foreign Trade: With a view ofencouragingforeign or overseas· 
business; the banks provide loan facilities for the business people and arrange for the 
conversion of Forei_gn Exchange by eocashing the bills and hundies, of the businessmen the 
banks create finance for foreign trade or commerce. 

Therefore, we will have to admit that the banks play a crucial role in the progress or. 
development of industry or ·business, 'They have been contributing towards the financial' 
progress of the country by providing financial assistance to the_ agricultural· sector and 
trade, commerce. and industry. 

Role of other fmancial institutions in Entrepreneurship Development: The industrialists 
need long-term financial assistance for the purpose of renovation replacement of old and 
outdated machinery, adoption of!atest )echniques and extensive productions, Several financial 
corporations have been set up for the purpose of providing the much needed long term loan 
facilities. These fmancial institutions will gratify the logn-termfmancial needs of the ind1Lsi,y · · 
therefore they have been established. 

L Industrial Finance Corporation of India: This corporation was established on 
1st July, 1948. In July 1993, it was converted into a limited company un<!er company 
regulation 1956. 11 provides long-term and medium-term loans to the indu_stry. It gives 
guarantee for the loans taken in the capital market, keeps custody of the shares and loan 
documents. It also provides. technical and management advice to the industry. 

2. Industrial Credit and Investment Corporation of India: It was established on. 
5th January I 955. During the year 2002, it was converted into !CI Cl Bank, which was 
approved by the Reserve Bank oflndia, Its objective is to promote Industrial units expansion 
and modernization. Based on the shares and loan documents it grants long-term and medium. 
term loans. It also encourages research and offers technical project and administrative advice · 
to the industry, 

3. Industrial Development Bank of India: It was set up on lst July, I 964. Its. 
main function is to provide refinance assistance-to the financial institutions. It provides 
actual financial assistance to the industrial undertakings. This Bank is !he country's largest 
financial institution. 

4. Small Industries Development Bank of India; It was established on 2nd April 
1990. It was formed as a subsidiary Bank of the industrial assistance through the credit 
distribution agencies. The bank arranges for reinstatement of the loans and advances granted 
lo small scale industries by the credit societies and provide-,; sources for their financial 
assistance. This bank provides financia) assistance for obtaining rare and unavailable raw 
material to the State Small Scak Industrial Development corporation and helps in !he marketing 
of the products froin the industrial units Jrom the small areas, 

5. Board for Industrial and Hnancial Reconstruction: This institution was 
established with the sole aim of providing longclenn loans to the sick induslrial unit,; for the 
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purpose of their rejuvenation and revival. It a1so gives technicaJ advices to rhc industries. 

6. Uoit Trust of India: The es1ablishJT1ent of Unit Trust of India was done on !st 
July 1969. Its set up had three objectives in view· to accumulate the savings of the people 
to collect the savings of the investors and lo invest the collected savings in the industry. 

7. State Finance Corporation: The purpose behind est,blishmentcfthe State Finance 

Corporntion was to provide financial a.<f;istance to the medium and small industries. ]he 
corporation provides, up to 50% of the· fixed assets of such industries for a period of 20 
years. It safeguards the shares and the loan documents, gives guarantee for securing the 
loans and acts as a representative organization for the State Government and the Industrial 
Finance Corporation. 

8. State Industrial Development Corporation: During the year 1960, in different 
states of the country the government has set up various financial institutions with the prime 
objectives _of providing fmancial assistance to the small and medium size industries. Jhe 
State lndnstrial Development Cocporntion is a similar type of state level organization. The 
principle aim of this corporation is to work towards the industrial development of the backward 
areas based on the local resources in all !he States. 

In addition to the above-mentioned societies, the Life lnsurnnce Corporation oflndia 
is undertaking arrangement for financial assistance to the industries. General Insurance 
Corporation of India, Export-Import Bank of India, National Bank for Agricultural and Rural 
Development. 

Nature of a Sound .llanking Sy,tern 

The entire working or functioning of the Bank is based on uDnost good faith. Banks 
are the guards and protectors of public wealth. Therefore, the Bank's mode of operation 
ought to be purposeful. Banks should provide opportunities to the clienls Lo participate in 
banking functions in the following manner: 

1. Do not approach the bank only when you wish to secure a !0an. Keep in touch with 
the bank at regular intervals and ensure that you open the account with that particular bank. 

2. Deposit your money with bank. Advise your friends and relatives to deposit their 
spare money in the same hank. 

3. For financial assistance, go straight to your bank. Do not go to the agents. 

4. Ensure that you do not straight away tall: about your loan requirements. Introduce 
yourseff first. Brief them about your background, your scheme or project the requirement, 
success probabilities etc. Furnish the particulars at length. Ensure that the banker is 21 home 
with your project or scheme and then only broach the subject concerning your loan 
requirement, 

5. Prepare the report depicting the usefulness of your scheme I project and give one 
copy oft.he report to the bankers while you discuss about your project Carefully memorize 
the particulars relating to the scheme. 

6. Fortify your estimate with quotation ond other proofs. 

7. Evince keen interest and sclf-<:onftdencc through your talk and behaviour. 

8. Furnish the precise particulars during the discussion ar,d subscquettt interview. 

9. Collect and accumulate all tl1e relevant and req,1isitc documents as per the list an,1 
guidelines. 

10. You may _put forth questions to the bankers durmg the discussion. Penni! the 
banker to explain his stand and thereafter try to explain your'., 

11. Write down the following points while taking the loan. 

.. 



• Accepted loan amount 

• Payment Schedule 

• Rate ofinterest 

• Amount of premium, due date and company's name 

• Repayment of loan schedule 

• Installment amount 

12. Inform the bank as scion as you commence the business. 

13. In times of difficulties or when you are unable to conform to the loan repayment 
chart, meet the bankers personally. Present your case with prudence and presence of mind 
and ·make a polite request for allotting the repayment schedule as warranted by the 
circumstances. Put in a request for extending the period of dead line. 

14. As soon as there is flow of income, start repaying the loan amount without any 
. hassles. 

15. When the business yields profits, make it a point to deposit the amount in the 
bank. If you regularly deposit small amounts for prolonged period, you can hope to get a 
windfull during emergency, 

16. Do not falter in keeping in touch with the bank. As you grow in business it is 
likely that you may have to secure bigger amounts from the bank. Look upon the bank as 
your friend, guide and well wisher. 

17. Keep a periodical watch on your immovable ·property. 

18. Deposit the particulars of your business, income tax particulars and the order 
report from time to time. 

19. Do not believe or trust in the cooked up stories about the bank. 

20. Please note that this is your bank and along with your rightful rights, you do 
indeed have some responsibility as a customer. 

·Financial Pl.ans 

Financial management is an important aspect pf business wherein the businessman 
has to be conscious about the would-be expenses, budget preparation and avoidance and 
regulation of avoidable expenses. Some industrialists are careless about the expenses. If the 
expenses are not controlled properly, it will result into dwindling of the capitaL Owing to 
lack of control on expenses some industrialists fall a prey to paucity of funds or capital, The 
entrepreneur should know the widening gap between the capital and profits and he should 
also know precisely the source for flow of capital. TI1is is possible only when the budget is 
prepared with extreme care and avoidable expenses are regulated. 

The objective of business is to produce goods and secure the profits through the 
sales of these goods. For achieving the set goals the art of prudent running is known as 
management. The management has two factors: 

I. Functional factor which means obtaining proper know-how of trade, commerce 
and services. 

2. Definition of management: ,proper control of institution or direction planning can 
be managed through leadership· and organization. · · 

Preparation -of Schemes 

,The fast step of management process is planning of schemes. Scheme preparation 
involves the decision regarding execution or implementation of the scheme in advance. Tbe 

NOTES 

.123 



i' 
i 

I ( 
ii 

i 

I 

, Zlfirepr~~ef!urshi1"1 De'l'C!oprne11t 

' ~' ' 
/ 

124 

objective underlying such an exercise is to think and ponder about the progress and 
improvement of business and then arrive at decisions concerning the future executions and 
functions. Before purchasing the raw material, the entrepreneur has to decide over the 
following factors: 

• The type of raw material required, 

• 

• 

• 

The quantum of purchase of such material, 

The source from which to buy.the material, . 

When exactly the material will be needed .. 

Future Estimate 

When an entrepreneur drafts the scheme he does the estimate. From the estimate one 
can guess about the future projections. The condition of the weather can be gauged from 
the weather forecast from the radio or television. 1be person can accordingly plan out once 
he knows about the world's weather conditions. · 

The entrepreneur should examjne the following points while estimating the working 
of his undertaking: 

• What is the probable sale figure? 

• What c.ould be the cost of material? 

• What are the capital requirements of the business? 

Some businessmen do not prepare the financial estimates of their company which 
results into ignorance on their part about the future status of their company. They do not 
aspire to be protected from future exigencies of bus.mess. 

Importance of Estimate for the Business 

There are four crucial factors.for preparation of the estimate which are shown below: 

• 

• 

• 

• 

The estimate reveals whether one can expect the profit in future. Prepare the 
marketing / sales estimate for profits in the futuie. 

The banks can guess or swnmarize the degree of success of a particular business 
with the help of estimate. hepare the scheme before applying for loan from 
the baok. 

'Through the estimate, the entrepreneur can find the outgo and inflow of money . 
·Prepare the estimate for ruling out the paucity of funds. 

Through the estimate, the businessman gets a clue about the sources of reforms 
of improvements. Prepare .the estimate scheme in such a manner, which will 
'impel the industrialist to think and study every area of bis business. To frame 
such a scheme the entrepreneur has to be conversant with all the factors, 
which have a direct bearing on his business. 

If the entrepreneur realizes that his business is nmning on sound note, then it should 
be his endeavour to prepare the plans for further betterment and flourishing of his business. 
In case the business is ·shaky or ilnstable;' corrective measures can be harnessed through 
effective plans and estimates. 

Factqrs which need attention while the financial schemes I estimates are prepared are 
as follows: 

I. Keep it straight. 

2. Prepare it in contormity with your requirements. 
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3. I. et the scheme be very clear and authentic. 

4. rrepare it well in advance. 

5. Try to understand all the principles while the scheme is being framed. 

The following two aspects call for special attention in preparation of the financials 
schemes. 

(l) Scheme for Sale and Costs: Through such a scheme the entrepreneur stands to 
gain profits. From the marketing and cost schemes the entrepreneur can gauge monthly 
sales and monthly expenses for the next year. As seen from the scheme in question one 
speculate the profit quantum for the next year. 

Ideal time for preparing marketing and cost estimate I scheme: 

For gratifying the n~<;J.s of the company, it is essential that sales and crn;t schemes 
are prepared.In some industries, such estimates are prepared every year. It is ideal to have 
the cslimate framed one year in ad,ance· lf i, " par!J,•ular undertaking there are constant 
variations in the productHln cost it is advisable for such companies to have the estimates 
every -six months. 

Various stages of marketing and cost schemes n,e shown below: 

~ Estim~te of sales. 

• 

• 

• 

Estimated cost of th~ goods sold out. 

Totnl prof;t computation . 

Estimate. of expenditure relating t.o the sales ~nd management. 

Estimate about the taxes payable on taxable profits . 

(2) S~heme ofMovin~ Capitql: The estimate pertaining to the movement of income 
is such an exercise which reveals as to how much an entrepreneur expects the flow of 
money and the expenses. The movement of capital scheme enables one to determine and 
rest assured that there will not he any paucity of funds any time. 

By resorting to the movement of capital scheme one has to decide and he assured that 
adequate funds will be available for defraying the cost or expenses. There are several reasons 
giving rise to p•ucity of funds, such as 

• Before selling any goods the businessman has to purchase raw materials and 
other goods. It means that money flows out much before it flows in. 

• If the goods are sold on credit the corresponding payments are not made 
promptly. Some purchases need to be made even before the payments of goods 
Sl)ld on credit are received by the trader. 

• The trader needs funds to buy the appliances. These appliances are a source of 
future prompt to the businessman. But very often before the creation of profits 
the businessman has to sell out huge amounts for the purchase of these 
appliances. 

Before framing the estimate of the capital in flow the businessman should be abreast 
with the following factors: 

• What will he the monthly income in flow? 

What will be the monthly outgo of money? 

Period or Deadline for Movement of Capital: The scheme for capital flow should 
be made for three months or less or even more. New schemes should be drafted before the 
(expiry) of the old scheme whereby the entrepreneur will be in a better position to take firm 
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decision in matters of capital. 

The capital intlow scheme should be used for ensuring that there are adequate or 
· suflicienl funds at any time. If there. is no balance capital at the end of the scheme month 
there occurs paucity of funds during that month. Keeping in view the future flow.of income 
one should tackle .the finances for that month in a very skillful manner for tiding over the . 
momentary financial crisis. · 

For securing the bank loans, an entrepreneur should keep the following factors in 
mind and pn,1Jare the loan application form accordingly: 

1. General Introduction: Under this, particulars like the societies name, nature of 
1he organization, registration, date of commencement of business, status, address, nature of 
the scheme production, and the date of amalgamation should be furnished. 

2. Promoter or Entrepreneur: This includes name of the promoter I industrialist, 
father's name, address, date of birth, educational qualifications, experience and particulars 
of other units are provided. 

3. Description of Commercial Unit: This includes the description ofthe commercial 
unit, history, commercial progress, description of principal and subsidiary companies, ·1ast 5 

. years profit and loss, production, marketing, stock profit and particulars of directors and 
managers and organizational set up. 

· 4. Description of the Scheme: The present and future capacity proce_ss, technique, 
management, land, building, plant and machinery raw-material, availability of labour and 
other particulars are provided. 

5. Cost of the Project: In this category, the description of the cost of projects, cost 
of land, cost of building, cost of plant & machinery, technical fee, accidental expenses, 
working capital etc. are mentioned. 

6. Flow of Income: In this category, the sch,;me particulars ofd:te income flo.w are 
described. Under this the ownership income !low loan amounts secured from internal and 
external sources, overseas assistance, particulars are made available. 

·1. Distribution and Marketing: Here, the marketing of the goods area, price, 
distribution and sales modes, sales incentives and advertisement types are uescribed. 

&. Profitability Treasury and Cash Flow Description: In this section, the compruty 
provides the particulars negarding the profitability treasury and cash ffow, description in the 
application form. 

Important Quesdons for Examination 

I. Explain the meaning and definition of the bank. 

2. What is tl1e .role of banks in financial management? 

3. Describe the functions of commercial banks. 

4. What is the role of banks in entrepreneurship development? 

5. Define commercial bank. Discuss the functions of commercial banks. 

6. Define bank Define the functions of bank. 

7. Write short notes on: 

a. Industrial Finance Corporation of!ndia. 

b. · Industrial Credit and Investment Banlc of India. 

c. Unil i;rust of India. 

d. State finance Corporation. 



8, Write a short note on 'financial plan of bank,' 

9, Describe the main financial institutJons of India, 

10. Describe the rnle of banks and financial Institutions in financing of industries, 

IL "Banks are the foundation of modem trade and industries." Explain this statement. 

12., "Banks are the nerve centerofentrepreneurship development," Discuss the statement 

13. "Scheduled banks play an important role in entrepreneurship developihenl" Discuss 
this statement. 

14, "Bank is an institution which deals in money and credit". Discuss this statement and 
explain the functions of'the banks . 

••• 
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WORKING CAPITAL EVALUATION AND 

MANAGEMENT 

Capital is required for management of any business. Some companies can carry on 
with smaller capital whereas some require bigger capital amounts. Due to paucity of funds 
or capital the company has lo struggle a lot. Before the commencement of business project 
reports are prepared wherein the required quantum of capital is highlighted. As such, capital 
is the "life blood" ofan industry. 

There are two types of economic or financial requirements. 'The need for investment 
in the fixed assets is known as long term fixed assets. This need does not arise repeatedly 
for example land, buildings, machinery, fumitore, vehicles and such other fixed assets. 
These are required for establishment of business and its eventual expansion. The money 
needed for day-to-day running of business is called as short-term capital like purchase of 
raw material, payment of wages and other establishment ellpcnditure the expansion expenses. 
Short-term capital is required for day-to-day operation of the units. 'Therefore, it is called as 
working capital. 

Meaning of Working Capital: Working capital is that capital which takes care of 
expenses connected with purchase of raw material services, salaries of employees and other 
facilities including some unforeseen expenses, 

Barring the disorder or disagreements some descriptions by experts are given below: 

(1) Effective Concept: Under this category, we can include names like Mad, Mylet, 
Field, Bonvitte, J.S.Mill for their descriptions. As per this concept, the entire sum total of 
current assets are caUed as working capital. 'The definitions by these lwninaries are reproduced 
below: 

(i) According to Mid, Mylet and Field, "the meaning of working capital is the 
sum total of current assets". 

(ii) In the opinion of J.S, Mill," the sum total of current assets forms the working 
capital of an industry". 

(2) Qualitative Concept: Under this categnry, mainly the descriptions of Charles 
Doublew, Girston are included. According to this concept, the difference or gap between 
current assets and current liabilities is the worl<:ing capital. It means tl1e excess of current 
assets over the current liabilities is known as working capital. 

In the connecrion given below is the narration of Charles Doublew and Girston 
"generally, the working capital is described by its excess of current assets over the current 
liabilities", 

(3) Other Concepts: Under this category, the versions of Kennedy and Macmillan 
are included. In their opinion," believed that conversion of current assets into cash does not 
result into any loss or gain / profit. Clear working capital represents the balance current 
assets after clearing of the entire current liabilities". 

From the above mentioned concepts, it is evident that according lo the effective 
concepts, working capital represents the sum Iola! of current assets. According to qualitative 
concept, excess current assets over current liabilities is the working capital. Kennedy and 
!\'Jacmillan make use of the tcnn pure working capital for exce&'i current assets over current 
liabilities and gross working c3J>ital to represent sum total of current assets. 



Based on the above-mentioned definitions, working capital can be described in the 
following manner. "Excess of current assets ovei current liabilities is known as working 
capital" 

Importance of Working Capital: The importance of working capital in business is 
similar to the importance ofbalanced blood supply to the human body. The manner in whic_h 
hurnan body suffers owing to fluctuation in th_e blood flow similurly owing to inadequacy of 
working capital, day-to-,fay workin·g of business goes awry a11d shaky. Similarly, excessJVe 
working capital can lead to the drawbacks of excessive capital. 

ln a business undertiking, the working capital can have the following 1:tiliries: 

I. Fioandul provision for purchase of ra" material; In an industry, working 
capital is the most essential means to purchase the iaw materials, convert them into finished 
goods, payment of labour, etc .. 

2. Payment to the supplien: Working capital is required to make timely payments 
to the various supplies. Such timely payments in tum ensure re!,'lllar and uninterrupted 
supply of raw material to the company. 

1. Cash Discount,,: The commercial organizations avail of various discounts from 
suppliers for timely payments of bills. These discounts reduce the cost of raw material 
whereby the company can afford to offer various types of discounts to theit customers in 
an attempt to enhance their sales. 

4. Tapping Favournble Opportunities: !fan organization has ample working capital, 
then it can exploit various favourable opportunities. Sudden bulk orders for goods or likely 
rise in the cost of raw rr.zterials ~an be exploited favourably by the- companies . 

. -.) ,· 

5. The companies having sufficient working capital are in position to make timely 
payments to their lenders/ suppliers whereby they can achieve a higher industrial prestige. 

6. Easy procurement ofloan: Adequate working capital is indeed a symbol of stable 
and steady commercial undertaking. Such companies are in a position to secure prompt 
Joans based on their status and by virtue of their prestige. 

7. Enhancement in lhe productivity of lixed assei.: The productivity of the fixed 
assets can only be enhanced through working capital. It is rightly quoted that without adequate 
working capital, the condition of the fixed assets is like a gun without bullets. 

8~Tackllug the unexpected or sudden exigencies: In business, periodical ups and 
downs is a regular feature. Therefore, the companies should possess adequate working 
capital so that they are in a better position to Lackie unforeseen circumstooces. 

-9. Improvement in the administrative skill of employees: When the company is 
;;quipped with sufficient working capital, it is in a position lo pay the salaries and we.ges of 
workers and employees well on rime. Consequently, there is automatic improvement in the 
skill of workers and employees. 

JO. Announcing higher dividend: If the company is armed with adequate working 
capital, it can gratify its shareholders by paying higher dividends. Consequently, the . 
shareholders are happy and contented and the company's reputation in the mari<et is enhanced. 

All the above benefits can be harnessed with the availability of sufficient and adequate 
working capital. 

Process schedule of Working Capital 

Working capital wheel is tl1at progress wherein the production of goods or services, 
sales of products to retrieve the wealth and attempt to start die process again, investment is 
made. The primary investment is on raw materials. The raw materials remains i.n different 
stages of production till production process is complete. These items arc described as material 
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in process. When the production of goods is complete, it is lo be carefully protected till the 
time it is sold. The money docs not flow in as soon as the goods are disposed or sold. ·The 

. purchaser can delay the payment. Money thus realized is termed as credit sale. After securing 
this money the entrepreneur will have profit from the investment made by trim. Then only 
the prncess circle gets completed. This money can again be invested for the porposc of 
production. The entrepreneur should take cx.reme care to be conversant with the money 
wheel process. 

Raw M,aterlal 

Money Material in Process ; 

Bills recievable Ready Material 

Sources of Working Capital 

(A) Short-Term Soun:e: The short-term source of working capital can be split into 
two parts. They are as follows: 

(i) Internal Source:. Internal source of working capital is as shown below: 

(a) Depri!datioo Fund: In every commercial undertaking, certain amount is deducted 
by way of depreciation concerning fixed assets. This amount is used m the fonn of working 
capital for some time. 

(b) Tax Planning: Tax planning is done by every industry every year, Till the time the 
payment of taxes is made, the tax amount is used in the form of working capirnl. 

(c) Outstanding Expenses: Every undertaking has some outstanding unpaid amounts, 
which can be used in the form of working capital, till the company makes the payrn;;nts 
'This is a short-tenn source of working capital. 

(ii) External Source: Short-tenn external source of working capital are given below: 

(a) Loan and Credit: The organization requires loans or credit facilities from banks 
and other sources towards the working capital. Loans and credit facilities available for the 
entreprenews through commercial organisations or other persons. 

(b) Credit Letter: Under this, due payment letters, guarantee / undertaking and 
ot_her exchange documents are included. 

( c) Advances: Very often the company receives advancep'!)'ffients from the customers. 
They can be used by way of working capital. 

(d) Government Assi•tance: With a view to encourage the inrlnstrial growth the 
government provides different types of assistance which can be utilized m the fonn of 
working capital. 

(BJ Long-Term Source: The long-term sources of working capital can be divided 
inlo two categories as follows: 

(i) Proprietary Source: Given below are the long-tcnnproprietary sources of working 
capital. 

(a) Share Capital : For the purpose of working capital the main proprietary source 
is the s.hare capital. Any eommercial undertaking can arrange to procure the requisite working 
capital through preferenti~I and equiry shares (payable at par). 

(b) Retention Money: Retention money can also be used as working capital. This is 
called as reutilization of profits. 

I 
' 



·(c) Treasury Colleclioo: Difrerent types of cash· collection can be used by way of 
working capilal. 

• ·(ii) Loan Resources, The chief sources of this category are given below: 

(a) Loan.Letter: The companies can make use of loan certificates for creation of 
long-term working capital. These certificates are issued for n fixed duration period under a 
fixed interest rate. 

(b) Long-Term Loan: The commercial undertakings can resort to bank loans, 
· borrowers from industrial, financial instinnions, companies, investment companies, etc. for 
the purpose of long-term working capital . 

. Valuation or Working Capital 

The estimate of !hi, working capital quantum of any undertaking can be guessed or 
gauged in the following manner: 

• 

• 

The time needed for procuring the raw material and the average storage period . 

.Production process period. 

Average storage period of finished goods. 

Av(.-rage time needed to collect and accumulate the receivable money . 

For uninterrupted functioning of the industry, the need for working capital lasts. till 
the end of the process cycle. _The time consumed during this phenomenon is equal to the 
time required for production process. 

365 
Process circle average Number ~---------------Time required by each process cycle. 

. . . _ Total annual process cos l 
Reqmremcnt of working capital - Number of process cycle per year 

Management of Working Capital 

Effective management of working capital depends upon every stage of management 
Functional mode modes need to be properly managed in the following manner; 

First Stage• Raw materials 

Cost of annual. consumption of raw material 

• Time required procuring.the material. 

• Quantum of suppliers demand. 

Need of extra material to meet sudden demands. 

• Modes of payment for purchase of different types of raw material. 

• Avnilability of material on cash or credit. 

. Whether the material is locally available OT has•lo be procured from distant 
places: 

SNoml Stage - Work Progress 

• Under this the semi manu.fucturcd goods are included. 

• Estimate the time factor based on the production process. 

Estimate of price can be gauged or computed by combining the raw material 
cost and the process expenses. 

Under the production process cyele at every stage the sioc.k situation should 
be assessed. 
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• Valuation of stock should be done by virtue of its realistic price. 

Third Stage - Ready goods 

• 

This material can be disposed of promptly. Finance is required for this purpose 

whose estimate <lepends upon the demand and supply of goods. 

For every product financial maintenance is required. 

• For computing 1hc price of such products it is necessary to add together the 
cost of.raw material and the production cost. 

• At this siagc it is not feasible 10 determine the sale price. 

Fourth Stage - Income receipts 

• It is industry's common tradition to sell the goods on credit. 

The money realization may take l O days or be stretched to 3 months. 

Consequently, there is a stoppage of income and reahstic estimate should be 
done for this. 

Factors to be taken into account for effective management of Working Capital 

There is anxiety of unsuccessful or failure owing to financial problems arising at 
regular intervals. Fm safeb'llarding the posilion, one should adopt effective and prudent 
management of finance. In tbe initial stages, the industry is more _likely to be infested with 
hurdles and hazards, i.e., during the initial 6 months or one year and this calls for financial 

· control and stability. By taking into account the following norms, the entrepreneur can 
ensure stability and fortification of the company's capital in a very forceful manner. 

• 

• .. 
• 

The need for working capital is linked with the processing. 

According to one rule, 3 months quantum sale is considered as equivaient to 

the totai fmancial requirements. 

The process cycle should be as speedy as possible . 

The interest rate on such capital is higher and hence, it is rendered costly . 

At times, there is paucity ofrnw material and delay in supply of the raw material. 
As a consequence, more funds are needed to tide over the crisis. Therefore, 
management of working capital should provide for such unforeseen 
circumstances and it should be done very skillfully and prudently with strict 
control and regulation for ensuring a smooth sailing of business activities. 

' 
• If the working capital is available from the banks, it is normally 70 to 75% of 

the requisite quantum. The balance amount has 10 be raised by the entrepreneur 

himself. 

• Owing to the .prevailing price rise propensity very often, cost of raw material 
and expenses go on increasing whereas it is not possible to raise lhe price of 
product in the same proportion. If the working capital is· not carefully 

· administered, it can result into serious production stoppages and hurdles. 

• As the business goes on expanding or multiplying the expenditure too follows 
suit and there 1s namrnlly mind-boggling rise in the cost. This phenomenon 
should be gauged well in advance and the company for proper ~vailability of 
the much-needed finance or funds should employ effective measures. TI,e 
profits can well be utilized in the cxpansi~n accivities of the company. 

• It is not enough to have adequate profits ·but finance must be freely available 

for management and expansion. 



• Every industry has its own specialty and peculiarity and the entrepreneur should 
try to gather the requisite finance in conformity of their specialities. 

• The entrepreneur will stand good ifhe verifies and anal)'Ses the financial status 
of the company every week. In this way, he is kept apprised of the inflow and 
outgo of the money. 

Important Questions for Examination 

I . What do you undersland by working capital? 

Explain !he con,·cpts of working capital. 

3. Expiuin the calculation of working capital. 

4. What is the importance of working capital in business? 

5. What do you undersrand by working capital? Explam tis importance and calculations. 

6. What is m~ant by working capital? Explain the t)1les and importance of working 
capit.'.11. 

7. Define working capital. Describe the factors influencing working capital. 

8. What is the difference between the Gross Working Capital and the Net Working 
Capital?. 

9. Define working capital. Discuss the fuctors governing the adequacy of working capital. 

I 0. What do you mean by working capital? Explain the internal and external sources of 
financing working capital requirements of a firm . 

••• 
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PRICE DETERMINATION AND CALCULATION OF 

PROFITS 

In an industry, the e~penscs incurred in producing goods and its sales and service is 

ca!Jed as cost Following ace included in the calculation of cost of production: 

l. Salaries paid to the employees, 

2, Electric1ty for lighting and operation of appliances." 

3. The raw material purchased for eventual production. 

The entrepreneur should possess the knowledge of material cost, service cost, etc. 

There are some traders who choose to sell their products without any assessment of the 

production cost. Those who do not take into account the probab\~ cost of after sales service 

are bound to suffer a loss and at times they have to wind-up their business. As ·such for 

successful running ofbusiness and achieving profits calls forcaceful assessment of production 

cost, profit valuation, etc. Computation of production cost and the s_ales computation is 

known as assessment of cost. Many entrepreneurs arc not aware with the different costs 

ar.d consequently they are not able to manage.their cost functioning in a proper fl!5hion. 

Meaning and Types or Cost 

Tne cost of an item is an important factor in the pricing of product, This includes 

both the present and future costs too. The present cost has such a bearing on the price 

fixing that it tries to ascertain its present viable price und in future. too tries to judge or 

evaluate its price in future, which should be realistic and feasible. The cost is considered 

,,,!Jile computing the ideal sale price of finished product. Following are lhe different cosLs: 

The entrepreneur ought to be well versed in the cost phenomenon, which indeed 

p'.ay,, a crucial part in determining the sale price. of a product. There are two types of costs 

prevaifo:g in all the industries. 

• Direct Cost • Indirect Cost 

l Direct Cost I ---C-1 lndirect Cost I = I Total Cost 

In order to compute certain costs and work out the costs of his products, an 
entrepreneur should be conversant with the cost system and analysis. 

Direct Cost: For producers and suppliers of services direct costs are those which 

"'" connected with the following things: 

• Good; prepared by them or the services. 

Th•: production process of those products. 

· '•·1lesa!e scllN. the goods purchased for sale form their direct 
cost If H1e cost has to cmne under the direct cost it has to: 

• Be easy while computing, 

• Should be in a position to fom, the large fraction or part of the total direct cost 



i 
I 

Din."f't Cost 

Direct cost of Material I Direct cost of labour 
1 

Direct cost of material : The money spent by the businessman on material, _which 
forms pan of the production of industry is known as direct cost of material, 

Direct labour cost: In the company all the expenses incurred on the facilities and 
salaries of employees forms direct labour cost. 

Indirect cost: The entrepreneurs do not have only direct cost. There is cost for 
execution such as Rent, EJectricity, Transport, License and ivfaintenance. Such types of 
costs are called as indirect cost. In the case of indirect cost except the d·ircct cost of 
business manageffient.,. all other cosl°' are kno\Vll as L'Osts, Very often indirect cost is not 
connected with any production or service. Under this, the cost of employees .or Director's 
compensation is not directly connected with the production or service. For example, salaries 
of the sales staff, se<:urity staff, maintenance and cleaning staff, etc forms indirect cosi. 
For retail and wholesale sellers all the wages are indirect cost. Such costs are known as 
indirect labour cost. 

Basis for assessing Total Cost 

/ D~ctcostofmaterial /+j D~labourCost ! + JndirectCost =! Tota]Cost 

Fixed costs: F0:ed costs are those which do not nuctuate with the fluctuation of 
production. Even if production ceases, the fixed costs continue unabated.These are rent, 
insurance, salaries of employees, telephones, machinery, etc. 

Moving costs: Moving costs are those which keep pace with the production. When 
the production goes up the moving cost goos up and vice versa. These include material cost 
and some other costs. 

These costs cease if there is no production activity. 

Total Cost = Fixed cost + (Unit wise moving cost x Number of units) 

By undertaking the valuation, the entrepreneur gets guidance in detennining the price 
structure. When he knows cost structure, then he is in a better position to work out the 
prices of products, which will yield good profits. The cost can be reduced by ·way of · 
valUJ1tio.n and it can be controlled too. When the trader is aware of plurality of costs he is-in 
a position to hunt out and discover better and cheap modes of selling his products. 

Objectives of Valuation 

The main objective of valuation is to fucilitale the sales ideal price fixatiou for distribution, 
to offer tough resistance to the competitors, maximi7Je the profits, and stabilize the prices, 
which can be clear from the following description,: 

l. Sales price fixation: The objective of price fixation is to ensure that the ideal 
prices will faci!itaLe the transfer of companys goods to the customers, 

2. Guaranteed results: Many commercial undertakings plan to obtain profits through 
distribution through fixed rates. Under such circumstances, their pricing is based on the 
profit motive only. 

3. Price stability: Objective of price valuation is to bring stability in the prices for 
ensuring that the cnsto_mers will repose faith in the valuations i prices. Price valuation also 
aims at enhancmg the reputation of the company and to folfill the social re,1'onsibilities. 
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4. Fighting competition: In modern times, tl1erc is cut throat competition in the 
market. In the tussle of competition only those businessman survive or prosper whose 

. prices arc reasonable, and the product quality is of high standard .. 

5. Profit maximization: In modern times, !he entrepreneurs aim at profit maximization 
and not olher lhings. While maximizing !he profits, !he company should keep in view the 
larger interest of the customers, and they should conform to the social demands arid 
responsibilities. 

6. Market entry: One of the aims of price evaluation is the entry to new markets. 
For this purpose, certain norms are to be observed for facilitating the market entry. The 
companies seek entry to new markets by fixing minimum or very low prices of their products 
whereby they can expect or hope to gain entry into a particular new market. 

7. Maximum exploitaHon of market: Some commercial organizations fix the prices 
of their products with the sole objective of exploiting the market. Under this strategy, the 
companies sell their products at a higher price and make huge profits before the competitor 
gains entry into the particular market. 

8. Cash recovery: Finns whose financial condition is not in proper order, try their 
utmost to realize the cash value of their products by offering "More goods on less price" for 
maximizing their sales. Therefore, these firms encourage cash sales on lesser prices. 

9. Other objecHves: The objectives of price determination are social service, 
gratification of social responsibilities, sales growlh, production growth, etc. 

Importance of Price Determination 

Today without price fixation, it is impossible to sell or buy the goods, 1hus, the price 
fixation helps in the transfer of goods from the producers lo the customers. Therefore, it is 
considered as an important principle of distribution. The importance of price determination 
in distribution is defined below: 

I. Arrange for total l!llrnings and profit5; Based on the price fixation, the quantum 
of production and sales, total income, cost and profit are determined. Thus, the price fixation· 
is directly linked with the profit and loss of !he company. 

2. Important for achieving distribution targets: Out of the four factors of 
distribution - production, area, sales, growth and price, price is observed to be the most 
effective tool of realizing the distribution goals or targets. It is because of the prices that the 
image of any product is fonncd into the mind of the customer. 

3. Determinant of demund: The demand for a product depends largely upon its 
price. Therefore, the businessman fixes the prices of his products in such a way, which 
ensures that bis products will stand the competition and will yield !he maximum income. 

4. Prices are the controller of entire economy: Prices are called as the controller 
of entire economy. Prices have an impact on the economic fu11ctions of the market. The 
rent, taxes, interest labour, profit, etc. every thing depends upon the prices basically. 

5. Prices Influence market share: The demand for any product is influenced by.its 
production cost and the demand for the products influence th~ market share of the organization 
and also influences the competitor's status. Thus, the price affects the market share in a 
large measure. 

6. Prices are beli~v•d to be the basis of distribution programme. The outline of 
the distribution programme is entirely dependent upon the prices of products. 

7. Availability of middlemao: Availability of the middlemen bas an impact on the 
distribution system Jfthe prices of commodities are reasonable, then middlernen are easily 
available for their disposal and in case the prices arc too high or tuo low the middleman are 
not forthcoming easily. 



8. Image of lhe product: The customer fonns the image of a particular commodity 
in accordance with its price. If the said price is less than their expectations and the quality 
much superior than expected, a bright picture of the pro(iuct emerges in the minds of 
prospective buyers or customers. 

9. Success of business: Price detennination is looked upon as the patron of success 

of industry. In the competitive tussle, he emerges victorious whose products are of proven 
· standards and the prices thereof are very reasonable and tempting as compared to th~ prices 

of adversary. 

l 0. Co-ordination in future decisions: Commercial organizational principles attempt 
for proper coordination of various factors so as to ensure achievement of set targets wiLl1in 
the stipulated time frame. Therefore, the managers design and complete the price fixation 
function with utmost care, diligence and prudence. 

Fixing the prices of products for sales purpose is known as price determination under 
which an entrepreneur has to decide about the following:· 

(a) What should be the bare minimum price of the product, which will attract the 
customer and take care of the product cost? 

(b) What should be the maximum price which will not drive away the custmners 
lo the competitors? 

The ideal price determination of a product or service should be such which would 
prove profitable to the company. Profit is created by prices and the sales plans get linked 
with the financial schemes. The price of products or services has an impact on the cost of 
production or undertaking. Ibe sales cost determines the sales price and an attempt is made 

to render the same to "Floor Price". The competitors decide upon "Cealing price" (Maxim1m1 
price). 

The yardstick for determination of the price: 

• Actual cost of the commodity. 

Competitor's price of similar co~odity. 

• Customers' stand or reaction about the price . 

Procedure of Price determination: The financial cost of the commodity or senrice 

is price. 

-," - ln the fixed price total cost is reflected ( direct + indirect). Profit is earned by inflating 

the cost price by some addition. 

Impact of price fixation of competitors on the price determi-nation principles: 
'The price fixed by the competitor for any commodity has an impact on our price determination 
of similar products. Therefore, the entrepreneur should have the knowledge of price fixing 
strategy of the competitors when the market is dull or in the doldrums he can compete with 
competitors. This can be done as follows; 

• By reducing the existing price. 

By altering the utility of the products. 

• By providing good service to the customers. 

• By adopting the changed mode of marketing for increasing the sales, 

Assessment of the importance of competitor's price fixatio_n. 

What exactly will be the impact of the supply and demand on the price 

detennination? · 
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What is the cost of product and service? 

What are the general expenses of the Company? 

Can any special use of the product increase its price? 

What is the impact of quantum of sales on the price determination? 

Have ·you thought over the expenses involved in the additional quantum of 
sales and ascertained that these expenses do not exceed the quantum of profits? 

Will your attempts towards the reputation of the company have· an impact on 
the price determination exercise? 

\\,'hat are the profit targets? Do you think you will achieve the set target for 
profits by virtue of your price determination? 

Have you pondered over the ever increasing fixed expenditure? 

Will you try to pass on the increased cost to the consumers or you will bear the 
same by keeping the sales prices stable? 

Have you kept in mind the reduced demand for the short-term items? Have 
you considered the impact it will have on the expected profits? 

Calculation of Profit 

Analysis of the profit calculation of the scheme is the most important and useful 
function. From this we can ascertain or test about the extent of success of the scheme. Cost 

· benefit analysis is an exercise to ascertain whether the profit quantum from the schemes is 
acceptable in comparison with the expenditure incurred thereon.- Under this, profit and cost 
computation and valuation are included. Its objective is merely to establish social benefit. It 
can be expressed as shown below: 

Gross Social Ben~ht - Profit - Cost, 

In this profit and cost are measured in a simple manner. 

Cost-Benefit Analysis Yardstick is as follows: 

I. Examination of benefits and impacts: Firstly an attempt is made 10 assess the 
benefits of the scheme. The main motive of this valuation is to know about the extent and 
nature of changes on account of the scheme. 

2. The estimation of imparu in terms of physital units: An estimation of the 
projected profit~ is done in terms of physical units like production per acre or per unit 
However, to ascertrun the unit-wise estimation of benefits' ~d impacts is a difficult task. 

3. Valuation of benefits in terms of cash: The price of profit category or value, 
which is meant for exploiting social benefit or saving from expenditure. But under some 
other conditions the benefits ·have no market value or iuadequate market price. Then the 
c-stimated price becomes the support of the useful price of the society. 

4. Grouping: The probable profits or pressure are assembled together. During the 
scheme duration the cost and benefit of the probable benefit or pressure are limited in one 
number. The entire utility of the schc~ne can be explained in a useful and straight manner. 

5. Analysis uf sensitivity: Under this it is observed how the effects of study are 
sensitive towards the probable changes in the study parameters. 

There are two methods of estimating the profits, which are shown below: 

I. Cost analysis method: This is. a traditional way of knowing the profits. This 
method is also known as absorption cost method. Under this the computation of the profit 
is made in the following manner by. analyzing 1he cost on the basis of cost principles 



Actual material 

Actual Labour 

Extra Expenses 

(1) Fixed 

Cost and Profit Analysis 

. (2) Changeable (Variable) 

Total Cost 

Profit 

Sales 

2. Limiti,d Analysis Mode: For computing the profit, cost related matters are 

presented in such a manner wherein both the cost and the profit could be countable. They 
are computed as shown below: 

Sales 

Less: 

Actual material 

Aetna! labour 

Actual expenses 

Less: Fixed Expenses 

. Cost and Profit Anolysis 

Balance 

Profit 

By following the rules above, an entrepreneur should estimate the profit of his business. 

Important Questions for Examination 

I. What is meant by price determination? 

2. Point out any five objectives of pricing. 

3. Explain the process of product price determination. 

4. 
" 5. 

6, 

7. 

8, 

9. 

What is cost oriented pricing method? 

What is market oriented pricing method? 

Wlrnt is meant by pricing? What are the main objectives of pricing? : 

Wnat do you understand by price determination'/ Describe its objects and imndrtance. 
• • I 

What are the factors that must be taken into coriside!3lion while making price cte.jision•;'/ 
Describe the process of prcduct price deeision. • , 

Explain the method of pricing and calculation of profit. / 

"The success or failure of business depends upon its product price policy". i, xplain 
the statement and state the factors to be consideretl while formulating a prod,jctprice 

.policy. / 

••• 
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FINANCIAL ACCOUNTING 

When an entrepreneur expands his business field, there is conesponding increase in 
his transactions also. His capacity being limited and preoccupied, he cannot remember all 
the transactions orally or by word of mouth. Therefore, he has to enter all the comm~rcial 
transactions in the Accounts Ledger. 

For every business undertaking it is most essential to maintain effective and accurate 
records. All the transactions of the company should be recorded on paper. Some small units 
are unsuccessful because problems are there of lack of proper records maintenance. Very 
often the company's production is excellent increased quantum of sales and sizabie profits 
still proper record maintenance arises. Very often smaller traders feel that they ne'l(l not keep 
any records. Small businessman has to struggle against heavy oddo on day-to-day basis. 
There is need of qualified man~gers whQ can take fimi decisions and who are very familiar 
with the important aspects of the company. By virtue of proper records maintenance it is 
easier to have access to financi~ conditionsor status and it also helps iq the solution of 
management hurdles. 

Record is an inevitable necessity because, 

(1) Record keeping is a legal requirement for all the companies. 

(2) The following problems i1Je solved by virtue of records maintenance -

(i) Whrn: is the quantum of profits'/ 

(ii) What is the cost of the CO!llJlanY? 

(iii) What is the extent of outstanding payments ag;tinsl the customers buying the 
company? 

(iv) What are the outstanding payments by the company? 

(v) How much lax the con,p~y has lo pay'/ 

Meaning ~nd Dd!nitiQns of Aecounting 

"Accounting means the art of registering the commercial transaction in l~e account 
books11

• 

Foilowing are the definition~ by experts CQncernjng description of accounting: 

I. According to Carter, "Accounting is ;m art of writing about all the commercial 
transactions in the accounts books in a proper maIU1er and it is a science too, which results 
into transfer of fimds. n 

2. Dr. J. K, Jain states that "Accounting is generally called the langtiage of business, 
because its terminology and concq,t use is milde for evaluation of commercial happening in 
which the industry exists." 

Accounting is nothing but slll;h a skillful art of writing and registering this type of 
commercial transactions in the account books. In accounting, there are two types of functions: 

l. Book keeping: Book keeping is an art and science on the strength of which every 
accounting function is carefully written in the book of accounts, for ensuring its prompt 

availability for solving any problems for special analysis with the expectation of the desired 
results. The description ofbook keeping according to Batliboy is ''book keepmg is an art of 
writing the particulars of commercial transactions in the ledgers or books of accounts". 



According to Professor Carter, "Book keeping means the art of recording the 
transactions o( goods or cash in the books of accounts". 

2. Accountancy: Accountancy involves the work of writing financial transactions, 
classification, etc. so that within a stipulated period, the accounts can be verified or audited, 
profits and loss be ascertained, financial status be assessed and also a comparative analysis 
too could be undertaken. 

According to the experts following is their narration of accounting function: 

l. R.N. Anthony- ''Accountancy is the collection of commercial transactions, writing 
of summary analyze and offer suggestions''. · 

2. Dr. J.K.Jain - "Accountancy is the art and skill of recording different financial 
transactions and arrange for their analysis and interpretation and thereafter arrive at valuable 
conc1usions". 

In this manner, the function of accounting is to write the financial transaction in the 
book of accounts, perform the classification and analysis, so lhat the profit and loss of the 
company and its financial status is ascertained. 

Objectives of Accounting: Following are the motives of financial accounting: 

I. Its objective is to assess the capital investment from the business. 

2. By way of financial accounting the businessmen are able to draw a comparative 
picture of lhe profit and loss, purchase, sales and the liabilities. 

3. The main objective of financial accounting is lo record or register the particulars of 
commercial transactions carefully in the book of accounts so as to enable to get the requisite 
infonnation anil details whenever necessary. 

4. Financial accounting provides the detajJs of payments due and the receivables 
within the stipulated period. 

5. The accounting in question also gives the particulars of cash status like the mode 
of cash receipt, cash outgo and the cash quantum available on a particular date. 

6. From the financial accounting, the entrepreneur can take a check on cash as well 
as. material thus, the chances of misappropriatiem or embezzlement of cash or material are 
reduced to a large extent. 

7. The function of financial accounting is lo make known lhe particulars of profit or 
loss incurred by the company during a particular period. 

8. From financial accounting, the entrepreneur has the knowledge of financial status 
of the company and the condition of assets and liabilities on a particular date. 

A Smnll Scale Industrialist should maintain the following record•: 

(I) List of Employees: The owner should know about the payments made lo the 
employees by way of salaries. Even for this particular statistics, there should be proper 
recording. 

(2) Cash: The owner should know the quantum of money available at a given period 
of time, which can be utilized for payments of bills. In any organization, money transaction 
talce place every day but without proper recording or accounting the owner will be unaware 
of the financial status of the company. 

(3) lJnder special circumstances, the owner gives the goods to customers on credit. 
Such credit tnmsactions are treated as money receivables. This is an important record because 
in its absence the entrepreneur will not come to know ·abol11 payment of bill, when should 
the credit facilities be closed, when should the customers be pressurised to pay the bills and 
when should the interest part be involved. 
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(4) Payables/ Liabilities: Goods purchased on credit from other entrepreneurs or 
supplies is called as payables/ liabilities. Such bills should be paid promptly for two reasons: 

(a) At times cash discounts are made available for such timely payments and 

(b) You would prefer to keep up your prestige with the ·traders with whom you 
wish to carry business. This is possible only when proper recmds are maintained, 

(5) Record of Stock: The owner ·of small business should keep a check on the· 
movable assets. He must ponder over the following factors: 

Which products are in demaod? 

• Which products are lacking in sales? 

• Is there adequate stock for ~eeting the demand? 

• The traders can keep such information in their minds but not enough information, 
· which will eventually yield profits for the company 

(6) Legal requirements: The owner has to file income tax returns. The tax is 
computed on the basis of the profits made by the compaoy. Retail stockiest too has to file 
some returns as prescribed. 

(7) Preparation of Financial Reports: Every owner has to submit a financial report 
of his business wherein the particulars of sales, expenditure, pretax aod after tax profits are 
to be furnished. For improving the conditions for the forth-coming year what best can be 
done. The owner has to submit such reports to the banks while having credit negotiations. 
In case he wishes to sell his business he should ideally show these reports to the prospective 
buyer. Hence, the preparation of the reports is also importaot. 

Advantages / Benefits of Accounting: 

(I) Following are the distinct advantages of proper record maintenance to the 
entrepreneur: 

I. He cao ascertain as to how aod where the expenses are taking place. 

2. He gains the knowledge of quantum of sales of goods. 

3. He can control the expenses in a better manner. 

4. Jt·he]ps him to prepare future plans for his business and know about the fin!lllcial 
status of his compaoy 

5. It helps him to prepare the future marketing and production strategies. 

· 6. He can get the insight into the subject of profit or loss of the c_ompany. 

7. Knowledge ofbaok balaoce is at haod. 

8. He can assess the quaotum of receivable amounts also the quantum.of payable 
sums. 

The single or solitary units have more records owing to the variety of functions of the 
unit. Some of them are reproduced below: 

1. Production Records. 

2. Sales Records. 

3. Marketing records/ incoming material, packing, distribution, transport, etc. 

4. Record of fixed assets: fixed and immovable property register cost analysis 
record. 

5. Excise record, gate pass, bond register, P.L. account and other records. 

Utility records. 



7. Maintenance recon!s. 

(2) Benefits to the Loan Suppliers: From an analysis of the financial accounting; 
the suppliers ofloans can have a comparative picture of capital and liabilities of the company. 
The banks or other financial institutions can guage the safety of their money being lent to 
the companies. They are also in a better position to know as to whether they can grant 
further loans to such companies.· 

(3) Benefits to the Customers: On the basis of financial accounting there is 
substantial decline in the cost of production, which in tum enables the customera to procure 
the gobds at ·cheaper rate / price. 

(4) Benefits to the Employees: The employees learn abou! the financial condition 
of the company and also about the profit and loss. ll1ey can aspire for belier salaries, 
bonus, COil117liS.Sion1 etc and their other problems can he solVed in a very effectiVc manner. 
As a consequence, there is fantastic improvement and betterment in the relation bbtween the . · 
emplo;ecs and the management. · · 

(5) Benefit to the Government: TI1c government can levy suitable taxes from the 
companies based on their financial accounting. The precise financial and industrial cond.ition · 
of lhe country is made visible. The government is in a better position to render financial 
assistance. Thus, it is easier to work out the industrial nom1s~ thanagcment rules and 
government controls from time to time. 

In addition to the above-mentioned records the entrepreneur should seek the advice 
of a responsible professional accountant for preparing specialized reports. The accountant 
will d_etcnni"n_e the nature of record to be prepared for a particular unit. 

Responsibility of Maintaining Financial Records: 

If the business is small and the businessman has adequate experience· he can 
prepare the necessary records. This responsibility can be entrusted to an 

employee or a professional accountant. Still the businessman should -

(1) Understand fhe process and be ready_ to take over at any stage, if 
warranted.· 

(2) The employees should be properly trained to maintain the records. 

(3) Some trustwortl1y persons should be entrusted with financial records. · 
storage.· 

• In case the unit is bigger and the records arc bulky then a bookkeeper qm be 
appointed for the purpose or the work can be executed on contract basis too. 
If found necessary, a separate financial section can be established, 

Other important aspects of the record keeping: 

1. Records section: For facilitating the record functions one has to prepare the 
outline for easy understanding of the data and procuring the same with ease. The cost 
accountant can supply ready accounts books. 

2. Safety of records: The records shouid be preserved carefully for ensuring that. 
nobody can tamper with the same. 

3. Control: The working conditions should be such that bath the owner and the 
managerial officers are empowered tO exercise control over the functioning of business. 

"4. Plnnning: The method of planning should ensure that the present information ·js 
"vailable without any loss of time. 

5. Trust/Faith: Alternative provisions should be available in the case of stoppage of 
work. 
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6. Purity: For proper valuation of the status and process of the company. 

7. Faithrulness: K,10w)edge or information which is useful and important for the 

company should not fall into the hands of the competitor lest it may prove detrimental to the 

company. Care should be taken by the administrative departmcnt"to ensure that such 

information is in the possession of only reliable and authorized employees. 

Accounting or Small Industrial Units: 

Writing of company's financial transactions is called as accounting or book-keeping. 

From bookkeeping one can easily find- o_r know how much money has flown in and how 

mueh money has been expended and how. This information is very crucial for the directors 

of the company. Writing of such accounts is equally important for small scale industries . . 
may be a small sized shop, a cycle repairing shop or even a shop of vegetables. For the 

pwposc of accounting, both the industry and industrialist should be trusted as separate 

entities. The industrialist and bis personal expenses are kept separately. 

Important Account Books kept by Small Scale Industries:. 

A. Cash Book or Day Book: All the financial transactions are made kriown for 

record purpose. Every day the cashbook both for payments and receipts is closed .and 

efforts are made to fmd out the payable dues. 

B. Journal: Only such transactions must be wrilten, which.do not take·pJace often 

or are not repeated and also cannot be written in any other book of accounts. If journal 

entries are not too many, it is not necessary to have separate journal. But the journal vouchers 

arepassed and its entry is made in the ledger book. 

C. Bank Book: For writing all the transactions with the bank like payments through 

cheques I demand draft receipt, bank commission, interest on loan etc. 

D. Sales Journal: For recording all the credit transactions made cash transactions 

are written in the cashbook. 

E. Purchase Journal: For writing the purchases made on credit, cash purchases are 

written in the cashbook. 

F. Ledger: For writing the sunnnary of all the transacti<ms, ledger provides all the 

information like the extent and nature of expenses quantum of sale figure, outstanding dues 

etc. All the infonnation written in the accowit books is entered in the ledger book. This 

process is known as posting. Aft~ the posting process is over, oulB\anding dues of each 

account head is verified. [n case the debit part is larger it is known as debifbalance and if the 

receipts part is bigger it is called as credit_balance. 

According to Double Entry System, accounting have tlve steps -

First Step: The_ initial accounts are included. In the initial accounts daily ledger, 

purchase book, sales book, purchase return book, sales returns book, cashbook etc. all are 

inciuded. 

Second Step: Classification of accounts, i.e., ledger is included. 

Third Step: This includes correctness of accounts for which trial balance is prepared. 

Fourth Step: This includes Final accounts. Under this, commercial account, profit 

and loss Ale and detailed balance sheet are prepared. ,· 

Fifth Step: Analysis of the fmal accounts ofthe organization is done.'For this purpose 

various ratios are taken into accounts. 
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Specimen of the account books maintained by a Small Businessman is show~ 
below: 

l. Ledger account/ Journal 

Voucher Description Ledger Folio Debit (Rs.) Credit (Rs.) Date 

2. Cash: Book / Pass Book 

¼>uchcr Dcscript)on Ledger Amount Voucher Description Ledger Amount 

and Date Folio (Rs.) No. Folio (Rs.) 

3. 

I 
4. 

I. 

2. 

J. 

4. 

5. 

6. 

7. 

Sales/ Purchase Book. 

Date Bill No. 

I 
NJlllle . I Ledger Folio 

I 
Ledger 

Date Description Voucher Debit (Rs.) Credit (Rs.) 

. Important Questions for Examination 

What is meant by hook keeping and accountancy? 

What are the objectives of accountin!ef 

\\'hat is accounting cycle? 

Write the principles and rules of double entry systems? 

What do you understand by financial accounting? 

Amount (IU.) 

Balance (Rs.) 

Explain the meaning of book keeping and accountancy. Discuss the objectives and 
advantages of llecounling. 

What is doulile entry system of book keeping? Explain the principles and golden rules 
of double entry system? 

••• 
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PRODUCTION MANAGEMENT 

Management is an art through which an utmost effort is made to achieve the planned 
targets by organizing the existing resources. lt is that process by whi~h right direction is 
given to the efforts applied by persons engaged in an enterprise. 

Production management has grown into importance owing to the ever increasing 
complexities, variation and the latest technical know how employed in the production process. 
In the present time, ot1.ly those entrepreneurs can succeed who take extreme care to make 
available the hest quality products to the buyers at a very reasonable price. This phenomenon 
of supplying quality stuff to the buyers is possible and feasible only when the marketing 
process is well planned, well organized and based on skillful production management. 
Unintenupted supply of material, maximum production, dexterous and skillful ~e of the 
resources available, low cost, quality products as also consumer satisfaction is all based on 
production management 

Meaning of Production Management 

The word "Production Management:' is composed of two words - production and 
management. The production implies conversion of raw material into finished goods and 
.management is concerned with the achievement of the set goals by having recourse to the 
physical and human resources. Thus, it will be seen that production management is concerned 

. and involved with the planning, organization, co-ordination and control of the production 
functions. As such production mal'lagement is that branch of a commercial ~ndertaking 
which is connected with the planning, organization and control of the production functions. 

The production management process, which commences with the production scheme 
works towards the maintenance of machinery, assessment of.production procedures as also 
control° of actual production process, added to the above, quality control of raw material, 
assessment of the quality standards, continuity in production, storage arrangement etc. ·All 
these fall under the purview of the production management. 

By virtue of the production management, an entrepreneur creates a forceful production 
environment whereby maximum usage of human m1d machine capacity can be· achieved. 
Simultaneously, every entrepreneur. makes an effort to keep a watch on the production 
performance and the wastage of raw material by curtailing the avoidable wastages which 
reduces the cost of production. This.enhances actual production and increases profitability 
of an enterprise. 

Definition or Prqduction Management: The definitions of production management 
by some famous experts are given below: 

· 1. According to E.L.Brcch - ''Production Management is a very powerful process of 
control and planning, which is responsible for converting the raw material into finished 
useful products. 

2, According to E.S.Bufa - "Production Management is a function of taking decision 
in the production·process owing to which the entrepreneurca.11 achieve the targeted production 
as per the siipulated time limit at the minimum cost. 

3. As stated by A. W.Field - "Production Management is the most powerful function 
ofany management, which is r~sponsible for achieving the planned or scheduled production. 



.Keeping in view the above description, it wou]d be ideal to s~1te ihat "production· 

. management is that branch of a commercial undertaking.whiclr envisages quality production 

at minimum cost and functions for the fulfillment of the set goals through skillful planning, 

organization and control.': 

Characteristics of Production Management 

I. Production Management is both an art and science. 

2. The viewpoint of production management. is multidimensional because it is influenced 
by many subjects ·viz - engineering, mathematics, psychology, behaviorial science 

etc. 

· 3. Production management is a specialized function, which makes use of modem 
automation techniques, computer etc. 

4. Production Management is a branch of cOmmercial management. 

5. ·· The scope of production management is very vast bccaus.e in addition to the production 

functions, it deals with auxiliary production functions, research and development, 
designing etc . 

. 6. Production management is also associated with functions hke sales, finance, distribution 

etc. 

7. · Production management is .a dynamic· process whbrein several changes are observed 

.at regular intervals .. 

Importance of Production Management 

·The importance of production management in the industry is describeq below: 

I. Increase in employment opportunitie1,: Because of production management, 

there· is enhancement in both production and productivity,. which in tum results ihto larger 

employment opportunities and stability in rile .employment. 

2, Increase lo benefits: Owing to production· management there. is reduction in the 
cost of production. Also· owing to enhanced production and productivity, lot of internal and 

extraneous economy benefits .accrue whereby profitability of the company goes up. 

3. Customer satisfaction: The main objective of the production management is to 

provide maximum satisfaction to the customers from the products they purchase. Owing to 

lowest-cost and quality production the customers are able to·get the best material at reduced 

cost. 

4. Improvement In the life style of society: Because of production management, 

we notice enhanced opportunities for employment which results into higher income for 

individuals. Further, the consu.mers get quality goods at lower price, which in tum, raises 

the social status of the people. 

5. Uninterrupted supply of material: Owing to production management, shortage 

· of raw material never arises in as much as for ensuring the production as per the stipulated 

programme. Stock of raw material is always kept readily availabie. 

6. Best use of limited resources: In an industry, the resources are always limited. 

The prodnctionmanagement renders it possible to make optimum use of the limited resources. 

7 .. Higher Productivity: The production management organises skillful coordination 

between the ,,arious resources and ensures enhanced producti".ity of all the components or 

resources. This results into higher productivity of the resources and leads to increase in the 

company's proilts. 
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8. Effective in controlling the ups and downs in the production cycle: Be it more 
production or less production, production management is very. effective and useful in 

restricting such unstabilities. 

Functions of Production Management 

L Product Planning: TI1e entire scheme relating to a particular product is prep"!'ed, 
Before actual production an entrepreneur has to define and describe the nature of the product, 

location, quantity and technology involved. 

2. Production Control: Production control involves planning the production norms, 
implementation of orders and instructions and all the other procedures relating to the 
production. Scheduled or stipulated production period and the cost are planned in such a 
manner so as to cater to the demands of customers which, in turn, improves the status of 
the company. 

3. Best System Planning: Lot of procedures goes into the fonnation of a particular 
product. The entrepreneur selects the best possible system for ensuring that the best ·and 
quality production can be made available while keeping low the cost of production. Under 
this phenomenon, tlrrough research and srudy about the human process, the best possible 
system can be evolved. 

4. Material Management: The main function of the production management is to 
devise ways and means to reduce the avoidable wastages to minimise production cost. The 
use of new raw material, packaging and storage of material is all taken care of. 

5. Storage of Material: The production management takes several measures to 
reduce the cost of SIDrage of material. The process includes safety, control and collection of 
material. Care is taken t\) ensure safe Storage of the material meant for production. 

6. Work Evaluation: With a view to keep the production cost low, an evaluation of 

the workef's performance is made. For this purpose, speed fatigue and time consumption 

techniques are utilized. 

·7. Raw Material Control: The production management makes a periodical review 
to ensure that adequate material is always available and also that excessive material is not 

unnecessarily stored in the factory. Such a check ensures adequate and uninterrupted supply 
of material for. production and also prohibits excessive storage of material. 

8. Other Functions: Production management includes functions relating to packaging, 

cost control, storage management, transport arrangement, iricentives, price detenninatioiI, 

etc. 

Method of Purchase 

The consumer is a thoughtful person. Earlier,. the consumer used to buy anything 

without any fuss but.now there has been a change in his attitude and the buyer is now very 
alert and conscious. All the purchases are made by the consumer after proper thinking and 

verification. 

In the commercial language, any buying is called as purchase and hence it is inevitable 

that we should understand the word properly. 

Meaning anil Definition of Purchase: Purchase functions includes search for proper 
raw material, quality of products, its grade, style, size, pricing, delivery, etc. 

"1aterial and appliances are looked ~pon as the life-blood of any industry. Undoubtedly, 

an industry has to necessarily purchase gualily raw material in adequate quantity within the 

stipulated time limit. It is extremely important to buy and control the requisite production 
material. Fom1erly, it was not looked upon as a crucial function of the industry. 



An ertfrepreneur has to be very careful and conscious while. purchasing the material 
in terms of its quality, quantity, time factor and price. Following .are the main objectives of 
purchasing the raw material in a scientific manner. 

(i) Purchase the material in adequate _quantity for ensuring that there is no stoppage of 
production for want of the material. There should not be excessive material in storage for 
preventing unnecessary wastage of capital in the process. 

(ii) The other objective is that the material purch.ised should conform to the agreed or 
stipulated quality. The effort should be to buy the right quality material needed for the quality 
production. 

(iii) Care should be taken while purchasing the material: the wastage must be minimal, 
there should he no repetition of the purchase filtd also the material purchased should not be 
required to be thrown out or discarded. 

(iv) The time factor should be adhered to and given due importance. The purchases 
should be made with carefully framed schemes for short term or long-term requirements. 

(v) The purchases should be such that they ensure the competitive strength of the 
company. The quality of material bought should be of the desired quality for ensuring that 
the products rolling out will be of high quality and ultimately the cost will be the minimum. 

(vi) The image and reputation of the company should be held in high esteem while 
executing the purchase functions. The company should always be alen to ensure that its 
reputation and esteem remain intact 

(vii) There should be proper understanding and cooperation between all the units of a 
particular undertaking. 

For any entrepreneur, the suppliers of material are very important because they render 
valuable help and service to the company. Nonnally, the supp~ers supply the requisite raw 
material on credit A businessman can buy the material in small quantities and thereby save 
on the capital investment. The suppliers provide information regarding the new processes, 
new demands, new fashions and new products. The entrepreneurs should look out for such 
suppliers who will invariably tender the right advice. Promptly deliver the material and also 
deal with the businessman syrnpathetieally in financial matters. 

An entrepreneur has to observe certain norms while dealing with the suppliers for 
purchase of raw material and appliances. 

First: Decide upon the requirements of the company with tlie help of market survey. 
The -entrepreneurs will know about the prospective consumers and the nature of their 
requirements. The requirements of the consumers will have a direct bearing on the following 
aspects: 

The quantity of the raw material tools and equipments needed to conform to 
the requirements of the consumers. 

How much finished products will have to be purchased from the suppliers for 
being sold to the consumers? 

How much finished product of all goods will have to be purchased initially'/ 

To determine the pi-ice structure based upon the p.llrehases made from the 
suppliers. 

How much raw material and the ready products will have to be purchased 
from ~IC suppliers within the stipulated period '/ 

Second: To be acquainted with the future suppliers and decide who are able to supply 
the best raw materials, appliances and finished products. 
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Industrialists should try to seek help from theiT competitors and other sources 
to ascertain as fo from which source or suppliers they should cjraw their 
supplies. 

They should contact the organizations helping the smaU scale industries and 
find out from them the names of reliable and trustworthy ;;upPliers. 

You should have to recourse to the newspapers, magazines, sales journals and 
the industrial directory to know about the suppliers with whom you are likely 
to deal in future. · · · · 

Try to verify or inspect tbe !Tillterials and appliances sold by other supplier and 
also try to gauge the prices, discounts, delivery schedules and the credit facilities 
offered by them. 

Seek the help of other entrepreneurs for assessing the trustworthiness of other 
supplier. For example · 

(i)' Does the supplier deliver the goods on time? 

(ii) Whether the supplier accepts back the goods sold by him, if the need arises? 

(iii) Whether the supplier offers guarantee about the requisite quality standard of 
his supplies? 

(iv) Are the dealings of the supplier trustworthy? 

Third: Establish personal contact with the supplier and try to elicit the following 
information from the suppliers in Miting governing the future purchases: 

Knowledge regarding the variety of products, raw material_and the appliances. 

Whether the supplier can conform to the quantity and quality of material needed 
by the purchaser or not. · 

What is the bare minimum quantity of material required to be purchased from 
the supplier? 

Knowledge concerning the prices and terms and conditions related to the supply. 

• Extent or quantum of credit facility offered by the supplier. 

• . _Stipulated deadline for clearing of the outstanding credit amounts. 

Whether any special discount is available for bulk purchase or prompt payment? 

How much discount can be availed off/ 

Knowledge regarding the delivery of lhe material purchased. 

Whe_ther the supplier undertakes to deliver the material to the factory premises? 

How much time the supplier needs to take to deliver the material after having 
placed the order to him? 

Whether the cost of transport will be b~me by the supplier or it wiU have tobe 
paid by the purchaser? - -

Fourth: Detennine the nature of material, which you should buy from-a particular 
supplier as judged from the various quotations in your possession. The explanation required 
by the bc1Sinessman I entrepreneur is always furnished by the suppliers in their quotations. 
The quotation provides infonnation about raw material, appliances, pncing, payment modes 
delivery schedule and the tem1s of placing of orders and the entrepreneur will have lo decide 
upon the priority or preferential trealment to a particular supplier, Aller deciding upon the 
selection of the supplier please focus your attention on the fol!owing points: 

• Negotiate-with the supplier about more lucrative prices and other facilities and 
' . ' 

benefits offered. 



• Take care to select the best supplier suitab.le to your industry . 

Firth: The order for material should be in writing and b; care.fut about the quantily of 
material One must be clear about tlie following; 

• What is tfie minimum quaµtity of material for which ari order could be placed?' 

• How much material is a~ailable in larger packing? 

• Whether smaller quantily of material can be made available in bigger packings. 

Sixth: Inspect the material soon after its delivery to your factory. The suppliers 
should send a written informative note above with the supplies which provides the description 
of the products. 1bis piece of paper is to be signed and returned Lo the supplier. Some 
supplier sends the chllllan or bill. Inspect the material received as per the description given in 
Lhe bill. In cruse the entrepreneur takes the delivery of the material from the Supplier, then the 
inspection should be made there only, One should also verify whether ali the iternsordered 
have been delivered within .the stipulated time schedule. fa case something is missing you 
should promptly inform !he supplier !IJld do not sign th·e delivery note or the hilt till the 
supplier recLifies the mistake, 

Seventh: 'The bill should be carefully verified because the supplier mentions iherein 
about the particulars of the material sent and the payment regulations: It is necessary to 
confirm that the supplier's bill is in order, In case the go0<khavc been secured on credit 

· basis then the i:!escription appearing on the bill and delivery note should be carefully studied, 
The cost of receiver! goods should be correct If there is any mistake or discrepancy, it 
should 6e promptly brought to the notice of the supplier for rectification. 

Eight: Payment .to the supplier should be ideally made by cash .or by cheque. Do 
obtain the receipt for such payments. 

Some guarding principles for securing proper material supplies: 

Technical Features - Clussify them into three.categories as. "Most important", 
"Important" and "Should be". 

Management expenses are affected by machinery parts, ·luxury items, their 
cost and availability. · 

Taxes, transport cost, packing and forwarding expenses. 

Establishment cost as also the cost of electrical supply. 

• Will the supplier provide training in handling or operating the machines? 

What about guarantee and warranty? 

\\'hat is the resale value of the machinery purchased? 

Determine the quality of the products by checking the seals, the nature of 
packing and the company's logo .. 

Recognize the fake or countcTfeit goods from the genuine rqaterial. · 

Verify the quantum and weight of the material. 

Compare the price of goods with the price of goods availabl.e with some other 
suppliers. 

Inspect carefully goods. 

When not required or when the sale is dubious, avoid purchasing new products 
in huge quantities, 

Do not be impressed by the discounts offered. Arialyse and verify the cost 
even when the discounts ~e not given. 
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For bulk purchases, negotiate for ideal price reduction / disc·ount 

Keep in rcind that the optimum quality production are purchased in the right 
quantity, right time at right price. 

Method of Purchase by Concious Consumer 

A consious consumer (purchaser) should know or be skillful to purchase goods of 
good quality at right price, .wicked salesman can easily cheat him. As such a purchaser 
should adopt the following methods while making a purchase: 

L Generally, the sales people quote double price for their products and as such the 
consumer should definitely bargain for the price. 

2. The consumer should ·be familiar with the quality marks or signs on the products 
like AGMARK, !SI ~k,.Wool rrwrk, Hall mark, F.P.O etc:, and he should buy the material 

. mi the basis of the quality symbols referred above. 

3. Very often we come across cases where a single product or i particular product is 
sold in the genuine as well as the spurious form Under these circmnstances, the consiJri1er 
should be conscious and prudent to differentiate between the real genuine stuff and the 
counterfeit one ·and.go for the.genuine one. · · 

4. The consumer should be well acqmtlnted with the weighing methods of items like 
vegetables, fruits, grain, pulses, etc·. for ensuring that he is not fooled.by the seller. 

5. Items like medicines, syrup, jam,jelly and other food products carry an expiry date 
within or before which that particular item should be consumed. Hence, the buyer should 
verify the expiry dates of the food products since consumption of such items after their 
expiry dates could prove disastrous. 

6. 'The consumer should insist upon quality goods and should never compromise or 
unduly tempted by exaggerated discounts and prizes offered by the marketing agencies. 

7 .. Before purchasing any items through tele-marketing one must acquire sufficient 
knowledge about ·such items and especially so about the pricing phenomenon. 

8. The consumer should be well versed about the widespread practice of sub-standard 
material dumped in the =kel. Ideally, the consumer must have an innate aptitude to recognize 
the false and the genuine so that there is no cause for concern or distress after purchasing 
such fake products. 

9. Ideally and advisably the consumer should make it a point or habit to go in for 
quality stuff from renowned companies whieh try their utmost to safeguard their reputation 
and do not resort la any malpractices. 

10. While buying the material one should invariably insist upon receipts, cash memo, 
guarantee card,. warranty card, etc since they come in use in future. 

11. The consumer should riot be baffled by the senseless and meaningless 
advertisements which only have a nuisance value and the consumer should use his common 
sense· to ignore these advertisements and finalise his purchases after·thorough checking.· 

12. Food items like ghee, butter, etc. should be ideally purchased from scaled tins to 
mle out :my adulteration or mixing up with sub-standard material. 

In the modem capitalistic and cosmopolitan era, the sole aim of the entrepreneur is 

the achievement of maximum profits. Come what may the producer and the marketing 
entities seek to sell out the maximum stuff to the uowary· consumers reaping thereby huge 
or colossal profits. Very often they choose to forget or ignore the we!l-being of the consumers 
resulting into the latter being fooled or exploited in a very subtle and skillful fashion. 



Movable Assets / Management of Material 

Meaning of Movable Assets: 

Movable assets are connecied with such assets which get conv~rted into cash roughly 
during one accounting period under normal circumstances. Thus, the assets which get 

converted into cash during the next year is known as movable assets which includes cash in 1 · 
hand, cash in bank, debtor's prepaid expenditure, interim, earned income. 

Meaning of G<Jods: Goods or it~ms which are meant to use eventually sold to. the 

consumers are known as goods or products. Normally, this is split up into two parts: 

L Goods / Items for use by the· consumers - 11te goods, which arc commonly 
used by gcoeral public are called as consumer goods. These items are espedally or specifically 

· produced or manufactured for being consumed by the consumer and his family. 

2. G<Jods / Items for industrial consumption - The induslrial goods are those 
which are not meant to be used by the consumen. These goods play a vital role in the 
production of consumer goods. Under this category, all types of machinery, electric motors 
etc. are included. Its marketing is mostly done in the industrial sectors. 

Very often the producer manufactures items as per his own requirements. Generally, 
the goods are produced on a contract basis. They establish their.hold or control over such 
factories manufacturing the specific goods. Such goods are normally purchased directly 
from the manufacturers. · 

If the goods are not durable or lasting, then arrangement has to be made for their 
disposal at various locations. The profit margin will also be low and if the goods are durable 
then personalized atrangemcnt for their sale is needed. The profit margin will be higher in 
this case and also after sales service needs to be organized, 

Management of Movable Assets 

Management of working capital is connected with the currcot assets and liabilities 
whereas the management of movable assets,is connected with the cash, distributable securities .. 
The profitability of an orgairization is decided by the fact that the ratio of current assets to 

the total assets should be the minimum and the ratio of current assets to the total liabilities 
should be the maximum. For rendering the shaky.status of the company into a stable form 
what is needed is the proper management of the current assets. For a commercial undertaking, 
management expenses meet unexpected calamities, exploit the favourable conditions, maintain 
cash flow balance and safeguard the image of the company. Thus, management of the 
movable assets is very crucial. Management of movable assets is that process whereby it is 
determined as lo what material and how much material is to be accumulated. There are three 
reasons for regulating the movable assets-transaction, protcctitm, speculation. The motive 
behind the lransaction is to accumulate the material for planned production a.,d to market 
the same. Protection measures imply that there is uninterrupted supply of raw material 
when there is some supply problems or lmrdles. In the case of speculation, when there is 
rise in the cost of raw material, one can have recourse to the accumulated stocks. 

For regulating the movable assets, the entrepreneur has to keep in mind the following 

aspects: 

Vihen to enhance the present accumulated stock'/ 

When to ~end the nextrequisition? 

What is stipulated delivery schedule? 

The quality, service and delivezy commitment of supplier. 

I 
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QUALITY MANAGEMENT 

An industrialist ~comes successful in his venture when he purchases raw materials 
verified and tested for quality and sells the best product lo the consumers. In today's 
.commercial competition, the entrepreneur has to focus his attention on the quality because 
it is observed that when the goods of standard quality are offered, the entreprcn,ur will reap 
huge benefits and will stand to gain lots of profit. 

;,,feaninR of Qualiiy: The quality of a product is determined by the pri<;e the consumer 
has. p·aid for the commodity and the service he receives. This is ,;lireclly !inked with the 
satisfaction of the cus.tomer with the product and the services. The entrepreneur has to 
maintain the quality, standard of the products/ services on account of the following: 

To expand the market and maintr!ia it. 

Improve the reputation and maintain it. 

Guarantee the safety of the products. 

Production according to quality of services should be of the following type:

Trustworthy and reliable. 

Easy availl,bilify; , 

Reaso!J!lbly_ priced, 

·Easy fuiintenance and serviceable. 

· Attractive look. 
• 

Delivery within the stipulated period. 

Meaning of Quality Management; Quality Management.implies assurance of 
standard quality products, '!l,e·objective is to adhere_ to certain pre-stipulated quality standards 
or grades, As such, quality management is a process whereby the producer ensures that the 

· products rolled ·out are in conformity with the pre-stipulated quality standards or grades, 

Definitions of Quality Control: 

. I. .According to Dr. William R. Sprii,;le, the quality ofa product can be determined 
from its design, size, strength; skill, colour, setting, creation etc. . . 

. 2. Dr. John A. Shubin states that lhc quality means to detect the deviation from the 
_stipulated standards and either faults and ensure that they are removed with leaving behind 
the rnuch~covcled standard quality product. · 

3. Dr. Alfred Beeti opines that.quality management is such a technique by virtue of 
which the goods manufactured will be accepted by'lhe consumer without any hesitation or 
repugnance, 

Based on the above· descriptions and narrations, w~ can easily state that "quality 
control just implies ·process whereby the producer tries his utmost to produce the goods 
which should match or conform to the pre-determined or pre-stipulated quality standards." 

· Following arc the reasons for which an entrepreneur is forced to improve the quality 
of his pmducts:-

L Consumer: For consumer satisfaction, quality producls accompanied by quality 

service are needed. 

2. Competition: The quality fortifies the ha~ds of the producer to face competition. 
Owing to independent ideological schemes, the competition bas now grown far and wide 
and it is not TC§trictcd to any geographical limitations, Quality is the only factor which now 
determines who should be the winner. 
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3. Prices: Quality Management offers some indirect benefits too; for example : lh" 
morale of the employees, tepu!ation of the industry etc. Some direct benefits too accme like 
the financial profits. Low wastage is the most promineot benefit arising out of the quality 
control phenomenon. The production cost is curtailed or reduced as a consequence oflow 
wastages. 

Features of the Quality Control· 

L Quality control is a technique associated with the production management. 

2. Under this, an ·attempt is .made to fix or determine the colour, quantity, size, lltK' · 

design of a product 

3. The production of goods is in accordance with the scheduled production level. 

4. The defective and substandard products are not allowed .to continue and the 
corrective: measures are adopted. 

5. For quality control different traditional or non-traditional techniques are employed. 

6. The purpose underlying the quality control is to popularize .the produc:s in Lile 
market This· naturally enhances the consumer behaviour pattern and they are more bent 
upon purchasing the popular quality goods. · 

Main objectives of the Quality Management are as narrated below: 

I. The chief objective of the quality management is to manufacture goods according 

to the acceptable pammetres which in turn will enable producers to win the confidence of 
the consumers. 

2. Quality Management seeks to compare the actual production quality and the prnpcsed 

or envisaged quality standard. In the eveot of any deviation corrective measures are taken to 

set the things right. 

3. lts objective is to clip or pmnc the faulty or defective products. . I 
4. 11 is possible or feasible to improve the quality of goods by way of ~per quality 

' ' 

management. _ · / 

5. Its objective lies in a continuous irnprovemerlt in the production proc~sses and the 

quality of material. . / · · 

6. Its aim is to ensuft: that the consumer receives the promised quality goods so that 
the acceptability of tbe material goes on increasing. This calls for ceaseless eifforts on the 

part of the producers to ensure that the above phenomenon becomes a reality 'l"d not just a 
wild fancy. 

Benefits of Quality Management 

(i) Increase in profits: Steep rise in demand for the goods, which are rqlled out after 
adopting quality control techniques, which in tum bring out enhanced PliOfit~ for the 

producers. Thus the quality control is instrumental in enhancing the pro4t margins of 

commercial undertakings. , 

(ii) Benefits to Employees: Through the quality control the differ~nce between 

skilled and unskilled labourers can easily be gauged or measured. Co!rnnerc111I undertakmg 
offers different incentives, which in turn gives them psychological satisfactifn and works 

as a motivator. As a result of higher commercial profits lo the company the entloyees stand 

to gain by way of better commission and higher bonus. / 

(iii) Consumer satisfaction: Due to !he quality control the consumers, go on !,'Citing, 

goods of.higher quality at reasonable rates, which gives them full satisfactiqn and joy for 
consumption of the material, which in tum improves their life styles. I • • 

i 
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. ' (iv) Dermite quality stalus: Under the qualitymanagemen~ the quality of a particular 

item is pre~etermined prior to its production and efforts are made to ensure that the end 
product is in conformity with the quality standards laid down for that particular product. 

(v) Commercial Development/ Expansion: There is sharp rise in the sales, profits 
and reputation of a company as and when the company employs quality management 

measures. Thus, the quality management helps in the commercial development of an 
organization. , 

(vi) Market acceptability: As a consequence of quality managel)lent, the production 
of goods goes on increasing in view of the stipulated quality standards. These quality goods 

. are in great demand by the consumers leading to the market acceptability of tbese goods. 

Quality. Management prepares a scheme for the following ft1nctions: 

To ensure consumer sa.tisfa~tion: Is the consumer satisfaction your prime 
target ·or concern?. If.yes, are you working in the right direction for achieving 

this goal? 

Management Process: Very often the improvement in the process is looked 
upon or aimed 'for improvement in the production process. However, all the 
commercial processes are interlinked and interconnected and they should be 
viewed as one. A person can detect or recognize any mistake occurring in any 
one process and can avoid the quality hazards. . . 
Continuous Improvement: If you go on doing the work, which you have 
been doing· since long then you will certainly achieve your goal. A person 
should always make an attempt IO bring about continuous improvement in his 
working. 

To work together unitedly: This means to work together in group wherein 
every member directs his thoughts in one common direction. Such groups 

. unite and !alee decisions jointly and the outcome of the decisions so taken can 
be noticed in the improvement of the quality standards. 

To encourage individual efforts: The employees should be encouraged to 
make individual efforts whereby they could direct their thoughts towards the 
quality management. For this purpose, they must be provided with the training 
concerning the process of quality menagement. 

Employee Management 

Management is a crucial and important process with a very vast scope. The 
management aims at individual progress. Actually, management is a trick to gel the work 
done through others. Along witb the vast development in the industrial field the focus is now 
on individual and personal aspects. Under tbe employee management, prediction oflabour-

, U .:force selection, training programme, promotions, retiremen~ industrial safety, labour welfare 
arc undertaken. Through the employees, management, the periodical strikes, lock outs, 
hunger strikes can be avoided by maintaining peaceful human relations. This will indeed 
result into b!:tter industrial relations and management. For making the employee management 
strong and effective, there is need fot proper organizational functions. Mutual co-ordination 

can also be achieved by this ethical scheme. 

In the modem industrial eta, the production takes place on a very huge scale wherein 
a single individual cannot cater to the diversified functions of the company. ln modern 

:"•~,,. , . .. ,sit)mes, the people have bi;,,m· wotking coherently in well-managed groups and in a very 
•~""; -': c~c (ashi<ln. El.bwevcr, several human problem~ crops up during !his process. Though 

1s, 

1 

;~ ,:_·; -i th~_ ~~g~ment keeps its f0cus ·on the production functions, its. main focus ls indeed on 

156. · ,: :li'. ij.(inpl03/eeS.·~ht employee's dreams ate fulfilled, there i, a feeling of self-confidence, 
'\-~· . ,.,. .. " . 
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oneness and affinity. Hence, employee management plays an important and crucial role in 
maintaining peaceful industrial environment 

l. Maximum utilization of available material: For the achievement of the set 

goals, professional people have to be appointed. The management has to make an effort for 
maximum utilization of the available or existing material. Simultaneously, the management 

has to safeguard the interest of the employees. In any undertalcing, Lite cl~ssification of the 
employees is done depending upon their capacity. 

2. Skillful use or the material: In every commercial undertaking the emp!oyees 
make use of the raw material and the appliances. The opinions of the employt.'i!S towards the 
management are very crucial and the management has to deal with the employees carefully 
by keeping in view their feelings. 

3. Development or employees, proper sefoction, training a11d appointment: For 
the ideal employee development, effons should be made to select exclusively such persons 
who are sincere in their· efforts and performance. Such employees should be provided with 

· the requisi1c training. 

4. EITect or impact of proper management on the human statu•: The managemeni 
inf]uenccs the commercial environment by their mvn functions. ]bcrefore~ it is necessary 
to frame such nonns, which would have a positive impact on the employees, consumers 
etc. The employees do get influenced by !he feeling and mentality of the management 

5. Offer opportunities to the employees for development: The employees should 

always be encouraged to exhibit their capacity and imagination.By promotions, the 
development of the employees is achieved. The employees should be trained in a manner 

which will make best and ideal use oflhe raw material. In modem times, the management 
has introduced many schemes aimed at the employee's progress and development, Some 
training programmes are arranged through the good offices of some specialized agencies, 

for ensuring that they go for optimum utilization of the existing material. 

6. Good relations between the organization and the employees: For establishing 
proper co-ordination between the organization and the employees, it is essential that suitable 
environment is created and the work environment should be challenging. This requires 

subsistence planning for the employees for which suitable persons should be appointed for 

suitable job. 

7. Establishment of coordination among the persons: Between the 
management and the employees, mutual exchange of opinion or give and take pollcy helps to 
usher. in an era of trust and faith. For avoiding with the differences among the various 
employees, it is very essential that stress should be laid on the collective culture, For this 
care is taken to organize the canteen facilities, employee uniforms, etc. which exhibit 

management's concern about the employees, 

8. Feeling or mutual faith: There should be trust and fuith amongst the management 

employees and the supervisors etc. By adhering to the principles of trust, the employees are 
able to put in the maximum work or efforts and the quantum of friction witl1in the company 

invariably dwindles. 

9, Classification of the employees: In an integrated organization hierarchical chart 
should be there under which the employees work in different departn1eots on different 
occasions. By virtue of such a rotation, they tend to know or learn about the impact of their 
work on others and in what fashion they are affected by lhe functions of the other people. 

This also invariably develops the feeling of co-operation and collectivness. 

10. Offer rewards to the employees: If employee-counseling results into larger 

profits, then the employees should be presented with suitable rewards. By seeking the advice 157 
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of the employees and implementing the suitable suggestions, the ·employees are carried 
away by the thought that the management is acknowledging their skill and capabilities. 

In order to obtain maximum output from the employees following points need to be 
taken into account. 

l. To empower the others: lf the management wishes to get the work done without 
giving any rightful powers to the employees, it is unlikely to succeed in this attempt. Human 
beings are very self-egoistic and sensitive. As such to please the employees it i.s very essential 
that the employees should be entrusted with certain powers and rights, which will ensure 

· . that there is awakening in them to perfomi all their functions with the utmost skill arid 
prompt attitude. 

;2.. Best leadership capacity: A skillful manager must have inherent leadL'IShip qualities 
in him wherefore he will be in a position to gel the required work done from his subordinates. 

3. Democratic Management Policy: For fulfillment of commercial, objectives, proper 
usage of human resources should be made. With this end in view it is essential that we 
observe democratic management policy. 

4. Decision making capacity: If the manager is not fit enough to take prompt decisions 
the progress of the company will be jeopardized. The manager should be skillful and capable 
enough for allocation of duties for ensuring a smooth sailing of the undertaking. 

5. Employee participation in advisory functions: In modeqi times, labour or 
employee participation -has become very crucial· and important. As such the management 
should take the advice of the employees while taking any crucial company decisions for 
ensuring that the employees will put in their best efforts for achieving the targets. 

6. Offer motivation: The employers should motivate employe'es by giving them 
incentives to ensure that they put in their best performance. The management sbouid ~!so 
praise and appreciate their performance because without employees satisfaction success is 

not only difficult but almost impossible. 

It i.s the duty of a manager to offer ample opportunities for bis subordinates to exhibit 
their skills and capabilities and also to promote the deserving ones \ffl.icb will offer opportunities 
being preferred lo them for their career advancement. 

The next stage of employee development is to lead or guide the employees towards 
the objectives of the company. They sh_ould be encouraged, !rained and also briefed about 

· th·e functions. It is very crucial that the industrialist should manage the COilljlany and employees 
in a professional manner whereby the employees will perform with enthusiasm for the 
success and progress of the company. In small industries, where the number of employees 
is very few, the entrepreneur needs to be well versed in employees management. 

Description of Work: 

In every industry, the work allocation should be based on the grade or status of the 
employee whereby they will emphasize over achieving company's goals and satisfaction of 
the consumers. The description of the work should clearly mention what needs to be done 
and why it is required? How it has to be done? And where it needs..to be done? 

The work description must furnish the following: 

• Description of the small as well as big responsibilities. 

• Definition of the small and big functions. 

• Description of the mt.de of operation. 

• Time schedule for each function. 

• Description of the necess_ary q1,1alifications. 

I 



ImpOrtant F-acton~ 

Proper wages: Salaries and wages arc very important for the efficient functioning of 
the employees. TI1ey do expect to receive the payment in proportion with their efforts and 
labour. If the entrepreneur desires to tempt the top grade employees for ensuring their 
continuity then he will have to study the salary structure of similar employees from other 
companies and determine the wage structure of his own employees whom he wishes to 
retain for good. 

Other incentives / facilities: Amongst other facilities, the employees attach more 
importance to the sickness leave, annual and monthly leave. The entrepreneur should prepare 
concrete plans for such facilities. 

Relations with the employees: It is not necessary that only adequate pay and other 
incentives gratify the employees as they attach more importance to working conditions. 
Therefore, the industrialist ought to offer nice and pleasant working conditions to his 
employees and maintain very good relations with them for ensuring best possible resulls. 

Work Environment: The health of the employees, leisure and their safety should be · 
of prime concern for ap entrepreneur. Encouraging pleasant atmosphere and do away with 
the risk or accident-prone fac!ors are of prime importance .. The work peripheral area should 
be ai,y, clean _and safe. With regards to the safety and health measures it is of utmost 
importance that there is a provision of a first aid kit in the area and the employees and 
entrepreneur should be well acquainted with its use or operation. Similarly they should have 
doctor's telephone number from close proximity, which should be handy when the 
circumstances demand. 

Necessary aspects which the employees find handy for development: 

I. Positive behaviour. 

2. Pleasimt.mannel'!l. 

3 . Consumer oriented. 

4. Godly devotion towards the orgrnisalion. 

5. Effective communication skills. 

6. Functional clarity .and special attention towards company's objective. 

7. Feeling of oneness. 

8. Enterprising. 

9. Desire to grow and advance, 

10. Shouldering responsibility. 

Manag•ment capncily of industrialist: W~ile managing the employees, the 
industrialist should adopt•. 

· l. Firmness. 

2. Be honest and impartial. 

3. Should imotivate and encourage. 

4. Encourage the employees to take their own decisions. 

5. Create self-confidence in them. 

6. Welcome everyone without reservation.· 

7. Listen with rapt attention. 

Entrepreneunhlp Di!velopmeni 
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8. Recognize the difference between individuals. 

9. Set personal examples. 

I 0. Respect the feelings and sentiments of other people. 

Guidelines for Effective Employee Management: 

Co-operation: While introducing new employees, let them have a feeling of 
welcome and relaxation. Consiant communication with .them for the first few 
weeks will give them a feeling of happiness. 

De<:ide upon the salary grades: Salazy or remuneration plays a vital role in 
the employee adopting a selfless attitude and have full devotion to the job. 

Fights or Discords: The entrepreneur should know how to come out from 
discordant situation or sort out disputes. His capacity to solve difficult problems 
will strengthen the employee management. 

Exhibit Compassion : Compassionate disposition is not a weakness. Such a 
tendency will inspire the people to do certain fimctions which you would like 
them to perform because that will motivate them to do required things. 

Describe the functions in clear terms and try to explain the !heir point ofvicw 
in such a manner that they will comprehend tbe nature of their function clearly. 

Impart the training while they are doing the work whereby they will pick up 
the knowledge about the work and acquire the capacity to perform the function. 
Watch them in action. 

Entrust responsibilities to them. 

Give them the feeling !hat they are important entities for the organization. 

Appreciate their performance and applaud the same in a nice manner. 

Try to rejuvenate their capabilities by way ~f training or offer them the 
opportunities to rise higher in the organization. 

• Keep faith in their capabilities or be a democratic leader. 

Keep deep knowledge of the labour laws related wilh particular industry and 
maintain all the records perfectly. 

From time to time, keep a watcb on every employee's performance and continne 
giving valuable suggestions. 

PACKING 

In today's competitive world, every industrialist envisages to sell his products to the 
consumer in a very fancy manner or design and the consumer too desires that the product 
he desires to buy will reach him in perfect condition. The art and technique of dispatching 
the goods, to the end user is known as packing. Packing is essential for keeping the products 
in tact, and also 'fanciful. Due to the costly packing ,the attraction and price of the product 
increases. Keeping these aspects in view care needs to be ta!<cn while selecting the packing 
material as regards its cost, which should not be prohibitive. 

Not only the consumer is attracted towards the well-packed items but, generailyhc is 
prone to buy the product For this reason,' the shopkeepers present their products in very 
fimciful and colorful wrappings, When the items are packed in tiny packets, tins or bottles 
they full in the packaging category. But when tiny packets, tins or bottles are accnmulaled 

together and sent then they fall under the packing category. Therefore, packaging ts a part 
of packing only. It is also called as wrapper. 



Meiming aod DeStription of Packing: Packing is the process whereby articles or 
products are rendered attractive, colorful and also safe. Owing to the enhanced customer 
attraction, the modem marketing agencies focus their attention on attractive packing. 

Following are the definition about packing given by various experts. 

1. l'hilip Kotler: "For any product a vessel, can or tin its designing and production 
process is known as packaging. 

2. RS. Dabur: "Packaging is that art or technique by which an article is stuffed in 
containers which emures safety of the articles during its distribution." 

3. Pride and Phairell: Packaging includes. the development of tins or box far a 
product and graphic designs. 

4. William J. Stanton: Packaging can be described in simple term connected with 
the product control. Containers or wrappers production falls under the stated category. 

5. Moshion and Ruth: Packaging is nothing but to make JJSe of the containers or 
wrapping material. It includes fixing the labels and decoration too whereby the product 
remains safe and its sale is facilitated and so that the consum~r can use the product easily. 

Based on the above-stated dcf"rnitions it can be asserted that packing is an art and 
science related with product control, which ensures and help the safety of products for' 
their distribution by use of containers and wrappers. 

Material used in the P~.cking: Everyday new and more attractive packing material 
is developed. Apart from being cheaper it is more useful. Some of the important articles are 
given below: 

METAL 

PLASTIC 

WOOD 

PAPER 

GLASS 
0 

INCRUST 
(Laminate) 

POLYESTER: 

Aluminium, tin, plate and steel. 

P.V.C, fiber, etc. 

Wooden and cellulose film. 

Boani, paper cardboard etc. 

Coloured, transparent. 

Aluminium foils, plastic film. 

P.E.T. T.P.F (Tensilised Polyester film) 

Following are the specialities of packing: 

I. Prcsentatloo : Cnder this, the.looks and other traits of the product are included. 
They should appear attractive or tempting. 

2. Protection : The article inside it should be well protected. 

3. Promotion : To help the seller to dispose off the artcile easily, the consume~ 
should recognize the article by looking al the packing. 

4. Ratio / Proportion : Depending upon the measurement of the package, it would 
be convenient to keep it at a retail shop for sale. Proportion / measurement is also related 

with quality and price. 

5. Snfe!y : Safety of the contents of the packaged item from climatic changes and 

rough handling. 

6. Easy handling : This is connected with the transport of material. The packing 
should be so firm and tenacious that the contents should remain intact while being shifted 
from th~ fuctory lo the outlet and there from to the consumer. 
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Fo!lowing are the objectives of packing: 

I. Sarety of the product: Toe principle objective of the packing is safety of the 
goods which should not be affected by din, sand, water, wont1S, moisture etc. At times, the 
material evaporates ifleft open like for example: spirits, liquor etc. Owing to the packaging, 
adulteration, theft of material can be avoided. 

2. Economy: Proper packing ensures that there is no damage to the goods in transit 
and hence the need for replacement of damaged goods does not arise. 

3. Convenien~: The other imponant objective of packing is convenience. The 
convenience in bringing the goods, transporting and storage, which is good convenient as a 
result of good packa1,,ing. 

4. Sales growth: Whatever is written and picturised on the packets play the function 
of advenisement and facilitates sales growth. A consumer always remembers a particular 
product when he is in possession of the packed tin of that particular product. 

5. Other objectives: The other objectives of the packing are mentioned below. 

(i) Packing improves the image of the product. 

. (ii) The con.sumer can know about the freshness of the product. 

(iii) Because of packing one comes to know about the cost of the item. 

(iv) Packing gives indications about tbe proper usage of the article. 

Functions of packing or why packing i!l done·- . 

· l. Toe main objective of packing is to protect the goods from dirt. air, water, 
moisture, etc. 

2. Packaging offers the convenience of bringing in the goods wid to take it back 

for disposal. 

3. Packaging provides information about the goods to the purchasers. 

4. The principle objective of packaging is to enhance the profitability of the 
company. 

5. The proper storage of goods comes under the purview of packaging. 

6. Packaging perf0nt1S the function of advertisement and sales promotion. 

7. The function of the packaging is to enhance the reputation ofthe company and 

the goods. 

Benefit• accruing from packing: 

A. Benefits to the businessman 

1. There is improvement in the reputation of the undertaking. 

2. The goods can be comfortably kept in the stores till they are sold. 

3. Packaging encourages sales promotions and· advertisement functions. 

4. Packaging protects the goods from being damaged or rotten. 

5, Owing to the packaging the prospects of would be adulteration are reduced. 

B. Benefits to the intermediaries 
I. There is convenience in storage of the goods. 

2. Transportation of goods from one place to another gets easier. 

3. Good packaging itself does the function of adverti.~ement 



C. Benefits to the consumers 

I. 'The information pnntcd on the goods provide valuable guidance to the consumer 
about the proper usage of material. 

2. The chances of adulteration are considerably reduced owing to good packaging. 

3. Transporting the goods from one place to another becomes convenient ·owing 
to proper packaging. 

The importance of packing: 

The importance of packing is increasing day-by-<iay. In modern times, the importance 
of packing is as shown below: 

L The competitive market forces: These forces have highlighted the importance 
of the packing. Self-service and sales machines have contributed to the increased usage of 
the goods. Unless there is proper and adequate·packing, there cannot be any self-service or 
any sale through the machines. 

2. Principle aspect of commercial process: In the present times, every person 
admits shortage of time. The seller also does not want to meausre or weigh repeatedly. 
Th1r,; today packing has become principle aspect of commercial process and bigger part of 
the sale price includes cost of packaging. 

3. Distribution and Sal£ of commodities: Packing is essential not only for safety, 
storage and convenieoce of material but also for the purpose of distribution and sales, Thus, 
the ideology concerning the packing is not about production but about the distribution, 
which lends a helping band in the sale of goods. 

4. Improvement in the Ufe style of people: The importance of packing has grown . 
to a large exteot owing to increased income of the people, improvement in their lifestyle, 
increase in their cleanliness shmdards. Thus for a couotry like India, there is lot of importance 
so far as packaging phenomenon is concerned. 

5. To give satisfaction to the Cllstomers: Good packing enhances the joy and 
satisfaction of the consumers because every consumer purchases the goods for obtaining 
satisfaction from the purchased goods and services. 

Laws concernlllg the Packing: There are certain governn1ent rules related with the 
packing. Special products are required to be packed in special rnateri~L Special care is taken 
for fixation of the labels. As enjoined by the label laws requirement, it is necessary that the 
label should mention clearly the weight, date of production, retail price, and date of expiry · 
and the description of the proper usage of.the goods and commodities. This is how packing 
is an important part of the sales process. This often determines the success or failur.e of a 
particular commodity. Under modem sales techniques, packing is made quite colourful or 
beautiful so as to tempt the purchaser. Thus, the knowledge of brand is made known. There 
is no doubt that owing to packing, the production cost and the sales price increases. The 
conscious ·people are not reluctant to spend more money on the goods, which have been 
carefully and neatly packed. Owing to the proper packing the storage life of a commodity is 
enhanced and the unit can also be kept cl~an. By looking at the items which arc packed one 
gets the feeling of cleanliness and hygiene. 

lmpm'lant questions for examination 

1. What is meant by production m=gement? 

2. Wbat is the importance of production management? 

3. What are the functions of production management? 

What is meant by packa!llng? 
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5. What are the objectives of packaging? 

6. Point out the functions of packaging. 

7. What are the ad,,antages of packaging to the entrepreneurs? 

8. Explain the process of packaging decisions. 

9. What do you, understand by production management? Describe its scope and 
importance. 

l 0. Define production management Explain its functions and importance. 

l L Explain lhe meaning of production management. Discuss its scope and importance. 

12. What do you understand by purchases? Explain the procedure of scientific purchase. 

l 3. What is the purchase cycle? Briefly explain operations of purchase cycle. 

14. What do you understand by packaging'/ Describe lbe characteristics and qbjectives 
of packaging. 

15. Describe the functions and advantages of Packing. 

16. Explain the process of packaging decision ;,md describe the characteristics of good_ 
packaging. 

17. Define quality control. 

18. What is meant by quality management? 

19. What arc the objectives of quality management? 

20. What is !he importance of quality management? 

21. Explain the meaning importance and methods of quality IIlllnagement? 

22. Whal do you understand by Quality Control? Describe its objectives and importance. 

23. What is meant by quality control? Describe its importance and techniques. 

24. What is meant by management of current assets? Describe the scope of management , 
of current assets. 

25. What do you mean by employee management? Explain its importance . 

••• 



23 
MARKETING MANAGEMENT . 

The modern era 1s the era of changes whethe,;·it ·i~ in p.oliiics, •finance, social or . 
technical field. We notice speedy changes in the domain or'all these spheres but the speediest 
changes are seen in the commercial areas. Today the priorities of the cotnmercial sectors 
have completely changed. There were times wheri finance or capilal was assigned the iop. 
slot, the prodilction would follow- suit and then we would -find ~rketing dumped into the 
third placE in order of merit. But today, marketing has surged ahead and it.has accomplished · 
or secured 'the first rank because it _is said that "Industry comes to a:halt when there is no· 
marketing of tlte products•. Tl)is statement is ve_ry true in reality in almost all the departments 
,and their. functim1s· will-p;ove in vaii,· if there. is no marketing of products, It is the main. 
objective of any industry to cater IQ the ni:eds pf the socieiy by their produ~is and thereby 
earn reasonable profits ttirQugh the_ marketing functions. It is for this reason that the &odem . 
manager says that "we do not produce goods but we create." 

Meaning· and defmltimi of marketing 

Generally, the purpose of marketing is connected with the purchase and sale of goods 
but in modern times, in addition to the purchase and sale of commodities, str_ess is laid on . 
consumer satisfaction and. after.sales service. 

'The definition of marketing can be separated into two categories: 

A. Classical Definitions 

While dealing with the tra_ditional bi classical definitions it is worthy and· 
purposeful to read the defmitioos giveo by experts in.this field. . , -· ,, ·, , ' 

1. Prof, Pile: ·"The marketing encompasses both the services related to the purchas~ 
and sale of material". · 

2. KLERJ( and KLERK : According to Klerk, "Marketing consists of all efforts 
which assist in the trans for of ownership of services help in their physical distribution.· 

B. Modern defmitlons. 

According to· modern ideology, following are the popular definitions of 
marketing: 

1. Pal Mazum: "Marketing means to offer life style." 

2. Philip Cotler: "Mark~ting is the .. reflection of the human actions, which through 
the exchange p;ocesses leads w the consumer satisfaction'' .. 

· Based on the above-mentioned definitions, it can be asserted that "locate the needs or 
aspirations of the consumei1ilo· enli.;,en them and. thenarrangc to satisfy· or gratify them 
with such functions or methods which will lead to betterment of the lifestyle of people. 
Such functions are included under the marketing" . 

. Characteristics of marketing 

1. Marketing is a human function. 

2. • Marketing is not just a-financial process, but. it is a se>eially financial process . 

. 3.. Exchange is the main support oJ marketing. 

4. Marketing process is connected with the marketing of a particular commodity. 

.1 
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5. 

6. 

Consumer is the central focus point of marketing. 

Marketing is a virtue or creative process. 

7. Marketing is a universal process. 

8. Marketing is intluenced by different types of dynamic environment. 

9. Marketing is both arts and science. 

IO. Marketing is an inter-subject ideology. 

Importance of Marketing 

A~ tM commercial sphere is expanding, the corresponding importance of the marketing 
goes on increasing. Today the industrial sphere is crossing the local borders and entering the 
national and international areas. In the commercial areas,. competition has grown. Under 
these circumstances, only those undertakings can succeed who have a strong marketing 
base. 

Importance of the marketing is evident from the description given below: 

I. Helpful in the distribution of goods and senices: Through marketing, goods 
and services teach the consumers from the producers. Thus, marketing help in the distribution 
of these goods and services. 

2. Helpful in Profit making: Under modem business every department depends on 
the marketing department because it is only the marketing department, which undertakes to 
sell the goods and services thereby generating bighe_r profits for the organization. 

3. Helpfulin taking policy decisions: Under the marketing management, the manager 
tries to know or study as to which commodity is wanted by the consumer, what quality 
commodity he needs, what is the extent of demand for that commodity, what is the maximum 
price he is willing to pay. Based on all these re.lated facts, the manager can chalk out the 
policy decisions governing the distribution of various goods and services. 

4. Helpful as a Cllfrier of message: In modem times, the scope of industry.is being 
extended to international borders. Therefore, many interrnedlll.ries are active in. the chain of 
functions from the production level to the consumer level. These intermediaries brief the top 
managers about the problems and hurdles faced in the sale of goods and the obstacles faced 
by the consumers. The top management swings into action to solve the hurdles _and the 
problems for ensuring a smooth sailing of the marketing functions. All these functions are 
possible only through the effective message caftiers. 

5. Improvement in tiie' Eriiployllient Opporfu~ities: The ~rketing process 
commences at the manufacturing site and ends at the consumer level. During this process, 
there is increase in the people who secure employment. The marketing, thus, helps in creation 
of the employment opportunities. 

6. Improvement in the Life Style: Marketing acquaints the society with the latest 
products whereby the people use the latest novelty goods. This improves the life style of the 
people. 

7. Reduction io• the Co~t of Distribution: Effective marketing arrangement leads 
to reduced cost on distribution whereby the consumers get ihe commodities at lower ptici,_ 

· ',;,' · 8. Beni;lits f'efini!JQ1m;11Dlers: Marketing management lays stress on the consumer 
satisfaction and customer's well-being. Thus, the consumer gets top quality products at 
lower rates and effective after sales S<.'!Vice. 

Consumer Behaviour 

'Consumer behaviour is composed _of two words - c<1nsumer and behaviour. Herc, 
the consumer relates to purchaser and behavio1ir relates to specific behaviour or method. 
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Thus, consumer behaviour is related to !he behaviour ciflhe buyers whereby they ar~ enthused 
to buy the goods. In this fashion, consmner behaviour signifies !he process of taking a 
"decision with regards of the nature of goods; time of purchase and the mode ofpurc_hase by 
the consumer. 

Definitions: 

1. Curz and Boon · The consumer behaviour includes those actions of the people 
who use them for securing the goods and services and this also in.eludes the decision making 
processes which are made for deciding the actions or even before the decisions are made. 

2. Gothe• While purchasing the material, the entire behaviour oftbe buyer is known 
as consumer behaviour. 

3. Walter and Pal - "Consumer behaviour i.s such a process wherein a person takes 
such a decision that he needs to buy the goods and services, and decides what, when, 
where, how and from whom to purchase." 

Features or Consumer Behaviour 

I. Consumer behaviour is the main support of marketing concept. 

2. It is a very extensive process. 

3. -It is a very dynamic process. 

4. Consumer behaviour is a mental state in which study is done about the ongoing 
thought process of consumers about the purchase of goods. 

5. . Element ofun.steadiness governs consumer behaviour. 

6. This is an aspect of human behaviour concerning the purchase of goods and services. 

7. Con.sumer behaviour is an outcome of many factors related with consumers. 

8. This is such a process of consumer behaviour by which be decides to buy the goods 
and services. 

9. The behaviour of every consumer is noi similar. 

10. There is no general method for study of consumer behaviour. 

lmportaoce of Consumer Behaviour 

The study of consumer behaviour beco.mes very essential or crucial because the 
con.sumer is the focal point of all the marl<eting functfons. 

I. Comprehensive knowledge or consumer behaviour : By undertaking the study 
of consumer behaviour one secures comprehensive information concerning the various 
aspects of behaviour of the consumer. With this, the distributor can prepare right type of 
marketing strategy. ' 

2. Knowledge of changes in behaviour: Study ofconsumerbehaviour is a continuous 
process, which goes on incessantly. From this, the marketing people come to know about 
the changes in the behaviour pattern of the customers. 

3. Knowledge of decisive person: By studying the consumer behaviour, the marketing 
managers get the indication as to who is the potential buyer, the consumer himself, husband 
or wife or husband and wife both. Thereby, the marketing people spread the dragnet around 

the decision-making person. 

4. Role of other family members: By examining the buying behaviour or tendency 
of the consumer the marketing personnels can study the purchase process of the other 

family members. ].;pon acquinng the knowledge of their roles, they prepare production 

planning, pricmg strategy, sales growth and advertisement strategy. 
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5. Sales °l'lanning: While designing the sales planning, it is very important to take 

into account an the factors1 which impress the consumer behaviour. lhus, a study of the 

consumer behaviour fonns an integral part of sales strategy or planning. 

6. Ifa!pful in the Product development and Planning: A study of consumer 

behaviour is essential for product development or planning. Such a study is also helpful in 
deciding the colour of the product, design, quality, packing, eu;. 

7. l!Ielpiul in lite pricing decision: While fixing the price of the product consumer 

behaviour is also taken into account. The grade or class of the buyer and his tendency is 

taken into account. 

8. il'l:e!pfl.ll in the Marketing chain: By studying the consumer behaviour, it can be 

gauged as to which item the consumer prefers to buy a_,.,d from which outlet. Based on this, 

the marketing authorities can decide upon the distribution strategy and the marketing chain. 

9. s~!•s growth: The marketing manager decides upon the sales promotion 

ruive:r'dsement, pub1icity'.I personal sales canvassing~ public relations~ etc. according to the 
decision process of the consumers purchases. 

10. Knowledge abo11t changes in the taste and fashion or the customers: In 
'l!odem times, there are rapid changes in the taste and fashion of the customers. Th,ough 

examination of the customer behaviour, the distributors secure first hand information about 

tbe changes in the taste of the consumers. 

Meaning and Definition of Selling 

From ~mong the sales ideology or methods adopted in this connection, the actual 

.enthusiasm of the producer and the intermediary is examined. 

The fundamental objective of marketing is to give the desired commodity to the 

consumer within stipulated time frame in adequate quantity and proper price. It, therefore, 

calls for a well planned sales strategy or ideology. The experts have offered the foliowing 

definiunns about the marketing or sales: 

1. Prof, Pile: According to Prof. Pile, "in sales all personal and formal actions are 

inc \udi:d which are normally made for the selection of a particular commodity or service, its 

acquisitim1 £1nd development process". 

2. According to Taosle, Clarke, and Clarke, "tiie objective of marketing i~ to sell 

the goods at satisfactor priccfl. 

Thus, the meanir,g of the word sales is to sell the goods at sultable prices. All the 

personal arid impersonal actions related with the sales are included which a.re normally made 

for creating the demand or increase the sales and maintain the same. 

The sales processes differ for different items and for different specialties·, At ti.mes; 

1hcre is direct e1<changc of goods and some times the goods are exhibited. At other timC§; • 

suggestions are made to the prospective customers. 

The success of any industry depends upon its products, material or commodities. 

For the success of the business, the salos of its products are more important. Thus,_ an 

educated end skilled entrepreneur should assess the mentality of the consumer by way of 

market survey. Very ol\en, people from orthodox business families establish a new project 
without proper thinking or thoughtfulness and not analyzing the necessity or feasibility, of 
such business. They do not succeed in the sale of their products or services. Consequently, , 

they are depressed and StL"fers from acute distress _'111d bear loss. Thus, the art oCsale gr/ 
marketing 1.s an essential quality af any entrep;eneur. · · '' · ' · 
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Melhods to increase sales: For any entrepreneur, there ought to be sales planning. 

He should possess such skill that will impress the people connected with sales and ot'ier 
departments. The methods for ensuring sales i,>rowth can be described by the following 
factors: 

I. Understaed the Consumer Mentality: Before the sales, it is necessary to ~--:>ow 

the mentll!ity of the customer and in what way goods or services satisfy the consumers' 
priority. 

2. Cordial relations between tbe buyer and the seller: The consumers are attracted 
by the pleasant relations with 1he seller. By understanding their feelings they should be dealt 
with respect and adoration. 

3. Listen to the complaints of the consumer: The complaints lodged by the 
customers tend to bring about an improvement in the company. Frol!l every complaint, nne 
gets the understanding that the customer intends to remain linked with the producer and the 
product. Complaints are the life-blood of the industry. In case the customer's complaints are 
ignored, the customer is bound to snap the ties with the product, which bas adverse effect 
on the sales. 

4. Undertake snrvey of the market: Market survey exhibits some facts, which 
facilitate decision making between the industry and t'ie product, service and sales. Based on 
this, market analysis can be carried out. 

5. Be after the Consumer: An entrepreneur always looks for new customers for 
the sole objective of enhancing the sales of his products and services. It is quite possible that 
the customer may not purchase but by being in constant touch with him new_customers can 
be developed. 

6. Create awareness among consumer: The customer can be informed at the rig_ht 
time that a particular commodity is in short slock and it should be purchased prompUy or 
else its price may shoot up or. the production may be halted. They could also be informed if 
such quality material will never be available again. The customers could be offered ;m,scnts 
discounts in the saie prices. By way of these tactics the sales can be enhanced. 

7. Allocate a special name to the product: By giving a special name lo the product 
or service and by its sale, its identification becomes easy. The name of the product should 
be unique, attractive and brief. 

8. Advertisement: to popularize a product, there is no better medium than 
advertisement. Through the advertisements awakening about the product in the minds of 
the customers can be created. 

FQr enhancing the sales, advertisements of products are exhibited by which the 
custome~s are indueed to buy the products, The products are delivered to the customer 
through retail outlets or through the retail businessmen. Both the methods are in vogue in the 
markef for promoting sales growth. ~-. 

9_-Artractive packing: The customers get impressed ·by attractive packing. Priority 
of the customer can be changed by way of attractive and go_od packing. As such, attractive 

packing is a must for increasing the sales. 

l 0. Other methods or functions: Some other prominent methods are ru,nated below

(i) To ensure uninterrupted sale of the products and to tempt the new customers 
to purchase the products, it is ideal lo print the nan1e of the business address 
and telephone number on the products packagings. 

(ii) By providing training concerning the usage of the product, sales growth can 
be achieved. 
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(iii) By introducing the products or-service in the market at appropriate tirrie, sales 
growth can be achieved. 

(iv) The seller should not enter into any hot argument with the customers. 

(v) By intmducing novelty and originality in the products and service sales can be 
increased, 

(vi) · For impressing the consumers, new methods and virtuosity are required. 

(vii) For promoting sales mobile stalls, sales centres etc. can be established at other 
than the market, public places like colleges, schools, offices, hospitals, railway 
stations, etc. 

(viii) In case of household products like the incense sticks, bath soaps, washing 
powder, socks, tooth paste, tooth brush, pens etc lo increase sales, salesgirls 
/ salesmen can be employed to sell the products in the localities and colonies. 

SALESA."ID ART OF SELLING 

For successful business or industry, besides quality product something more than 
products or services are required. When a person buys he does not only buy a product, he 
buys a thought, a benefit. He buys on the basis of comfort, safety, health, finance desire and 
acceptability. Behind every purchase, there is nn objective. The entrepreneur shouW know 
exactly what is the ur1derlying objective or driving force behind the purcha,;., made by a 
consumer. Sales can materialize only when : . 

The consumer needs the same. 

Conswner's need is satisfied with the product. 

'The product is easily available. 

• The time for purchasing should be suitable. 

The-consumer is in a position to pay the price. 

Personalconversation talces places between the consumer and the seller. The objective 
of this process is to make the consumer•agrec with some thought process or ideology. 

Personalized sales have some advantages, which are as follows: 

It helps in curtailing the cost of marketing since it is known as to where 
exactly the sale is to be effected. 

It helps in reducing the cost of production. 

It helps in introduction of new products as described or defined by the consumer 
himself. . 

Helpful in enhancing the demand / consumption - by way of selling the 
entrepreneur ends the shyness/ hitches of the consumer. 

It helps to encourage fresh or new buyers to buy the commodities by enhancing 
the person's self-confidence. 

The art of sales process are of the following types: 

L Conduct research: Process of collecting the names Md requirements of would 
be consumers of the company. Classify the consumers based on their urgency and their 
quantum of requirement. The above could be arranged through friends, relatives, satisfied 
consumers, telephone, advertisement, enquiry, survey, commercial contacts or 1hrough sales 

directory. 

2. Evaluation: To gather the knowledge about the consumers is equal to the complete 
knowledge about the product Acquire the particulars of the commodities and also about 
latest research. Try to know about the habit experience and personalized preferences or 
tastes -0f the consumers and about th~ usefiilness of the product 
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A. Establish its relations: 

The first ten valuable words are much more important than the last ten thousand 
words.' The objective of meeting the consumer for the first time by the entrepreneur is 

(i) To create good impression. 

(ii) To confinn the information gathered earlire while doing the evaluation, 

(iii) To prepare the ground for future or further deliberations, 

B. Presentation of sales: 

Following are the important factors related with the impressive presentation in the 
presence of the buyer, 

Reception: A sweet smile helps to establish understanding between the 
consumer and the c'Illreprcneur. 

Attention: The entrepreneur should ensure complete attraction of the would 
be consumer and should focus on impressing the customer for a long time, 

Taste: If the consumer listens to the talk of the seller with rapt anention then 
it can be assumed that he has a taste for the relevant product If the seller 
shows interest in the buyer he will reciprocate by evincing keen interest in the 
product. 

Desire: The seller should create desire for the product among the buyer's, 
This will be possible only when an attempt is made to highlight the usefulness 
of the product rather than deserting its specialties or characteristics. 

Thinking or Thought: When the seller succeeds in eliciting the information 
that the consumer is interested in the product, he should keep in mind that 
consumer's attention is not diverted to !\Qrnebody else's goods. The seller should 
skillfully answer all the questions and queries of the consumer. 

'"'°;,'7•, ":; ' 

Implementation: After being fully impressed, the consumer buys the produet 
, and the seller strikes a deal. Thereafter, the seller has to describe and higblight 
the usefulness of the product. He should brief the consumer about the special 
services/ advantages and about the likely future price revision. By providing 
free samples too the seller can encourage the buyer for purchasing the goods. 

The seller should keep in mind the following points while preparing the sales plan or 
schemes: 

• Prepare the sales plan / scheme. 

• 

• 

Prepare the flexibility as per the requirements of the consumer, 

Cite the example of a satisfied consumer, 

Make use of correct and pleasant words, 

Ensure that the feelings of the consumer are respected and that he is not 
insulted in any manner. 

The requirements and the purpose of the consumer should be satisfied. 

Incite the desire in the consumer to buy and not try to sell the products. 

Do not sell the products but the benefits and thoughts, 

If possible try to speak in the, language of the consumer. 

Try to utilize or exploit the powerful capabilities of exhibitions. 

Today the seller has to face competition while selling the goods. In the absence of the 
competition, the need for sophisticated modem marketing strategies would not have arisen, 
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· The compehtion makes the producer alert about the quality of products and msi,ires him to 
bi;ing imprnvcment iti the quality ofservice. Competition brings in· improvement in the quality 
to produ.cts and services arid encourage~ efficiency. · 

Under the competitive marketing_ the seller has always to remember the following: 

• 

. 

•. 

Always remain acquainted witlr the competitors. 

: Th) .riot have o~er:..Oonfidence in. your products I service.·• 

Do not condemn· ihe competitor's products. · 

Lay stress. on your products : their.sp~cialitics and importance.· 

Reducing the prices is n~t a ·very prudent or only method lo ~g.lit qr face the 
corripeution. 

Do not sell the.product but the prestige. Therefore, try to create an image for 
the product according to the corporate republion. 

• Keep a watch on the product's quality .. 

Keep a check on the_ price and try t~ improve ih~ after sales service.:: 

Entertain cre~tive tlionghts and try to bring in ·novelty in the existing products. 

We have °to believe that m¥ketfog is an exalted function, which gratifies the 
: requirements of a customer in the same.manner as a doctor treats its patient lo regain nonnal · 

h~lth. . . . . 

Understanding of the )\farket and Market P~licy 

Meaning of Market:· The need for aoy product by the peopl~ stayin~ in a certain 
· physical .environment mikes them buy the products. People who possess the desire and 

ability to purchase the·products act as a veritable market for an industry. Every entrepreneur 
sells some product~ to the pe·op\e. Toe·Jkfinition_ofthe consumers of the -futurc·are given 

below: 

I.·· Such people who are. in need of gQ9ds and serviees. 

2. · Such people ·who are able .to buy ·the goods. 

3.. People who wish to purchase the goods and service0 for reselling the _same. 

· They should keep the prevailing CQmpetition in mind. lfthere'are competi.tors in the.· 
same market then they will have to decide whether this market is capable to entertain or 
accomodate other industry. They will also have to decide in whai manner the product / 
service is diffetentfrom that of the others. · · 

Marketing includes different processes or functions wherein producJ brought out by 
the prodric~r is sent to the consumers in different modes. Follo~ing aspects ere cormected 
witll the marketing functions: · 

· Jdentify the customer and ·try to assess their requirements. 

Analyse the benefit~ of competition. • 

• Develop/ expand the prod~ct / service as per the requ'.irement of the consumer. 

The product sbould be made easily available to the customer. 

Increase the production or decide upon ways and meilns to satisfy the consumers. 

Distribution differs from sale. ln.t~e.sales process, the ~ller·supplies the requisite 

material and service to the customer and caters. to his requlrernents .. In the distribution !he 
producer rolls out the .. goods, impressrs the consumer; creates the demand far goods and 
finally sells .the goods. Distribution is much larger than sales process. . 



A. Classification of the Market: 

I. To know the consumer: The market classification is done by splitting the meaningful 
consumer groups or splitting as per the market specialities. 

Physical - district, country, city, densily, climate, etc. 

According to populatio11 - age, sex, marital status, total family members,: 
occupation, incmnc, education~ religion, etc. 

Psychological and Social: - Life style, personality, status of usefulness, 
dedication level, expected benefits, etc. 

2. To identify the needs of the consumer: By classifying the distribution, it is 
easier for the entrepreneur to decide as to what product i service the consumer wishes to 
have. 

3. To ascertain the source from where the customer boys his goods: The 
entrepreneur ought to know the source from where the consumer draws his supplies then 
he has to decide prudently about the changes or alterations required in his products for 
ensuring that the consumer will abandon the old market and start patronizing the producer. 

4. To know as to when the purchases are affected: By knowing about the purchase 
schedule of the consumers (daily, weekly, monthly, yearly, climate based), the producer will 
be in a better position to decide_ ''P'"' the time of sale, when the advertisements snould 
-a~pear ancf t"'11? quarit1mi of goods to be 1,1.J.dc re~1d1ly availahk during a part1cnJar period of 
the yeijr. 

5. How does the consumer buy or what Is the mode or his purchase'! - By 
ascertaining the consumer's mode of payment, lhe producer can evolve the credit strategy 
and decide upon the pricing strategy. · 

B. Market-Survey: ! . 
It is necessary to be abreast with the market conditions if one desires successful 

management of distribution. Periodical market surveys, which will include questionnaire for 
customers should be undertaken. Such an exercise reveals the nature of customer problems 
and dissatisfaction on which the producer can work towards remedial measures and introduce 
new and better products ! service, which will be easily saleb le. 

The market survey also reveals the prevalent condition, inclination or leaning· of the 
consumers, the profitability status etc. Toe change in population, legal progress and the 
local financial progress should also be ascertained. First hand information should be available 
about the competitors, the fresf! entrants and those who had recently quit lhe market. 

It is essential to know the market conditions before preparing the distribution strategy. 
Under this, the requirements according to the customer's tastes, habits, the design, colour, 
image, brand, packing, label, distribution medium, brand packing label, appointment of 
distributors, after sales service etc. arc included. Market estimation and survey of market is 
utilized for framing a marketing strategy and such a strategy invariably turns out to be 
successful and helps in realising the set targets. 

In the words of Stanton, "distribution is a complete technique, wbich is created by 
the coordinated units, connected.with the marketing management, gratification of consumer 
needs~ increase in the productlon etc.'t 

Every market and industry is governed by specific laws and nonns. These laws and 
rules are ftamcd by the market. So, by studying and observing the market laws and reb't.i!ations, 
one can evolve a strong and forceful marketing strategy. 

m,tribution strategy: \;nder the distribution strategy, we bavc to know the group 
of those consumers who are easily appnx,clrnble hy small prcducers. These producers 
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should manufacture their goods ·according to the needs of those.consumers :11ul efforts 
should be made by the company to enhance the marketing functions in the ~me market 
with attractive prices.The producers should ensure !hat the requirements of the· consumers 

are satisfied by virtue of this marketing strategy, which was being done earlier. 

Chder this, the possibilities and benefits will be more. A gooil strategy implies that a 

i small enterpreneur who is unable to operate in a big market, can, by catering to the needs of 
1- _small number of consumers, fulfill their needs. · 

Types or Marketing Strategic~: 

All the buyers or consumers of :i rnr;m;odity cannot be same. Similarly a producer 
can make difference or variation in his marketing strategy. Any one of the three marketing 
strategies drafted below can be adopted conveniently: 

I. Classless marketing strategy- or strategy without discrimination: The 
organization adopting this strategy goes for only a single strategy. Therefore, under this 
strategy, the advertisements too are made in such a way from which one comes to know 
about the equality of majority of the consumers. Under this sort of strategy, focus is given 
to the equal or common characteristics of lhe consumers and such a product is rolled out 
which is liked by all customers. The following points are considered: 

(i) 

(ii) 

(iii) 

(iv) 

Production cost is reduced, because only one commodity is manufacrured. 

Advertisement cost is curtailed. 

Transport cost is minimized. 

Marketing research cost is reduced. 

A producer initially adopts this strategy but after increase in their capacity, they .:ir~ 

compelled to bid good-bye to this strategy. 

2. Discriminatory Marketing Strategy : The organizations based on this strategy 
do not manufacture a siug[e ~ommodity but they produce a variety of goods keeping in view 
the different market probabilities. They also adhere to.multiple strateb~es for ensuring larger 
profit margius. Haviug recourse to such strategies one can cater to the needs of variegated 

customers. 
. . -~ 

By usmg this sort of strategy, there is growth in the quantum of sales and the consumers 
receive their desired commodities. This strategy is customer oriented but it may not always 
be profit oriented, Its profit orientation or motivation depeuds upon the ratio of increase in 
sales in comparison with the costs. 

3. Centralized Market Strategy: The produc~rs who do not desire to tap all the 
markets at a stretch go for this sort of strategy. Here, the focus is laid on any one portion of 

the market at a time. The marketing strength and efforts are made to gratify the customers 
from those areas. This policy can be adopted by those organiwtions which have_ limited 
economic resources. 

By se]ecting the above policv, thP fot111•p cf th~ ,:iit_:r1nl1,atmn Jependfi Oil o~~ 2i~1gk 
market In case, the selection of market pro\'es wrong, the very existence of.the nrganizatiun 
is jeopardized. 

How to selecl lbe marketing policy? -The selection of the marketing strategy 

, can be made by talcing into account the following factors: 

1. Competition: Whatever policy is adopted by ihe rival producer the same policy 

can be adopted by Hie new producer for ensuring that he can achieve success. 

2. Customer Equality: If there is equality between the customers concerning their 
needs, pn;fen,nces. mcentives then ideally, they should go for the disc1in1inatory strategy. 
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which should prove more fruitful. But if the conditions are opposite viz. if the cusiomers 
differ in their preferences and needs then different strategies are advisable . 

. 3. Life span of a product: There are three stages in the life cycle of commodities.' 

(i) Incipient (ii) Pro~'Tessive (iii) · Maturity 

When the item is·in the incipient stage, it is advisable to follow an indiscriminatory · / 
policy. In case the commodity is in the progressive stage, it is ideal to adopt the centralized j 
policy and for the last stage, one should b"' for the discriminatory policy. I 

4. Fin.uncial Resources; lfthe financial resources are sound or good, olle can have 
discriminatory or indiscrirninatory policies. But if the financial constraints arc visible, then 
we should decide upon the cenlrlllized policy. 

5. Government Policy: Government policy is also instrumenral in playing a role as 
regards the decision about the marketing ·smtegy. Like the governmental instructions regarding 
distrih1tion of a product by the producer should be carried out without any default or 
hesitation or.failing which action will be taken against the defaulters. 

Under .the marketing programme, we have to keep a watch or observe four cruciaJ 
aspects. These arc (a) product and· service (b) pricing decision ( c) distribution (d) promotion. 
The distribution admixture is used to show how the producer can evolve a complete and 
comprehensive distribution programme by mixture of the four aspects inferred to above. 

(a) Product / Service: Some requirements of the consumers should be·catered by 
way of supply of products. The type or production method does have a bearing on the 
distribution metl1od. The product should be o(lofty quality. Low-grade product manufacturers 
will be only able to sell the same for a short while but in the long run, they will not succeed. 

(b) Price: lhis is tbe cost of the product. lhere are three methods of fixing the price: 

(i) Cost based assessment: When the manufacturing cost of a product, sale and 
profit are studied and the price is determined: 

(ii) Based on demand assessment: Wherein the product is sold based on the 
demand for the product. The prL•:luct which is in greater demand is priced 
more and when the demand is low, the price is lower. 

(iii) Assessment based on the competition; If the product is slightly different 
from the product of other producers then the price can be a bit higher. The 
company should determine suitable price which will bring about enhanced 
sales resulting into reasonahle profits. 

(c) Location/ Distribution: How and where the producer deliver his products to 
·the customer. Things to be noted (I) To deliver the products (2) Transport (3) Sales location 

(4) Facility for accumulution (5) Cost. 

The products can be sold either directly through retail outlets or on wholesale basis. 
To make use or have recourse to the mediator should be decided upon with care and proper 
thinkipg, because it Iyf!Uires money. Tlie consumer will have to pay more amount as the 
marketing chain goes On increasing. 
i . '. 

(d) Give promotion: Th·e distribution of product or service depends upon its 
promotion. For creating the demand for goods and ensuring the taste for the product, 
following experiments can be tncd. 
I • 

Advertisements in the newspapers, posters and radio. 
,: 

Exhibition of gooos outside the shops. 

Proper display of products inside a shop. 

Giving free .samples and gift items. 

!'( I 
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Use of banners and the sign-boacds. 

Door to door publicity. 

CONSUMERMANAGEMENT 

There were times when the consumer was treated like a king but in today's competitive 
era, the consumer is looked upon as a god, This is not very appalling be,;au.se the objective· 

or target of any industry,.is the end user, viz. the consumer. The industry may try their 
utmost to eammore profits hut this is not possible without active support or involvement of 
the consumer. lf the consumer does not purchase the products and services then all the cost 
of production, technique and capocity employed in the manufacture wilt prove in vain. 
Therefore, the ultimate aim of the company is consumer salisfacti9n. 

According lo Mahatma Gandhi, "The conscmer is the most important guest from 
our neighbourhood. He is not dependent on us. We are dependent on him. He is not a hurdle 
in our work. He is the objective of our function, He is not a strao)ler in our neighbourhood. 
We are not obliging him by helping him. He is obliging us by allowing us to render service to 
him. 

The search for the consumer is an important aspect of I.he distribution. This is calkd 
as far-sightedness. We should be aware as to where we should go, whom to meet, what is 
to be done and wbal is to be said. 

Actually before becoming a cons ... mer a person or organization is called as a source. 
The source who purchases our goods becomes a consumer. 

(a) Search for source: Collect the names of persons or societies wherein there is a 

probability of becoming consumer. 

(b) Suitable sonrce: For becoming a future co· ,umer, the person must have the 
need for the product, wealth and the right to purchase the product. 

(c) Classification: The classification of future consumers are a necessary step. The 
classification should be done based on thei,· need, priority and the quantum of purchase. 
Those consumers whose need is urgent and are bulk-purchaser, should be placed in category 
one. 

Contact with the people, advertisement, employees, enquiries, survey, 
commercial links, directory, etc. are the essential sources for knowing out the future 
consumers. 

To boldly face the competition, the producer not only has lo look out for new consumer 
but he has to do this much before the other competitors. 

To win over the trust of the consumer: 

After establishing contac1S with the consumer the important aspect is to win over the 
faith of the consumer. To win over the trust oflhe consumer the main thing is contact, faith, 
action or service. TI1e company ought to do as follows: 

lbe dealings should be positive. 

You should always remain happy and should spread the joy and happiness. 

Almost 89% of consumers hope for a smile. Greet them with your smile and 

open heart 

·Put yourself in the place of the customer and think on their behall. 

Show respect towards the consumer. 

Address the consumer by their name only: give them more importance by 
using the word 11you'1 more often rnther than 111'' d1.J.t)ng the discussion. 

I 
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When the consumer is willing to buy the goods from you he 1s reposing faith 
m you. Be faithful and trustworthy. 

Rather than highlighting the specialities of your pr~ducts, narrate theu 
advantages. 

• Remember, only the consumer is profit and tte rest is all cost 

Present the products before the consumer as per their liking and laste. 

For winning over the consumer, respect his feelings and thinking. 

Keep the consumer In trust. 

After establishing contact with the consumer, the person has to establish pennanent 
relations with the consumer. Some factors helpful in establishing strong relations are : 

AUow the consumer to control or monitor his t.liouglits. Respect his stand and 
understanding. 

Try to satisfy the consumer's need by your products. 

Display truth.aad faithfulness towards the consumer. 

Try to solve the complaints of the consumer. 

Provide a feeling of safety to the consumer. 

Listen carcfuUy and with rapt auentioa whea the consumer is talking. 

Pleasant after sales service will enable you to enhance your sales. 

Secure the trust of the consumer. 

Try to understand the. feelings of the consumer. 

A satisfied consumer is your most powerful advertisement. 

• The consumer i6 always right, do not argue with him. 

To secure a new or fresh consumer is 6 times costlier than to maintain the old 
customer. 

• Do not show negligence with the consumer. 

Deal pleasantly with the consumers who a:e short-tempered and adanunt. 

1be company has to satisfy the demands of the consumer by suitable and 
prompt actions . 

. Keep on reminding and impressing the consumers. 

Keeping in view tlie need and en_thusiasm of the consumer, the products arc 
manufactured and the nature of its packing and brand name is finalized. , 

The income of the consumer, education, employment, age and his financial stams bas 
a bearing on the distribution plan. If there are clumges in them, then there are changes in 
their dealing. Not only the distribution norms are to be altered but the entire frame-work of 
)he marketing scheme is to be changed. 

The ever-changing fashion of the consumer has an impact on themethods of distribution 
strategy . .Newer commodities are produced and placed before the consumer. 

Important facts for consumer management: 

l. It is necessary to know the mentality of the customer. 

2. You should recogniz,: the requirements of the consumer. 

3. It is possible to know about the expectations anrl the needs of the consumer by way 
of market surveys< 

I 
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Information to the consumer about product utilization shou.ld be provided. 

5. The seller should establish pleasant relations with the consumer. 

6. The ·consumers get or impressed by the brands. Nowadays, Indian consumers are 

seen to be more drawn towards the branded company goods and their advertisements. 

7. The consumer pnrchases the goods after. receiving the guarantee of the goods. 

8. The consumers tend io make their purchases in particular-shops solely owing to the 
fact that they receive decent.treatment in that particular store. 

TIME MA.'<AGEMENT 

Time cannot be stored or preserved·. As the days roll by we lose the time. At the end 
of the day, we are not left with any spare time for use. All the.entrepreneurs have to make a 

very prudent time management schedule for utilizing the available time in an effective manne,r. 
Time mana.,>ement proves to be very helpful. By planning the schedule, the entrepreneur can 
reap huge b.endits. The various methods to make optimum use of time are to assess the 
target or objective, to fix the lime limits and to allocate specific time for each process. 
Creativity, capacity to solve problems and search for opportunities is very crucial for the 
entrepreneurs. Therefore, the entrepreneur ought to set as,ide time to work on such 
procedures. 

·The functions and targets which the enterpreneur consider are very crucial should be 
completed or achieved on priority basis and for this purpose, time is the most powerful and. 
potent tool which needs to be handled with utmost care. There is no choice whatsoever 
between saving the time and spending the same. Time is the.most,valuable asset of the 
entrepreneur. 

One must know the three main words of the time managcm;,nt :-

L Having information: The entrepreneur must know what needs to be done_ 

2. Selection of work: The entrepreneur has to select the most important work from 
· among the multitudes of work 

3. Proper utilization of time: 111c entrepreneur, should perform his functions within 
the time frame. 

An entrepreneur, as a successful time manager, should evaluate each of his 
entrepreneurial functions deriving maximu·m benefits within the invested time period. 
According to the relevance and importance of the functions, the entrepreneur divides the 

,intestcd time and determines his perfoirnance according to its importance. The chiefobjective 
of time management is to make optimum use of available time in a planned and justifiable 
111anner, 

General definition of time management: "For comm.ercial organisations, time 
management means maximum achievement of targets within minimum time." 

Importance of Time Management: Time is very import.nit becallse tin1e does :::ot 
wait for anyone or anybody. The lost weallh or the spoilt health can be rq,,ained but :.he time 
which has rolled by and lost can never comi, back. TI1erefore, one important principle of 
1nanagcmcnt is . never postpone today's work for tomorrow. 

Time management is such a key that by understanding its importance one can run in 
the dlfcction of success. The entrepreneur who respects it, experiences that success comr:s 
and knocks at his door. 'The success of many Indian and foreign industrialists can be attributed 
to their well planned time management owing to which they have achieved top and lofty 

positions. Because of time management. there is industrial growth. It isby_ virtue of efficient 
tirnc manage1nent that several entrepreneurs have reached st the zenith of progress. 



Important points of Time Management 

Time and Cupacity: The entrepreneur should realistically evaluate his capacity before 
trying to understand the time management. He should rightfully evaluate his capacity and 
ability as to what he can do, perform 6r achieve. The above evaluation needs to be undertaken 
ruthlessly and impartially for ensuring that a true and real picture should come out about his 
ability to perform. 

Time and Ease: Time management should not be done with tension but with ease 
and enthusiasm. Rather than time management, the entrepreneur should undertake self
management in such a manner that time management is automatically done. 

Suitability of time: One crucial principle of time management is suitability of time. 
What exactly it means is that we should perform the work at the right time. 

Use of Time: One important focal point of time management is that the time should 
be utilized as per the requirement The entrepreneur should use his time as per the necessity 
and requirement. He should draw out a scheme or chart for his functions and decide the 
priorities accordingly. 

Time and Opportunity: In busmess, the opportunities come occassionally and at 
times prove very fruitful and P"-'POseful. A successful entrepreneur utilizes these opportunities 
on rime. 

Time Planner: To accomplish commercial targets the entrepreneur should prepare a 
time planner, date wise and time_ wise, in which when, what, why and how a work should 

· be completed. It should be ensured that the work is performed according to the prepared 
time planner, then only time will be fruitfully utilised to achieve the set target, · 

Psychology of Time: Time too has a psychology because genuine effort is essential 
for optimw,1 utilisahon of time. Hence time is considered as a mental make-up. Every job. 
segment should be done, with complete devotion and attention, then ouly entrepreneur can 
achieve success. 

Time and Co-operation: It becomes essential for time management that the entre
preneur should set aside his personal whims and ego and learn to co-operate with others, 
and so take co-Operation of others to achieve the set goals. Without the spoil of co-opera
tion, nothing fruitful can be achieved. Co-operation ofrighfperson at rigtit tinw will deter-'. 
,IlUne efficient time management. 

• ." CC, \ ' , 

· . : Important tb,ings about time management: 

An entrepreneur needs to pay attention on the following points related JJVilh the time 
management 

I. A manager should always be focussed towards the set goals. 

2. Complete and thorough evaluation should be done about each information. Or else, 
there will be waste of time when that information proves wrong. 

3. · One should divide one's work on the basis of priorities, so that works will be disposed 
off according to priority. 

4. Material required should be made available without any delay, failing which the 
production will suffer. 

5. The manager should maintain a time-table of his diurnal duties. 

6. 

7. 

No decision should be taken hurriedlv and in a hatch potch manner because of wrong 
decisions, tirings might move in the ncgati ve d1rection and progress will be_1eopardised. 

The work among the employees should be carefully d1v1ded suitably according lo 

their qualification and experience to derive good results. 
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8. 
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While dividing the work schedule, care should be takeo to examine and measure the 
skill and capacity of the employees and the work should be entrusted to skillful and 
efficient persons. 

Before icttruducing a:iy new seheme or before taking any crucial decision, 011e must 
seek :he opinion of the colleagues. Thus, through e:Jcctivc time management a skilled 
manager not only enhance his dynamisn, but also undertakes effective management 
of his company. 

· f3rective Time Management: 

· For an entrepreneur, meaning the adverse effec1s of ineffective tlme management is 
an assigned task of the work agreement, which reflects on the efficiency and capacity of an 
entrepreneur. Time management is very essential to complete_ any agreement. 

Problems arising out of faulty or wrong time management. 

Delay in delivering the products and services. 

Laziness or tardiness resulting into clissatisfactioo of the consumers. 

Owing to delay in the time schedule, the customers will desert the organisation 
and stop giving orders. 

Wastage of the resources. 

Important Qne,tions for Examination 

L What is meant by marketing'? 

2· Explafrl the nature of marketing. 

3. Explain the importance of marketing. 

4. \\'hat is meant by consumer's behaviour? 

5. What is the importance of consumer's behaviour? 

6. Deseribe the economic factors affecting the conswner's behaviour. 

7. Define marketing. Explain its nature and functions. 

8. Define marketing? What is the importance of marketing? 

9. Define marketing. Describe the various coru:epts of marketing. 

I 0. What do you uoderstand by time management? Describe the importance of time 
management 

I 1. What is the meaning of time management? Explain the main features of time 
management. 

12. Describe the importance of time management. 

13. What is trrne management? Explain the tecbnique of time management. 

••• 
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REGULATORY INSTITUTIONS 

An entrepreneur has to perform several functions and secure the co-operation from 
various departments during the process of establishment of bis business. For encouraging 
the expansion of small scale industry many. corporations, societies and deparane~ts are 
operating in Madhya Prodesh which provides !hem valuable facilities at various junctions 
concerning setting up of rndustry. Added to this, there exist several regulatory institutions 
from which the cntrepreneui has to get appro\'al or No-Objection Certificate. Though there 
are numcrollS departments frc,m which the businessman receives co-operation a~d facilities 
of variegated nature, we arc describing below some specific corporations, societies and 
departments which cater to the needs of prospective businessman. 

Following are the principal societies providing the requisite co-operation: 

(1) District Industries Centre, (2) Pollution Control Board, 

(3) Food & Drugs Administration, (4) Electricity Department and 

(5) :'.',!agar Nigarn,Municipality. 

(1) District Industries Centre 

The district industries centre is called the pivot of any forthcoming industrial venture. 
No small scale industry will come into existence without the co-operation of the district 
industries centre. The district ind.ustries centre plays a vital role ranging from grant of 
approval to the establishment of an industry by way o( assistance of diverse nature. lt 
provides various types of help, facilities; approvals, sanctions, etc. to SSis. 

Meaniog and Delinition of District Industries Centre 

The district industries centre is a district level society. The 1997 lana!a Government 
had laid stress on the expansion of small scale wid cottage industry and the government had 
proclaimed that "District Industries Centres wtl! be established in the district head quarters". 
This society has since,been catering to the various aspects relating to the establishment of 
business and expansion of all small scale units. This society looks after the finance and 
credit, rJW materials, licenses tools and machinery, technical consultation, marketing of 
finished -goods. ~-'Drious government concessions and other facilities. The entrepreneur is 
able to avail 111 the facilities under one roof. Owing to this phenomenon it is also termed as 
single Window Concept. 

Various luminaries have aptly defined the District Industries Centre as follows : . 
I) According to Dr, M.N. Upadhyay, "The district industrieS' centre means single 

agency for making available are the support and facilities to the entrepreneur under one 
roof'. 

2) According to Vasant Desai, "The district industries centre" is an institution at the 
.district level, which provides all the services and facilities to entrepreneurs at one place so 
that he may set up small and village industries". 

Thus, it is apt to mention that the district industries centre is known to help the 
enterprising people at district level to establish all sorts of small scale and cottage industries 
by providing them the requisite technical know how and necessary assistance and facilities 
under one roof Tirrough the good offices of this society all the agencies providing the 
various facilities, like the small scale Corporations, Handloom and Village Industries Board. 
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El.;tricity Board, Minerals Deveiopment Col]loration, Industries, Directorate Finances 
Corporations and Industrial Development and Village Industries Board, the services of which 
are made available under one roof. 

Objefts of District Industries Centres: 

Jbe establishment of district industries centre was made by the government for 
fulfil!Jrient of the following objectives: 

;, l) 

~ 2) 

3) 

4) 

5) 

To encourage industrialization in rural areas. 

For implementing government industiral policies at the district level. 

For making an attempt to identify prospective entrepreneurs. 

For imparting industrial status to the local handicraft industry. 

For promoting employment opportunities at the district level. 

6) For establishing "district industries bureau" with a view to provide the entrepreneurs 
industrial lill,rature and information. ,. 

7) . For development of small scale industry and cottage industry. 

8) For ensuring S11Ccess of fue various industrial schemes of the government. 

·'9) For providing essential services under a single roof to the enterpreneur for the 
establishment of small scale, village and cottage industries. 

I OJ To finahze the program based on local resources for the development of Industries at 
lhe district level. 

11) Forprovidingneccssary finance, raw malerial, machinery, land and marketing facilities 
for the produced goods, 

12} For providing technical training to small entrepreneurs. 

13) For providing requisi~ guidance to the fresh entrepreneurs regarding establishement 
of new projects. 

14) For the development of the industrial infrastructure like the roads, electricity, water 
supply, transport etc. 

15) For rejuvenating the .sick units and _solving their problems. 

l) 

Characterislic., of District Indmtrie, Centre: 

Th~ district industries centres are established under the a~gis of Central Government 
planning and assistance by the State Government As a whole, it is a government 
organisation. 

2) The district industries centre administrative office houses variotJS departments, societies 
and ·corporations whic:i provide the entrepreneurs numerous facilities all under one 
roof. This is a ccnlilil government instititution. · 

·3) The D.I.C. is established at district level. Jts office is situated at fue district head 
office. This takes care of all the small scale and cottage units and helps them in its 
establishment and expansion. This is a district level institution. 

4) 

5) 

6) 

7) 

The D.l.C. is a coordinating society which ftmctions as a strong coordinating agency 
between the variou~ dep~ents. 

The objective of_variou.s D.I:C. is to render help to the already established industrial 
units or the units, which are in the process of being established. 

The D.LC. implements the central goverm11cnt programmes like rural programmes 
and self-employment schemes, in lhe fom, of units. 11ms, the success of govenuneut 
progril.Il1S depends on it lo a large extent. 

1be D.I.C. is a society designed to bring abont a trnnsformation in the social values, 
industrial and farming sector. ;_ 
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1) 

Importance or District Industr.ies Centres : 

The primary importance of the D.l.C. is liqked with the indu~trial dc~elopnu;nt of the. 
districts for the establishment of new business units, increasing .employment potential, 
by proper utllisation of available local resources to increase the in~onie potential of· 
the district and to bring prosperity. D.LC. plays an important role iri development"o(. 
the district ' · 

2) The D.LC. plays a valuable role in conducting the econo[!]lc surv~Y. of each district 
with a view to measure the industrial development potential of the district. They draw 
the development schemes keepi~g in view the needs and requirement of a particular· 
distr•ict 

3) The D.I.C. Constructs industrial colonies in the districts and develop infrast:nicture 
by construction of roads, electric supply, water supply, banks, and transportation 
etc. 

4) The D.LC is instrumental in encouraging the prospective entrepreneurs. By offering 
the requisite knowledge about the raw materials, facilities and guidances. they tempt . 
the entrepreneurs to go in for establishment of new business ent~rprise. 

5) Upliftment of backward classes: the D.LC. strives for the betterinent of backward 
classes, weaker and invalid sections by generating employment opportunities for them. 
By providing requisite loans to them they are attracted to establish dec~nt business. 

7) Tue government is able to 1rnplement its industrial projects, schemes through the 
D.LC. 

8) Several sick industrial units are revived through lhe good offices of these centers. 

9) 

They revive the loss making units and rejuvenate them by providing them the much 
needed loans. 

These centres enhance the self employment opportunities by helping the unemployed 
people and similarly arrange for the expansion of the local industries improving there 
by prospect the employment opportunities. 

Organization and Administration of DIC• ceolTes 

The DIC functions under the directives of the state indu;trial directorate .. Every Die' 
has a general manager as its chief executive. There are seven functional managers working 
under the control of the General Manager-

I). Economic Survey Manager. 
" 

2) Establisbment Manager 
tii. 

3) Advisory Manager ,,. 
4) Credit Manager :" 

5) Raw material and Marketing Manager 

6) Technical, Mj,chincry and Training Manager 

7} Khadi, Hanclloom and Rural Manager 

Every manager is answerable to the general manager. The state government is 
empowered to reduce or increase the number of managers. \n February, 1981, the central 
government had taken a decision that only four fi.mctional managers would oe appointed in 
place of the then existing seven functional 'managers. The said managers will be rrom the 

following areas: 

I) 

3) 

4) 

Economic Survey. 2) Credit facilities 

Rural and cottage industry 

Raw materlal! trajning J marketing i infrastructure facilities. 
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In addition to the above mentioned functional managers, provision for the appointmeat 
of maximum three project managers, five district industries officer, industrial promotion 
manager at block level and addilional staff depending upon the need and magnitude of the 

. DIC have been made. A brief description of the function of ihe above mentioned officers is 
furnished below: 

I) General Manager 

He is equivalent to the joint industries directorate of the state. He establishes coordination 
bdween the different functional managers. Given below are some of his principal functions: 

l) To be responsible as the chief administrator of DICs. 

2) To recommend the appointment of functional and project managers. 

3) To establish co-ordination between the functional and project managers. 

4) To safeguard the rights and responsibilities while exercising the administrative and 
lhe financial prerogatives and responsibilities. 

5) To frame the plans for industrial progress of the district and ensure· its implementation. 

6) To implement various government schemes and policies. 

II) Jt'unctional Managen · 

Four functional managers work under the control of the general manager. These are 
of the level of deputy directors. 

I) 

Following are the chief functions of the managers of differenJ areas: 

Functional Manager• Economic inYestigation: The chief function of this manager 
is to conduct economic surveys with a view to assess th~ possible economic 
<levciopmenl of particular district Based on !his report, pertaining ·10 the potentiaL 
development of industry are designed. 

2) Functional Manager• Credit: This manager works towards bringing co-ordiuation 
· amongst the various financial institutions apprising the potential entrepreneurs about 

the various financials scheme in operation, to verify the loan proposal forms and to 
reconnnend financial aid to the sick industrial units. This manager also looks after !he 
scheme for distribution of subsidy. 

3) Functional Manager- Villiige and cottage industries: This .. manager helps the 
handloom and handicraft industry and arranges for the training of the artisans of 
khadi, village handicrafts and cottage industries and helps finding solution to their 
problems. The onus of implementing the various schemes evolved for the benefit of 
the village industries and the workers lies on the shoulders of this manager. 

4) · Functional Manager- Raw materials / marketing / machines, equipments nnd 
training / infrastructure: These managers are responsible to procure raw material, 
machinery and other appliances, training and providing fundamental facilities. They 
study the marketing problems faced by small units and look after !he research and 
development. Organizing sales promotion, solving the production hassles of the 
entrepreneurs. to locate the sources for procuring the raw materials, machines are 
·also assigned by them. They organise sales exhibitions, melas and fairs for marketing 
the fi11isl1ed products of small industries. 

III) Project manager-

' Every D.I.C. can have maximum number of three project managers. The.se managers 
are of the level of deputy director. They are appointed keeping in view the industrial 
requirements of the district. Wilh a view to render valuable co-opemtion in ,he functioning 
of D.I.C., numerous committees, district industrial bureau, sub tlistrict centres and village 
marketing centres ar~ established. 
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Functions of DICs 

'foe D!Cs perfomis funciions of variegated nature which could be split up in the 
following three categories: 

I) 

I) Development functions 

III) Other functions 

Development Functions : 

II) Administrative functions and 

The DIC encourages the establishment of industries, its development and capital 
formation in the distiit by creating employment opportunities, income and capital, fonnation 
the DIC performs the following developmental functions in the district: 

I) They study the size and condition of the industries located in district and prepare 
actions plans on the basis of collected data. 

2) They examine and analyze the mineral resources, water supply, power supply, human 
resources, labour, communication, land etc. available in the districi. 

3) They promote pro.spective entrepreneurs and encourage them to establish new units, 

· 4) They undertake the study of subsidiary industries. 

S) . They provide the relevant technical information and adequate training to the 
entrepreneurs: 

6) They secure requisite loans from the banks and other financial institutions for the 
entrepreneurs. 

7) They prepare the feasibility report of industries 

B) They establish Industrial co]o'lies and ensure that the requisite facilities are made 
available. 

9) They establish the raw material centres and public facilities centres. 

I 0) Marketing strategies are evolved keeping in view production schedules. 

Iij Administrative Functions: 

The D.I.C. also undertake the managemenl business function related with the industires 
located in their district, which arc as follows: 

1) They work towards implernentation of the schemes envisaged for development of 
the Industries. 

2) Temporary or permanent registration of the small scale units and work towards their 
revival. 

3) 0r!'Illlizing industrial conferences and meetings. 

4') Proper distribution of subsidies and loans. 

5) Arrange for effective distribution of land, raw material, plant and machinery for the 
industry. 

6) To locate and examine the problems of the entrepreneurs and evolve ways and means 
to sort out their problems. 

7} Organizing exhibitions, conferences and hav~ recourse to other publicity avenues for 
the people about various guidelines and formalities governing the establishment of 
new industries, 

8) Sending recommendations to the banks for selection of the entrepreneurs under the 
self-employment schemes, 

9) To locate or hunt out sick units and provide the requisite assistance and guidance for 
their eventual revival. 

!' 
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l 0) To ensure effective co-ordination amongst the various departments, societies an<l 
agencies concerned with the industry. · 

111) Other Functions: 

IJ 
2) 

3) 

4) 

5) 

6j 

7) 

&) 

Several other, functions of the DJ.C. are enumerated below: 

Offer co-opcraton jn the preparation of.project report .. 

To render help_in securing financial aid._ 

To offer management aod technical counseling. 

Tei procure the 1rn·ow-how as regards the co-operative regulations and schemes. 

To solve the marketing problems of the industry, 

To provide cooperation in implementing industrial policies. 

;f,q help the economiciill~ backward classes to secure loans, subsidy and requisite 
~ining •r,-t'.~~;? .,. · . · . ,. · · · 

To safeguard the skill~ of artisans of the handicraft 1,y providing assistance of different 
~. , ,types to the handicraft industry. · · 

9) · To solve and remove the multiple problems and hurdles affecting the entrepreneurs. 

10) To co-operate with the entrepreneurs in fulfilling various formalities in compliance of 
· the rules and regulations. 

l) 

2) 

J) 

6) 

7) 

Problems or Weaknesses of DICs : 

The prominent problems and drawbacks following are of the DlCs: 

Absence of Comprehensh:.~- Pi,;ns : t'resently, in addition to the district industriaf 
p,mgram1ne, many more government schemes of dlffeient nature are operating 
concurrently, viz rural anisan plan, rural industrial plan, district credifschcmes and 
self employment schemes. Besides the D.I.C., lead Bank, hand loom aod village industry 

board are funclioningtogetber. Nevertheless no specific plan envisaging ~omprehensive 
industrial growth has been framed. 

Predominance of Bureaucracy : Majority of the manag,,rial staff fro.;. the CJ.C. 
are officers from the administrative service category who work on the basis of the 
deputation. Bureaucracy is seemed to be rampant amongst the civil service officers. 

Shortage of Staff: The D.l.C. is not yet fully staffed. Some top positions are still 
not filled w_ith _creative and skillful managers and efficient project managers. 

Shortage of Trained Staff: It is a matter of common experience that majority of the 
Ii.LC. s_taff come from different departments on deputation. But these employees are 
not properly groomed to follow the administrative policy of these centers and 
consequently, nobody is in a position to work efficiently in these centers. 

The D.LC. officers are not given a free hand and they are not conferred with extensive 
powers, Most of their rights are limited and restricted to only recommendatory-nature. 

· · f'or ~ecuring the final approvals, the files are sent to top officers. This invariably has 
. an •~verse effect on the administrative skills of the staff 

Financial Problems :The D.l.C. is not in a position to provide adequate capital to the 
small industries. Then loans granted other than those recommended by the credit 
managers are very inadequate. 

Marketing Probkm, :Owing to the limited resources and theiionslrainl6 the nnishcd 
_goods of the small scale uuits' are not of high quality. Aoded to this, thefr publicity too 
is very much restricted. Consequently, the D.1.C. ha, not hcen able to perform and 

con(ributes little to market tht: goods produced from the smull-scalc umts. 
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8) 

9) 

Lack of infrastructural facilities: The DJ.C. does noi'have the requisite material 
in adequare measure. They are unable to procure the raw material at competitive cost. 
The formation of industrial colonies and electric suP,ply, communication, transport 
and such other facilities are found wanting. The D.l.C's efforts towards fulfilhnenl 
of the above requirements are not successful owing lo the reasons elaborated above. 

Lack of Co-ordination : The role of DIC is of co-ordinating nature. However, in 
practice it has been observed that they foiled to establish good co-ordination among 
different departments and corporations. ,. ·• 

I 0) Absence of Effective control: The objectives ofDICs ha:ve not been clearly defined. 'I, 
Moreover, the targ~-ts· are not determined on a definite basis, because of which effective · r 
control is not exercised on its fun?tioning . 

. SUGGESTIONS FOR TIIE SUCCESS OF DI Cs: 

Followjng suggestions could be offered for ensuring improvement in the functioning 
. -

of the D.I.C. and render it more effective: 

I) 

2) 

3) 

4) 

Suitable and trained employees should be appointed in the DJ.C. 
_:: , 

Adequate staff should be appointed. 

Prompt arrangement should be made for providing administrative buildings for th'l_ ': 
D.I.C. . . ' '-;' 

" . ., ~ ' 

Integrated plans should be prepared for achieving proper coordination of the numerous 
schemes. 

5) There should be organizational changes in the D.I.C. Focus should be laid on the 
appointment of the exp ens. 

6) Extensive powers should be conferred on the D.I.C. officers and their scope should 
be enhanced considerably. 

7) 

8) 

9) 

10) 

2. 

Depots for raw material should he established and the finishect' goods should get 
ample publicity via exhibitions and festival welas. , 

Bold and enterprising development plans neJl!L!o be devised for searching and identifying 
. ·• -·"1 ,· {~'I; ' 

the potentl;,l entreprefieurs. . • ·· ; ;;,~.,., .. 
'- . ""' \- - ·-~,:-, . . ,_ . ., .,, 

The working or operation of the DJ.C. should be properly controlled or managed. 

The proje~ts ana' various survey reports should be made available to potential 
entrepreneurs and the Labourers workers. 

Periodical meetings and conferences of the labour ministers and secretaries of the 
various states should be held for ensuring close evaluation of the problems plaguing, 
the DI Cs proper planning should be made to find desired solutions to the problems 
ailing the DJCs and the fruitful suggestions he implemented. 

Pollution.Control Board 

Clean enviromenf is the most crucial necessities of human life. For preserving the 
c;w<,mnenl and eradicate pollution, the government has taken many steps. Within the 
framework .it these anti-pollution law, the government has ~=ted several .laws. Within the 
framework of these laws, anti-pollution and control boards were established by th~ central 
and state governments. The foul smelting effluents discharged by the fuctories, the smoke 
expelled from the exhaust chimneys, poisonous gases the residue material renders the 
surrounding atmosphere poisonous. TI1e board tries to control the industrial pollution. 

Keeping all these fuels in view, Madhya Pradesh gov·emment constituted Madhya 
Pradesh Pollution Control Board in September 1974 by invoking water (pollution control) 
/\ct, I 974, the responsibility of safeguarding, the said Bye-law was entrusted with the Board. 
Air (pOllutiou control a.nd regulation) Bye-law 1981 came into effect on 16-05-1981 and 

. .· ·, .. 
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after its publication in, Gazette during September, 1983, the Madhya Pradesh Control Board 
was made responsible for its implementation and upkeep. For enabling the board to execute. 
their responsibilities in a proper fashion, regional offices were established. 

Presently, the board· operates through its head office located in Bhopal and through 
ten zonal offices. Though every industrial unit does not emit hamiful effluents, majority of 
such units discharge some sort of pollution causing material. For safeguarding public interest 
and safety, it is imperative that urgent steps need to be adopted for controlling such pollution. 
lt is incumbent on the part of industrial units to obtain certificates from the Pollution Control 
Baard vouching for the harmless nature of their effluents. They should specifically assert 
that the residual material of their factories are pollution free and that the material has been 
chemically treated so as to render ii perfectly hannlcss. 

Enumerated below are the principal duties and sanctions of the Pollution Control 
Board. 

I) Devising effective schemes for controlling air and water pollution and ensure their 
effective implementation. 

2) 

3) 

4) 

5) 

Counselling the state government as regards effective ways and means. for pollution 
control. 

To provide technical assistance and guidance concerning effective measures to be 
adopted for pollution control. 

To enlighten the masses and general public about the schetncs relating to pollution 
control. 

To collect the statical figures concerning tl1e pollution and have the figures duly 
published. 

6) To organize for the supply of appliances meant for sewage cleaning 3Qd disposal of 
the industrial residual discharge. 

7) To caution the state government about the potential pollution spread out of certain 
industries about their location and establishment. 

S) To frame st,mdard nonns about water and air quality or status in consultation with 
the government and make an attempt to improve the same. 

9) To involve and develop new techniques for effective treatment of sewage industrial 
effluents and air pollution, 

I OJ Assessment of the pollution control centers from the state in accordance with the air 
(pollution control) Bye-law, 1981. 

11) lb conduct research regarding pollution control. 

12) To introduce effective remedial measures for the idle water tTeatrnent plants, pollution 
control appliances, pollution control traininS? etc. 

Besides this, the board performs the regulatory functions. By these regulatOJY functions, 
· the board compels the industries discharging polluted material and harmful effluents to obtain 

the approval of the Board before commencements of production except the 102 industries 
which are exempted from obtaining such approvals. All industrial units are required to submiL 
an application in the board's office with the following photocopy of documents For securing 
the approval of the board with regard to the water supply or air. 

I) 

3) 

5) 

Site pllln of the unit 

Project report 

2) =Layout plan 

4) Names and address of the dm:, tors 

The proposed registratmn or. DGTD license from the DIC 



6) Process Flow Chart 

7) Map of the river or nala flowing in close proximity of the industrial unit meant for 
effluent discharge (The industrial map should provide the air disposed centers) 

8) Proposal for purification of polluted water and proposal for control of air poliuticm 

9) Topographical J\,iap_ 

10) Draft in name ofsecretary, M.P Poll,ition Control Board, Bhopal towards the fee for 
renewal or approval. 

1be proposal is verified and examined· as. per the particulars furnished in the application 
like the main produetion, production capacity, production process, quantum of water and 
air pollution steps taken by the industry to keep the pollution in check whether the disposal 
of the effluents will be carried out in conformity with the prescribed norms, etc. Upon 
satisfactory confirmation evidenced from the verification of the proposal fom1 and measures 
adopted for controUing environment pollution, the requisite approval is issued subject to 
eertain terms and ·conditions. · 

1be decision pertaining to large and medium scale industrialists are taken by the 
Bhopal Central Office whereas the decisions relating to the small scale industries are taken at 
the zonal office. The Board office issues approval for a period of one year to ihe new 
industrial units from the date of corrnnencement of business, keeping in view the prevalent 

· Bye laws governing the water supply and air pollution. Before the stipulated deadline, it is 
binding upon the industrialist to make an application mentioning there m the efforts made to 
comply with the rules, regulations and conditions stipulated in the approval. Also, they have 
to deposit the renewal fee along with the prescribed applic,,tion. 

Madhya Pradesh Pollution Control Board carries on its operations from the central 
office, regional office. and sub-regional office. 

3. Food,& Drug Administration 

In addition to the requirement of water, air and light, the other most important need of 
human beings and food, medicines and the cosmetics for life. These items are very much 
sensitive. Moismre, tempera tore, light, passage of time, etc have a direct bearing on these 
items. The items can become rancid or get spoilt totally. Some of these items are made from 
mixture of several items, It is essential that the constituents used for such items should he in 
proper proportion and the process or procedure employed should be perfect. Different rule_s 
aod processes have been formulated for governing the preparation, marketing, storage etc 
of such items. In Madhya Pradesh, a separate department looks after food items, medicines 

· and cosmetics in matters of formulation of the regulatory Bye-laws governing their 
manufacturing processes, marketing and issues the requisite approvals and licenses for the 
items enumerated above. 

The Food and Drugs Administrative Department of Madhya Pradesh, Madhya Pr,1.desh 
Health and fomily Welfare Department are functioning under an independent directorate. 
1bis department works under the supervision of health and family welfare minister. This 
department came into existence with effect from O 1-04-1980. Its chief is the director of 
Food and Drugs Administration who happens to be from Indian Administrative Service. 
(Ll\S) 

Drug License/ Food License 

An entrepreneur who is planning to set up new business has to approach the 
Superintendent I Officer of Food and Drugi; Administration from the district and through his 
good offices be has to obtain the license for the production of bread, biseuits, medicines and 
cosmetics from the controller of Food and Drugs Admmistration, Bhopal. 

Given below are the details which need to be submitted to the eoncemed department: 

I) Proposed registratton of the Unit. 
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2) Copies of project teport. 

3) Certificate concerning the exp_erience of the· entrepreneur relating to the imit.: 

4) . Certificate regarding educational qualification of the enlrepreneur cn the person who 
will be employed by him on pennanent basis(like B.Pharma,RSc/Ayurved/Medical 
Degree/Diploma,) 

5) Layout of the factory shed. 

Departmental Structure : The controller of the Food and Drugs Admin,istration is . 
the chief of the department and following him is the Joint'Controller. This officer is from the 
administrative service of the state, Following him is the Deputy Controller of Drugs, Analyzer 
(Medical Laboratory}, Public Analyzer (Food Laboratory) and the Accounts officer who is 
from the state pay and accounts service, Thereafter, we have seitior medical supervisor, 
assistant public prosecutor and laboratory staff 

Atthe local level. the chief orthis departmenUs the principal verificatio11·offic·er who 
happens to be the ex-officio deputy Jitcctor of Food and Drugs Administration FC'llowmg 
him, regional head office has senior Food and Drugs Superintendent and tl1ere are assis:ant 
sampling officers \oo: 

Working System of State Headquarters. 
I) Allotment of license·s ·relating to medicines and cosmetics renewal, \uspei,sion 

cancellation and grant of permission for private laboratories. 

2) Analysis and .verification o'r medicines and beauty products or cosmetics. 

3) Analysis offood items .. 

4) Taking suitable constitutional action against the accused ,Iefaulters under the Medical 
and Cosmetics Act, I 940. 

5) Suspension of licenses in such cases cancellations to be resorted to in such cases 
where there is detection oflow grade quality of material and use of non-branded, fake 
and banned constituents are traceable. 

6) Moqitoring and implementation ofDrugs and Cosmetics Act, 1940, Food.Adulteration 
Act, 1,954 in the entire stale. 

Mode of working system of District Central Oqlce: 

I) Allotment. renewals, suspensions; cancellations of licenses governing the ,sale .a;,d 
marketing of medicines, 

2) Inspection inv:igilation or keeping a watch over the producers and sellen;.of drugs·and 
cosmetics. 

3) To obtain samples for the analysis and examination of the drugs and cos'metics. 

4) Allotment and cancellation of the licenses conceming man.ui'~cturing of food items, · 

sale and markenng thereof. 

5) Obtafr, samples for analysis of the food items. 

6) To give decision or verdict in the cases conceming the· defaulters under the act 
govemirtg the substandard food items. 

7) To arrange for constitutional punishment against those found guilty. 

Procedural approval for the·sanction for setting up private laboratories I blood bank'/ 
c.on~truction license. 

I) To begin with, the applicant has to submit an application· in the prescribed fonnat to 
the licensing oflircr at the food and drugs administratioTI, ldgah Hills, Bhopal. 

2) Thereafter, the concerned senior supervisor ·1 superintendent produces the ·report 
based on the inspection by the Distric! Ayurveda Officer. 

,I 



·1 hl.: case.is e-:.amirn:<i mmutdy and the decision is taken whether the license sh~uld be 
1ssucd or not 

4) Opinion oCthe experts are sought before deciding the fate ofan application. 

5) 

6) 

If the applicant desires to have some additional items ad,jed or incorporated in license 
the reqllest is carefully examined and thereafter his request IS granted. 

For grant of sanctions for the laboratories, the Stale and Central Govt. Drugs 

Superintendents wilhonduct a joint survey or inspection, in case· there is a specific 
reque.t for such an Inspection from any relevant source. · 

The system of 2ctivating License for sale of Drugs/ Medicines. 

1) For obtaining the requisite License, the applicant has to submit his application in the . 
prescribed fonnat to the Distcict Food and Drugs Administration Office. 

2) Thereafter, the Inspector of Drugs will conduct the necessary survey of the area. 

3) In cases, where specified forms are involved and new retail sales licen.se is 10 be 
allotted, the registration proposal of the pharmacist is to be got verified from th~ 

. Registrar, Madhya Pradesh Phannacy Council, Bhopal. 

4) Thereafter, the report is prepared and the same is forwarded to the District Collector 
for securing the administrative approval. After this, the pros and cons of the case are 
studied and either the license is issued or turned doY.-n. 

5) In many cases, after the sales, license requirement is examined after which a report is 

prepared and the snme is forwarded to the District Collector with a view to obtain his 
sanction for the license. 

6) The decision to issue the requisite license is taken after studying the pros and cons of 
the case. 

7) The renewal of the license is allowed only after the inspection is carried out 

8) In case, the application is turned down the applicant has to make an application ·or 
appeal to the State Govt within 30 days. 

System for issue of License for Food Items:· 

I) Any person who is desirous of producing food iten1s for the purpose of its marketing 
or sale needs to obtain a license under rule 50 wherefore he has to submit lll1 application, 

2) The applicant has to attach three copies of the block plan along with the application 
and has to furnish the following particulars therein: 

(1) Toe actual area of the location, 

(2) The description of tho location which will be utilized for the purpose. 

(3) Upon receipt of such application and schemes, the licensing officer conducts a survey 

of the area and issues the license in case he is satisfied that the area ls clean and that 
the applicant is eligible to obtain such a license. 

( 4) In cases where the licensing officer wishes to suspend or cancel the license he is 
under an obligation to send a show cause notice to the license holder. In case the 
applicant fails to reply within the stipulated period or if his explanation is not cogent 
or convincing the Licensing Officer is empowered to issue suitable orders fonhe 

purpose. 

(5) The person affected by the orders of license authority can put forth an appeal before 

the local authority within a period of 30 days. 

( 6) In the event of the license being suspended or cancelled, the license holder will not be· 
eligible to receive any refund of the license fee or compensation. 
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. (7) The license fee payable will be in accordance with prescribed fee rates, . 

(8) Any food item, which has been declared unfit for human consumption by way of a 
Label or Notice Board will not be permitted to be produced, stored or sold to the 
public though the license will permit production, storage and sale of other food items 
which do not fall under the banned category. 

· QuaUty control of the Medicines and Cosmetics: 

Following measures are adopted by the State Government and concerned depaitmenl: 

I) Periodical samples are obtain~d by tht:"inspectors. 

2) As soon as spurious material is detected, the prosecution proceedings commence,. 

3) Prosecution proceedings are held also in the case of substandard or fake medicines or 

cosmetics, The license remains valid till ] I March of each year unless it is suspended 
or cancelled before that date. 

4) Verification of the medicines reveals that the constiruents are not as per the approved 
standards; then the license of the producer is either suspended or cancelled . 

. 5) The areas of operation of the producers and sellers are inspected at regular intervals 
and any irregularities detected are suitably punished as per rule. 

6) Nery often the finished goods from a particular batch are prevented from being sold 
and orders are issued to call the goods in question from the market 

7) If death r.esults from the use of a particular medicine or if its tise leads to a critical 
condition of a patient all the drug inspectors are alerted and the Doctors arc instructed 
not to prescribe the particular medicine and the sales of that said medicine are banued 
by the authorities. 

8) Any consumer or user of a medicine or cosm~cs can have a particular medicine or 
cosmetics. chemically analyzed by paying the prescribed fee fur such examination. 

The role of State Government in the quality control of Medicines and Cosmetics. 

I) Issue licenses for production and sate of material. 

2) Licenses for sales areas, 

3) Inspection of the sales areas. 

4) Iuspection of government hospitals and government dispensaries. 

5) Collection of samples for the purpose of analysis and verification. 

6) Analysis and verification of the samples in the Laboratories. 

7) Administrative actions such as suspension of!icenses or their cancellation. 

8) Constitutional action against those found to be guilty. 

9) Fines through legal avenues, like courts. The government has been discharging its· 
duties keeping in mind the above factors. 

4) Elet:tricity Department: 

According to Indian Electricity by-law .1910, every state has a separate Electricity 
Board for the purpose of proper distribution of electric supply. Electricity is by far one of 
the most crucial requirements of an industry. In Madhya Pradesh, the Electricity Board is 
known as Madhya Pradesh Electricity Board. Nowadays, most of the industrial units need 
clectncity According to government policy, an attempt is made to provide adequate electric 
supply to each entrepreneur in compliance with their demand. Thus the industrialist get the 

electric supply without any hassles or having lo incur any extra expenditure. 

Before putting in their demand for electric connection the businessman should firs! 
provide estimate about his total rcqunement of electricity. The potential reqmrement of 



I 

electricity couid well be assessed from the installation of motors, electric bulbs. airconditioners 
clc. The businessman has to cater to some laid down norms for securing the desired quantum 

6f electricity. He has to submit some applicat10n and test report to the electncal department. 
-The procedure is described below: 

Application to be submitted by the entrepreneur for obtaining electricity eounection: 

]) 

2) 

P roj eel profile of the unit. 

-Particulars of the title of the land on wruch the entrepreneur is contemplating to establish 
the industry, i.e., production of documents to prove whether the land is o:,vned by the 
businessman or it is taken on rental basis etc. 

3) The provisional registration certificate issued by the DIC. 

4) The No Objection Certificate issued by the municipality/ city corporation, GramPanchayat. 

5) , . Particulars of the installation of machinery showing therein the quantum of electricity 

6) 

7) 

8) 

consuotption.-

The plan indicating the business wherein it should be made clear as to where exactly the 
electric connection will be required. 

No-objection Certificate from the industrial department/ society like the No Objection. 
Certificate from the crop market, etc. in case of O ii Mill Industiy: 

No--0bjection certificate from Madhya Pradesh Pollution Control Boan! (in case any 
poisonous gas is generated ) like, chemicals, medicines, cement etc. 

As per the electric consumption one can obtain low or high-density power supply which 

ranges from 150K to above 150 K which the electricity board can provide based on consumption 
exceeding 60 K. V. A High Density supply can· be transported up to the area of the consumer via, 
UK.V. or 33K.Y: . 

CostofEiedricity connectiou for Industrial use. 

Under the low density supply up to l00 H.P. connection is created byway of transformers 

and the board provides up to 5 Km. Electric supply line at their own cost bm the consumer has to 

bear the expenses for obtaining 150 K. V. connection. 

The Electncity Board have different rates for different density supply. 

Empowerment for granting electric connection. 

a) 

b) 

Up to 50 H.P.---a.Divisio□al Engineer, 

From 5 0 H.P. to I 00 H.P. ---->Superintending Engineer, 

c) From 100 H.P. ro 500 H.P.---i>ChiefF.ngineer, 

ct) Above 500 H.P.----> ChiefF.ngineer(Commercial) Jabalpur. 

In case provisional conoection is required by some unit, the same can be provided whose 

duration could range from 3 months or more,as the case may be. 

S. NagarNigam-Munkipality 

When any entrepreneur contemplates to set up a unit, he has to select the location of his 

uoit. Afterse!c'.cting the location, he has to perform functions concerning lo scheme, his main 
fuuction is to construct the Factory building. Before commencement of any production, he has to 
procore the No-Objection Certificate funnthe Municipality (Nagar Nigam) and the Gram Panchayat. 
For this purpose, one has to submit application to a local body in the prescribed form. No production 
process can commeoce uotil the No Objection Certificate is issued by the local body. As such the 

No Objection Certificate should be obtained on the top prionty basis. So fur as the factory building 
is concerned, the same could be done on rental basis etc. In certain areas, such sheds are made 

available by U<lyog Vibhag. LUN on simple sale basis or on hire purchase. In such cases. there is 
no need to obtain :he N.O.C from Nagar csigam/ M.1.micipality. 
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On 30-10-1958, an Act oflcgislatw-e was published in the Gazette which had received the 

approval of the President of India on 20-09-1958. This Act is known as Madhya Pradesh Shops 

· and Establishment Act and it governs industry, business/ shops or setting up· of any shop, 

commercial establishment, resitlenLiaJ hotels, restaurants, drama schools, public entertainment 

places etc .. 

The_ establishments enumerated above are first to be registered under the Labour 

Department. Thereafter it is necessary to obtain the License from Municipality!Nagar Nigam. For 

this purpose, application in a prescribed format is to be submitted in the Municipality/ Nagar 

Nigarn. The fee amount varies fromindusny to industry. Thereafter, the Health Inspector from the 

Nagar Nigam goes for inspection and gives his inspection report. The applicant receives the 

license within 30 days based on which he can run the business or establishment. 

'Similarly, the process forrenewal of the license is completed within IO days for which one 
has .to pay the prescribed· fee within the stipulated period failing which the regis.ration stands 

cancelled. In such matters, special focus is laid on hotels, ice cream parlors, food join rs, etc. 

I) 

2) 

3) 

4) 

5) 
6) 

7) 

8) 

9) 

JO) 

II) 

12) 

13) 

14) 

15) 

16) 

17) 

18) 

Important Questions for Examination 

Whaid~ you mean by regulatory institution? Explain with examples in short. 

Define District Industries Centre. Describe its main characteristics. 

Deseribe the objectives and functions ofDIC's. 

Critically examine the progress and contributions of District Industries eentre. 

Explain the role and significance of Districl Industries Centre. 

Discuss ,he objectives, organization ·and functions of district mdustries centre, 

Explain the organizational st:ucture and administrations of District Industries Centre. 

"District Industries Centre plays important role in entrepreneurship development". 

Discuss this statement. 

· Explain the role of Municipal Corporation in establishing an enterprise. 

Write down the main problems of OIC's and describe the suggestions to remove 

them. 

What is_pollution control board? Define its functions. 

Discuss the role of pollution control board. 

What is food & drug administration? Discuss its role. 

Describe the procedure adopted by M.P.E.B. while extending power connection. 

Explain the role of reb'lllatory institution in entrepreneurship development. 

What is pollution control board? Explain its functions. 

Explain the organizational structure and functions of food and drug Administration. 

Also, explain the procedure for food and drug license. 

Explain the role of following Institutions in entrepreneurship development. 

a) District Industries Centre. 

b) M.P. Pollution Control Board. 

c) M.P. Food & Drug Administration. 

d) M.P. Electricity Board. 

e) Nagar Nigam / Muricipality . 

••• 
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PROMOTIONAL INSTITUTIONS 

Finance Jtappens to be the comer stone I pillar of any industrial / business activity. 
Any industry, whether large ·or small can never hope to succeed unless .the indust_rialist is 
having sufficient capital or fund at his disposal remarking that "capital is vb1tab!y the axis or 
shaft .around which the entire financial world revolves. 

. An entrepreneur does need financial assistance for his business. With the objective to 
encourage such small industries; promotional-institutions of various department in Madhya 

Pradesh have been providing financial co-operation, special industrial training and the requisite 
raw materials. Moreoyer at. the initial stages of business they also assist in marketing their 
producrs to maintain their enthusiasm in business activities. 

Following are the prornotional.instit.utions which help and encourage the entrepreneurs:-

. l. Kliadi and Village Industries CommissiQn 

2. M.P. Financial Corporation 

·3. Scheduled Banks. 

4. M.P. Mahila Anhik Vikas Nigmn. 

Khadi and Village Industries Commission 

Village and cottage industries·continue to be the cornerstone of the economic activities 
of the country. Hundreds of years ago, on the sirength of the products of these 'cottage and 
village units, Indian economy enjoyed arlvantage position and secured a district plaee in the 

field of exports in additi0n to the gratification auJ compliance of the need of our country. 
Before the arrival of the britishers, our country's share of exports was more than l0% 

which had dwindled lo· less than 1 %.If we carefully focus our attention on the working of 
village industries, then even today we will be in a position to secure a large chunk of the total 
industrial output from the industry under reference, i.e., viilage Industry. All sueh industries. 
aud undertakings were complementing with each other and creating adequate employment 
for needy people. . 

. With the sublime objective of ensuring progress of th.e khadi and village industry and 
to reduce the village unemployment the government .has established the khadi and village 
industries cormnission during the year I 956. Presently, around 96 industries are under the 
sphere of the above scheme. The head oilice of the commission is in Mumbai and in every 

state, there are offices of the commission whose topmost executive is called the director. 
Every state government has organized the khadi and village industries board. Through the 
medium of these boards, the commission tries to solve the problems faced by the entrepreneurs 
of rural area and co-operative societies. This commission receives loans from the nationali.zed 
banks and from the Govt. of India with the purpose of expansion attd progress onhe khadi 

and village industries. The Khadi and the village Industries Board and the other agencies 
prepare the schemes aimed at the developments ofKhadi and Village Industries and forward 
i1:c-<::C' schemes to the commission. Keeping in view the financial resources; the commission 
approves or sanctions the proposed schemes. 

I'he main objective of the Madhya Pradesh Khadi Village Industries Board is to primarily 
provide .Industrial Training to the poor, Adivasi, Harijan and the Backward class p·eople and 

provide them financial aid and distribution guidelines for ensuring maximum emplo)111Cnt 
epportuni~?S. b.e created and rural Industries should flourish M.P.· Khadi Village Industries 

_ mainly p~rfonm1 the fo!lowing functions'.~ 
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I. Assistance and Advice /Consn!tatlon: TI1e commission provides technical and 
financial assistance for the development of small scale indus.try. For expansion of the 

· commission, central govt. as well as the Nationalized Banks have been grmting loans 
· to the needy. The commiss1on endeavors to solve the problems of the small industries 

and give ad,ice to them through the medium of existirig boards situated in different' 
states. 

· 2. Training Programme: For imparting proper training to the workers and Supervisors, 
10 divisional I departmental training centers and 16 institutional training centers are_ · 
managed by the commission. 

3. Distribution Programme : The commission plays a major role to ensure that the 

products of the small scale industries should reach in the markets country wide. For 
this purpose the commission has set up 10 Khadi Gramdyog Bhavan, 141113 khadi 
bhandar sales depots and several co-operatives societies have been established. Apart 

from this, assistance is provided for sales and marketing the products of the
entrepreneurs through 140 mobile vans, organising exhibitions, melas; fairs, etc all 
over the country from time lo time. 

4. Research: Efforts are 'underway to bring the desired quality _in the products to bring 
variety in the proudct, by utilising the local resmrrce_s and alternative source of enregy 
and to manufacture appliances and instrumerits ·which wiJJ, reduce the rural 
unemployment these machineries are labour intensive. 

5. Other functions : 

(i) Disposal of the problem~ of small entrepreneurs and offec consultation and 

counselling. 

(ii) · To approve and sanction the new schemes presented by the State Khadi and 

Village Industries Board !llld other institutions. · 

(iii) To entrust the responsibility of preparation of new designs to the National 

Design Institute. 

(iv) To organize the fashion shows with a view to increase the popularity of the 

Khadi cloth. 

SCHDULED SCHEMES: 

I. State Government's F:1>mily Oriented l.Ihil Establishment Scheme: Uniler the 
~egi~ of this govt. scheme, people from the scbeduled· c!'ste/back,;..ard class 

entrepreneurs/sculptors/artisans are provided or supplied with modem implements 
and appliances. Under the scheme, 90% ofihe capital loan or maximum Rs. U, 50,0/ 
- by way of subsidy is given and the balance 10% of the working ·capital is made 

available through the banks. 

2. .Margin Amount Scheme: Khadi and Village Industries, Mumbai is operating the 
scheme related to the margin money. Following are the salient features of the said· 

scheme: 

I. ✓- According to this scheme, the beneficiary is given financial assistance in 
· accordance with the scbeme related to the cases. wherein the amount is up to 

Rs. 1 lakh. 

2. Cases amounting to over Rs. 1 lakh will be considered on the basis of the 

project report study or evaluation. 

3. Rs. 10 lakh for individual beneficiaries and institutional cases to the societies 
· up to Rs. 25 lakh for approved projects arc cor,sidered on the basis' of the loan 

"·•··-PJ•pJeet evaluation. · 
"i!FuJ<".,. • 
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4. 10% of the project cost will have to be home by the concerned sociciy. 

5. The boaro pays up to 25% margin money :joan, free of interest, ·in the cases 
. where the amourrt involved is up to Rs. 10 lakh. Irr cases, where th~ amount · 

exceeds Rs. IO lakh, the eligibility for i.nterest. free =gin money is I 0%. 
- . ' -

For :.Cheduled·caste, backward class peopkand women, 30% =gin money 
as subsidy will be.paid in cases where tlie amnunt is up to Rs.IO l~ The 

m.a;gin money subsidy will be 10% irr the form of grants in·the case of 
instirutional society's where amounts involved exceed Rs. 1 Olakhs. At the same 
tjme, the beneficiaries will have to pay 5% amount by way of self contrib!'tion:" 

7. In the case of successfully operating the Gramodyog unit for two years and 
payment of interest and instalhnents the margin money amount .will be converted 
into grants to the beneficiary. 

Elil!ibility to secure the ~ssishince under the schemes of the Board: 

All the aspiring entrepiejieilrs can derive the.ben!1fits.ofti)e v<!fious schemes of the 
. board who intend setting up business iii the rural ~reas (whose population is less than L0,000) · 

and whose proposed units fall under the purview of the District Industries Centre. Tho.se 
who desire to derive the benefits of the above mentioned schemes of the board, should . 
contact, the Manager (Village Industry) from the District Industries Centre. 

Basis for securing the benefits of the Board Scheme: It is necessary to comply 
with the following conditions for 'obtaining the benefit of the schemes under references. 

I. Age of the applicant should be ;,,ore than 18 years and less than 45 Y.ears. . 
· 2. Intending to set up industry approved by the k:hadi and village commission (except· 

the banned industry J: · 
3. The fixed capital investment per artisan should not exceed Rs.50,000/_ 

4. The applicant should not have obtained the subsidy benefit under any other sch~e 
of the government. This requirement is to rule out the possibility of single applicants 
trying to obtain double or multiple benefits under the various schemes in operation. 

Process of Loan acceptance by the board: 

The application in the prescribed format is to be submitted to the district panchyai or 
district irrdustry centre manager/deputy director .. Cases relating to Rs. I lakh will be sanctioned 
by the stib-comn;ifllie of the f)istrict Employment C~mmittee. Cases relating to _more-than 
Rs. 1,00,000 will be ptoccssedbythe State Project Appraisal Comrriittee aftef having obtained 
the prior sanction of the district committee. Cases.relating to the margin money need not 

· secure the state level proje~t ~ppraisal comm_ittee's permission. · However,"such cases do 
need the sanction of the concerned banks. · 

Necessary documents required to be submitted with the 

application: 

It is essential tbal the following documents .be attached to the main loan application. 

(1) No Objection Certificate from the gram panchayat. 

(2) Age certificate and domicile certificate. 

(3) Non-agricultural land .(diversion) certificate together with the plan of the land/plot. 
Map of village issued by the Patvari. 

(4) Educational and technical qualification certificate (experience certificate). 

( 5) .License/Permit wherever required. 

~11tupre]J{Ul"Ship Dm,elopflle.nt ., , 
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( 6) Quotation for machinery. 

(7) Bfue print of the Industrial shed/estimate obtained from a recognised architect. 

(8) Certificate regurding ownership of the land. 

(9) Electric power supply connection sm,ction letter from the Madhya Pradesh Electricity 
Board. . ' 

(l 0) No-Dues Certificate. 

(11) No Objection Certificate from the PollutiQ~ Conti-al Board. · 

(12) Provisional registration from the District Industries Centre. 

(13) Project report. 

(14) Training arrangement: With a vkw to brief and apprise the potential rural 
entrepreneurs about the technical aspect/knowledge of the industry selected by them 
suitable training is imparted to them before establishing business urtits. 

M.P. FINA."ICIAL CORPORATION 

For providing financial ass.istance lo small scale and medium scale industry at the 
state level, State Financial Corporation Act was enacted in September, 195 I. As a result, all 
the state government were empowered to establish the financial corporations in their respective 
states. Presently, 18 financial corporations are operating in our country. Management of 
fuese corporations is done by a Board of Directors consisting of 12 directors. The chief 
objective of these corporations is to make available the required finance to small scale and 
medium scale industries and firms and single entrepreneurs. 

M.P. Industrial Finance Corporation was set up on 30th June, 1955. wifu an objective 
develop;,,ent of entrepreneurship .in state and to provide financial distance tQ the new 
prospective enlrepreneurs: Its head office is located in Indore. It is managed by a Board of 

Directors which consists of several members in addition to the president and the managing 
director. 

M.P.Financial Corporation came into existence with the main objective for catering 
financial needs ofreqnirements of the different industries. The corporatkrr caJers to financial 
requirements of newly established as well as old units by way ofloans and equity capital. In 
this connection, any unit desirous of setting up the following industries can avail financial 
assistance from the corporation. 

I. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

IO. 

II. 

Production or manufacture of any item/processing of goods / preservatory process, 

etc . 

.'.\-1iningrelated business. 

Hotel in~ustry, 

Purchase of suitable vehicles/caniers for transporting people either by road or by 
sea, 

Generation of electricity and its distribution in any manner possible .. 

Assembly, repairmg and.packing jobs ·for which machines/electricity is used. 

Maintcrnmce, servicing, testmg, repairing of machinery, vehicles, motoTboat, tractors, 
etc. 

For land development of any area to lransfom1 it into industrial area. 

Fishing or providing facilities for the fisheries industry and psciculture 

Providing technical service,:, i.:onducive for industrial <leve)opmenL 

Establishment of hospitais and nursmg homes. 



12. Production of earthmoving machinery, medical and health care appliances, television 
facilities etc. 

Nature nfFinancial assistance provided by the corporation: 

Under the various schemes the eligible units are provided the maximum loan (term 
loan) which could probably be prescribed for the following purpose: 

I . Land and development of the land. 

2. Building or construction of the shed. 

3. For plant and machinery. 

4. Preliminary and the initial expenses fo reslllblishment of units. 

5. For n1iscellaneous expenses for creating pcrtnanent assets. 

6. Incidental expenses. 

· In addition ro this, under the jciint loan scheme, the corporation provides loan towards 
the working capital and other related expenses. Seed capital loans are granted to_ technocrat_ 
industrialists, women and experienced entrepreneurs, retired army personnel, with other 
soft loans. 

Limit of Loan: 

For the above enumerated purpose, the corporation granls loan·up to R~ 30 lalchs to the 
ordinary units iuid Rs. 60 lakhs as.loan to limited companies ,,r co-opcr~t.ives societies. The 
corporation accepts loan applications for as low a~ Rs.! O,OOOi- whereas tbe lowermost loan 
limit for the hotel industry is Rs. 50,0001- '-!be corporation abo grants loans·in i:0-:ordination: · 
with the other institutes like the banks, all Jmlia financial institutions or the Madhya Pradesh 
State Industrial Development Corporation, etc. 

Documents to be submitted alongwilh _ loan application form:_ An entrepreneur. 

who desires to obta,in requisite loan from corporation is iequired to submit following dcicumerits • 
alongwith the loan application form:-

!. Ownership of the land documents like the lease deed if the land is obtained unctenhe 
lease, copies of!)'ltwari's certificate,sa1e deed of the land and the building,if applicable, 
allotmenfcircular ofpana. · · · 

2. Three copies of th~ project report concerning the proposed unit alongwi\h technical .. 
opinion of experts or specialists. · 

3. Projected profit amount during the temrre of the loan, 

4. Quotations of the machines and the material which ought to have been obtained at 
ieast from three machinery manufacturers. 

Blue prints of the existing buildings and land which should display the site plan and 
the layout of the other buildings. 

6. Estimate of the proposed civil construction, map of the site plan. 

7. Import license copy if necessary. 

8. Copies of the lett~rs written to the banks, concerning the particulars to be sent to the 
corporation. 

9. Copies of Income Tax assessment orders relating to the past three years. 

1 O. Copies of the last three years balance sheets. 

11. Registration letter or the license from the industries departn,cnt concerning the 
establishment of the proposed business. 

.... 
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12. In the case of partnership units, copies of the following documents need to be sent 
separately. 

(i) Copy of the partnership deed. 

(ii) Copy of the registration certificate. 

(1ii) Extract from the registration booklef relating to the registration of the society. 

13. In the case of the limited companies, copies of the documents shown below should 
be sent duly certified by the president, managing director or the secretary of the 
company before their submission. 

a. Copies of rules and letter of memorandum. 

b. Certificate of Incorporation of the organization and the certificate of 
commencement of busjness. 

c. List of shareholders, including number of purchased shares, and _their relation 
with the promoters. 

14. The documents which are required for examining the loan proposal of the applican~ 
should include particulars and complete information relating to the supply of the raw 
material, electricity and water. 

The entrepreneurs who desire to secure the benefits of the schemes of corporation 
can contact the district'branch office of the corporation from their locality or the · 
office of deputy chief manager . 

. Some special schemes managed by the corporation: 

I. The National Equity Fund: Madhy, Pradesh Financial CoipOration operates the 
national equity fund where by experienced and qualified persons can avail of financial 
assistance by way of easy term Joans. 

2. The women eotrepreneurs fund promoted by SIDBI grants io the form of seed 
capital: This scheme is meant only for women entrepreneurs. This Small Scale 
Industries Development .Bank founded scheme is managed by M.P,Finance 
Corporation. Under this scheme, if the cost of tbe unit set up by women entrcpr~-neurs 
is up to Rs, 10 lakhs, then they will have to contribute only 10% margin money from 
their own side and the rest of the requisite margin money (mruumum 15%) is being 
defrayed by the corporation by way of seed capital. The service charge on this seed 
capital is 1 % (annual). 

3. Seed capital for eligible techo~crat entrepreneurs: Tho,;;, competent entrepreneurs . 
who are exceptionally qualified and experienced and wants to obtain the loans from 
the M.P. Financial Corporation are granted seed capital under S!DBI scheme. The 
maximum sum of seed capital i~ up to 50% of the margin money self contributed by 
the entrepreneur. The service charge on this seed capital is 1 %. · 

4. Compo,ite Loan S<:heme: The M.P. Finance Corporation is operating the composite 
loan scheme whereby the entrepreneur is provided assistance for the purchase of 
machinery and raw materiaL 

5. Loan for Working Capital: The corporation grants loans for working capital. 

6. Loans exclusively for Fixed Assets: If the entrepreneur v.~shes to secure the working 
capital loan from banks and loans for fixed assets (land, building, plant and machinery) 
and pre-operative expenses he is granted such assistance by the C □IpOration. For this 
purpose, loans up to certain limits are provided by the corporation. · 

7. Other schemes: Some other principal schemes of the corporation are for ex. army 
personnel or scheduled casteitribe entrepreneurs. provision of loans for special 



applian~es procure~ent, loans for renovation or modernization, rehabilitation of lhe 
sick units. 

The finance corporations operating in different states at different levels have varying 
degrees or capacities to grant the loan amounts. Margin money determined by the corporation 
depends upon the coliccmi,d units financial status and nature of business. Generally, the 
corporation expect 25% to 40% of magin money to be provided by the cnlrepreneurs. 

TheN.P.financial corporation has bet.'tl playing an important role in the field oflndustrial 
advancement and progress of the state. Many industrial units have been established in various 
areas of the state by taking advantage of the very liberal schemes of lhe corporation. 

Scheduled Banks 

The cornm~-rcial banks have a very crucial role with regards to the economic 
development and progress of the country. For expansion and development of the various 
aspects of economic development, lot of capital is needed. A portion of the said required 
capital can lie procured from foreign countries by way of overseas borrowings or assistance. 
But finally, the country has to necessarily rely upon its own resources and on its own banks 
and financial insitutions. 

After the nationalization offue larger hanks, there has been substantial increase in the 
financial aid provided by these banks lo the small entrepreneurs. The Industrial development 
bank of ludia now provides refinance facilities on the loans granted by the banks or by the 
financial institutions. 

Based upon their requirement, planning and skills, the entrepreneurs are able to secure 
the requisite loa11s from the nationalized as well as other private commercial banks. Public 
and cooperative sector banks provide lhc loans for industrial units with the commercial 
objectives. These banks provide the necessary loans for the purpose of buying the laud, 
building and office plant, modernization, renovation, purchase of machinery and appliances, 
expansion oftbe existing units and working capital Tue loans are term loans-or medium 
term loans. The rate of interest depends upon the loan amounts which go on fluctuating as 
per the direction /orders of the Reserve Bank of India. Following are the leading banks 
which provide liberal loans to the industrialists. 

• · Oriental Bank of Commerce • Central Bank of India 

• Indian Bank 

• Canara Bank 

• State Bank ofindore 

• State Bank of Patiala 

· • Andhra Bank 

• 

• Indian Overseas Bank 

• Bank ofindia 

• Punjab and Sindh Bank 

• United Commercial Bank 

• DenaBank 

• Bank of Maharashtra 

• Slate Bank oflndia 

• State Baul< of Mysore 

• United Bank of India 

• Vijaya Bank 

• State Bank ofBikaner & Jaipur 

• State Bank of Travancore 

• Allahabad Bank 

• Corporation Bank 

• Bank of Baroda 

• Syndicate Bank 

• Union Bankoflndia 

• New Bank of India 

• . Punjab Nationa!B,ink 

• State Bank of Hyderabad 

• State Bank of Saurashtra 

Dy complying with the terms and conditions, the entrepreneur can obtain the required 
loan amount fr01)1 the above mentioned banks for setting up new business. ventures. 

E11treprene_urdip Deve/op,nr:nJ 

20J 



NOTES .. 

, . 11ie. commercial banks provide different types of loan.s to the entrepreneurs 
· for which certain norms as indicated below are to be compiied with: · · 

The process 11f obtaining the loan: 

· I. Prescribed Application .Form: Depending upon the loan amounts. The banks have 
. their own application forms and generally these forms are readily available with the 

banks .. 

A long with the application form the following documents· need to lie submitted to the
banks. 

I. Pro.visional registration certificate abouuhe small scale industry; (issued by 
the district employment or district industries centre). 

2. CopYof rent I lease deed documents. 

3. · Bio-data of the applicant/proposer. 

4. Copy of the approved building scheme from the cohcenred authority. 

5.. Brief description of the production process. 

6. Detailed estimate of the cost of building from an architect. 

7. Description of the machinery and other immovable property .. 

8. · Copy of the approved electric supply approval. 

9.· Copy of the wate.r supply/cormection certificate. 

I 0. Copy of the marlletmg .agrecment. · 

11. Purchase o~/inspec~on c,opv. 

12. Copy of the a~dient ~f dis~ibulion. 

13. Pmje,ted profitability, cash· tlow, balance sheet, copy of the profit arid loss a/ 

c stat..'ltlent. 

14. Income tax return statement, capital tax return statement for the pas( three 
years. 

The banks carefully study the above documents, examines and verifies it before 
accepting the loan based on limits. Status/standing of the proposer, his loan eligibility and 
management skill or dexterity is considered. 

OBJECTIVE OR PURPOSE OF TIIE LOAN: Full descripti,:m is to be taken on the 
prescribed application fonn like project report, assets to be acquired with the help of the 
loan, contribution of margin money, production capacity, distribution system, etc. The loans 
should be san~tioned only ke~,iing in view the necessity, i.e., need based loans and care 
should be taken not to disburse excessive loan or insufficient loan. 

M.P. Mahila Artbik Vikas Nigam 

Self-employment and industrialization, development are very potent solution towards 
the ever increasing complex prob,~m of un-employment. The government, through its 
numerous schemes and progr;:,.rnme~ is cndeavOflng to imp!ove the social status of the 
women a'ld giving special attention to involve them in industrial activities. Towards th.is 

. worlhy aim. the M.P.Govt. ·has established the Mahila Arthik Vikas Nigam. The registration 
of M.P. Mahila 'Finan'cial Development Corporation was made with the registrar of firms and 
w~·iety on 3Yst October, 1998. Madhya Pradesh Mahila Artbik Vikas Nigam is a dedicated 

organisation for tl,e economic. development or wrnnen of tht state following are as chief 

obJectives. 

http:governm.eo


I. Operation of different schemes for encouragement of the women and to render them 
self confident and self reliant. 

2·. To co-operate, assist and guide women entrepreneurs to establish new industry or 
selt employment. 

3, Help .and ,co-operate. in marketing and distribution of the products manu facturcd by 
the women entrepreneur:-;. 

4. For helping the women to manage aod run different business by providing them 
margin money and grants, etc. · 

5. Help the wo.rneri for selection of the units as also to help them in the preparation of the 
relevant model project report. 

6. To organize exhibitions and fairs for popularizing the products manufacture.d by 
women. 

Women's creative energy is strong enough to change the condition of our society 
provided they receive suitable environment and sufficient motivation, Creativity and imagination 
are both present in abundant quantity amongst the rural women. The need is ·only to identify 
the same carefully. To enhance the same, M.P. Mahila Financial Development Corporation is 
trying to render help to such women to make them self-sufficient financially and strong to 
give them status and respect in the society which they have been lacking for all these years: 

To fulfill the above· objectives, schemes operated by the corporatio~ like S.llllarth 
Yojana Typing Training for educated un-employed, photo copies yojana are available for 
widows/ divorcees/ abandoned women. Today's women do not merely dream but they 
make utmost effort to realize their clreams. They fight for their rights and use it too. Still, 
there are many women who are not aware of their latent power and they are deprived of 
from their rights. The government has organized a scheme for such women by.name Swayam 
Siddha Yojana, . 

Scheme for paying margin money by the corporation 

Under this· scheme, the corporation helps the economically backward women who 
are desirous of setting up self-employment units but are unable to pay the margin money to . 
the banks as warranted by the loan norms. The corporation helps such ladies by paying on 
their behalf the n;quisite margin money, viz 20% of the project cost or Rs . .I 0,000/- whichever 
is less to the banks for.enabling them to procure the much needed loan am~unt The interesf 
amount on such payment will be I 0% annually. The ladies can take advantage from this 
scheme from the District level Mabila and Children Welfare Department. ' 

The role of Mahila Finance and Development Corporation in the field of · 
entrepreneur development: Following are the contribution of the corporation in the field 

, of development of women entrepreneurship in the last few years:- . 

1. Organising Marnatwa Mela (Affection Fair) 

For exhibiting and setting the products of the self-help groups/different lady groups 
as also the rural lady entrepreneurs mamalwa mela (affection fairs) arc organized by the 
M.P.Mahila & Child Welfare Corporation with the sublime objective of helping such needy 
and neglected womens. 

Through the medium of thcs~ fairs. the v.cmen entrepreneurs especially those from . 
the rural areas get a golden and god-sent opportunity. to sell their produ.cts directly 1n the 
cities state capitals, metropolution and cosmopolutions. This opportunity enables them· to 
gather the information or knowledge of different new products manufactured in other cities 
and areas by different women Self Help Group. Simultaneous!}, their self confidence receives 
a boost and encouragement 2113 
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Swashakti Pariyo jana: 

Following arc the salient featur_cs of this project. 

: Purpose/objective-: To render. the women self-dependent-and eventually to bring 
. them with the development process and provide stability to the women empowemient .. 
process. 

Implementing Agency: Mabila Finance .,;d Development Corporation (Mahila vitta 
Avam Vikas Nigam). 

Financial support-institutions: The Word Bank and LF.A.D. 

Sphere/ Working Area: Nine districts of Madhya Pradesh Viz. Sibore, Oewas, 
Tikamgarh, Chhatarpur, Betul, Hoshangabad, Indore, Ujjain and Khandwa. 

Beneficiaries: Ladies below the poverty Jin~ living a poor life, mainly S<!heduled 
caste I tribes .and the women from tbe backward classes; 

Target to cons_tltntc the Group: Around 2000 Self Help Groups, organizations 
· through the medium of voluntary social organisations. 

Period of the scheme: Year 1998-99 to 2003-04. 

Chief Elements of the project: 

.'a) Establishment of self-confident women self-help groups and increasing their 
development capacity. · 

b) To provide assistance to se·t up the farming a:nd non-farming income producing 
. by the women. 

c} 

d) 

Provision of technical assistance and business ·management to the self help 
women .groups. 

Creation of public/community assets and provide facility la make access to 
the social avails. · · · 

Reasons for the success of Self Help Groups: 

I) 

2) 

_)) 

4) 

5) 

6) 

I. 

2. 

The poor people were always being exploited and cheated by the sahukarslmahajans 
from whom they are always compelled to seek loons. 1hese poor people are now· 
freed their the clutches. 

By virtue oftbe creative functions of the voluntary organization at the national level, 
the women have. benefited to a large extent as we see a mar)<ed improvement in their 
financial status, proper housing, and children education. 

The women do not have to face and_ slrUggle with the complicated loan processes as 
the banks directly grant the loans to tlie groups under reference .. 

·. The banks are repos~g more or higher faith in the groups. 

For recovery of the loans the banks do not have to struggle because the group arranges 
for repayment of the loans. 

Payment of the loan is as per the convenience of the women members. 

Grammya Yojana 

Objective of the scheme: To provide working capital to the Rural Women 
Entrepreneurs of Madhya Pradesh. 

Nature of the scheme: The scheme is managed by the District Mabila & Children 
· Welfare Officer/Ex-officio Man.ager of the M.P. Mahila Financial Development 

Corpomtion. The corporation will have a saving Ne in any Bank in the District and 
it will be operated _by Mabila and Children Welfare Officcr,wbo will function also as 
an ex-officio manager. 

I 
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Eligibility : Women member of the Self Help Groupilndividual Women who are 
eng;,ged fo doing business in haatt/ daily and weekly markets or interested in establishing 
her own business enterprise. 

4. ·Priority: (a) Widows (b) Abandoned (c) Divorcee (d) Unmarried Ladies,'(e) Destitute 
women. 

5. · Selection Process: Supervisor/assistant oflicer of!adies and child welfare department. 
after obtaining the application from individual women, self help groups, will examine 
and scruitinise the application and forward it to the project officer of the District 
Women and Children Welfare Officer. After approval, the amount will be transferred 
to Self Help Group/Individual Ladies Bank Accounts. 

6. Assistance: 

(a) 

(b) 

Rs. 500/- interest free loan to each beneficiary. 

Upon timely or scheduled repayment of the said loan, the beneficiary will be 
eligible for Rs. 1,500/- loan. · · · 

7. Loan .Repayment : 

(a) 

(b) 

(c) 

The repayment of loan to commence one month at1er the payment of loan. 

Self Hdp Group will repay the loan in .12 monthly installments. 

The ,ecovery process from the members of the Self Help Group is. initiated by 
the group ·as and when warranted. 

d) The loa.n· amount recovery collection will be deposited in the account of the 
Distiict Mahila & Child Welfare Officer through the Project Officer. . · 

4. Typing Training Scheme: 

Unemployed educated girls/women receive the benefit from the above scheme which 
envisages providing employment to them 

Nature or the scheme: The girls with suitable qualifications/women arc admitted to 
LT.I. or other governmental and Non-governmental institutions which arc authorized to 
conduct typing training. After 6 month's training, they are eligible to appear for the Board 
Exam for typing. In the above mentioned scheme, 50% of the seats will be reserved for the 
Schedule Tribe Ladies. · · 

5. TIJree Days Industrial Awakening Course for Women: 
Purpose of the scheme : 

(i) To encourage the women and biing awareness in them aboutthe entrepn.'l'.leural 
developmenL 

(ii) To create interest among women about self employment and establishing their 
own business. 

(iii) To lllllke the women economically self reliant. 

Beneficiary: Keeping in view the objective of the scheme, the selection of women 
for the 3 days training is done as per their liking. An earnest effort is made to ensure that· 
poor women should get benefit. All efforts are also made to select the handicapped, divorce 
women and destitute women. 

6. One days Ladies A,yakening Shivir 

Purpose: 

(i) To create awareness about entrepreneurial development among the women. 

(ii) To brief and appiise the women about the self-emplo~1ncnt opportunities. 

(iii) To prepare the women for long term financial aid schemes. 
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Tesf'your Progress 

(iv) To provide_ the information about the schemes operated by the corporation and 
encourage the women to derive benefits of such schemes. 

· Important Questious for Examination: 

What do you mean by financial institutions? Explain th<c contribution of financial 
institutions towards the development of entrepreneurship. 

Describe the role or promotional institutions in entrepreneurship development. 

What are the objects of establishment ofk:hadi and village industries commission? 

What are the functions of the M.P.Kbadi Village Industries Board? 

What arc the objects of establishment of M.P.Finance Corporation? 

Describe the functions of M.P. Finance Co,:poration. 

What precautions are taken by banks for accepting loans? 

Write the objects of establishment of Madhya Pradesh Women Economic Development 
Co,:poration. 

What is the role of M.P. Women Economic Development Corporation in 
entrepreneurship development? 

What are the functions of Madhya Pradesh Women Economic Development 
Co,:poration? 

Describe the role of KVIC in entrepreneurial development. 

Write a short note on Kbadi and Village Industries Board of Madhya Pradesh. 

Banks play in important role in Entrepreneurship Development. Explain this statement. 

Discuss the objectives and functions of Madhya Pradesh Kliadi arid Village Industries 
Boord. 

Write a critical review of establishment of Madhya Pradesh Financial Corporation its 
objective organization, structure as also mode of functioning. 

Write a note an entrepreneurial contribution of the following financial institutions:. 

(a). M.P. Kbadi and Village industries Commission. 

(b) M. P.Financial Corporation. 

( c) Scheduled Banks. 

• •• 
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SELF EMPLOYMENT ORIENTED SCHEMES 

''.Unemployment i.s not only a social problem but it is a problem of the Human Race". 

The Govemment has been organizing several public welfare activities, schemes and' 
programmes. The discrepancies prevailing in the society, social-economic inequalities should 

all be eliminated, backward class people should be helped for enabling them to participate in 
the development programmes, protection and safety of each citizen sliould be guarantee,:\. 
In brief a welfare state tries its utmost to ensure that all the people are happy and joyful. TI1e 
state should make an all out effort to make sure that. all the hurdles and obstructions in the 
path of progress are done away with and the citizens can walk on the path of progress.and 
advancement whenever they want without any hindrance. Numerous schemes are d,:vise<l 

with the above end and goal in view and one of the outstanding scheme viz. self-employment 
and industrialization calls for our attention. Some of the most prominent schemes organized. 
by Government for the benefit of the masses are described below. 

(i) Prime Minister's Employment Scheme 

The Government announced a very important scheme on 15th August 1993, wherein 
. it was envisaged that the educated unemployed will receive financial assistance for setting 
up ,their own employment business. Tius scheme was implemented in the whole country 
with effect from 2nd October 1993. As per this scheme, the set target for providing self
employment to the unemployed youth, through the financial assistance from the Banlcs, was 

around one lakh. Simultaneously the tempting proposal for setting up the u.qit under suitable 
guidance and training .wa.~ pretTered. By far this is the most appropriate and purposeful 

scheme for the unemployed youth vis-a-vis the other schemes of similar nature because not 
OJIIY lakhs of unemployed youth have been given self employment, but it has become very 
salubrious and beneficial in the area of Industrialization (specially small scale industries) 

also. Though the scheme under reference is operative since 1993, last year some alterations 
in this scheme have been made whereby this scheme ,has grown more beneficial and useful 

and more broad based. Given below are the description and the nature of the scheme, 

Title of the Scheme: This scheme is designed for the benefit·of educated unemployed 
youth and is known as Prime Minister's Employment Rozgar Yojana for educated unemployed 
youth or PMRY. · 

·Objective/ Purpose of the scheme: This scheme is basically and primarily meant 
for educated unemployed youth without the re<Juisite financial support..They are prompted 
and encouraged to set up their own business with the assistance of easy term loans from the 
Nationalized Banks. 

Chief characteristics of the P'.\fRY scheme: The main characteristics of this very 
prominent scheme as .compared .to other similar schemes are as narrated below: 

1 , Targets have been set to cover a certain figure of uncmploy1>d youth under this scheme 

in every district. 

2. Minimal or very low margin money is expected from the candida!es / beneficiaries. 

3, Eligibility terms arc simple and not complicated. 

4. Any business where .there is substantial profit motive will be welcomed under this 
scheme. 
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5. Provision of Free training I guidance I co--0pcracion. 

6. Eligibility for subsidy/ grant for all the industries. 

7. The scheme is operative in the whole country. 

8. Implementation of the scheme by the government is done on priority basis . 

9. Scheduled caste I tribes will be covered by 22.5% reservation and backward classes 
by 27% reservation. 

I 0. Preference for women and for poor people. 

Rate of inter-est payable on· the loons: 

The Reserve Bank of India periodically issue te011S and.guidelines for-the rate of 
interest under this scheme. 

Eligibility to derive the Scheme_ Benefits: The benefits of this scheme can be 
availed by such candidates who: 

I. Are resident in the area for 3 years (this sort of information is obtained from Ration· 
card relating to the beneficiary or voter's list or he will have to produce the relevant 
Residency Certificate from the concerned authority). 

2. The name of the applicant should appear in the category of educated wiemploycd in 
the District Employment Office where it should be registered. 

3. The applicant should have passed the 8th standard. Under the scheme, those applicants · 
who hav_e done some vocational course from Government approved / sanctioned 
institutes will be given preference. The training in question should be of at least six 
months duration for qualifying for preferential treatment/ evaluation. 

4. Age of the beneficiary should be berwecn 18 to 35 years. Scheduled class/ Tribes/ 
Ex-anny Personnel/ Physically handicapped candidates will get 10 years age relaxation. 

Consequently the age limit for such candidates will be 18 years to 45 years. 

5. Applicant's Annual Income coupled with parents income should not exceed Rs. 24,000/ 

6. The beneficiary should not have taken any bank loan in the past under any other 
Government Scheme or Government Corporation. 

7. The applicant should not be a defaulter to any credit institution. 

Repayment of the Loan : Having regard to the profitability of the unit set up by the 
beneficiary, the repayment of the -term loan will be fixed as 3 to 7 years. 

Amount of Loan: Under this scheme every beneficiary can obtain a loan of 
Rs.1,00,000 for the business sector unit and he can avail of Rs.2,00,000 for 
industrial and service sector. In case two or more youth join together and decide setting up 
business by way of partnership then they will be eligible to obtain a loon amounting lo Rs. IO 
Iakhs maximum. 

Capital Subsidy: The eligibility for capital subsidy for each candidate under the 
PMRY scheme will be of the order of 15% whose maximum sum could be Rs.7,500. The 
subsidy will remain in the bank account of the beneficiary in the form of Fixed Deposit till 
such time, as the loan amount continues to be wipaid. The subsidy sums will be paid the 
prevailing rate of interest. This subsidy can be adjusted in the last installment payable but 
this subsidy sum should remain in the Bank for a minimum period of three years. 

Application format for applying lo the Prime Minister Rojgar Yojana (PMRY) 
: The applicant will have to enclose the attested copies of the following documenL~ along 
with the completed, application in the prescribed format. 



I 

Copy of the Dirth Certificate for establishing the age of the aJJplicant. 

2. Copy of the cettificate regarding Educational and Technical Qualification of the 
applicant, if any. 

3. Applicant's ration card copy or any other document to prove that he is residing in that 
particular locality for the last three years. 

4. If the applicant has previous experience in a particular industry / service unit or 
business, a certificate to that effect needs to be attached or submitted. 

5. An affidavit concerning the Family Income o(the applicant which needs to be attested 
/ certified by the notary public. 

6. A copy of the complete project profile I report reflecting the particulars of the proposed 
business I service unit or industry. 

7. Copy of the certificate as regards the caste of the applicant viz. whether scheduled 
caste I tribe / backward class. This certificate should be obtained from a competent 
authority. 

8. '!he Entrepreneur/ Entrepreneurs have to submit tw1,passport size photographs duly 
attested by an authorized officer. 

9. A copy. of the certificate that his name has been registered in the list of District 
Employment Office as on-employed. 

10. A copy of the "Partnership Deed" in cases of partnership units. 

11. Three self-addressed post cards are to be given by the applicant. 

Whom to contact for availing the benefits of the scheme? 

The candidates who are intending to derive the benefits of the PMRY scheme should 
contact the concerned district industries and business center along with the list of attested 
documents (description furnished above). Candidates from rural regions should contact the 
related block development office of the area. 

Industries which can be set up under the PMRY Scheme: 

I. Besan mill/ flour mill/ spjce mill. 

2. Oil Expeller 

3. Cooler body manufacture 

4. Iron mesh, wire net, gates etc. fabrication unit 

5. Iron Doors I Frames 

6. Shoe making, leather goods, purses, belts 

7. Incense stick 

8. Power Press I Lathe machine 

9. Card board bol!Ces 

10. Manufacture' of detergents. 

11. Cream I Ghee/ Curd I Dahi ! Paneer. 

12. Bakery 

13. Surgical bandage 

14. B~tikpririting. 

15. Petticoot manufacture 

16. Paint Brush 
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18 .. Herbal Shampoo I oil 

19. Screen printing 

20. . Truck body building 

NOTES 21. Brick Furnace 

22. Salted potato chips 

23. Book i;inding I Framing 
I 

24. School bags / hand bags manufacture 

25. Plaster of paris idols, bamboo made decorative items 

26. M:iniature bulb / Night lamp 

Other Business 

L Ayurvedic I Homeopathic medicine shop. .1 

2. Cycle parts and cycle repairs 

3. Footwear 

4. Grain business (after obtaining grain license) 

5. Book stall 

6. Restaurant / Fast food center · 

7. · Manure, seeds store 

8. Auto parts shop 

9. Sports shop 

. JO. Steel Cf!>ckery shop 

11. Retail I General stores 

12. Clothes / Ready made cloth 

13. Electrical Goods I Appliances 

14. Stationery 

15 .. Sanitary I Building material 

16. Iron trading 

17. Fruits I Vegetables shop 

18. Plastic coated I Furniture 

19. Iron beds / Door frames 

20. Pan, Cigarettes shop 

21. Health centre 

Service S~tor 

l. Dry cleaning 

2. Hair dressing 

3. Lathe workshop 

4. lyre tube repairing/ compressor machine 

5. Electric goods repair.shop 

2io 6. Service station 



.7. Video center 

8. Battery charging 

9. Furniture repair 

10. S.T.D., P.C.O. 

In addition to this, new type of industries, service, business (innovative schemes) arc 
being set ~p und~r this scheme by keeping aside the traditional occupations. Project reports 
pe1taining to various schemes/ undertakings are available from the District Industries Centrei 
NSIC. 

(ii) . Swarrui Jayanti Sllahari RojgarYojana 

Under SwarnaJayanti Shahari Rojgar Yojana, self-employment or labour employment 
is encouraged whereby the unemployed people are benefitted under the scheme to a large 
extent. Under this particular scheme stress will he laid on group system at par with the 
UBSP pattern and the benefits arising out of the scheme will be made avallable lbrougb local 
corporation/bodies. 

The Swarna Jayanti Shahari Rojgar Yojana organized and managed by Central 
Government was implemented in the whole country effective from 1st April, 1997. Under 
this~cheme, an amount ofRs. I !,430.641akhs were made available to the unemployed youth 
(Small Scale Industry, Service Uni~. Labour) from the Banks. In Madhya Pradesh, till 

· March, 1998-99 around 48,129 youth who were below the poverty line - educated & 
uneducated were brought under the purview of the above sc)leme. This programme will be 
based on the above mentioned collective groups and the dislributiori under the scheme will 
be affected through the local bodies and community groups. The Financial Management of 
the Swama Jayanti Rojgar Yogana will be shared between the State and Central Government· 
in the ratio of 75:25. The various aspects and attributes of this scheme are narrated below. 

Title of the Scheme:. To raise the standard 6f living of the poor populace of cities 
and. towns, the scheme has been called as "Swam.a Jayanti Shahari Rojgari Yojana (SJSRY) .. 

Purpose of the Scheme: The main purpose of the Swarna Jayanti Shahari Rojgar 
Yojana is to enhance the standard ofliving of the poor people living in cities and make them 
financially stable. The scheme also envisages that the concerned people will make a collective 
endeavor theruse.lves for raising their slllndard of living. Obviously they have lo be help_ed in 
this regard for enabling them to' stand on their own fe.et 311d be self-reliant. This would 
indeed create a .feeling of self respect among them. The main drawback of the poor is that 
they generally have the mentality to seek the assistance from otliers. For their financial 
development and improvement in their social status, their mentality has to be changed. 

Nature of the Financial Assistance available under the scheme 

Under this scheme, the unemployed or low income category youth will be encouraged 
to set up small scale industries and small scale production units which have good scope in 
the city areas. Under this project, local skill will be e~couraged and also Small Scale Industries 
connected with Handlooms will be supported. The cost outlay of the market potentialities 
and economic feasibility will all be taken into account before finalizing the overall planning. 

(A) Amount of Loan: Under the Scheme·, every beneficiary can avail of up to 
. Rs.50,000 composite loan from the Bank towards the establishment of Industrial unit or 

other business. Tenn loan and working capital loan will also be granted. The margin money 
payable by the candidate will also form a part of the same project outlay. The capital subsidy 
being pald to the beneficiary, margin money will also forn1 a part of the Unit Project Cost. In 
the case ofproprientorship, the project cost is Rs.50,000 from which the bank will pay 95% 
of the amount by way ofloan. In case there is a joint proposal of.two or three partners, then 
large scale proJect outlay will also be considered provided each partner's share in the pro.1cct 
shm.1ld be less than Rs.50,000. 
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(B) Capital subsidy paid to the beneficiaries under the Swarna Jaynnti Shahari 
Rojgar Yojana (SJSRY): Every beneficiary will be eligible to receive 15% of the Project 
outlay which will not exceed Rs. 7,500 per beneficiary. In the case of joint ventures, every 
·partner·wilJ receive Rs.7,500 towards the subsidy amount 

. (C) Margin Money Payment: Under the Swarna Jayan_ti Shahari Rojgar Yojana 
(SJSRY) Scheme, every beneficiary will be required to pay 5% margin money of total 

. project outlay by way of his contribution in cash. 

(DJ Guarantee security required by the Bank : Under the above scheme, the 
Bank will not insist upon having any sort of guarantee from the beneficiaries / loanee. 

· However, the beneficiaries, in their personal capacity wi!I have to pledge their assets with 
_the Bank for the pmpose of obtaining the loan by way of a pledge, mortagage and guarantee. 

, Repayment of Loan: 

The repayment of the bank loan will commence after the initial moratorium of 16 to 
l8·months and the period scheduled for the loan repayment will b.e 3 to 7 years. 

Rate of interest on t_he loans granted under the scheme 

The rate of interest will be determined from the periodical directions and guidelines 
received from the Reserve Bank of India. Presently, effective rate of intetest in this context· 
is 12.5% (armual) but the Bariks can revise the interest rates as per their norms and principles . 

. Eligibility for receiving lhe Scheme benefits: 

The benefits under'the above scheme can.be availed _ofby the following pe.sons who: 

. (i) are ·below the poverty line and should be unemployed poor from cities. · 

(ii) Residence ,. The candidate should be a resident in the area for the past three 
·years.• For proving the domicile one has to submit a copy of the Ration Card/ 
Voter's list 

(iii) Educational Qualifications : No minimum educational qualifications for the 
beneficiaries are prescribed. Biit after the Prime Minister Rojgar Yojana only 
those wbo have studied upto the 9th standard, will be eligible to apply for such 
benefits. Candidates who have studied above the 9th standard are not eligible. 

· This scheme is rest,;icted and available for th~ benefit of iUeterate p,eople and 
those who have studie_d only_up to 9th standard. 

(iv) Ag~ Li~t : The beneficiary should be between 18 years to 45 years. 

( v) Annuallncome: The poverty line limitin 1998 has been stipulated as Rs.364.45 
paisa per family member per motith. Based on this principle, his annual income 
limit will be worked out. · · 

(vi) . Norms for the Beneficiary: He ought not to have availed of llny loan of any 
nature previously from any Ba.nk or Financial Institution ·under any other Govt. 
Scheme. 

(vii) · Default: T11e Applicant/ Beoeficiary should have acle.an ~cord and he should 
not be a defau)tcrofany Nationalized Bank; Financial Institution or Government 

· agency. 

The units which will be set up under the aegis of the above scheme: 

Under this scheme, financial assistance will be provided lo the applicants to establish 
or set up small unit-;, seryice units, or small business. · 

Under the Swarna Jayanti Roj,:ar Yojana the loaa will be disbursed depending upon 
the nature of fimctions which are as below : 
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Urban service.s nQt requiring special skill. 

Urban ,ervice.s requiring special skill. 

. 3. Small scale units requiring skill. . 

4. · Farming and ancilla,y services/ common service:il business functi~ns. 

Indicative list of services is as follows: 

(a) Urban services not requiring special skill: Tea stall, Newspaper shop, Ice-cream 
vendor, Milk vendor, Part I Cigarette shop, Auto Driver, Fruits I Vegetables sales and 
Laundry etc. 

(b) Urban services which require special skill: T.V. I Radio I Refrigerator/ Typewriter 
I Cooler I Cycle/ Automobile/ Diesel Motor I Diesel Engine I Watch I Maintenance of 
household eleclrical applillnces I Catering/ Dry cleaning/ Chairs caning, Motor winding, 
Cobbler, Book binding,skills like plumbing, carpentry, painting, polishing, fixing of 
tiles, fixing of glass, eleclrical etc. 

(c) Small scale units requiring skill: Washing powder, Agarliatti, Bangles, Garments, 
Plastic toys, FooLwear, Wooden I Steel furniture, Saree printing, Weaving, Pottery, 
Iron smith, Utensils, Ir'?" material, Food, Cosmelics, Ball pen manufacture etc. 

(d) Farming and Auxiliary services I Business funetious I Common services: This 
facility and help is given to the establishments like Retail shops I Grocery shop, 
Building construction material shop, Readymadc clothes; Milk Centre. 

( e) In case the beneficiary has already received skill I trade training fro~ some registered 
non-govt. organization, volunta,y organization, then he need not again undergo similar 
training provided he has the requisite certificate regarding the training. 

( f) If the candidate has studied the Art of Pottery, Shoe making, Carpentry, Ironsrnith , 

work he need not again receive such training but before recommendation of the 
application to the banks it is ess.ential to obtain the requisite certificate from the city 
local council. 

(g) · If the beneficiary has acquired Apprentices training or some special trade while in 
service then too he ne~d not receive any training provided he is in a position to 
prod~ce the rel.evant certificate obtained from the Registered / Private/ Government 
undertaking. 

Number of candid11tes who will be benefited by the scheme in each district 

Under this scheme the number of can.didates who will be benefited by the scheme in 
each district will be fixed or. decided. Woman., scheduled caste, scheduled tribes related 

candidates will receive preferential treatment. Under this scheme female beneficiaries will be 
compulsorily 30%. Scheduled caste I scheduled tribe: beneficiaries will he benefited in 
accordance with _the Iota! population ratio with their member. Underthisscheme, handicapped 
candidates will receive special consideration and 3% reservation will be available for them. 

Training 

Under this scheme, special training will be imparted to the beneficiaries before granting· 
· the .financial assistance.· When s~ch training is necessary for some special project,· which 

calls for specialized skill from candidates t4e time-table of the proposed training as also the 
programme will be co-onlinated by the City Employment office and Poverty Eradication 
Department. The training will be conducted by the Central Government or its Authorized 
Institutions. The said training will be.made more practkal and realistic and it will be more 
_broad based to improve the inherent qualities of the candidates. 
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Wilnm to contact for joining the scheme? 

The intending.candidates should obtain the free loan application form from the.District 
City Developmeut Agency and the Nagar Panchayat, Nagar Nigam and submit the same to 
the above mentioned offices duly completed in all respects and accompanied by the requisite 
docwnents. One can get the particulars of the scheme in the office frotn the month of April 
to next March. 

Particulars to be fnrnished along with the application for deriving benefits 
under the Swarn• Jaylmti Shahari Rojgar Yojaoa ; 

An attested copy each of the following documents should be attached to the main 
application form. 

!. 

2. 

Survey number and certificate relating to the poverty line. 

Applicant's ration card copy or any other document to prove that he/she is a 
resident of the particular area for the past three years. 

3. Educational qualifications as also teohnical qualifications (if any) and a copy of 
the cenificate. 

· 4. Declaration letter - in the prescribed draft form. 

5, · An attested certificate from the competent authority vouching for th~ particular 
caste to which the candidate belongs viz. Scheduled Caste I Tribe /_Backward 
class etc. 

6. Attested copies of two passport size photo-graphs of the Entrepreneur. 

7. · A medical certificate concerning the disability of the handicapped applicant 

8. Two self-addressed post cards giving the reside11tial address of the entrepreneur. 

(Note: Applicants having the requisite eligibility sfwulli attach the relevant certificate 
with the applicalian.) ·· 

(li.i) Ra_ni Dnrgavati Swarojgar Yojana 

The state government is committed to the welfare and betterment· of the scheduled 
caste/ tribe.class through various schemes. The aim is to develop and transform this class. 
into successful industrialists i businessman. Under the scheme, around 5000 educated 
unemployed from scheduled class / tribe are to be helped through self-employment and 
ensure their eveutual conversion into big Entrepreneurs of repute. Thus in the forthcoming 
5 years, 25000 scheduled caste I tribe candidates will get the benefits of the scheme. lhe 
implementation of the above sc_heme is to be done by the District Industries eeun:e. 

Title of the Scheme: Rani Durgavati Scheduled Caste / Scheduled Tribe self

employment scheme. 

Commencement of the Scheme: This scheme will be operative \n the whole of 
Mru:lhya Pradesh from l st April, 2003 until-further orders, 

Purpose of the Scheme: To provide assistance to the scheduled caste I scheduled 
tribe by way of self-employment and eventually ensure that they are in a position to embarl< 
on new -.enturcs and grow to be industrialists of repute. Many functions like selection of the 
business. the requisite training, financial aid, marketing, establishment etc. at every stage 
includrng close monitoring are performed. 

Eligibility: 

Under this scheme the followingpeople will be eligible who: 

• Is a original n.-sident of Madhya· Pradesh . 



• 
• 
• 

Priority 

ls from scheduled caste / tribe { certified _by competent au!horily) 

Age is from 18 years to 50 years . 

Education. wise has passed at least the 8th stanaard from any Government 
approved school. 

The following category of applicants will receiveprlority. 

(A) Those who"are rec;ipients of unemployment allowance from the state government or 

(B) Trained under the "Multipurpose Engineer" scheme of the technical "education aud 
training department. 

\Vo men Applicants 

11,e female candida;es of aoove category wm receive preferen"ce, . 

Eligible Business undertakings 

All activities related to. Business·/ Service / Industry. 

Application procedure 

For securing the benefits ·of this scheme, prescribed proforma 'Appendix Onc'·should 
be submitted to Dislnct Industries Centre. in the Districtlndustries Centre, arrangement for 
free distribution of application form is done. 

To Register tbe Application 

All the applications received will be registered in a separate register and the same will 
be scrutinized by the District Industries Centre. Eligible Applications will come under the 
selection process, The eligible will be informed about the selection by post. The list of such 
candidates will be displayed on the Board. 11,e notice will furnish the particulars such as 
date. of counselling as also appearance before the interview committee .. 

Counseling 

Before the meeting of the selection committee the candidates will be briefed about the 
self-employment I guidance concerning establishment of business by the District Industries 
Centre or other experts for ensuring that the applicant is in a position to make a fon;eful 
presentation of their scheme/ planning before the selection committee. 

Selection Procedure 

The selection of the applicants will be made on First come First served basis. Selection 
of the applicants will be made by interview at the district level committee. 

Training 

The duration of the training will be of4 weeks. In the training every batch will consist 
of 20 to 40 trainees. 

Institutions for Training 

Responsibility of the training will be entrusted to Enrrepr,:neurship Development Centre 
(CEDMAP). As per the requirement, training responsibility will be given to other institutions 
also only a Iler the pcrmi:;sion of the lndnstries Commissioner. 

Margin Money 

For starting the self industry, s~rvice, enterprise etc, loan is made available from 
different financial institutions. 11,e beneficiaries have to arrange the margin money for securing 
the requisite Joan amount. But if the beneficiary is not in a position to manage ·the margin 
money, he does not receive the loan amount. Under this sche111e, the selected beneficiary has 
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to examine or assess the need ofhis industry and make available the requisite margin money. 
The assistance for margin money will be in the fonn of subsidy up to Rs.50,000, and will be 
taken ~are of after approval by the district level selection committee. 

• Cases relating to more than Rs.50,000 margin money are handled by District 

Planning Committee. 

• The sum of the margin money will not exceed 33% of the accepted project 
outlay. 

• The Financial Institutions, will contact the District Industries Centre for the 
prescribed margin money. 

Review and Monitoring 

Continual review of implementation of the scheme as also monitoring the success of 
the beneficiary will be the responsibility of the following: 

l. Patron 

2. The Institution, which imparts the training. 

J. District Level Selection Committee. 

4. District Employment Sub Committee. 

Establishment oflndustry 

(A) The loan acceptance and its distribution should be made as soon as the training 
gets over in an ideal situation so that within JO days of completion of !raining the candidate 

. can set up his business. 

Under any circumstances this period should not be more. than 90 days after the 
completio11 of the training. 

(B) In cases where the training is not essential, 90 days after the selection will be 
· sufficient for establishing the industry, 

(C) After 2 months offorwardingthe loan application, if the loan remains unsanctioned, 
the concerned patron will apprise the General Manager about the eircumstantial delay. After 
knowing the circumstances for the delay, the General Manager will make a forceful effort 
for distributing the loan amount. 

(D) If the financial institutions stiU delay the loon distribution, then the case will be 
referred to the District Collector. t-

(E) In such cases the Collector will in his personal capacity, meet the L.D.M. or the 
relevant Banks District coordinator and assure that the pending loan distribution is made 
witnin a fortnight. 

(F) Even after close monitoring, if the financial institution do not distribute the loan 
amount, the Collector brings such delayed cases to the notice of the industries commissioner 
wlio will ensure prompt action through Bank's senior officers. 

D~ii Dayal Swa-Rozgar Yojailll 

For encouraging the educated unemployed from the state towards establishment of 
· seli~ employriwni and also to render assistance, the scheme known as Prime Minister Rojgar 

Yojana is operative. However, under this scheme, candidates from families whose Annual 
h1come exceeds· Rs.40,000 are not eligible. The various self-employment 
schemes of the differentcolJ)orations benefit only selected few owing to their Annual In~orne. 
Eligibility under the above cited schemes is generally linked with the urban and rural poverty 
line whereas the percentage of educated unemployed women I men from the middle class is 
the substantial. . 



I 

Thus ii becomes imperative that suitable opportunities are provided to ·such potential _ 
imjusfrialists who are barred from coming under· the purview of the various schemes mainly 
due to their failure to comply wilh the annual income limit. With this end in view, the State 
Government has introduced a new,scheme on Isl August, 2004, This scheme is known as 
Deen Dayal Rozgar Yojna which envisages to enco4rage the aspirants towards setting :ip of 
self-employment Projects. 

Purpose of lhe Deen Dayal Rozgar Yojana 

The above scheme aims at encouraging self employment projects through the medium 
of industries, service undertakings by making available U1e required loan amounts as also to 

grant the margin money amounts by way of grants of subsidy. 

Title of the scheme: Dindayal Rojgar Yojana 

Eligibility 

1. Original resident - should be original resident of Madhya Pradesh. 

2. Age - should be between the age of )8 to 40 years on the date of application. 

3, Minimum Eduealional Qualifications -10th' standard pass or passed the 
I. T.I. 

4. Income - Income from all the family sources of the applicant should not be 
more than Rs. l .50 lakh (annual). 

5. Registration in the Employment Exchange Office - Educated unemployed 
whose registration in the employment exchange should be in force I valid on 
the day of application. 

Assistance 

'The following will be the margin money payable based on the Bank Approved Project 
estimate. 

Industrial area - 10% of the approved project estimate - maximum Rs.40,000. 

Service area - 7.5% of the approved project estimate -maximum Rs.15,000 

Commercial area - 5% of the approved project estimate -.maximum R.s.7,500 

1. 

2. 

PRIORITY /PREFERENCE 

Applicants who have received Training from approved Technical Institute / 
ITI / Diploma / Epgineering. 

Female Applicants. 

3. Applicant who has acquired Industrial training under Entrepreneurship 
Development Programme. 

4.. Establishment of Industrial undertaking by lhe applicant 

5. Beneficiary appearing in the list of below the poverty line (B.P.L.) 

Eligible undertakings 

All the undertakings concerned with the industry, service I business will be recognized 
which have been approved by the District Industries Centre. 

Application Procedure 

For securing the benefits under this scheme,. candidates should submit the prescribed 
application to the District Industries Centre. The application form is available free of cost 

Registration of Application 

NOTIES 

. / 
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All the application fonns will be duly-registered. The applicant will be informed about 
• mistakes, if any, detected in the application~ Along ,,~th the application, it is-essential lo 
attach the Project Prqfile by the applicant. 

Sending/ Forwarding the application to the Banks 

The applications received trom the beneficiary and the project repon will be sent to 
the Task force of the Prime Minister's Rozgar Yojana for prior approval. After the approval, 

.. the ·papers will be forwarded to the concerned Bank (as per the desire of the Beneficiary) by 
the District Industries Center along with the recomn1endation as also the Bank will be appraised 
about the margin money eligibility. The B,'Ilefieiary will be suitably kept informed. In case· 
dispo.sal of the case is not done within the stipulated 30 working days from the Bank's end 
then the delayed cases will.be referred lo ''The District Level Review Committee". 

' 

Margin Money 

Upon appro".al of the loan amount by the Bank and after being informed about the 
receipt of the margin money, lhe General Mana1,'<er will deposit the margin money with the 
Bank within 10 working days !hrough the District Industries. Center in accordance with the 
prescribed nonns. 

Distribution and Adjustment of Margin Money 

As per: the scheme, after the sanetion and di_sbursement of loan by the Bank and 
deposition of margin money by the Beneficiary, the adjustment of margin money will be 
made in lhe form of subsiily. If the deposited margin money by the beneficiary is ks,; than 
50% of the govt. amount, then the margin money mai;ie available by the Government will be 
adjusted in the same ratio.' 

Trai)llng . 

Under the scheme, after approval of the margin money, the candidate must take the 
training for 10-15 days. The tmining will be given through District Industries Centre, SEDMAP, 
MPCON. In case the required number oflrainces are not available, then the available number 
of trainees will receive training under Prime Minister's Rozgar Ycijana. If the applicant is 
trained under Entrepreneurship De_velopment programme, then he is not required to take 
training under this scheme. 

Deen Dayal Rozgar Yojana · 

. J. Minimum educational qualifications of the applicant should be 10th standard passed 
or IT! pas.-ied. 

2. . The age of the applicant need 'to be between_ 18 to 40 years. 

3. The annual incoine of family of the candidate from all sources should not be more 
than Rs. l ,50,000 annual in_come. 

4. Applicant should have registered his, name in the Emplo}ment Exchange Office: 

5. The·applicantshould be a resident of Madhya Pradesh. The applicant should submit 
two copies each of the following docwnents duly attested by Gazetted Officer. 

(i) 

(ii) 

(iii) 

(iv) . 

(v) 

Cenificale of Educational/ Technical qualifications. 

Copy of the Ration card and domicile certificate. 

Family income certificate (is~ued by Tehsildar or an officer of similar cate!,?ry). 

Employment Registration Certificate Copy. 

Schedulea"Castc i Scheduled Tribe/ Backward Class/Handicapped Certificate 
copy 

(vi). Experience cenificate, if any. 

I 



(vii) Copy of the partnership deed of the partnership unit (partnership between 

members of the same family will not be permissible.) 

(viii) Married ladies should submit the affidavit regarding change in the name. 

(ix) · Date of Birth certificate or \-larks Sheet iu which date of birth is written. 

(x) Project Profile and the plan of the unit, which the applicant wishes to establish. 

(xi) Certified photo of the applicant affixed on the applicati~n form. 

Important Questions for Examination 

What are Government Schemes? Explain in brief 

2. What are the objects of Prime Minister Rojgar Yoj;,na? 

3. Point out the conditions of eligibility for loan and subsidies under Prime Minister 

Rojgar Yojana. 

4. · In which businesses can loan be given under the Prime Minister's Rojgar Yojana? 

5. Explain the role of Prime Minister Rojg:,r Yojana in development of Entrepreneurship. 

6. What is Prime Minister Rojgar Yojana? Explain its features, objectives and rules. 

7. Describe the objects, rules and procedure for approval of loan and assistance under 

P.M.R.Y. 

8. Explain the objects and process of application of Rani Durgawati Swarojgar YoJana. 

9. Describe Margin Money assistance under Rani Durga~ati Swarojgar Yojana. 

IO. Describe the objects, eligibility and process of application ofDeen Dayal Rojgar Yojana. 

I I. Describe the Margin Money assistance under Deen Dayal Rojgar Yojana. 

12. Discuss the objects, eligibility, application process and margin money assistance of 

Deen Dayal Rojgar Yojana. 

13. Explain tho role of the following Schemes: 

(i) Prime Minister Rojgar Yojana (PMRY) 

(ii) Swarna Jayanti Rojgar Yojana (SJSRY) 

(iii) Rani Durgavati Swarojgar Yojana (RDSRY) 

(iv) Deen Dayal Swarojgar Yojana (DDSRY) 

••• 
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VARious·soBSIDIES AND SCHEMES 

To instigate any person's desire and enthusiasm towards business is calle.d as 
'Motivation'. The Government is ma.king an earnest endeavor in the backward areas I spheres 
to offer several facilities aimed to encourage the entrepreneurs to reach newer heights. As 
such, this proverb becomes true that the "Entrepreneurs are not born but made". 

Any new entrepreneur can berome successful when in the incipient stages, while in 
the process of establishing new business, the Government should extend all cooperation and 
assis4ulce for encouraging him in all respects. The way1he parents teach their c.htld to walk 
by holding the child's finger, in the srune fashion for ensuring Industrial development of the 
State, Government helps the entrepreneur through numerous cooperative measures fa~ 
creating a suitable environment. This encouragement is by.way of incentives and grant of 
wb~fy . 

The intent of Inspiration: This represents the ·assistance and·encouragement 
presented by the Government to the entrepreneur with the sublime objective of helping to 
set up the business as also to endeavor for its expansion. As such, it can be· stated that 
motivations, the fmanciaf aids or concessions are conferred by the government upon the 
entrepreneurs to set up their business, try for its expansion including the crucial marketing 
or distribution functions. 

Motive behind the Subsidy: Subsidy is granted by the Government with ·the sole 
objective of giving an amount for setting up a new business and help-the enterpreneure. 

N.eed and _Importance of Incentives and Subsidies 

For development ofbusiness, incentives and subsidies are essential due to the following 
reasons: 

I. To encourage enterpreneurshlp: Incentives and subsidies provide en·couragement 
for business development. Through various assistance and concessions·the ~te_rpreneur 
receives _strength and vigour. 

2. To support the enterpreueur : Incentives and subsidies helps the enterpreneur to 
tackle the various difficulties in the initial periods, Capitalsubsidy, interest subsidy, marketing 
assistance, contribution assistance etc. help the enferpreneur to become fmancially strong 

and dynamic. 

3. To increase employment: Enterpreneurship development opens. new doors and 
opportunities for employment. 1ms in tum helps to reduce the unemployment problems. As 
such incentives and subsidies help in generating business and consequently there arc increased· 
opportunities for employment 

4, To develop Competitive Spirit: Incentives and subsidies do encourage the 
competitive spirit in the business field. Owing to the subsidies and incentives, the competitive 
nature / spirit of the industrialist improves, There are numerous schemes operated by both 
Central and State, Governments, which give protection to the sick and weak industrial units. 

5. Development of the Backward Areas: Through the incentives and subsidies the 
Entrepreneur is enthused and propelled to embark on new industrial ventures in the backward 
areas, Hence, the backward areas also get developed in the process. Therefore incentives 
and the subsidies play a very critical role in the progress and development of the backward 
areas. 



6. To develop Industrial Infrastructure : The Government does assessment of lhe 
Industrial Area in each District through the medium of District Industries Center. The 
entrepreneurs are allotted lands at concessional rates. c.;nsequently !here is development of 
Industrial infrastructure in lhc country. 

Following are the motives behind grant of subsidies and incentives. 

1. To develop competitive strength of an industrialist· 

2. To develop a slrong base for the country's industrialization programme. 

3. To do away with the regional inequalities and to encourage a balanced 
development of the industry. • 

4. To establish, develop and promote the small and cottage industries in the country. 

5. As a result of the above phenomenon, there is rise in the employment 
opportunities in the country and also industrialization gets a boost 

Given below are the benefits, which could result from the incentives and 
subsidies provided by the Government. 

L lncrease in Employment opportunities. 

2. Assi~ting the lndustrialization Process: Incentives and subsidies at1Iacts md 
pulls lhe enttepteneurs towards the industry. Hence incentives and subsidies 
help in the progress of the country's industrialization. 

3. Assisting the Distribution: Both the Central and the State Government render 
help in marketing the products of Small Scale, Cottage and Village lndustries. 
In this connection systematic contribution is made by the Government. 

4. Development of the Backward Areas: Generally an lndustrialist prefers to set 
up his business in the city areas only but owing to the incentives and the 

· subsidies, he is incited to establish his business in the backward areas tao. As 
a result, there is substantial development of the backward areas. 

5. Enhancement of the Competitive Spirit: Incentives and subsidies help in 
improving the competitive spirit of the entrepreneurs. There are several schemes 
implemented by the Central Government as alSQ Slate Government, whereby 
the we:ik industrial units receive protection. 

6. By virtue of the subsidy grants and incentives, the hurdles and hindrances in 
the path to Industrial Progress are minimised. Subsidies and encouragement 
are looked upon !IS strong driving forces for the Industry. 

7. Balanced Development: Incentives and the subsidies inspire balanced progress 
of the country. Through various types of special tax concessions and schemes 
in the backward areas, the Government encourages industrial development of 
that area. 

8. Development of Industrial Infrastructure: The Government identifies an 
il)duslrial area in every District. Land at concessional rate is provided to the 
entrepreneurs and requisite infrastructure is developed in the area. 

Ennmerabld helow are the subsidy schemes and the motivational facilities for 
the industrialists. 

(I) Provision or Land: The Government promotes Industrial Colonies and attracts 
the entrepreneurs to set up their business by charging only a nominal and minimal fee, 
Simultaneously, the Government provides suitable land to the new entrepreneurs in the 
backward region. • 
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(2) Promotion of Fundamental Facili1ies: By developing the basic facilities, the 
Govetnrhent creates co.nducive environment for establishment of iqdustries, 

(3) Capital Investment Subsidy : '!be Entrepreneurs are paid capital investment 
subsidy by the State Govemment with the sole objective of encouraging them to put up their 
induslries iti the backward areas. In addition to the capital investment subsidy, a special 
category of subsidy is granted to those units who undertake to fill in 35% of the vacancies 
with candidates from scheduled caste I scheduled lribe comnumity. Such a subsidy amounts 
to 25% subject to a maximum Rs.5,00,000. To avail of this subsidy it is essential that the 
unit should have at least 50 employees and the appointments made by the unit should comprise 
of candidates frum Scheduled Caste, Scheduled Tribe who should necessarily hail from 
Madhya Pradesh. Also to draw the benefits under the above scheme these employees ought 
to have put in at least 2 years of service in the unit under reference. The entrepreneurs from 
scheduled caste I tribe will receive 10% special category subsidy on the units put up by 
them in the stipulated region. 

Elaborate particulars of the State capital subsidy could be had from the following 
chart. 

Grade / Cbts or R11l:evf l\farimum Limit (Ceiling) 

Dhtrktwh£Rl the Caj,ital · Genmral Medltm1.& . ~-... cla1 Jruiustrial Units 

unltl~ set Up Sub!lidy fodutrill Large"Scal.2 Small Scale ~lum& 

(o/• oCFb.NI Units. Large&I.Jt 

"""") Small 

Seal, 

A-Grade Disiricts 75% 1 S Lacs 5.00Lacs. 2.00 Lacs 7.00 I.acs 

·B-Grade Dislricts 10% 2.00 Lacs 7.00 Lacs.· 2.50 Lacs 9.00 Lacs 

C-Grade Districts 10% 2.50 Lacs 10.00Lacs 3.00 Lacs 15.00 Lacs 

Industries setup undl 15% 5.00 Lacs 15.00 Lacs 5.00Lacs 15.00 Lacs 
growth strainers of 
Industrial Developm-

ent Corporation i 

It is clear from the above JistthattheGovernment is paying the subsidy to all categories 
ofwiits. 

( 4) Central cost of capital subsidy: The Government of India had announced the 
above scheme during 1981. Under the scheme New Industrial units are paid subsidy on their 
fixed capital 

The motive behind this subsidy is to encourage the entrepreneurs to set up their units 
in the selected locations frum the backward areas. Except for !he ineligible units for the cost 
subsidy, the eligible units should be apply for it by way of an application to the concerned 

District Industries Centre after having registered his unit. The Entrepreneur has to use the 
same proforma used for permanent registration. The relevant application is placed before 
the District level committee for its approval. The cheque prepared as per the eligibility ofthe 
unit will be given to the Entrepreneur through the bank who has granted loan to hinL In case 
the Entrepreneur has not availed of any loan from any institution for the purpose of setting 
up his unit, then the relevant subsidy amount will be disbursed to him directly. This subsidy 
is payable according to the category of the backwardness of the district as given below: 

I. Grade 'A'- 25% of the fixed capital (Maximum Rs.25 lacs) 

2. Grade 'B' 15% of the fixed capital (Maximum Rs. 15 lacs). 

3. Grade 'C' - 10% of the fixed capital (Maximum Rs. JO lacs) 

(5) State cost capital subsidy: This scheme was also commence-0 duringl98 I. The· 

backward_ districts which do not receive the central cost capital subsidy are paid the stale 



(5) State cost capital §Ubsidy: This scheme was also comme,iced during!98L Tne 
backward districts which do not receive the central cost capital subsidy arc paid the state 

cost capital subsidy. Similarly the meas i:::: which the central cost capital subsidy rares are 

lower than the state cost capital subsidy rates the differential amount is made good by way 
,fstate cost capital subsidy payment. The motive behind this is to encourage the entrepreneurs 
lo esmblish their business in the backward areas. The state cost subsidy is given as d·etailed 
below. · 

(A) Developed Districts - 5% of fixed capital (Maximum RsJ,00,000) 

(B) Backward District, 

(i) 'A' Grade 7.5% of fixed capital (Maximum Rs.2,00,000) 

(ii) 'B' Grade -10% of fixed .capital (Maximum Rs.2,50,000) 

(tsi) 'C' Grade -JO% of fixed capital (Maximum Rs.3,00,000) 

(C) 'odu,trial Development Center: 15% of the Fixed Capital (MaximumRs.5,00,000) 

Under this scheme, the entrepreneurs from Scheduled Caste / Scheduled Tribe as 
also those units who prefer to employ candidates from these categories are eligible to receive 
higher subsidy amounts. 

(6) Interest subsidy: The Government cao attract the entrepreneurs to backward 

areas by granting them capital on reduced rates. In the Industrially backward districts, the 

Government give interest subsidy to those entrepreneurs who are trained for implementing 

the proposed projects. The motive behind interest subsidy by Government is to encourage 

investment in these areas. The eligibility for interest subsidy is only for Small Scale Industries. 

The units being set up by general entrepreneurs can get the maximum loan amount at 2% 

interest for a period of 3 years from the date of payment of 1st instalhnent. Interest subsidy 

can have the maximum limit ofRs.10,000 in one year. The units set up by scheduled caste 

/ !nlle Entrepreneurs will be eligible for 4% interest subsidy but the maximum limit of subsidy 
has not been laid down. 

The iotcrest subsidy will be paid only to ·:,ose units whose loan accounts are very 

regular. This subsidy is paid by the Banks/ Financial Instirutions through District Industries 

Centre. 

For availing of the loan subsidy by the concerned unit, after commercial production 

and after pennanent registration, an application is prepared through the Financial Institution 

on quarterly basis. After proper attestation by the District Industries Centre, an acceptance 

letter is prepared and the cheque representing the Ioao subsidy amount is prepared and the 

same is cast in the name of the concerned unit. Thereafter, the cheque is sentto the concerned 

financial institution. The demand for the interest subsidy will be put forth by tl,e concerned 

Financial Institution. The unit will be eligible to secure the interest subsidy (maximum for 3 

years) till such time as the unit will be effective or working and will be very regular and 

particular in repayment of the loan amount. 

(7) Electricity subsidy: Electricity(energy) is a very important factor for production, 

without which modem industrial era is meaningless. Scarcity of ele<.-tricity is a major problem 

for the industrial world. The limited means at our disposal for generation of electric power 

and the ever increasing demand for this valuable entity is causing a steep rise in its cost 

which obviously is proving detrimental for the industrial development. The government bas 

been making an earnest rather an all out effort to come to the rescue of the sufferers by 

providing energy subsidy for the Entrepreneurs for setting up of new project$. 

· '.:•'-Those new units who have been able to start the production after 1st September, 

£n1reprv12ur'S'itip Developme11t 
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Gmde of the Subsidy on Annllal Annual maximum Subsidy •-1 District where Electricity Maximum limit 
thi:: unit 1s loeated Bill limit small medium 

scale unit (LT) or big units (LT) 
' 
I A-Class District 3% 1.50 lac 2.50 lac 3 years 

B-Class District 5% 2.50 lac 500 lac 4ye= j C-Class District 5% 5.00 lac !DO lac 5 years 

It is clear from the above chart that the electricity subsidy limit for industrial units 
di:ITurs from district lo district depending upon their gradewise classification. Minimum limit 
varies from Rs. I.SO lac to Rs.10 lac. Hence it is clear that the Government has been 
encouraging the Small Scale Businessmen by granting Electricity subsidy to them. The snm 
or amount of Electricity subsidy will be limited up to the Electricity charges. The units who 
have commenced production prior to Dl-09-1989 will be eligible for Electricity Subsidy 
Rule 1986. 

(8) Margin Money: The Entrepreneur has to bear a fraction of the project cost by 
way of Margin Money: This sum can be in the form ofBIIIlk Guarantee @ 10%, or by cash 
contribution. Ladies and. scheduled caste I tnbe entrepreneurs cam pay the scheduled 5% 
contribution through the Bank guarantee or by cash in the form of their land.For encouraging 
the establisment of industries, the Government as also many different institutions have been 
helping the Entrepreneurs as regards their margin money contribution. Given below is the 
description thereof. 

I. Soft loan / Seed capital through the office of employment exchange for the 
purpose of Margin Money. If some enterpr.sing educated person is unemployed and ifhe 
happens to be the resident of Madhya Pradesh or if the cost of his unit is less than Rs. 7.50 
lacs, then he can avail of easy term loan up to I 0% of the fixed assets (relaxable is case of 
scheduled caste I tribe entrepreneurs).The limit of easy loan is Rs.50,000 to Rs.75,000. 

Under this the entrepreneur has to obtain a letter of acceptance / assurance from the 
relevant Financial Institution (M.P. F.C. I SIDBI). The entrepreneur has to produce following 
documents • assurance / acceptance letter from the relevant financial institution, project 
report, prescribed application, affidavit made on a stm:lp paper, certificate concerning the 
educational qualificatioos, domicile certificate certifying the residence from Madhyal'rndesh, 
Registration number with the employment exchange, attested pass-port size photograph, 
proposed registration copy. The application will have to be. submitted in the employment 
exchange office. 

2. Seed capital from the M.P, Finance Corporation for Technocrat enterpreneur 
- If such entrepreneur desire to procure the loan from the M.P. Finance Corporation, then 
they can be granted seed capital. The maximum seed capital amount will be of the order of 
50% of the margin money payable by the entrepreneur. On this seed capital 1 % annual rate 
of fee will be charged. For this the application fonn will be the same as submitted to the 
Finance Corporation. The provision of seed capital should be accounted for in the project 
report 

3. Assistance to Women Entrepreneurs: This scheme is exclusively for the women 
entrepreneurs. 1be scheme introduced by SIDBI is being operated by the M.P. Finance 
Cm:poration. Under the scheme, if the project cost of the unit to be set up by woman 
entrepreneur is Rs. 10 lacs then she will have to contribute ,mly 10% of margin money and 
the balance margin money demaoded by the M.P.F.C. (15% lllllXimllln) will be paid to the 
women entrepreneur by way of seed capital. 



4-. Provision of Margin Money by the M.P. Mahila Arthik Vilrus Nigam : The 
margin money payable on the units. being set up by the woman entrepreneurs. i.e. project 
cost - some part there of - up ro some maximum limit, margin money will be paid by this 
corporation. 

5. The National Equity Fund Scheme managed by the Nationalised.Banks -
Nationalised Banks manage. this scheme started by SIDBI. The benefits of this scheme can 
be derived by those entrepreneurs who desire to set up their business in such a region 
where the population is not more than 5 lacs. Also, the project cost of the unit should be less 
than Rs. 5 lac. Under this scheme, the entrepreneur can secure 15% of proj eel cost (Maximwn 
- 1.5 lac) by way of seed capital on which I% annual fee will be charged. 

6. Concessions in Commercial Tax: The Government can give some concession in 
the taxes levied from the units established in the backward regions for some years. Such 
concessions and liberal attitude on the part of Government will undoubtedly enhance the 
dynamism of the entrepreneurs. 

7. Govl. Purchase Policy: The Govt. can help the units estllblisbcd by entrepreneurs 
belonging to S.C./S.T./0.B.C. by purchasing their products on priority basis. 

8. Concessions io Entry Tax: In M.adhya Pradesh the newly established units will be 
exempted from Entry Tax for a period of 5 years. This exemption refers to the material 
bought by the new Industrial Units. Similarly the expansion made by the units will be kept 
free from the Entry Tax provided they should not have enjoyed these concessions before. 

9. Concession in Stamp Dnty and Registration Fees - Concerning the above, the 
following_provision exists. 

(a) If the Industrial units procure loans for the purpose of renovation, expansion, 
diversification or modernization, the prescribed registration fee and the stamp duty 

will be as shown below: 

Stamp Duty Registratiou Fees 

District Small Scale Big and Medium SmalJS<:a!e Big& Medium 

Industry lnduslry Industry Industry 

'B' ~Backward j 00% discaunt 50% discount Re. I per 50''/4 disrount 
thousand on nonnal rate 

'C-Backward 1001%, discount 100% discount Re. I per Re. l per 
thousand thousand 

No Industry 100% discount 10081& discount Re. I par Re. l per 

Ar•• thousand thousand 

(b) As regards the transfer ofland, the industries department will charge the stamp duty 
and registration duty only on the basis of the transfer fee. 

( c) Industrial Area and Industrial Development Centre's land and shed• All the pertinent 
Tariff duty and Registration fee will be charged as per the prescnbed premium rates 
by the District Industries <):ntre. 

(d) Sale of sick IndustAat Units siczed by the Financial Institutions and Banks will be 
done as per Reserve Bank rules and transfer or sale will be eligible for l 00% concession 
on Stamp Duty and Registration Fee. 

Reimbursement Grant 

If any entrepreneure gets his project report prepared through I.D.B.I approved 
consultant, the consultancy foe bas to be paid by him. When the unit coromences production, 
such fees, which could amount to 1% (maximum) of the Project cost can be refunded to the 
entrepreneur. Hence project reports should be entrusted to any consultancy fi.'Ill, which is 
approved by LO.BJ. 
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• 
For securing the benefit under the scheme, the entrepreneur has lo assign the work 

relating lo the project report lo a consultant and this has to be approved by the District 
Industries Center. For this purpose 

(i) He bas -to obtain three quotations from the consultants who are on the approved list of 
the I.D.B.I. Eventually, one of lhese consultants have to be entrusted with the project 
report. 

(ii) The contract should mention as to what scrvices·will be rendered by the consultant to 
' the Entrepreneur. 

(iii) One prescribed application, which has ro be submitted lo the concerned District 
Industries Centre alongwith other relevant documents. The District Industries Centre 
will approve consultant for preparation of project report. After the unit commences 
production he can get re-imbursement of this expenditure. 

Through the above mentioned incentives anct subsidies, an entrepreneur in the initial 
stages of setting up his bll6iness gets lot of relief and carries on b116iness with good success 
and enthusiasm Such C-Oncessions and facilities prove to be a boon for the ente,preneures. 

Projed Report 

As regan.ls the Project Report, there are many presurnptioru; as also several concepts. 
Not only its several alternative names are in usage, but different people view it from their 
own perspective. In this connection, project profile, project report, scheme, product profile, 
feasibility study, profitability report, detailed scheme description etc are so many variegated 
names and applications we get to hear. If the different aspects concerning production are 
always reflected or highlighted in the scheme description such as background of the 
entrepreneur who starts the unit, the group or cartel of the industrialists and their brief 
particulars, market conditions relating to the products manufactured or the opportunities 
therefor, technical aspects of the unit as also its financial status and its implementation and 
management related legal and regulatory aspects. 

Actually, in simple words it can be said that any proforma or format, which furnishes 
the various aspects of the units I production aspects as narrated above could well be defined 
or termed as project report of that particular unit. 

Project Report and Project Prome 

As reg,uds the unit or production aspects, the above two terms have been alternatively 
or interchangeably used but ifwe examine the problem technically there is lot of difierence 
between the 1wo. The said difference is e,cplained below : 

PROJECT PROFILE 

I. This furnishes the unit I 
production particulars in brie£ 

2. .The description given is generally 
based on estimates. 

3. The entrepreneur has the Project 
profile prepared when he is men
tally prepared for the venture 
and hence it is the first step of 
planning lhe project. 

PROJECT REPORT 

1 It gives Im elaborate description 
of the unit as also its production 
potential. 

2 This gives the description based 
on facts and are realistic. 

3 This is got prep'l)'ed by lhe 
Entrepreneur only after be has 
completed certain formalities 
about the venture and he bio;.,s 
about the expected cost /outlay 
of the project as al.so the other 
governing faciors which have 



4. It is mainly used for the propo
sed Registration. 

5. Its preparation does not call for 

any technical knowledge I 
background or proficiency. 

preparation of project reporL 

a direct bearing on the entire project.· 

4 It fonns the basis on which the 

loan is sanctioned by the Banks/ 
Financial Institutions. 

5 This is a technical function and 

an ordina,y person cannot 
undertalce or carry out 

Requirement of the Project Report 

The Project Report can be compared with or linked to a child's horoscope. Like we 
can foresee or predict the child's current.planetary position or his future prospects life style 

etc. by examirung / scrutinizing the Child's horoscope, we can in similar fashion guess or 
predict the future progress of the unit, by consulting or e"111Ilining its project report, which 

is like its Horoscope. Though the main requirement/ use of the project report is supposed to 
obtain th.e requisite loans, yet it bas several other uses / functions as narrated below. 

I. To secure / obtain the No Objection Certificate from the Regulatory Institutions / 
Bo·ards like the Pollution Control Board. 

2. To secure loans from the Banks I Financial Institutions towards Fixed Assets/ Working 
capital etc. 

3. To assess the periodical progress of the unit. In case the Entrepreneur feels that the 
achievement or progress is not in keeping with the planned strategy as per the project 

report, then he can take suitable steps / measures to diagnose the reasons for his 
unit's mal-functioning and also employ suitable and potent remedial measures for 

ensuring the smooth and efficient working of his enterprise. 

4. To derive the various benefits and concessions after the establishment of his unit. 

In addition to the above, the entrepreneur can reap various other direct / indirect 
benefits by virtue of the properly framed Project Report: 

Requisite Principles in the Preparation of the Project Report 

Though the Projec.t Report should be based on the above-mentioned norms and 
principles we normally do not come across such a phenomenon. The Project Report is made 

after consultation with experts keeping in view one's, convenience and finally it is presented 

in different Though we do not have any fixed or stereotyped styles .pattern for preparation 
of the project reports, it is very crucial / essential that the following principles must be 

adopted while preparing the project reports : 

• Concerned Entrepreneur should have the knowledge of different aspects. 

• Marketability of the unit as also description of the policies, which will be adopted 

by Ilic. unit. 

• Description of the relevant machinery, industrial and other technical aspects. 

• Profit potentiality of the unit, n..,iayment and similar aspects of FiD!lilCe, their 

presentation. 

• Information about the unit establishment, organizing finance and ita financial 

aspects. 

• Adequate knowledge of Employee requirement for management of the unit, 
utilities as also o·ther rescurces. 
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• Elaborate description of the steps· taken by the unit as per the Rules anc 
Regulations and description of the necessary actions needed.in this regard. 

Important Questions for Examination 

1. What do you understand by Subsidies? Discuss its Importance. 

2. What are the objectives of Subsidies? Explain its advantages. 

3. What are Incentives? How is an entrepreneur encouraged by it? 

4. What do you mean by Subsidies? What benefits does on entrepreneur have? 

5. What are the Incentives and Subsidies given to new industries by Madhya Pradesh 
Government? 

6. What is meant by Subsidies? D,:scribe the various types of Incentives and Subsidies. 

7. What is Project Report? Why is it necessary? 

8. Discuss the main elements of a new project fur preparation. 

9. Write short notes on the following : 

(i) Capital investment Subsidy. 

(ii) Interest Subsidy 

(iii) Eleclricity Subsidy 

(iv) Margin Money. 

• •• 

it' 



28 
INCENTIVES TO WOMEN ENTREPRENEURS 

For an industry, venture or enterprise we do not need any special category people, 
men or women and hence it is aptly said that those who have enterprising qualities can 
become successful entrepreneurs. Every man or woman should recognize the qualities of 
successful businessman and make an effort to develop these qualities. It becomes an the 
more essential for woman to develop their genius or talent. However owing to absence of 
enthusiasm the women are generally not able to achieve the set targets. To awaken the 
mental awareness of the women towards creative goals and actions they have to be helped, 
motivated and trained. 

Need of Motivation to Women Entreprenenrs 

In our country's progress and development the women have been making their valuable 
and silent contribution but of late the they have been openly contributing in all the spheres of 
progress and have also been accepting the challenges at par with men. Self estimation and 
self-development is essential fur everyone. There is all the more need for ladies to develop 
these sorts of capacities. It has now become imperative that the women should be encouraged 
to make progress in the various fields along with the men. for female entrepreneurs it is 
very essential that they should develop the skill and devotion as warranted by their business. 
Their success in achieving the business goals will correspond with their business skill and 
devotion. From this point of view, for female entrepreneurs the proper selection of business 
and training is very important 

A lady entrepreneur needs encouragement and special motivation for to function at 
the optimum level. Hence there is a need for proper study of following points. 

L The ladies should not set their aim for initial or limited profits because in business they 
will be at a par with the gents only.when they are not satis.fied with the limited profits. 
For this they need proper encouragement. 

2. There is difference in the nature of all the business functions, owing to which some 
times lady entrepreneurs feel dejected or disappointed. Generally the female entrepreneurs 
have to perfonn all the functions single-handedly. They remain busy away from their 
family. All these factors dampen their spirit For this reason they need continuous 
encouragement so that their moral strength is always elevated. 

3. Human Nature: It is human nature to foresee a better future as compared with the 
present. Similarly, it is the nature of female entrepreneurs to expect something more in 
future in addition to the present financial and non-financial rnattcra and this becomes 
their realistic motivation. By studying the nature of their functions, they desire special 
encouragement because it is believed that majority of people are unable to perform 
their duties as per their ability without special motivation like financial profits and 
social approvals. 

4. Personal Problems: Women entreprenenrs experience peculiar and personal problems. 
These problems generally relate to sickness in the family, discord.with the family or 
loan repayment burdens. Women entrepreneurs aspire to secure· relief from snch 
problems. By offering proper encouragement they can be freed from the above 

mentioned personal problems. 

Progressive Women Entrepreneur in the business sector with the aid of 
motivation 
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Motivation does the. magic of awakening the dormant self-confidence of ladies. 
Motivation is akiri to a switch, which brightens the dull atmosphere, the moment it is put OR 

Actually, immance ·source of self-confidence is inherent with the ladies, 

Motivation generally means to give inspiration to some objective or intention, which_ 
strengthens the weak or fueble and also to encourage and take care of the responsibility with . 
new enthusiasm. Jfwe analyze or dissect the very word M,O,T,l,V,A,T,I,O,N, we find it is 
made of 10 letters and each of the 10 letters has a very deep and hidden meaning. 

M stands for Mental • It activates the sensitive mind. It has been observed that a. 
person's success or failure depends upon the person's mental slrength. Mental strength of 
the women is limitless. 'Those who wish to· embark on Industrial ventures should necessarily 
have determination since they will have to :fure_ not only physical difficulties but also many 
obstacles. Under such circumstances, only self-confidence can direct them on the path to 
success. Lady entrepreneurs get panicky after initial enthusiasm or after initial failures. 
They lose devotion and loyalty in the endeavour. It is necessary that one should exercise 
control over one's roiod and be positive always. · 

0 is the second Jetter, whlcll means Observation - Through the medium of 
inspiration one can easily attempt self-estimation. We should observe our deficiencies and 
short comings which causes hinderance to complete thejob WJdertaken by us. This teaches 
us to bring about diurnal improvement in our manner of functioning. 

T is the third letter meaning Time: It is a fact thaf every moment happens to be 
the first and the last moment of our life, as time gone by never returns. Time is only 
supposed to pass by, Inspiration provides the clue about the best way to :inake use of the 
time at one's disposal. Circwnstances today demand that ladies should discard the dejection 
and dependence and come out to become enterpreneurs. 

'I' is the fourth letter, which signifies Internal effect.- Obviously this indicates 
the internal effect. Basica!ly inspiration is of two types. Direct inspiration • like some employees 

. enjoy benefits like housing, cm etc. in addition to their salary, such incentives encourage the 
employees to put in their best efforts. However such enthusiasm is seen to be short lived 
whereas the effect of indirect inspiration can be experienced continually. 

'V' is the fifth Jerter .which means Velocity • Life means living in reality and 
continuity. Amongst all the living creatures of the world human beings are supreme having 
thinking ability and the women excel in patience and .courage. However courage has its own 
limitations and during times one should remain courageous and not be inactiv.e or complacent. 

'A' is the sixth letter, which means Adequate; meaning plenty or-satisfied. Many 
people experience lot of things in theirHfe butthey do not achieve anything and some people 
experience something in their life but do not achieve lot of things. In modem times, the 

· traditional systems are giving away and the educated women have come out from the 
conventional prohibitions and they are now out to achieve something meaningful. Owing to 
the awakening of women, their age-old exploitation has been stopped. Now is tb.e time not 
to lose but to gain. The. prevailing unrest frictions or labour connected dishannony should 
be discourged. Such .voids are filled with pleasant feelings by inspiration. 

'T' is the seventh letter signifying truth. To walk on the path of truth and trustworthy 
inspiration path guarantees successful life. Life is full of in hurdles; especially the paths 
adopted by ladies are full of thorns. With the help of.inspiration, if you plan out your daily 
routine keeping you are sure to achieve success in your life. 

'I' is the eighth letter meaning Intelligence -meaning skillful, lirilliant or intelligent. 
Man has become clever but continuous inspiration brings about consciousness and awakening 
in life. The capacity to understand and comprehend enhances and a revolutionary change in 
the thinking process of an individual takes place. · 



'0' is the ninth letter signifying Optimum means the point at which conditions 
are most favourable. Actually refers it to a IJ1irror. It relates to in what fashion you wish to 
hav,c your life sketch. Motivation is that weapon by using which you can have an life full of 
pleasanta ries. 

'N' is the tenth Iet_ter meaning Natural means natural or Inherent. Human 
nature is accustomed to be encouraged. Nature has bestowed upon this grand· gift to human 
beings for enabling him to extricate himself from all futuretiurdles or entanglements. Motivation 
is not merely a straw for a drowning person but it resembles a boat in a river, while in 
disrress which one can occupy and reach t'ie shore safely. 

If we examine or evalµate the above letters we come to the conclusion that 'Motivation' 
has lot of spirit or strength. If ilie,neo-women industrialists try to comprehend its imponance 
they will realize that the very word motivation guides them through the potential difficulties 
or problems which they hfrve to face later. It would be in the interest of the Entrepreneurs to 
study the circumstances or conditions and thereafter make the strategy for ensuring maximum 
benefits. 

In India, even today the presence of female indilstrialists is far less as compared with 
the male entrepreneurs. Though this difference is being curtaile<l gradually, the Indian 
Government has been constantly devising some ways and means lo encourage the women 
entrepreneurs. Down below is elal;rnated what special incentives or facilities o'r encouragement 
which are being provided for women cntreprcneurn. 

I. The Government bas taken various measures to encourage the enterprising nature of 
women. Through District Industries Centers special help has been offered to promote 
the interest of the women as also to render them self-dependent financially. The 
women have been encouraged to undergo administrative training as also to acquire 
technical education. 

2. The financial institutions have prepared suitable aid schemes for encouraging the · 
women entrepreneur towards self-development or employment 

3. The Banks have introduced a new scheme known as Stree Shakti on 19-11-1988 on 
the occasion· of Rashtriya Mahila Divas. The women are given many concessions 
under this si:heme like margin money and rebate in the interest rates. Training 
programmes are also organized under the Stree Shakti package like Industrial 
Development programmes, Industrial training, awareness for self-employment. 
According to the Stree Shakti package those women enlrepreneurn whose outstanding 
loan is more than Rs.25, 000/- receive 5% rebate. Generally 0.5%rebate is allowed in 
the interest rates. 

4. There is scheme ofSIDBI to provide seed capital through Madhya Pradesh Financial 
Cmporation. Under this scheme if the investment on the proposed industrial unit by 
women entrepreneur, is up lo Rs.IO lakhs, then the enterpreneur will have to give 
only 10% margin money and the balance amount is paid to the women entrepreneur 
by way of seed capital. I% Annual service fee is charged on this seed capital. For 
availing of the benefit of this scheme,' the women entrepreneur has to appear before 
an interview committee and based on tlic interview the committee decides upon the 
quantum of seed capital to be granted to the applicant. 

5. 'Madhya Pradesh Mahila Aarthic Vikas Nigam' also gives some part of the project 
cost by way of margin money for the proposed indilstrial unit by women entrepreneurs. 

6. Instructions have been issued lo all the Government departments to treat all the 
applications or cases of women entrepreneurn on priority basis. 

7. Bank ofindia ha., 'Priyadarshini Scheme' and-Central Bank ofludia is operating 'Saint 
Kalyani Scheme' to help the women financially under self-employment plan. The 
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special feature of this scheme is that it has been constituted exciusive!y for women 
and efforts are underway that more arid more women should avail of the benefits of 
this schemes. 

· · Development programmes operated in Madhya Pradesh for women 
entrepreneurs : Some schemes operated by Madhya Pradesh Government to improve the 
fmancial condition of the women are : 

L Photo copier schemes for ladies: This scheme is being implemented for women 
entrepreneur for their self-employment Under the scheme 10% subsidy (maximum up to 

Rs. I 0,000) is given on the loans secured from banks . 
. ' ~~ 

2. Silk Project: Under this scheme the women ,..;etrained in breeding and upkeep of 
silk worms. Training in thread technique as also weaving of silk is given to them. This 
scheme is operated by Mahila Arthik Vika.s Nigam and the silk department. 

,. .. , 3. Typing training scheme: Under this scheme, the women are provided typing 
· training for enabling them to become self-reliant. 

4. Sewing-Embroidery Centre: Under this scheme non-government organisations 
and also child welfare department help in running these centers for women entrepreneurs. 

5. Samarth Yojaaa: Under this scheme the widows, divorcees women are provided 
industr[al training so that they can start their own business. 

6. Step for women and Norad: Under this scheme economically backward women 
are provided basic trairring for employment. Under the step· yojana 90% and under Norad 
100% financial aid is granted by the central govt. 

7. Indira Mahila Yojana: Under this scheme, the ladies are imparted knowledge 
about laws and other provisions, constitutional protection as also knowledge regarding various 
development projects for ensuring that they become aware of their rights. 

8. GRA,'\1MYA: Under this scheme the women are given R,;.500/- loan without 
interest. After repayment of the said loan of RB.500/- they are granted another loan of 
Rs. I 000/-. At the state level, this scheine is managed by Mahila Arthik Vikas Nigarn, Bhopal 
and at the District level it is managed by Women and Children Developinent Department 

Based on the above-mentioned schemes it can be stated that in Madhya Pradesh 
numerous schemes are in force with the sole objective of encouraging wornenenttepreneurship. 
As a result very conducive atmosphere has been created for the development and progress 
of women entreprelleurs. 

Important Questions for Examination 

Explain why incentives are necessary for Women entrepreneurs. 

2. Define the importance of the letters ofMOTNATION. 

3. Explain in brief what types of schemes are running for women entrepreneurs. 

4. What are the incentives given to Women entrepreneurs . 

••• 
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WOMEN ENTREPRENEURSHIP 

(OPPORTUNITIES AND PROBLEMS) 

Meaning of Women Entrepreneun 

Though the womeu have remained connected with the household functions for a 
long time, now they have started contributing towards the establishment of business in 
keeping with the revolutionary ·changes with time. In reality, the industry has opened new 
spheres for women. 

Generally any woman who gives any service or produces items of use is called 
'Wo.man Entrepreneur". In present times, women who sta.-t some business either with their 
own capital or through borrowings and manages the business, are called as "Women 
Entrepreueors". 

The definition of women entrepreneurs as stated by the Development Cmmnissioner 
of Government of India is narrated belo~: , · 

1. The enterprise should be owned by the woman entrepreneur. This means that the 
woman should hold atleast 5 I% share in the capital of the compqny. 

2. The company should be managed by the concerned lady. 

3. The company should have at least 50% lady employees. 

Nature of Women Entrepreneun 
~ I 

Women enteIJJreneur means that part of women population who organize or manage 
any business. Women Entrepreneur can promote any new bwiness or she can imitate or 
adopt any other business. 

Presently, the women enteIJJrises have been classified as "Small Scale Units" wherein 
the ownership or management of the services or business ill'· undertaken by one or more 
ladies an~ wherein they have minimum share capital amounting to 51 %. 

Features of Women Entrepreneun 

Descnbed below a:ie the salient features of women entrepreneurs. 

I. Attnlmte to work hard: It is observed that women entrepreneurs have an inherent 
tendency to work ham. Because of strong imagination, she can play proper role and owing 
to the inborn talent for hard work, she can run the industry successfully. 

2. Ability and desire to take risk: Women have a strong derennination to t,ke risks 
and by virtue of their capability, they are in a better position to predict, better decision 
making, better planning as also they can ensure proper accounting 'functions. 

3. Penistence: Women entrepreneurs have a strong and persistent desire to fulfill 
their dreams and-desires. 

4. Imagination: The women entrepreneurs have inborn basic imagination qualities, 
Owing to better imagination she is in a better position to hunt out for suitable opportunities 
in the competitive markets. She is also able to select proper organization and play a very 
important and active role in all the matters. 

Role of Women In Entrepreneurial Sec,tors 

Business or Entrepreneurship is not the proud privilege of any class, tribe, or gender , 
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but it calls for essential bi,si,1ess qualities and every entrepreneur should recdgnize these 
qualities ood thereby develop the business. Se!f-<>xrunination or self-appraisal and zest or 
hunger for industrial progress forms the prirr.ary or basic quality. While carrying on with the 
oM traditions, the present society is standing on such an imbalanced stage wherein the men 
still feel uneasy and inconvenient to allow lhe ladies to be placed on at par with them in the 
society. There is a strong need to welcome the new views in lieu of the old, coupled with a 
positive encouragement whereby the ladies will also form part of the progress of the family 
as also the society. 

Enterprene1uship is present in all the human activities. It is that resource, which 
renders an organization productive, purposeful and creative. In the absence of 
Eaterpreneurship a society is aimless. For a long time men had the monopoly in business 
and industry but for the past three decades due lo change;; in the social, financial and 
political areas we find the arrival of women. Liberalization, privaHzation as also expansion in 
the educational field have all welcomed the entry of women in the trade and industry. Followed 
by America, Europe and f apan, India can now boast of ever increasing role of women in all 

· fiekls of business. Tue women have been executing the various functions connected with 
planning, decision and control successfully. 

. ·:;, 
In a male dominated society the women must essentially pos.sess the following qualities 

for ensuring success :-

1. To be educaled and strong: For ensuring success in the business, women 1111Jst 
be educated and courageous. 'Through these qualities, they can execute the duties concerning 
their industry with forceful and impressive llll!nner. 

2. Knowledge to'.with the ground situation is necessary for achieving success in the 
any business. She should be aware of what is going on within the society, what is right or 
proper. Then only they can expect to be at par with men. 

3. To be able to express one's capabilities: If a woman has the confidence of 
expressing ber capabilities, then she can be rest assured that she will be able to perform well 
in the disch"'B" of her duties .. The ente,preneur women should make her capability known 
or felt only then she can command recognition. 

4. Presence of self..:onfldence: Self-confidence is the main or decisive requisite 
for achievement of success. Normally, the women tend to under- estimate their status vis
a-vis the men. When a women establishes or succeeds in securing a position of repute in the 
society by virtue of her self-confidence, then only will everyone accept her leadership. 

5. Maintain courage: Lady Entrepreneurs should preserve or maintain courage 
because courage is a stepping-stone towards the succes.s. She should not lose courage. 

6. Self-reliant and self-dependent : A lady entrepreneur should try to be self. 
dependent. It is true that she does need guidance and help on every occasion but she should 
abstain from relying on others every now and then. She should have the capacity or skill to 
grasp any knowledge and based on such knowledge she should independently try to go 
ahead with.out banking on others. 

7. Capacity or courage to accept challenges: An enterpreneur has to face challenges 
al every stage. As such the women entrepreneurs should have the capacity and the courage 
te accept and face such challenges without loosing hope. 

8. Career Consciouspess: For ensuring success, women should be career conscious. 
Women can benefit a lot by enrolling in the Ente,preneurship development cources. 

9. Pe=nallty Development and Control: The lady entrepreneurs should try tc 
develop their personality in the right manner for ensuring that they are capable of better 
execution of duties. 

By adopting the above-mentioned strategy, women entrepreneurs can achieve success 
in trade and industry. Compared to the gents, ladies possess more courage and sensitivity. 



As such the ladies can make an attempt to change the nature or inclination of gents in th,: 
initial stages. lt will not be wrong to believe that if the ladies so desire to play an efficieot role 
in the male dominated field, she will essentially have to work like fuem. lr,"essence, for. 
ensuring a successful career in the business, ii women must possess all the qlllllities inherent 
in man. She must possess self-confidence, detennination and dynamism. 

Opportunities of Women Entrepreneurship in India 

In modem era, women industrialists are easily found in the various fields. Whether it 
. is traditional field or non-traditional field, whether it is concerning Engineering or electronic 
trade or may be readymade garments, fabrics, handicraft or manufacture of toys or poullry 
fanns, plastic industry, soap manufacture, ceramics, printing, textile designing, weaving, 
medicines etc. Motivation is most essential for enterpreneurship. It enables one to face 
challenges with courage and it is a known fact that in all these efforts, different aids, subsidies, 
tax reliefs, and .the guarantee of safety act as catalyzing agents. 

Through the Enlerpreneurship Development Centre it is possible to obtain the 
information about various factors relating to women entrepreneurship, their capacity, estimated 
cost or outlay, required raw material, project related knowledge etc. By virtue of .such 
facilities, the following features are noticeable in a woman entrepreneur; 

L Women are capable of examining the prolilems in a_ vety sensitive manner. 

2. They are capable of.maintaining effective relartonswith their colleagues. 

3. They believe in execution of duties in a very dynamic manner. 

4. The)' are very honest with their duties and work related functions. 

5. They are capable of functioning wilh enthusiasm Wider adverse conditions. 

6. They are determined to complete lhe job which Ibey decide to do. 

7. Women are genenilly creative. 

8. Women take calculated risks. 

9. Women are more optimistic. 

10. Women spend money judiciously wilh utmost care. 

All the above-mentioned qlllllities are fo~nd in an enterpreneur. Women cam have 
more success in establishing business provided they get .the liberty lo work with men. If the 
society and local residents also help them, then 50% of the population, which has so far 
been unable to contribute much towards the coumry's progress, will be instrumental in 
enhimcing lhe country's domestic production. 

Normally, the women have lo work in adverse_ conditions. This is indeed a challenging 
task On the other hand, lt is still believed that they should be entrusted with light and inferior 

jobs which is a misconception. Modern women have achieved fanta;stic results in _numerous 
fields. 

In India, even today the presence of women entrepreneurs is Vety low as compared 
to men though this difference is being curtailed giadually. In India, lhe women entrepreneurs 
have to face many hardships to establish the business and run the same efficiently. As 
_compared wilh lhe men, the women have to face morirproblems iwmg to differential 
treatment wilhin and outside the fumily. · · 

· Problems of Women Entreprenenrs 

Inspite of newer slogans like, "Women Liberation" or""Women's- Day" as also novel · 

schemes,· coQdition of the ladies continµes to be as ii was years ago. We arc. a:ware that · 
':'<,(: .· 

unless there i!f empowennent of women, we cannot expect progress of our coWJtry. Today 
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in North India, only 2 to 6% ladies are found to be involved wit.ii business whereas in the 
South India, this figure is enhanced to 11 to 17%. · 

In all probability, the main reason for such a condition could be attributed to the 
special or peculiar responsibilities and difficulties, which are generally not confronted by the 
men. Women entrepreneurs have to shoulder double responsibilities al home and office. 

Described below me the mam difficulties faced by the women entrepreneurs: 

1. Problem of Movement : As revealed by a survey, the main difficulties faced by 
women· e_nterpreneurs· are : 

(a) Problems in traveliilg for securing the orders as regards the marketing of the products. 

(b) Visiting different cities for the purpose of purchase of raw mnterial. 

One cannot manage a business without stepping out or without traveling. While 
traveling to distant pla,;es, the women race numerous proh!Cl)lS like- who to accompany, 
where to go, where to stay, mode of operation, whether proper arrangement will be there or 
not. Those who are not intimidated by such fear, achieve progress and those who are 
cowed down have to ultiDllltely wind up the business. 

2. Lack of capacity to take independent decisions: In business, ii is very important 
to take proper decisions at lhe right time. Bui unfortunately, some women lack this crucial 
attribute. Though, in our country, there existed some women who were prompt in decision 
making anq consequently they excelled, yet maj~rity pf ladies are scared to take prompt 
decisions. Tuey prefer to act wilh the co-operation of the !D•n. Numerous decisions are 
required to be taken concerning the business dealings on day-to-day basis but some people 
fail to take such quick decisions. Even if the decisions are taken they do not tum out to be 
proper and appropriate. They themselves feel lhat the decision taken is not judicious or 
proper and hence needs to be changed. This dilly-dallyingis harmful for business. 

3. Not to adopt tbe mal-practkes: Today, in every area whether it is govenunent 
or non-govern.rnent organisation, corruption is present Owing to this the women experience 
difficulty in dealing with officers & clerks. Women like clean & honest dealings. 

4. Afflicted with double standard mentality or the men : Owing to the wrong 
attitude and double mentality of men, the ladies are unable to do anylhingoflheir own will 
n,e men comple women to work as per their wishes and prevent them from acting 
independently. Consequently, lhe ladies start feeling 1hat they themselves are unfit and inferior. 
Generally men are unable to accept successful women entrepreneurs. Gradually as the 
popularity or fame oflhe wife increases, the husband starts feeling disgusted and disgruntled. 
Owing to !his unstable and dnal mentality of the husbands, many industrial underuoongs 
managed or governed by women are forced to wind up. 

5. Absence o£fulltime involvement in business: The Indian lady maybe working 
as a top executive or in a top position; she may be advanced or liberaliz.ed but her first 
priority is her household. Right from the childhood she is taught that her husband and 
children should be accorded top priority, It is a matter of experience that the industrial units 
set up by lady entrepreneun; only work 40 to 50% of the projected capacity. On account of 

lhe pre-occupation with !lie family responsibilities, majorilj: <?f II)~ la~y enmapreneu~~ !ind 
themselves surrounded by numerous difficulties. · · · · 

6. Non-cooperation by family members : It is generally observed that the other 
fcimale 1nembers from the family have been exploiting the women enterpreneurs. Most of 

'the mother-in-laws view women entrepreneurs as their rivals. Indian family set up is a big 
hurdle for the women entrepreneurs. 



7. Marketing and Distribution problems : For lady entreprenei:rships the marketing 
and distribution of products has also been posing a problem. She is unable to take a.dequale 
steps in that direction. 

8. Otbe.r difficulties : Apart from the above-mentioned problems, the woman 
entrepren~urs have also to face the following hurdles. 

(i). Extending credit facilities as also the recovery hazards. 

(ri) Fear of failure looming large over the head. 

(iii) Inability to do the desired running around. 

(iv) Inability to spare adequate time for the training schedules. 

(v) Lack of required technical knowledge. 

(vi) Inability to have a nice rapport with the labourers as also the employees. 

(vii) Absence of tough and strong physique. 

The objective of nanating the above problems faced by the women entrepreneurs is 
to providl,l a sort of forewarning to the potential women entrepreneurs. Women are quite 
likely to experience the above-mentioned problems and most of the problems enumerated 
above are such which can be controlled or tackled to a large extent by adopting a suitable 
strategy. 

In the end it could well be asserted that in India many trairung prognunmes and 
encouragement sessions are underway with the sole objective of developing the industrial 
talents of the Indian women. Periodical training programmes are also organized, the purpose 
whereof is to develop their skill and personality. By availing of the benefits accrued from 
these programmes, women could well do awesome functions in this direction. The field of 
trade and industry is a very vast and the women entrepreneurs who have lot of enthusiasm 
for establishing business on a small scale will certainly succeed. Once the irutial barriers are 
eliminated, their self-rnnfidence increases whereby they are in a better posit.ion to fuce the 
challenges and the risk. 

Important Question, for Examination 

1. What do yon know by Women Entrepreneurs? Critically examine their present position 
in India. 

2. Discuss the nature of women entrepreneurship? Also examine their role in Indian 
context. 

3. Write a note on Rationale of Women Entrepreneurship in India. 

4. Write a short note on Women Entrepreneurship. 

5. Write an essay on "Women Entrepreneurship-opportunities and problems." 
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. OTHER SCHEMES OF_M.P. GOVERNMENT 

Govt. of Madhya Pradesh has implemented different schemes for tb:e poor 
adivasis and under developed minority community and the management and supervision of 
these schemes is through an undertaking working under the agics ofM.P. Government 
Corporations such as : 

(I) Madhya Pradesh Tribal Finance Development Corporation. 

(2) Madhya Pradesh Antyavasaye,: Cotporation, 

(3) Madhya Pradesh Baekward and _Minority Community Finance·Development 
Corporation. · · · · · ·' 

The following are the schemes operated through the medium of the above mentioned 
corporations. 

$themes of M.P.Trihal Finance Development Corporation 

Madhya Pradesh Tribal Finance Development Corporation was established under the 
Indian Company Act. 1956, Article 25,on 29th September 1994. Various self-employment 
schemes have been implemented by the corporation on I st April 1995 for the welfore of the 
tribal people. 'The principal objective of the corporation. is to ensure financial, social and 
educational development of the tribal people as also to end their eiq,loitation and try to 
elevate them above the poverty line, arrange for their interest fre\O loans. Given below are the 
main .schemes of the corporation. 

(1) Tribal Women Empnwerment $theme: Elevation or upliftment of the tribal 
women has been the central theme of the M.P.T.ED.C. It has been a matter of common 
experience that development of tribals can only be attained by the cooperation qf their 
women. Keeping in view the above objectives, M.P.T.ED.C. has started "Triabal Women 
Empowerment Scheme" only for the financial benefit of the sche<luled tribe women .. The 
eligibility under the above sche.rne is described below: 

EligllJility : 

(I) For deriving the benefit under the above scheme, aod tribal women has to be a resideot 
, of ~dhya Pradesh and has to be a member of the tribal class as declared by Central 

Government for Madhya Pradesh. 

(2) 

(3) 

(4) 

(5) 

The annual family income of the beneficiary should not exceed Rs.39 ,500/- in the 
rural areas and the s"!lle should not exceed Rs.54,500/- in ·the city areas. 

Age of the beneficiary should not be less than 18 years. 
. ' 
The beneficiary should not have taken a loan in the pasl 

The beneficiary should not have secured the benefit under any other scheme of the 
corporation. 

Procedure: 

(1) Women, who wish to obtain the loan under the above scheme, should contact the 
Branch Manager or District Industries Centre's General Manager. 

(2) By fulfilling all the norms laid dowo under the scheme, selection of the beneficiary is 
made in a transparent manner by the Employrnimt Sub"committee of the District 
Planning Committee by way of lottery draw. 



Loan Limit: Under the scheme, every applicant is eligible for a loan upto Rs.50;000/ · 
• depending upo11 the outlay of the project 

Interest. Rate: The maximum interest rate under the above scheme for women 

beneficiaries is 4% p.a. 

Repayment period: The repayment of the loan nmount should be made within .10 

years maxim.um (including moratorium period) in quarterly or halfyearlyins1Blments. 

Undertbis scheme the applicant does not have to give any margin money and processing 
fee etc. · 

In addition to the above, National Scheduled Tribe Financial Development Corporation, 

New Delhi is also operating certain schemes which are descnlled below: 

A. Schemes relating to the Agriculture Sector: 

(!)Tractor Trolley Scheme, (2) Fanning Scheme, (3) Poultry fanning scheme, (4) 

Pig farming scheme, (5) Dairy farming scheme, (6) Increase the food production 

scheme, (7) Minor forest pro9uce marketing schemes, (8} Other related schemes. 

B. · Transport Related Schemes: 

(I) Mini Truck scheme, (2) Jeep Taxi scheme, (3) Dumper scheme, (4) Flour Mill 
scheme, (5) Auto-Riksb.a scheme, (6) Truck scheme, (7) Bus scheme, (8) Cycle 

. Riksha scheme, (9) Travel Agency, (IO) Other related schemes. 

C. Service Sector Related Schemes: 

(I) Photo Copier scheme, (2)General Store scheme, (3) Mini Rice Mill scheme, 94) 
Flour Mill scheme, (5) STD/PCO scheme, (6) Tent House scheme, (7) Internet Dhaba 

scheme, (8) Medical Store Scheme, (9) Pan Shop Scheme, (10) Other Related 

Schemes. 

D. Industry Sector Related Schemes: 

• (1) Brick Production scheme, (2) Broom Production scheme, (3) Printing press 

scheme, (4) Dhaba scheme, (5) Carpet Weaving scherne,(6) Truck scheme, (7) Bus 

scheme, (8) Cycle Riksha scheme, (9) Travel Agency, (10) Other related schemes. 

Eligibility: 

(1) The benefits under the above scheme will be available only to Loose Tribal people who 

are fue residents of:Madhya Pradesh and also should be member of the Tribal group 
. as announced by the Indian Government for Madhya Pradesh. 

(2) The annual income of the applicant and family should not be over Rs.39,500/- in the 

rural areas and over R!!.54,500/- in the city area. 

(3) Age nftlw applicant should not be less than 18 years. 

( 4) The .apPiicant should not have availed of any other loan from other source. 

(5) · The applicant should not have received any benefit of other scheme of the corporation. 

PROCESS: 

I) The i,ligible person willing lo obtain the loan under the NB.T:F.D.C, scheme should 

2) 

. contact the Branch Manager or General Manager of the District Industries Centre. 

After conforming to all the norms and formalities of the scheme, selection of the 
applicant is mad·e by the Employment Sub-committee of the District Planning 

Connnittee in very transparent and fair manner by a Lottery Draw. Tribal.woman 
applicants are treated with priority. 
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LIMIT OF THE LOA."'! A. "III> TYPES-

The maximum loan amount granted under the N.S.T.F.D.C. is Rs. l0.00 laks per unit. 
Loan description is an under: 

(A) N.S.T.F.D.C. shate 90% of the project cost 

(B) · M.P.T.F.D.C. shnre 5 to IS% of the project cost 

(C) Tribal Beneficiary's shate. 

(l) On the project cost upto Rs. l lakh. 

(2) On the project cost Rs. I lakh to 2.50 lakh 

(3) On the project outlay Rs. 2.50 lakhs to Rs.5 _ lakh 

(4) On the project cost above Rs. 5 .00 lakh 

Loan Repayment period -5 to 10 years 

Rate of Interest on the loans granted byN.S.T.F.D.C. 

Loan upto l .5 lakh · 6% Annual 

Loan above 2.5 lukhs 8%Amiual 

Nothing 

2% 

3% 

5% 

~cheme of M.P.Antyavasayee Finance Development CorporatiOJl 

The main objective of this corporation is to create self employment for the scheduled 
caste people and those people who have been declared as living below the poverty line by the 
Government authorities. 

Following schemes are implemented by this corporation 

1) SeH-employment scheme 

Motive of the scheme • To elevate the financial condition of the scheduled tribe 
people through the provision of self-employment. 

Features of the Schemes • Under this scheme, Bank loans are made available to 
unemployed people for starting various business like the small scale cottage industry, animal 
husbandry etc. The corporation grants subsidy upto 50% of the loan amount or maximum 
Rs.10,000/- whichever is less. 

SELECTION PROCESS: 

1) The applicant has tc make an application in the prescribed form and has to submit the 
same together with the income, caste and residence certificate copies lo the concerned 
DistrictAntyavsayeeCooperative Development Committee or District Industries Centre 
all located under one roof. r TI1e selection of the appliC<lllt will be made at the district level selection commiUee. , 

, , Depending upon the eligibility of the applicant the loan will be made available. 
I 
iLIGIBLEAPPLICA.."IIT-

He should be a member of the scheduled caste, need to be a resident from the District, 
should produce to certificate from a Gazetted Officer vouching for his living below the 
poverty line, Ration Card, (Family Identity Card), Caste Certificate, an affidavit Iha! no loan 
has been availed of from other agency. The age limit is between 18 tc 45 years. 

Ai''NUAL INCOME -

Tho annual income of the applicant should not be above Rs. 15976/- in the. rural areo. 

and the same should be below Rs.21,20.6/- in the city atea. A certiticate from the Gaz.;tted 
Offier as regard the Annual Income of the applicant is essential. 

http:Rs.IO.00


2) Prestige Rehabilitation Scheme-

Objective oftbe Scheme : Those people are doing inhuman jobs like cleaning toilets 
and garbage are prnvided decent work and jobs as per their choice. 

Features of the scheme: 

Under this scheme, the person is granted bank loan upto Rs.50,000/- for setting up 
small scale cottage industries. 50% of the loan !l.l1l0Unt or Rs. 10,0001- whichever is less will 
be treated as the subsidy and also 15% of the loan amount or Rs.7,5001- whichever is less 
(margin money) is paid by this corporation. 

SELECTIONPROCESS-

1) The applicant has to submit the application in the prescribed form together with 
· the Income Certificate, <;:aste and Residence Certificate Copy to the District Sahakari Vikas 
Samiti or District Industries Centre all located under one roof. 

The selection on eligibility status of the applicant will be made by the selection 
committee. Selected aspirants will be receiving the requisite loan amount depending upon 
their eiigi1,ility confirmation. 

ELIGIBILITY NORMS- .. 

Applicant's name should reflect in the district survey, a certificate issued by1he Revenue 
Officer regarding the applicants work as scavenger and sewage cleaner. He essentially needs 
to be a resident from the district. Caste/income binding is not there. An affidavit that the 
applicant has not availed of any loan from any source is required. 

M.P. Backward class and Minority Finance Development Corporation Schemes 

For the welfare of !he Backward class people, State Government has established 
M.P. Backward Class Finance Development Corporation on 29th September 1999. While 
doing so, an attempt has been made to help the poorest of the masses. Along with this, 
corporation also has been entrusted with the welfare of the minority community. 

By eliminating the financial hlll'dles !lffiicting the skill and progress of the poor people, 
the corporation renders help to the backward class through self-employment schemes. 

Through· this Corporation, financial aid is being granted via the State channelising 
agency. Provision bas been made to grant 30% of the total loan to the eligible woman 
applicants by the State channelizing agency. 

Objective : The main objective of lhe corporation are : 

• To enlarge the scope of the financial agencies )Yith a view to provide better benefits to 
the Minority and Backward class. 

To provide loans and advance cheques to the Backward and Minority class people, to 
render fmmcial assistance to them in conformity with the norms and guidelines laid 
down by the government from the lime ot time. 

• Encouraging the self-employment schemes and other suitable schemes for the benefit 
of the Backward and Minority class. 

• People from below poverty line and backward and minority class to receive. 
concessional loans in special cases. 

• To give loans for technical education and training as also industrial knowledge to 
Backward and Minority class. 

• To help the Backward. and Minority clnss for improving their Technical and Industrial 
skill . 

For fulfillment of those objectives the following schemes are being implemented through 
!he active co-operation of the National Corporations exclusively for Backward and 
Minority Classes : 
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1) Self-EmploymentScheme . . 

SI. Project outlay 
" 

No. Scheme 
Backward cla•• ·· · Minority class 

Agriculture & Related Sector • . . . ,. . 
L Dairy 70,000/- 52;5001-

Small Industry 
. 

2. Bakery 25,0001- 25,0001- . 
. 

3. Hotel/Dbaba 31,000/- 20,0001-

4. Pao Shop 25,000/- 15,000/-

5. Readyrnade Garments 90,000/- . .. 
6. l'ruiVVegetable 7,000/7 7,000/-

7. Dyeing Printing 35,000i- ,,' 25,000/-

8. General Store 25,000/- · ·25,000/-

9. Auto repair parts 50,0001- ' 45,0001-

Technical/Service related 

10. Auto repair 20,000/- 20,000/-

IL Cycle repair 25,000/- 25,000/-
. 

12. Electrical Motor Rewinding 55,0001- 35,000/-

13. Printing press 1,00,000/- 1,00,000/-

14. Tailoring shop 40,000/- . 40,000/-

15. Car work.shop 50,000/- 50,000/-

Artesian/Iradltional 

16 •. Barber shop . 25,0001- 25,000/-

17. Cmpenter Shop 20,000/- 20,000/-

18. Laundry Shop 20,000/- 20,000/-

19. Embroidery 25,000/- 25;0001-

20. Blacksmith 20,000/- . 
2L Pottery 30,000/- . 
22. Weaver 35,0001- . 

I Transport 

2:l. i Auto rickshaw 50,000/- 55,000/-
. ' . 

Following will be the interest rates ofloans granted by the National Corporations 
revised Lending Policy as per the action plao : 

I) Loan upto Rs. 2.00 lakh 

2) Loan above Rs. 2.00 lakh 

3) Transport field all groups 

Eligibility: 

7%p.a 

10% p.a 

12% p.a. 

The Corporation helps different people fromBack:<vard and Minority class to establish 
self-employment by providing them fmancial aid by way ofloatts. Inerecipients should be 
from below the poverty line and their Annual Family Income should be below Rs.21,2061-in 
the city area where as is should be below Rs.15,976/. in the rural area and under the Douhlc 
poverty line category, the income should be belmv Rs.42,412/, in the city area and below 
Rs.31,952/-in the rural area. 
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Backward classes: 
These category or group ofpeople should confonn to the periodical declarations by 

Government of India concerning their backwardness both socially and educationally. 

Minority Group: 

In this group Mulirns, Christians, Sikh, Budhists and Parms have been included 

Recovery of loan: 

Recovery starts from the month following disbursement ofloan amow,I in 60 equal 
installments. 

Loan Process: 

At the District level, operation of the self-employment schemes oftbe Coiporation is 
carried through Distriet Industries c;enters under the direction of the District Collector. 
Before selection of the beneficiaries,publicity is made to brief the common people about the 
benefits of the schemes and the people are instructed to obtain the application• forms from 
the J~ad Panchyat or District Pancha)'llt. The applicati9n.forrns have to be su):,mitied in 
the office of the District Industries Centre. Seledion ·oftbe applicants is done with the 
approval of the Sub-committee of the District Planning Committee .. 

Swamima Scheme: 

For inculcating tire sense of self-ind~endence and self respect amongst the women 
from the backward classes, a special scheme called 'Swamima' has- been introduced by the 
corporaiion. The brief description of the Swannina scheme is given below: 

• Women beneficiaries do not have to make any contribution. 

• Under the scheme, maximum loan of Rs.1.00 lakh per beneficiary will be granted. 

• . Loon repayment period under this scheme is 12 yoars where as the norn,al schemes 
loan repayment period is IO years. 

4% annual interest rate is charged on a loan ofupto Rs. 1.00 lakh whereas the annual 
interest rate on general loans is 7% 

Educational Loan Scheme: 

The corporation has introduced a scheme for financial assistance for the students 
from the backward Caie6'DfY living below the poverty line. The financial aid is meant for 
acquiring Technical Education, Management studies and Training. 

Eligibility: 
The student applicant seeking financial aid must have secured admissions to any 

Institute approved by A.LC.T.E. or Medical Council of India. 

Limit of Loan -

Maximum loan of Rs.75,000/-per student per year or upto Rs.3,00,000!- for the 
entire course of study. 

Mode ofRepayment-

The loan repayment sliould commence after 6 months from the dnte· completion of 
the course or from the month the student gets employment or commences self-employment 
whichever is earlier. The total repayment period will last for 5 years and the said repayment 
will be made in equal monthly instalments. 

Rate of Interest -

Annual Rate oflntciest will be 4.5% and for timely atld regular repayment, the !oan 
will be eligible for 0.5% concession.• 

Training. Scheme -
The Corporation orgruiizes Training for membern from backward class for providing 

Industrial & Technical skill and knowledge. 
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The training makes them self-confident and expert. The subsidy for training granted 
through state chamclising agency/ institute. After successful completionof,training, the 
trainee can avail of the ordinary loon from the corpora!lon for setting up his own business. 

M.P. backwan1 class and Minority finance and developmenh:orpol"ation give 
loan facilities for the firms established by the handicapped persons: 

The Corporation offers loan fucilities for the co--0perative committee of the handicapped 
persons as also for the fums set up by the handicapped persons. 

Application Eligibility: 

• 

• 

• 

Co-operative comminee of Handicapped pc>Tson,, 

Legally constituted Association of the Handicapped people . 

The finn established by Handicapped person: 

• It is very essential to fulfill the above mentioned conditions of the BoarcVAssociationi 
Committee for securing the desired loaIL 

(i) Any Indian citizen whose handicap level is above 40%. , 

(ii) The age of applkant should be between 18 and 55 years. 

(iii) Annual Income : For city area Rs, 60,000 per year. For rural area R.s,55,000 per 
year. 

• Relevan1 Educational/Technical/Business experience and qualification, 

• • Certificate proving the resident of Madhya Pradesh. 

• Should not have taken loan from any other source. 

How to make the application: 

The applicants will have to submit their application in the prescribed fonnat. The 
format under reference can be had from District Industries centre. 

Condition: 

(a) Promoters contribution and Interest rate for Term loan -
. 

'"' 
Project Cost Shmof Share ol lwlated Share of Annual Raia 

NHFDC agency applicant olinteresl 

1, Less than Rs. 50,000 100% - . 5% 

" 
'. 

More than Rs. 50,000 £., 

and less than Rs. 1.00 lakh 95% 5% - 6% 
3, Mora than Rs.1.00 lakh and 

less than Rs.5.00!akh 90% 5% 5% 9% 
4, More than Rs,5.00 lakh 85% 5% 10% 10% 

b) All the loans to be repaid within 7 years. 

c) The repayment ofloan will be either by monthly/ quarterly or half yearly instalments, 

d) 2% concession on the loan for handicapped women. 

e) For premature and complete repayment of loan 0.5% concession/discount is allowed 

Important Questions for Exalllination 

1) Explain the role of following schemes. 

i) Schemes of M.P.Tribal Finance Development Corporation. 

ii) Scheme of M.P. Antyavasayee Finance Development Corporation, . 

iii) Scheme of M.P. Backward class and Minorities Finance Development 
Corporation. 
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