ENTREPRENEURSHIP DEVELOPMENT: UNIT 3

1. RESOURCE MOBILIZATION AND PROJECT PREPARATION
1.1 Meaning of Resource Mobilization

Resource mobilization is the process of identifying, obtaining, organising, and using the resources
required to establish, operate, and develop an enterprise. Resources are not limited to money. They
include land and buildings, machinery and tools, raw materials, human skills, information, technology,
time, and business relationships.

A business idea may be attractive, but it cannot be implemented unless the entrepreneur can obtain the
resources needed to turn the idea into a practical activity. For example, a small food-processing unit may
need a work area, processing equipment, ingredients, packaging materials, trained workers, electricity,
transport, licences, and working capital.

Resource mobilization therefore connects the planning stage with actual business operations. It involves
estimating what is required, locating possible sources, comparing alternatives, arranging access to
resources, and ensuring that the resources are used efficiently.

1.2 Importance of Resource Mobilization

e It makes the business idea implementable by ensuring that essential inputs are available.

e It helps the entrepreneur estimate the initial investment and the money needed for day-to-day
operations.

e It reduces avoidable delays caused by shortages of materials, equipment, staff, or funds.

e It supports better planning, budgeting, scheduling, and control of business activities.

e It helps the entrepreneur avoid unnecessary purchases and use limited resources efficiently.

e It can improve business credibility when the entrepreneur approaches lenders, suppliers, or potential
partners with a clear resource plan.

e It helps the enterprise maintain continuity by planning for recurring needs such as wages, rent,
electricity, stock, and transport.

1.3 Types of Resources Required by an Enterprise

Resource Meaning and examples Possible source

Personal savings, family
contribution, bank loan, eligible
government scheme, investor, or
other lawful finance.

Money for equipment, premises,
Financial resources stock, wages, licences, marketing,
and operating expenses.

Land, building, furniture, tools,
Physical resources machinery, storage facilities, and
transport equipment.

Purchase, lease, rental, shared
facility, or supplier arrangement.

The entrepreneur, employees, | Recruitment, training,
Human resources skilled workers, accountants, sales | apprenticeship, professional

staff, technicians, and advisers. services, or partnerships.

Raw materials, ingredients, | Wholesalers, manufacturers, local
Material resources packaging, spare parts, and | producers, cooperatives, and

consumables. distributors.

Computers, software, digital

payment  systems, production | Purchase, subscription, leasing, or
technology, and communication | suitable free/low-cost tools.
tools.

Technological resources
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Information resources

Market data, customer feedback,

technical knowledge, price
information, and legal
requirements.

Government publications, surveys,
trade associations, banks, training
centres, and reliable online sources.

Time and networks

Time for planning and execution,
contacts with customers, suppliers,
mentors, and service providers.

Work  planning,
associations, local
networks, and mentoring.

professional
business

1.4 Steps in Resource Mobilization

1. Define the business activity. State what product or service will be offered, to whom, and at what

scale.

2. List the resources required. Prepare a complete list of premises, equipment, materials, staff,
technology, finance, and permissions.
3. Estimate the quantity and cost of each resource. Obtain quotations where possible and distinguish
one-time expenditure from recurring expenditure.
4. Identify potential sources. Consider ownership, rental, leasing, credit, partnership, and other suitable

lawful arrangements.

5. Compare alternatives. Consider cost, quality, reliability, availability, maintenance, flexibility, and

the effect on cash flow.

6. Prepare a resource and finance plan. State when each resource is needed, how it will be obtained,

and how much it will cost.

7. Arrange resources in a suitable sequence. For example, obtain necessary permissions before major

installation or production.

8. Monitor and review use. Compare actual expenditure and resource use with the plan and correct

wastage or shortages.

1.5 Sources of Business Finance

An entrepreneur may use more than one source of finance. The choice depends on the amount required,
the purpose, repayment capacity, cost of finance, risk, eligibility, and the stage of the business.

Source Explanation Points to consider
Money invested by the | No loan repayment is due, but
Owner's savings entrepreneur  from  personal | personal savings are exposed to
savings. business risk.
o . . T houl 1 d
Contribution from family or | Funds provided by people erms  should ‘be clear an

friends

known to the entrepreneur.

recorded; misunderstandings
can affect relationships.

Bank loan

Borrowed  funds  provided
subject to the bank's appraisal
and terms.

Interest, instalments, collateral
or guarantee requirements, and
repayment capacity must be
considered.

Microfinance or other eligible
lending

Finance  provided through
institutions or  programmes
serving eligible borrowers and
enterprises.

Check eligibility, total
borrowing  cost, repayment
schedule, and applicable rules.

Government-supported credit or
subsidy programme

Support available under a
notified scheme for eligible
applicants or activities.

Eligibility, application process,
permitted use, documentation,
and current scheme rules must
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be verified.

A supplier allows the business | Payment deadlines and
Trade credit to pay later for goods or | consequences of late payment
materials. must be understood.

Ownership,  profit  sharing,
duties, and exit terms should be
documented.
Available only after the
business has generated and
retained funds.

A co-owner contributes money

Partner's contribution
or other agreed resources.

Profit from an existing business

Retained earnings . . .
& reinvested into the enterprise.

1.6 Fixed Capital and Working Capital

Fixed capital is money invested in assets that are expected to be used for a relatively long period, such as
machinery, furniture, equipment, and certain improvements to business premises. Working capital is
money required for everyday operations, such as purchasing stock, paying wages, paying utility bills,
meeting transport expenses, and covering the time between making a sale and receiving payment.

A business may own valuable machinery but still face difficulty if it lacks working capital to buy raw
materials or pay wages. Project planning must therefore consider both fixed investment and working
capital.

Item [llustrative amount ()
Equipment and tools 1,20,000

Furniture and setup 25,000
g}l(i;ieﬂselsicences, registration, and other setup 10,000

Opening stock and raw materials 35,000

Packaging and launch promotion 10,000
Working-capital reserve 50,000

Ilustrative total 2,50,000

1.7 Meaning of Project Preparation

Project preparation is the systematic process of converting a business idea into a workable plan. It
explains what the enterprise intends to do, why the product or service is needed, how operations will be
carried out, what resources are required, how much the project will cost, how finance will be arranged,
and whether the proposal appears feasible.

A properly prepared project helps the entrepreneur assess the idea before committing substantial funds.
It also communicates the plan to banks, financial institutions, government agencies, partners, suppliers,
and other stakeholders.

1.8 Main Stages of Project Preparation

1. Identify a business opportunity and define the product or service.
2. Study the market, customers, competitors, and likely demand.
3. Select the appropriate scale, location, and operating method.

Page 3 of 16




ENTREPRENEURSHIP DEVELOPMENT: UNIT 3

Identify technology, machinery, raw materials, staffing, and other resources.

Estimate project cost, working capital, operating expenses, sales, and income.

Assess technical, market, financial, legal, and environmental feasibility as relevant.

Decide how the project will be financed and prepare a repayment plan if borrowing is proposed.
Prepare the project proposal with supporting information and quotations.

9. Review the assumptions, revise unrealistic estimates, and finalise the plan.

10. Implement the project and monitor actual performance against the plan.

PN s

1.9 Feasibility of a Project

Feasibility means whether a proposed project can realistically be established and operated under the
expected conditions. A project should not be judged only by its possible profit; the entrepreneur should
consider the following dimensions.

Type of feasibility Key question What to examine
Customer needs, demand,

Will enough customers buy the

Market feasibility . competition, price, location, and
product or service?
sales channels.
Can the product or service be | Equipment, process, utilities,
Technical feasibility delivered with available | raw materials, skills,

technology and skills? maintenance, and quality.
Investment, working capital,
revenue, expenses, cash flow,
profit, and debt repayment.
Staffing, suppliers, workflow,

Can the enterprise meet its costs

Financial feasibility and cash requirements?

Can the business function on a

Operational feasibility regular basis? iventory, transport, and
management capacity.

Applicable registration,

S Can the activity be carried out | licences, tax obligations, labour

Legal and regulatory feasibility lawfully? requirements, safety rules, and

sector-specific regulations.
Waste, resource use, safety,
community effects, and relevant
environmental requirements.

Environmental and  social | Are likely effects acceptable
feasibility and manageable?

1.10 Common Errors in Resource Mobilization and Project Preparation

e Underestimating the money needed for day-to-day operations.

Assuming that all planned sales will occur immediately.

Ignoring seasonal demand, competition, wastage, maintenance, or delayed customer payments.
Buying expensive equipment before confirming the market and technical requirements.
Depending on only one supplier or one source of finance without a backup plan.

Treating a proposed loan or government benefit as guaranteed before formal approval.

Using unsupported prices or unrealistic sales estimates in the project report.

Failing to check the current legal and regulatory requirements for the activity.

2. PRODUCT IDENTIFICATION
2.1 Meaning of Product Identification

Product identification is the process of recognising and selecting a product or service that can meet a
real customer need and may be offered as a viable business. A product may be a physical item, such as
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food, clothing, furniture, or a household product. A service may include repair, transport, tailoring,
digital support, food delivery, or other work performed for customers.

Product identification is more than choosing something the entrepreneur personally likes. It requires
examining customer needs, local resources, market demand, competition, skills, cost, selling price, and
the ability to deliver consistent quality.

2.2 Sources of Product Ideas

Unmet needs in the local community, such as a shortage of a convenient service.

Problems faced by customers in obtaining existing goods or services.

Local resources and skills, including agricultural produce, traditional crafts, food processing, or
repair skills.

Changes in lifestyle, income, technology, demographics, or consumer preferences.

Products that customers currently obtain from distant markets and might prefer to buy locally.
By-products or waste materials that can be converted into useful products, subject to safety and
environmental requirements.

Feedback from customers, retailers, wholesalers, suppliers, and service providers.

Personal skills, vocational training, work experience, or a new method of serving customers.

2.3 Factors to Consider When Identifying a Product

1.

2.

9.

10.

Customer need: Identify the problem the product or service will solve and the group of people who
experience it.

Market demand: Estimate how many potential customers may buy, how often they may buy, and
how demand may change by season.

Availability of resources: Check whether raw materials, equipment, skills, electricity, transport, and
other inputs are available.

Competition: Identify existing sellers and compare their price, quality, convenience, service, and
reputation.

Cost and expected selling price: Estimate the cost per unit and assess whether customers are likely to
accept a price that covers costs.

Entrepreneur's skills and interest: Consider whether the entrepreneur has, or can reasonably obtain,
the required technical and management skills.

Location and distribution: Determine where customers are located and how the product or service
will reach them.

Legal and safety requirements: Check relevant standards, registrations, licences, labelling, hygiene,
and other rules before proceeding.

Scope for differentiation: Consider whether the enterprise can offer better quality, convenience,
reliability, customisation, or service.

Growth and sustainability: Assess whether the business can expand and continue operating without
exhausting resources or creating avoidable harm.

2.4 Product Selection Process

1.
2.
3.

Generate several product or service ideas rather than deciding on the first idea.

Collect initial information about customer needs and the existing market.

Screen out ideas that are illegal, unsafe, clearly unaffordable, or incompatible with available skills
and resources.
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4. Compare the remaining ideas against common criteria such as demand, competition, investment,
expected margin, risk, and personal capability.

Speak with potential customers and relevant suppliers to test assumptions.

Prepare a simple estimate of start-up cost, operating cost, selling price, and possible sales.

Test the idea on a small scale, where practical, before making a large investment.

8. Select the idea with the strongest overall evidence of feasibility and prepare a project plan.

2.5 Market Survey for Product Identification

Noawm

A market survey collects information from potential customers or other market participants. For a small
enterprise, a simple survey can be conducted through face-to-face questions, a short questionnaire,
observation, or conversations with retailers.

A useful survey may ask:

1. What product or service do you currently use for this need?

How often do you purchase or use it?

What do you like or dislike about the existing options?

What price do you usually pay?

What improvement would make you choose a new supplier?

Where do you prefer to purchase the product or obtain the service?

Would you consider trying the proposed product or service? Why or why not?

Nowkwd

The entrepreneur should avoid leading questions that encourage people to give favourable answers.
Responses should be recorded accurately, and the sample should include people who resemble the
intended customers. A small informal survey provides clues, not a guarantee of future sales.

2.6 Product Life Cycle and Improvement

Products often pass through introduction, growth, maturity, and decline stages. At introduction,
customer awareness and sales may be low. During growth, demand may rise and competitors may enter.
At maturity, sales may stabilise and competition may intensify. During decline, customer preferences or
technology may change, reducing demand.

An entrepreneur should monitor customer feedback, sales, costs, and competitor actions. Product
improvement, packaging changes, quality control, new distribution methods, or a revised product range
may be necessary. If demand is persistently weak, the entrepreneur may need to modify the product or
consider another opportunity.

3. COST-BENEFIT ANALYSIS
3.1 Meaning of Cost—Benefit Analysis

Cost—benefit analysis (CBA) is a systematic method of comparing the expected costs of a proposed
project or decision with its expected benefits. It helps the entrepreneur judge whether the project is
worthwhile and compare alternative ways of using limited resources.

Costs include the money and other resources required to establish and operate the project. Benefits may
include sales revenue, savings, improved productivity, better quality, time saved, or other measurable
gains. For a simple business exercise, financial costs and monetary benefits are usually the main focus.
A more comprehensive analysis may also consider social and environmental effects.

3.2 Types of Costs

Type Explanation Example

Start-up or establishment cost One-time or initial expenditure | Registration,  initial  setup,
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needed to begin the business.

installation, and launch
expenses.

Fixed cost

A cost that does not change
directly with the number of
units produced within a relevant
range and period.

Monthly rent or a fixed salary.

Variable cost

A cost that changes with output
or sales volume.

Ingredients, packaging, and
piece-rate production costs.

Direct cost

A cost that can be linked
directly to a product or service.

Raw material used in one unit of
product.

Indirect cost

A cost shared across activities
or not easily traced to one unit.

General administration, shared
electricity, or office expenses.

Operating cost

Recurring cost of running the
business.

Wages, utilities,  transport,
maintenance, and marketing.

Opportunity cost

The value of the best alternative
given up when a resource is
used for the project.

Income forgone by using one's
own room for the business
instead of renting it out.

3.3 Types of Benefits

e Sales revenue earned from selling goods or services.

e Cost savings arising from improved processes or reduced waste.

e Additional output or higher productivity from better equipment or methods.

e Improved customer retention, product quality, and reliability.

e Time saved for the entrepreneur or customers.

e Possible social benefits, such as local employment, where these are relevant and can be assessed
responsibly.

Care is needed to avoid double counting. For example, if additional sales revenue already reflects the
benefit of a new process, the same increase should not be added again as a separate benefit unless it
represents a distinct gain.

3.4 Revenue, Cost, and Profit

Revenue is the money earned from selling products or services. Total revenue is usually calculated as
quantity sold multiplied by selling price per unit. Total cost includes the relevant fixed and variable
costs for the period. Profit is the amount left after the relevant costs are deducted from revenue.

Total Revenue = Quantity Sold x Selling Price per Unit

Total Cost = Fixed Cost + Total Variable Cost

Profit = Total Revenue — Total Cost

Contribution per unit = Selling Price per Unit — Variable Cost per Unit

Break-even quantity = Fixed Costs + Contribution per Unit, when contribution per unit is positive and
the assumptions of the simple model apply.

3.5 Simple Cost—Benefit Comparison

For a simple project, calculate the total expected monetary benefits and total expected costs over the
same period. Then compare the two.

Net Benefit = Total Benefits — Total Costs
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Benefit—Cost Ratio (BCR) = Present Value of Benefits + Present Value of Costs, where discounting is
relevant.

A positive net benefit indicates that estimated benefits exceed the costs included in the analysis. A BCR
greater than 1 indicates that the present value of benefits exceeds the present value of costs under the
assumptions used. These indicators should be interpreted alongside risk, affordability, cash flow, and the
reliability of the estimates.

3.6 Time Value of Money and Discounting

Money received in the future is not generally equivalent to money received today. A rupee available
today can be used or invested immediately, while future benefits are uncertain and may be affected by
inflation and risk. For projects with benefits and costs occurring over several years, analysts may
discount future amounts to present value.

Present Value (PV) = Future Value + (1 + discount rate)*number of periods

For a full multi-year analysis, the present values of all expected benefits and costs are added separately.
The selected discount rate and forecast period should be explained. A school-level project may use a
simpler one-period comparison where discounting is not required by the task.

3.7 Steps in Cost—Benefit Analysis

1. Define the project and the alternatives being compared.

Set the time period and the scale of operation.

List all relevant initial and recurring costs.

Estimate the expected benefits and sales using evidence where possible.

Convert comparable costs and benefits into monetary values where reasonable.
Consider the timing of costs and benefits and discount future amounts if appropriate.
Calculate total costs, total benefits, net benefits, and relevant ratios.

Test how results change if prices, costs, sales, or delays differ from expectations.

9. Consider non-financial factors, risks, and legal requirements.

10. Make a reasoned decision and document the assumptions and limitations.

e A i

3.8 Sensitivity and Risk Analysis

Estimates are uncertain. Sensitivity analysis examines how the result changes when one or more
assumptions change. An entrepreneur may test a lower sales volume, higher raw-material prices, lower
selling prices, equipment breakdown, or delayed opening.

Scenario Monthly units | Revenue at | Variable cost Fixed cost () Estimated
sold %30 each () at X18 each () surplus ()

Lower sales 600 18,000 10,800 8,000 —800

Break-even | ¢ 20,010 12,006 8,000 4

vicinity

Expected case | 1,000 30,000 18,000 8,000 4,000

Higher sales 1,200 36,000 21,600 8,000 6,400

The table shows that the enterprise is sensitive to sales volume. The break-even result is approximate
because units must be whole numbers and the calculation is based on simplified assumptions. A good
project plan should also consider whether sufficient cash is available to pay expenses before sales
revenue is received.
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3.9 Limitations of Cost—Benefit Analysis

Future sales, prices, costs, and customer behaviour cannot be predicted with certainty.

Some benefits, such as customer trust or community wellbeing, are difficult to measure in money.
Poor or biased data can produce misleading conclusions.

Results depend on the period, discount rate, and assumptions selected.

A project with a positive net benefit may still be unaffordable if cash is not available at the right
time.

e Legal, ethical, safety, and environmental obligations cannot be ignored merely because a project
appears profitable.

4. PREPARATION OF PROJECT PROPOSAL
4.1 Meaning of a Project Proposal

A project proposal is a structured written document describing a proposed business activity and
explaining its purpose, market, operations, resource needs, costs, expected income, financing plan, risks,
and implementation schedule. It presents the entrepreneur's idea in a form that can be evaluated by the
entrepreneur, a lender, a partner, or another relevant organisation.

A project proposal should be clear, realistic, internally consistent, and supported by evidence where
possible. It should not promise guaranteed profit or present estimates as confirmed facts.

4.2 Objectives of a Project Proposal

To explain the business idea and the need it is intended to meet.

To show that the entrepreneur has considered market demand and competition.

To identify resources, equipment, staff, materials, and permissions required.

To estimate the total project cost and working-capital requirement.

To explain the proposed sources of finance and repayment capacity, if borrowing is involved.
To assess feasibility and identify key risks.

e To provide a plan for implementation, monitoring, and future review.

4.3 Main Components of a Project Proposal

Section What to include

Project title, entrepreneur's name, proposed
1. Title and basic details location, contact details where appropriate, and

date.

A brief overview of the business idea, target
2. Executive summary customers, total investment, finance requested if

any, and expected outcomes.

Relevant education, training, experience, skills,
responsibilities, and business background.

Nature of the business, products or services,
ownership form, objectives, and proposed scale.
Features, customer benefits, quality requirements,

3. Entrepreneur's profile

4. Business description

5. Product or service details packaging  or  delivery, and  possible
differentiation.
Target customers, evidence of demand,
6. Market analysis competitors, price, location, sales channels, and

survey findings.
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Production or service process, premises,
7. Technical and operational plan machinery, capacity, raw materials, utilities,
staffing, and quality control.

Land or space, equipment, materials, technology,
labour, suppliers, and other required resources.
Fixed investment, pre-operative expenses, initial

8. Resource requirements

9. Project cost stock, working capital, and contingency where
justified.
Owner contribution, proposed loan, partner funds,
10. Means of finance or other confirmed and proposed sources, clearly
distinguished.

Expected quantity sold, selling price, sales
revenue, assumptions, and seasonal variations.
Raw materials, wages, rent, utilities, transport,
12. Operating expenses and financial projections | maintenance, marketing, interest, depreciation,
and other relevant costs.

Break-even estimate, expected surplus, cash-flow
13. Cost—benefit and feasibility needs, and evidence that the project may be
viable.

Market, financial, supply, operational, technical,
14. Risk assessment legal, and other relevant risks, with mitigation
measures.

Applicable registration, licences, safety, tax,
15. Legal and regulatory requirements labour, and sector-specific requirements to be
checked.

Activities, responsible persons, estimated dates,
and milestones.

Reasoned explanation of why the project is

11. Sales and income estimates

16. Implementation schedule

17. Conclusion proposed and what support or decision is being
requested.
Supplier quotations, survey results, estimates,
18. Annexures identity or eligibility documents when required,

and other supporting evidence.

4.4 Preparing the Financial Part of the Proposal

The financial section should separate fixed investment from working capital and show the assumptions
behind each estimate. Where possible, use current written quotations for machinery and equipment and
locally verified prices for materials. Sales estimates should be linked to market evidence and realistic
production capacity.

1. List the cost of land or premises arrangements, equipment, installation, furniture, and other fixed
assets, as applicable.

2. Add pre-operative expenses such as permitted setup, training, professional assistance, or launch
costs.

3. Estimate the working capital needed for raw materials, wages, utilities, stock, transport, and
customer-credit periods.

4. Calculate the total project cost without counting the same item twice.

5. State the entrepreneur's own contribution and other funds already confirmed.
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6. State any proposed loan or scheme assistance as proposed, not approved, unless formal approval has
been received.

7. Prepare realistic sales, expense, and cash-flow estimates for a suitable period.

8. Assess whether the business can cover operating expenses and meet repayment obligations under
reasonable assumptions.

4.5 Sample Project Proposal: Small Snack Production Unit

The following is a learning example, not a ready-to-submit bank project. All figures are illustrative and
must be replaced by current quotations, local market evidence, and the requirements of the relevant
lender or authority.

A. Project Summary

Project: Small packaged-snack production unit. Proposed activity: produce a limited range of
hygienically prepared snacks and sell them to nearby retail shops and direct customers. The project
would begin on a modest scale and expand only if repeat demand and unit economics are demonstrated.

B. Proposed Investment

Item Ilustrative cost ()
Processing equipment and tools 1,20,000
Work-area setup and furniture 25,000
iiirtiealisesregistration, professional and setup 10,000
Opening raw materials and packaging stock 35,000
Initial promotion and distribution setup 10,000
Working-capital reserve 50,000
Total illustrative project cost 2,50,000

C. Means of Finance
Source [lustrative amount (%)
Entrepreneur's own contribution 1,00,000
Z;;fgjg? bank finance, subject to appraisal and 150,000
Total 2,50,000

D. Operational Plan

The entrepreneur would identify reliable suppliers, confirm food safety and other applicable
requirements, establish a clean production area, define standard recipes and quality checks, procure
suitable packaging, maintain production and sales records, and arrange delivery to shops. The scale of
production should be based on verified demand and the capacity to maintain quality.

E. Market Plan
Before investing, the entrepreneur would survey local shops and households, record competing brands
and prices, identify preferred flavours and packet sizes, estimate likely repeat orders, and test samples
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where legally and safely appropriate. Retailer margins, unsold stock, product shelf life, transport costs,
and payment delays should be included in the business calculations.

F. Risk and Mitigation

Risk

Possible response

Demand lower than expected

Start with a limited range and test demand before
scaling.

Raw-material price increases

Compare suppliers, monitor prices, and review
product costing.

Quality or food-safety issue

Follow applicable food-safety requirements,
maintain hygiene, and keep batch and supplier
records.

Delayed payment from retailers

Set clear payment terms and monitor outstanding
amounts.

Equipment breakdown

Plan maintenance and identify repair support.

Insufficient working capital

Prepare a cash-flow plan and retain a suitable

IeSCrve.

4.6 Implementation Schedule

Stage Activity Indicative timing
1 Marks:t survey and product Weeks 12
selection
) Supplier quotations and Weeks 23
feasibility review
3 Flna.nce‘ P lannl‘ng and Weeks 3—6 or as required
applications, if required
Requlreq registrations, p FOMISES | A fror verifying requirements
4 preparation, and equipment
and finance
arrangements
Trial production, quality checks,
> and customer feedback After setup
6 Commercial launch and routine | After the project is ready and
monitoring compliant

The schedule is illustrative. Actual time depends on approvals, finance, construction or setup, supply
arrangements, and applicable regulatory processes.

4.7 Qualities of a Good Project Proposal

e (Clarity: the project purpose, product, market, and requested support are easy to understand.

e Accuracy: figures are calculated correctly and supported by evidence where possible.

e Consistency: the production capacity, sales estimates, resource needs, costs, and finance plan agree
with one another.

e Realism: assumptions account for competition, delays, seasonal changes, wastage, and operating
constraints.

e Completeness: all major operational, financial, market, legal, and risk issues are addressed.

e Transparency: estimates, confirmed arrangements, and pending approvals are clearly distinguished.

e Practicality: the proposal includes an implementation schedule and identifies who will carry out key
activities.
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4.8 Common Mistakes in a Project Proposal

e Using old quotations or unsupported market data.
e Failing to mention relevant licences, safety requirements, or environmental obligations.
e Making no provision for changes in cost, demand, or implementation time.

5. FINANCIAL INSTITUTIONS

5.1 Meaning of Financial Institutions

Copying another business's project report without adapting it to the local market.

Showing high sales without explaining the number of customers, quantity sold, or selling price.
Ignoring working capital and assuming that sales receipts will always arrive immediately.

Leaving out maintenance, transport, packaging, wastage, marketing, insurance, or applicable taxes.
Showing a proposed loan or subsidy as if it has already been sanctioned.

Financial institutions are organisations that provide, facilitate, or support financial services such as
deposits, credit, payments, investment, insurance, and financial intermediation. They help move funds
from savers or funding sources to individuals and enterprises that need finance, subject to applicable

rules and eligibility.

For an entrepreneur, financial institutions can be important sources of credit, payment services, savings
facilities, financial advice, and information about suitable finance products. Not every institution offers
every service, and eligibility, charges, interest rates, security requirements, and terms vary.

5.2 Major Types of Financial Institutions Relevant to Entrepreneurs

e . Possible relevance to an
Institution/type Main role .
enterprise
Accept deposits rovide .
P p ’ p Business loans, current
. payment services, and extend .
Commercial banks . accounts, payments, working
loans and other banking . .
facilities capital, and transaction records.

Provide banking services with a

Potential credit and banking

Regional Rural Banks (RRBs) focus on rural areas and eligible access  for eligible  rural
entrepreneurs and small
customers. .
businesses.
Provide banking services under | Local banking and credit
Co-operative banks the applicable co-operative and | facilities, depending on the

banking framework.

institution and eligibility.

Small Finance Banks

Provide banking services with a
focus on underserved segments
under their regulatory
framework.

Deposits, payments, and eligible
lending products.

Provide microfinance products

Small-scale finance, subject to

Companies (NBFCs)

Microfinance institutions to eligible customers under | product terms, eligibility, and
applicable rules. total borrowing cost.
Provide specified financial . )
. . . . . Certain  business or asset-
Non-Banking Financial | services and, in many cases,
finance  products;  compare

lending, subject to their

regulatory permissions.

charges and terms carefully.

National Bank for Agriculture

Supports agriculture and rural

May support rural enterprise
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and Rural
(NABARD)

Development

development, including through
refinance, development
initiatives, and institutional
support.

ecosystems through eligible
banks, institutions, or
programmes; it is not simply a
retail business-loan counter for
every applicant.

Small Industries Development
Bank of India (SIDBI)

Supports the development and
financing ecosystem for micro,
small, and medium enterprises
through relevant products and
programmes.

Potential finance or
development support for eligible
MSMEs, subject to current
product criteria.

National Small Industries

Corporation (NSIC)

Provides support services to
eligible micro and small
enterprises, including certain
marketing, procurement, and
credit facilitation initiatives.

May assist eligible enterprises
through specific schemes and
services; availability must be
checked.

Insurance companies

Provide insurance products
against specified risks under
policy terms.

Business property, equipment,
stock, liability, or other cover
where appropriate.

Capital-market  intermediaries

and investors

Facilitate investment or raise
capital  through  permitted
channels.

Relevant mainly to suitable
businesses seeking equity or
investment, subject to law and
investor requirements.

5.3 Role of Banks in Entrepreneurship

Provide credit for eligible fixed assets and working-capital needs.

Offer accounts and payment services for receiving sales and paying suppliers.

Maintain transaction records that can support financial management.

Assess project proposals and repayment capacity before sanctioning loans.

May participate in notified government-supported credit schemes where eligible.

Provide information about documentation, loan terms, repayment schedules, and applicable charges.
Support formal financial inclusion by connecting eligible entrepreneurs with banking services.

5.4 Common Forms of Bank Finance

Facility

Meaning

Typical purpose

Term loan

A loan repaid over an agreed
period according to its terms.

Machinery, equipment, renovation,
or other eligible fixed investment.

Working-capital finance

Finance intended to support the
operating cycle of a business.

Stock, raw materials, receivables,
and other eligible operating needs.

Cash credit or overdraft

A facility that permits -eligible
borrowing within a sanctioned
limit and conditions.

Managing short-term timing
differences between receipts and
payments.

Equipment finance

Finance linked to the acquisition of
eligible equipment or assets.

Purchasing machinery or business
equipment.

Digital and account

services

payment

Services for receiving and making
electronic payments and
maintaining business transactions.

Collections, supplier
and recordkeeping.

payments,

The names, availability, interest rates, security requirements, and conditions of facilities vary by lender
and product. Entrepreneurs should read the current sanction letter and loan agreement carefully.
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5.5 How a Bank Assesses a Business Loan Application

A lender typically assesses whether the applicant and the proposed project meet its current lending
criteria. The precise process varies by lender, loan product, and applicable rules.

e Purpose and eligibility: whether the proposed activity and use of funds are permitted under the
product.

e Project viability: whether market demand, operating arrangements, costs, and expected revenue
appear reasonable.

e Repayment capacity: whether projected cash flow is sufficient to meet instalments and other
obligations.

e Applicant's contribution: the amount of the entrepreneur's own investment, where required.

e Credit and repayment history: relevant information considered under the lender's policies and
applicable law.

e Documents and verification: identity, address, business, financial, quotation, and other documents
required for the specific application.

e Security or guarantee: collateral, guarantee, or other requirements if applicable to the product and
rules.

e Risk factors: business experience, competition, supply arrangements, legal compliance, and other
risks.

5.6 Common Documents That May Be Required

The exact document list should always be obtained from the relevant bank or institution. Depending on
the application, documents may include:

Identity and address proof accepted by the institution.

Photographs and application forms, where required.

Business constitution and registration documents, where applicable.

Project report or business plan.

Cost estimates and supplier quotations for equipment or other purchases.

Bank statements and evidence of the entrepreneur's contribution, where required.
Financial statements, income records, tax documents, or sales records for an existing business, as
applicable.

Required licences, permissions, or registrations for the proposed activity.

e Documents related to security, guarantee, or ownership, if applicable.

e Any additional documents specifically requested by the institution.

5.7 Government-Supported Finance and Credit Schemes

Government-supported schemes may facilitate access to credit, provide credit guarantees, offer eligible
subsidies, or support particular categories of entrepreneurs and enterprises. Scheme rules can change,
and different programmes have different objectives and eligibility conditions.

Before relying on any scheme, the entrepreneur should verify the current official guidelines, eligible
activities, application route, required documents, contribution or margin requirements, repayment terms,
subsidy conditions, and whether the scheme is open to new applications. A subsidy, guarantee, or loan
should not be treated as assured until the relevant authority or lender confirms it.

Examples of programme areas that entrepreneurs may investigate include micro-enterprise lending,
credit-guarantee support for eligible MSMESs, rural and agricultural enterprise support, and schemes for
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eligible groups or sectors. This study material does not assert that any particular applicant or project
qualifies for a specific scheme.

5.8 Choosing a Suitable Financial Institution

1. Estimate the amount and purpose of finance required.

Identify institutions that offer a relevant product for the proposed enterprise and location.
Check eligibility, current interest rates, fees, repayment period, security, and other terms.
Compare the total cost and flexibility of the available options.

Assess whether the proposed repayment schedule fits the project's expected cash flow.
Confirm the required documents and application procedure from the institution itself.
Read the sanction letter and agreement before accepting finance.

8. Keep copies of all submitted documents, approvals, and repayment records.

Nownkwd

5.9 Financial Institutions and Rural Entrepreneurship

Financial institutions can help rural entrepreneurs obtain equipment, purchase inputs, manage cash flow,
and expand business activity. Banking and digital payment access can also improve transaction records
and reduce dependence on cash. However, finance alone cannot ensure success. Entrepreneurs also need
market information, appropriate skills, reliable infrastructure, sound management, and a product or
service that customers want.

For a rural enterprise, the entrepreneur should consider transport costs, seasonal supply, customer
purchasing power, access to digital connectivity, availability of trained workers, and the distance to
banking services. These conditions should be reflected in the project proposal and cash-flow estimate.
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