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Exercise No.: 1                                                                        Date: ___________ 

Assessing Entrepreneurial Traits of Entrepreneur 

========================================================== 

Introduction 

Entrepreneur is an Economic Agent who plays a vital role in the economic development of a 

country. Economic development of a country refers steady growth in the income levels. This 

growth mainly depends on its entrepreneurs. An Entrepreneur is an individual with knowledge, 

skills, initiative, drive and spirit of innovation who aims at achieving goals. An entrepreneur 

identifies opportunities and seizes opportunities for economic benefits. 

Entrepreneurship is a dynamic activity which helps the entrepreneur to bring changes in the 

process of production, innovation in production, new usage of materials, creator of market etc. 

It is a mental attitude to foresee risk and uncertainty with a view to achieve certain strong 

motive. It also means doing something in a new and effective manner. 

Concept of Entrepreneur 

The word "Entrepreneur" is derived from the French verb 'entrepredre'. It means 'to undertake'. 

In the early 16th century the Frenchmen who organized and led military expeditions were 

referred as 'Entrepreneurs'. In the early 18th century French economist Richard Cantillon used 

the term entrepreneur to business. Since that time the word entrepreneur means one who takes 

the risk of starting a new organization or introducing a new idea, product or service to society. 

Concept of Entrepreneurship 

The term 'entrepreneurship' is often used synonymously with the term 'Entrepreneur' though, 

they are two sides of the same coin, and conceptually they are different. 

Entrepreneurship is the indivisible process flourishes, when the interlinked dimensions of 

individual psychological entrepreneurship, entrepreneur traits, social encouragement, business 

opportunities, Government policies, availability of plenty of resources and opportunities 

coverage towards the common good, development of the society and economy. 

According to Cole "Entrepreneurship is the purposeful activity of an individual or a group of 

associated individuals undertaken to initiate, maintain and aggrandize profit by production or 

distribution of economic goods and services". 

Characteristics of an Entrepreneur 

 If we go through the business history of India, we come across the names of persons 

who have emerged as successful entrepreneurs. For example, Tata, Birla, Modi, Dalmia and 

others are well-known names of successful entrepreneurs in the country who started their 

business enterprises with small size and made good fortunes. Success or otherwise of a small 

enterprise is, to a great extent, attributed to the success or otherwise of the entrepreneur 

himself/herself. Then, the question is: What makes the entrepreneurs successful? Whether they 

had anything common in their personal characteristics? The scanning of their personal 

characteristics shows that there are certain characteristics of entrepreneurs which are found 

usually prominent in them. The principal ones are scanned and discussed here:  

1. Hard Work: Willingness to work hard distinguishes a successful entrepreneur from 

unsuccessful one. The entrepreneur with his tedious, sweat-filled hours and perseverance revive 
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their business even from on verge of failure. In nutshell, most of the successful entrepreneurs 

work hard endlessly, especially in the beginning and the same becomes their whole life.  

2. Desire for High Achievement: The entrepreneurs have a strong desire to achieve high goals 

in business. This high achievement motive strengthened them to surmount the obstacles, 

suppress, anxities, repair misfortunes and devise expedients7 and only set up and run a 

successful business.  

3. Highly Optimistic: The successful entrepreneurs are not disturbed by the present problems 

faced by them. They are optimistic for future that the situations will become favourable to 

business in future. Thus, they can run their enterprises successfully in future.  

4. Independence: One of the common characteristics of the successful entrepreneurs has been 

that they do not like to be guided by other and to follow their routine. They resist to be 

pigeonholed. They liked to be independent in the matters of their business.  

5. Foresight: The entrepreneurs have a good foresight to know about future business 

environment. In other words, they well visualize the likely changes to take place in market, 

consumer attitude, technological development, etc. and take timely actions accordingly.  

6. Good Organizer: Different resources required for production are divorced from each other. 

It is the ability of the entrepreneurs that brings together all resources required for starting up an 

enterprise and then to produce goods.  

7. Innovative: Production is meant to meet the customers' requirements. In view of the 

changing taste of customers from time to time, the entrepreneurs’ initiate research and 

innovative activities to produce goods to satisfy the customer's changing demands for the 

products. The research institutes/centres established by Tata, Birla, Kirloskar, etc. are examples 

of the innovative activities taken by the successful entrepreneurs in our country.  

8. Self-control:  Entrepreneurs do not function well in structured organization where they are 

not independent to act. Most of the entrepreneurs do the job better when they have full 

responsibility and accountability for the job. Entrepreneurs do better if they are allowed to have 

their own way without interference from the authority. They need the freedom to choose and to 

act according to their own perception of what actions will result in success.  

9. Self-confidence: Self-confidence is the control over the things while working alone. 

Entrepreneurs tackle problems immediately with confidence and are persistent in the pursuit in 

their best in the face of adversity since they thrive on their own self confidence.  

10. Sense of urgency: Entrepreneurs have a never ending sense of urgency to develop their 

ideas. Inactivity makes them impatient tense and uneasy. They thrive on activity. They have 

driven and high energy levels, they are achievement oriented and they are tireless in the pursuit 

of their goals.  

11. Comprehensive awareness: Successful entrepreneurs can comprehend complex situations 

that may include planning, making strategic decisions and working on multiple business ideas 

simultaneously. They are farsighted and aware of important details and the will continuously 

review all the possibilities to achieve their business objectives. They devote their energy in 

completing the tasks immediately before them.  

12. Realism: Entrepreneurs accept the things as they are and deal with them accordingly. They 

will change their direction when they see that change will improve the prospects for achieving 
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their goals. They want to know the status of a given situation at all times. They will verify any 

information they receive before they use it in making a decision.  

13. Conceptual ability: Entrepreneurs possess the ability to identify relationship quickly in the 

midst of complex situations. They identify problems and begin working on their solution faster 

than other people. They are not troubled by ambiguity and uncertainty because they are used to 

solving problems. Entrepreneurs are natural leaders and they are usually first to identify a 

problem to be overcome. It is pointed out to them that their solution to a problem will not work 

for some valid reason; they will quickly identify an alternative problem solving approach.  

14. Status requirements: Entrepreneurs find satisfaction in symbols of success that are 

external to them. During tough business periods entrepreneurs will concentrate their resources 

and energies on essential business operations. Symbols of achieving such as position have little 

relevance to them. Successful entrepreneurs find their satisfaction of status needs in their 

performance of their business not in the appearance they present to their peers and to the 

public.  

15. Interpersonal relationship: Entrepreneurs are more concerned with people's 

accomplishments than with their feelings. They generally avoid becoming personally involved 

and will not hesitate to severe relationships that could hinder the progress of their business. 

During the business building period, when resources are scarce, they seldom devote time to 

dealing with satisfying people's feelings beyond what is essential to achieving their goats. 

Entrepreneurs with good interpersonal skill will be able to adjust and survive as their 

organization grows and become more structured.  

16. Emotional stability: Entrepreneur have considerable amount of self control and can handle 

business pressures. They can be comfortable in stress situation and are challenged rather than 

discouraged by setbacks and failures. Entrepreneurs are uncomfortable when things are going 

well. They will frequently find some new activity on which to vent their pent – up energy. They 

handle people problems with action plans without involving in their emotions.  

17. Risk taking: The business cannot thrive without taking risks and adjusting to change. 

However, the entrepreneur should know that taking high risk is gamble. Entrepreneurs should 

be neither high nor low risk takers. They prefer situations in which they can influence the 

outcome and they like challenges if they believe the odds are in their favour. They seldom act 

until they have assessed all risks associated with the job and they have an innate ability to make 

sense out of complexity.  

18. Change and uncertainly: Entrepreneur has to handle the sources of uncertainly that come 

with the territory without falling apart. The business opportunity is surrounded by uncertain 

questions like market size, pricing, and variability of the original idea, customer response and 

product/service in a reasonable length of time. Entrepreneur must be able to lead manage, 

identify priorities, execute and most important is to make decision in changing circumstances.  

19. Decision-making: Decision making is a criterion of a successful entrepreneur. A person, 

who cannot reach a decision promptly once he has all the necessary information, cannot be 

depended upon to carry through on the decisions made. There is always linkage between 

deciding and acting to carry through. Not making a decision is a bad decision.  
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Exercise: Entrepreneurial Self-Assessment Survey 

(This is not a test, this survey is for your personal information. Please answer each of the 

following questions as honestly as possible. 

 
Strongly Agree  Somewhat Agree  Strongly 

Disagree 
5 4 3 2 1 

 

  1. I am willing to work 50 hours or more per week regularly. 

  2. My family will support my going into business. 

  3. I am willing to accept both financial and career risks when necessary. 

  4. I don't need all the fringe benefits provided by conventional employment. 

  5. I would like to take full responsibility for the successes and failures of my business. 

  6. I would experience more financial success by operating my own business. 

  7. I feel a great deal of pride when I complete a project successfully. 

  8. I have a high energy level that can be maintained over a long time. 

  9. I enjoy controlling my own work assignments & making all decisions affecting my work. 

  10. I believe that I am primarily responsible for my own successes and failures. 

  11. I have a strong desire to achieve positive results even when it requires a great deal of 

additional effort. 

  12. I have a good understanding of how to manage a business. 

  13. I can function in ambiguous situations. 

  14. One or both of my parents were entrepreneurs. 

  15. I believe that my abilities and skills are greater than those of most of my co-workers. 

  16. People trust me and consider me honest and reliable. 

  17. I always try to complete every project I start, regardless of obstacles and difficulties. 

  18. I am willing to do something even when other people laugh or belittle me for doing it. 

  19. I can make decisions quickly. 

  20. I have a good network of friends, professionals, and business acquaintances. 

 

TOTAL:   

Total the numbers you placed before the statements and enter the total in the space provided. 
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Characteristics of an Entrepreneur 

The following list describes some common characteristics of an entrepreneur. The number(s) 

after each characteristic indicates the related statement(s) in the assessment form. This list 

interprets the form qualitatively. Note that arriving at a conclusive portrait of a typical 

entrepreneur is very difficult. Therefore, you may score low on the assessment and still succeed 

as an entrepreneur. 

 
Works Hard (Statements 1 & 8): Self-employment requires a great deal of time and effort. 
The entrepreneur must perform a wide variety of time-consuming tasks. 77% of all 
entrepreneurs report working 50 hours or more per week, and 54% say that they work more 
than 60 hours per week. Such a time commitment requires that you have a high energy level. 

Wants Financial Success (Statement 6): A primary reason that most entrepreneurs have for 

going into business is to achieve financial success. If you want to be an entrepreneur, you need 

to establish a reasonable financial goal that you want to achieve through self-employment. 

This goal will help you measure how well you are doing in fulfilling your personal needs 

through an entrepreneurial career. 

 
Has Family Support (Statement 2): A successful entrepreneur needs family support. If you 
are married, your spouse must believe in your business because it will require that both of you 
sacrifice time and money. The stress may create disruptions in family relationships. If you have 
children, they will need encouragement in understanding your need to spend so much time 
away from the family. The more positive support you receive from your family, the more you 
can concentrate on making the business a success. 

Is Energetic (Statements 1 & 8): Self-employment requires long work hours. You will 
frequently be unable to control the number of hours required to fulfill all the necessary tasks. 
The entrepreneur must have a high energy level to respond to the job's demands. 

Has an Internal "Locus of Control', (Statement 10): Successful entrepreneurs have an 
internal locus of control or inner sense of responsibility for the outcome of a venture. To be an 
entrepreneur, you should have a strong sense of being a "victor" who is responsible for your 
actions. If, however, you often consider yourself a "victim" and blame other people, bad luck, 
or difficult circumstances for your failures, entrepreneurship might not be the right career move 
for you. 

Takes Risks (Statement 3): Entrepreneurs are risk takers. They risk their careers, time and 
money in order to make a success of their businesses. To be successful in self-employment, 
you should feel comfortable taking reasonable risks. 

Sacrifices Employment Benefits (Statement 4): One of the major realities of self-
employment is that you won't receive a regular paycheck. You pay for your own fringe 
benefits. A nice office, secretarial assistance, equipment and other features of employment you 
have grown to expect are no longer available unless you provide them for yourself. 

Has a Need to Achieve (Statements 7 & 11): Entrepreneurs have a strong need for 
achievement. They strive to excel and accomplish objectives that are quite high. You should be 
willing to set high goals for yourself and enjoy striving to achieve those goals. 

Has Business Experience (Statement 12): An entrepreneur should have extensive business 
experience to be successful. General management experience is beneficial because an 
entrepreneur should know something about all types of management. Formal training and 
education in management also are helpful 

Is Independent (Statements 5 & 9) 

Entrepreneurs like to be independent and in control of situations. Many people who become 

self- employed consider the opportunity to be their own boss as one of the major benefits of 

self-.employment. Although being independent may not be a major concern for you, it is 



8 | P a g e  
 

certainly an aspect of self-employment that you need to feel comfortable with. If you cannot 

afford to hire other employees when you begin your business, you may at first be lonely as a 

self-employed person. 

 
Has a Self-employed Parent as a Role Model (Statement 14) 

Research has shown that entrepreneurs are more likely to have a parent who is self-

employed. A parent's inspiration and knowledge about operating a business can contribute to 

an entrepreneur's success. 

 
Has Self-confidence (Statements 10, 15, and 18) 

An important characteristic of entrepreneurs is self-confidence. This factor is particularly 

important when you face major challenges and difficulties with your business. You need to 

believe in yourself. Your belief will help you overcome the problems that inevitably affect all 

self-employed persons at some point in their careers. 

 
Has Integrity (Statement 16) 

People often cite honesty and integrity as characteristics of entrepreneurs. Customers do not 

want to deal with business owners who are dishonest and unethical. You should feel positive 

about your ethical treatment of people and be committed to conducting your business with the 

utmost integrity. 

 
Has Determination (Statement 17) 

One of the most important characteristics of entrepreneurs is determination. This trait is closely 
related to self-confidence. The more you believe in yourself, the more likely you are to 
continue to struggle for success when faced with tremendous obstacles. You need 
determination in order to overcome the problems that beset every new venture. 
 
Adapts to Change (Statement 13 and 19) 

A new business changes rapidly, so an entrepreneur must be able to adapt to change. Two 

primary skills are required for adaptation to change: the capacity to solve problems, and the 

ability to make quick decisions. Another skill is the ability to learn from your mistakes. 

 
Has a Good Network of Professionals (Statement 20) 

An entrepreneur has a good network of professionals. This network provides access to those 

who can be consulted for advice, information, and referrals. You should have an extensive 

network of professionals to whom you can turn for assistance. 

 
Score Assessment 

80 – 100: You have outstanding ability to be an entrepreneur.  

60 – 79: You have satisfactory ability to be an entrepreneur. 

40 – 59: Self-employment may not be an appropriate career for you.  

0 – 39: You should probably avoid entrepreneurship. 

 

Student task: Work out SWOT of your entrepreneurial traits and strategies to improve your 

weak points in business. 
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Exercise No.: 2                                                                       Date: ___________ 

Exercise on problem solving skills & managerial skills 

========================================================== 

Setting priority is the most critical in competing needs, limited resources, hardest, planning 

stage and yet cannot be avoided. Therefore, in situational analysis list of problems (disease, 

resources, health service structure problems were identified).  

Problem: a problem is a difficulty or obstacle seen to exist between the present situation and 

desired future objectives. 

Problem:  It is a state of difficulty which we need to resolve it. According to applied science, a 

problem is a difference between what is and what ought to be. 

Causes or factors that arise problem:- 
Internal Causes External Causes 

1. Lack of concentration 1. Your friends 

2. Laziness 2. Lack of resources 

3. Improper planning 3. Unfavourable environment 

4. Time management  

5. Lack of attention  

Intensity always varies with person to person, group to group, situation to situation and time to 

time.  

The selection criteria for priority setting are  

1 Magnitude of the problem.  

2 Degree of severity (consequent suffering and disability).  

3 Feasibility regarding cost effectiveness and social acceptability of the intervention.  

4 Sustainability regarding resources and organizational capacity.  

5 Community concern.  

6 Political and social acceptability with consideration of equity.  

7 Consistency with multi - sectorial approach.  

8 Consistency with governmental planning and budgetary system.  

9 Clear defined system with donors (if linkage exists). 

Why is problem identification necessary? To resolve the problem to perform in a better way. 

Problems related to farming community 
I.  Small land holding   II.  Natural disaster 

III.  Lack of scientific technology IV.  Marketing 

V.  Poverty     VI.  Storage   

VII.  Lack of financial support  VIII.  Transportation 

IX.  Pest and diseases   X.  Lack of government support, etc. 

 

Classification and define the problem  

1) What do you know about the problem? 

2) Search for the factual information. 

3) Search for missing information. 

4) Define the problem with ‘But Why’ technique. 

5) When and why we should go for problem identification. 

i) When we are a lack of awareness about the problem. 
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ii) When we suddenly jumped into solution without experience/knowledge.  

iii) Not able to identify causes, impacts or consequences.  

iv) Make aware of the problem. 

v) To find the best solution. 

Prioritization: It is the process of selecting the problem based on need, urgency and severity 

or It is the process of giving much importance. 

Methods of prioritization  

I. Multi-voting technique (MVT) 

II. Strategic Grid (SG)  

Steps to develop prioritization 

1. Community Assessment: Conducting assessments will determine the current status and 

detect gaps to focus on as potential priority areas. 

2. Agency self-assessment: Agency self-assessment tool to evaluate agency performance 

against nationally recognized standards. 

3. Classify the objective and process: Before beginning the process, all team members have 

a clear understanding of the goals and objectives along with the chosen prioritization 

process. 

4. Set criteria: Selection of appropriate prioritization criteria on which to judge the merit of 

potential focus areas is necessary to avoid selection based on bias or hidden agendas and 

ensure that everyone is on the same page. 

Prioritization in Practice: The following section highlights prioritization methods: 

1. Multi-voting Technique 

2. Strategy Grids 

1. Multi-voting Technique:  Multi-voting is typically used when a long list of problems or 

issues must be narrowed down to a top few. Outcomes of Multi-voting are appealing as this 

process allows a problem which may not be a major priority of any individual but is favored by 

all, to rise to the top. In contrast, a straight voting technique would mask the popularity of this 

type of problem making it harder to reach a consensus. 

 

Step-by-Step Instructions 
Round 1 vote – Once a list of issues has been established, each participant votes for their 

highest priority items. In this round, participants can vote for as many problems as desired or, 

depend on the number of elements on the list, a maximum number of votes per member can be 

established. 

Update list - problems with a vote count equivalent to half the number of participants voting 

remain on the list and all other problems are eliminated (e.g. if 20 participants are voting, only 

farming problems receiving 10 or more votes remain). 

Round 2 vote – Each participant votes for their highest priority items of this condensed list. In 

this round, participants can vote sometimes equivalent to half the number of farming problems 

on the list (e.g. if ten items remain on the list, each member can cast five votes). 

Repeat – Step 3 should be repeated until the list is narrowed down to the desired number of 

farming problem priorities. 
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For example Problems in farming community  

Sr. No. Indicators I II III Score 

1 Disease and pest  III II - 5 

2 Inadequate scientific 

knowledge 

II II II 6 

3 Poor quality of inputs - - III 3 

4 Poverty IIII II I 7 

  

Conclusion: From the above table we conclude that ‘Poverty’ is the most common problem in 

the farming community, so more emphasis should be given to it. 

2. Strategy Grids: Strategy grids facilitate agencies in refocusing efforts by shifting focus 

towards addressing problems that will yield the greatest results. This tool is particularly useful 

when agencies are limited in capacity and want to focus on areas that provide ‘the biggest bang 

for the buck.’ Rather than viewing this challenge through a lens of diminished quality in 

services, strategy grids can provide a mechanism to take a thoughtful approach to achieving 

maximum results with limited resources. This tool may assist in transitioning from 

brainstorming with a large number of options to a more focused plan of action. 

Step-by-Step Instructions 
Select criteria – Choose two broad criteria that are currently most relevant to the agency (e.g. 

‘importance/urgency,’ ‘cost/impact,’ ‘need/feasibility,’ etc.). Competing activities, projects or 

programs will be evaluated against how well this set of criteria is met. The example strategy 

grid below uses ‘Need’ and ‘Feasibility’ as the criteria. 

Create a grid – Set up a grid with four quadrants and assign one broad criterion to each axis. 

Create arrows on the axes to indicate ‘high’ or ‘low.’ 

Label quadrants – Based on the axes, label each quadrant as either ‘High Need/High 

Feasibility,’ ‘High Need/Low Impact,’ ‘Low Need/High Feasibility,’ ‘Low Need/Low 

Feasibility.’ 

Categorize & Prioritize - Place competing activities, projects, or programs in the appropriate 

quadrant based on the quadrant labels. The example below depicts ‘Need’ and ‘Feasibility’ as 

the criteria and items have been prioritized as follows 

 High Need/High Feasibility – With high demand and high return on investment, these are 

the most top priority issues and should be given sufficient resources to maintain and 

continuously improve.  

 Low Need/High Feasibility – Often politically important and difficult to eliminate, these 

items may need to be re-designed to reduce investment while maintaining impact.  

 High Need/Low Feasibility – These are long term projects which have a great deal of 

potential but will require significant investment. Focusing on too many of these items can 

overwhelm an agency.  

 Low Need/Low Feasibility – With a minimal return on investment, these are the lowest 

priority items and should be phased out allowing for resources to be reallocated to higher 

priority items. 
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Problem-Solving Skills:  When employers talk about problem-solving skills, they are often 

referring to the ability to handle difficult or unexpected situations in the workplace as well as 

complex business challenges. Organizations rely on people who can assess both kinds of 

situations and calmly identify solutions. Problem-solving skills are traits that enable you to do 

that. While problem-solving skills are valued by employers, they are also highly useful in other 

areas of life like relationship building and day-to-day decision making. 

What are problem-solving skills? 

Problem-solving skills help you determine the source of a problem and find an effective 

solution. Although problem-solving is often identified as its own separate skill, there are other 

related skills that contribute to this ability. 

 

Some key problem-solving skills include: 

 Active listening 

 Analysis 

 Research 

 Creativity 

 Communication 

 Dependability 

 Decision making 

 Team-building 

Problem-solving skills are important in every career at every level. As a result, effective 

problem solving may also require industry or job-specific technical skills. For example, a 

registered nurse will need active listening and communication skills when interacting with 

patients but will also need effective technical knowledge related to diseases and medications. In 

many cases, a nurse will need to know when to consult a doctor regarding a patient’s medical 

needs as part of the solution. 

Problem-solving skills examples 

To solve a problem effectively, you will likely use a few different skills. Here are a few 

examples of skills you may use when solving a problem: 

Research: Researching is an essential skill related to problem solving. As a problem solver, 

you need to be able to identify the cause of the issue and understand it fully. You can begin to 

gather more information about a problem by brainstorming with other team members, 
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consulting more experienced colleagues or acquiring knowledge through online research or 

courses. 

Analysis: The first step to solving any problem to analyze the situation. Your analytical skills 

will help you understand problems and effectively develop solutions. You will also need 

analytical skills during research to help distinguish between effective and ineffective solutions. 

Decision-making: Ultimately, you will need to make a decision about how to solve problems 

that arise. At times (and with industry experience), you may be able to make a decision 

quickly. Solid research and analytical skills can help those who have less experience in their 

field. There may also be times when it is appropriate to take some time to craft a solution or 

escalate the issue to someone more capable of solving it. 

Communication: When identifying possible solutions, you will need to know how to 

communicate the problem to others. You will also need to know what communication channels 

are the most appropriate when seeking assistance. Once you find a solution, communicating it 

clearly will help reduce any confusion and make implementing a solution easier. 

Dependability: Dependability is one of the most important skills for problem-solvers. Solving 

problems in a timely manner is essential. Employers highly value individuals they can trust to 

both identify and then implement solutions as fast and effectively as possible. 

 

How to improve your problem-solving skills 

There are several methods you can use to improve your problem-solving skills. Whether you 

are searching for a job or currently working, improving your problem-solving skills and 

associated abilities will help make you a strong candidate and employee. 

i) Acquire more technical knowledge in your field: Depending on your industry, it may be 

easier to solve problems if you have strong working technical knowledge. You can more 

technical knowledge through additional coursework, training or practice. 

ii) Seek out opportunities to problem solve: By putting yourself into new situations, you are 

more likely to be exposed to opportunities to problem solve. You may find there are 

opportunities to volunteer for new projects in your current role, on another team or outside 

the workplace for another organization. 

iii) Do practice problems: Practice and role-play can be useful tools when learning to 

develop your problem-solving skills. You can find professional practice books for your 

industry and problem-solving scenarios online. Practice how you might solve those 

problems and determine if your potential solutions are viable. For example, in customer 

service you might find a scenario like, “How would you handle an angry customer?” or 

“How do you respond when a customer asks for a refund?” Practicing how you might 

handle these or other scenarios common in your industry can help you call upon solutions 

quickly when they arise on the job. 

iv) Observe how others problems solve: You may have colleagues who are skilled problem 

solvers. Observing how those colleagues solve problems can help you improve your own 

skills. If possible, ask one of your more experienced colleagues if you can observe their 

techniques. Asking relevant questions can be helpful in applying them in your own career. 

Student task: Work out multi-voting prioritization technique on problems of the farming 

community and suggest your strategies to solve the problems in sustainable way.  
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Exercise No.: 3                                                                      Date: ___________ 

Identification and selection of business idea 

========================================================== 

Meaning of project  

 

 We just mentioned that the very foundation of an enterprise is the project. Hence, the success 

or failure of an enterprise largely depends upon the project. In simple words, a project is an 

idea or plan that is intended to be carried out. The dictionary meaning of a project is that it is a 

scheme, design, a proposal of something intended or devised to be achieved.  

 Let us also consider a few definitions on 'project'.  

 Newman et.al. define that "a project typically has a distinct mission that it is designed to 

achieve and a clear termination point, the achievement of the mission". 

 Gillinger defines project "as the whole complex of activities involved in using resources to 

gain benefits".  

 According to Encyclopedia of Management, "a project is an organized unit dedicated to the 

attainment of a goal-the successful completion of a development project on time, within 

budget, in conformance with pre-determined programme specifications".  

 Now, a project can be defined as a scientifically evolved work plan devised to achieve a 

specific objective within a specified period of time.  

 Here, it is also important to mention that while projects can differ in their size, nature, 

objectives, time duration and complexity, yet they partake of the following three basic 

attributes:  

1. A Course of Action 

2. Specific Objectives 

3. Define Time Perspective 

Every project has a starting point, an end point with specific objectives.  

Project Classification 

 Project classification is a natural corollary to the study of project idea. Different authorities 

have classified projects differently. Following are the major classifications of projects:  

1. Quantifiable and Non-Quantifiable Projects: Project for which a plausible quantitative 

assessment of benefits can be made are called 'quantifiable projects'. Projects concerned with 

industrial development, power generation, mineral development fall in this category. On the 

contrary, non-quantifiable project are those in which a plausible quantitative assessment cannot 

be made. Projects involving health education and defense are the examples of non-quantifiable 

projects.  

2. Sectoral Projects: According to this classification, a project may fall in any one of the 

following sectors; 

 Agriculture and Allied Sector 

 Irrigation and Power Sector   

 Industry and Mining Sector  

 Transport and Communication Sector  

 Social Services Sector  

 Miscellaneous Sector  
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The project classification based on economic sectors is found useful in resource allocation 

more especially at macro levels.   

3. Techno-Economic Projects  

 Projects classification based on techno-economic characteristics fall in this category. This type 

of classification includes factors intensity-oriented classification, causation-oriented 

classification and magnitude-oriented classification. These are discussed as follows:  

 (a) Factor Intensity-Oriented Classification: Based on factor intensity classification, projects 

may be classified as capital intensive or labour intensive. If large investment is made in plant 

and machinery, the projects will be termed as 'capital intensive'. On the contrary, projects 

involving large number of human resources will be termed as 'labour intensive'. 

 (b) Causation-Oriented Classification: Where causation is used as a basis of classification, 

projects may be classified as demand based or raw material based projects. The very existence 

of demand for certain goods or services makes the project demand-based and the availability of 

certain raw material, skills or other inputs makes the project raw material-based.  

 (c) Magnitude-Oriented Classification: In case of magnitude-oriented classification, based on 

the size of investment involved in the projects, the projects are classified into large scale, 

medium-scale and small-scale projects.  

 Project classification based on techno-economic characteristics is found useful in facilitating 

the process of feasibility appraisal of the project. Now, let us address to the question: how the 

entrepreneurs do finally select a project? The fact remains that in spite of increasing literature 

on entrepreneurship development, comparatively little is known about how an entrepreneur 

identifies and selects a project. Hence, it is somewhat difficult to state in any categorical 

manner as to how an intending entrepreneur should proceed to select his/her project. As a 

matter of fact, project selection is not a nebulous idea. It is a well outlined game pain. There is 

a definite procedure of selecting a project. Basically, project selection consists of two main 

steps:  

1. Project Identification  

2. Project Selection  

 

1. Project identification  

 If you ask any one intending entrepreneur what project he/she will select, the obvious answer 

would be "a project having a good market". But, the question is how without knowing the 

product could one determine the market? Whose market will one find out without knowing 

item, i.e. product? Idea generation about a few projects provides a way out of above tangle.  

Idea Generation  

Project selection process starts with the generation of a product idea. In order to select the most 

promising project, the entrepreneur needs to generate a few ideas about the possible projects 

he/she can undertake. The project ideas can be discovered from various internal and external 

sources. These may include:  

 Knowledge of potential customer needs,  

 Watching emerging trends in demands for certain products, 

 Scope for producing substitute product, 



16 | P a g e  
 

 Going through certain professional magazines catering to specific interests like electronics, 

computers etc., 

 Success stories of known entrepreneurs or friends or relatives, 

 Making visits to trade fairs and exhibitions displaying new products and services,  

 Meeting with the Government agencies,  

 Ideas given by the knowledge persons, 

 Knowledge about the Government policy, concession and incentives, list of items reserved 

for exclusive manufacture in small-scale sector, and  

 A new product introduced by the competitor.  

All of these sources putting together may give a few ideas about the possible projects to be 

examined as the final project. This is also described as 'opportunity scanning and 

identification'.  

After going through the above process, imagine that you have been able to get five project 

ideas as a result of above analysis. These five projects ideas are:  

 Nut and bolt manufacturing (industry) 

 Lakhani Shoes (industry) 

 Photocopying unit (service-based industry)  

 Electro-type writer servicing (service-based industry) 

 Polythene bags and for textile industry (ancillary industry). 

From above list, now one project idea will be finally selected going through the following 

selection process.   

2. Project selection  

 Project selection starts from where project identification ends. After having some project ideas, 

these are analyzed in the light of existing economic conditions, the government policy and so 

on. A tool generally used for this purpose is, what is called in the managerial jargon, SWOT 

analysis. The intending entrepreneur analyses his/her strengths and weaknesses as well as 

opportunities/competitive advantages and threats/challenges offered by each of the project 

ideas. On the basis of this analysis, the most suitable idea is finally selected to convert it into an 

enterprise. The process involved in selecting a project out of some projects is also described as 

the "zeroing in process".   

 What follows form above analysis is that there is a time interval involved in between project 

identification and project selection. But, it some cases, there may be almost no time gap 

between any two. An imaginary case can illustrate it.  

 Two friends Nikhil and Chinmoy were traveling form Guwahati to Delhi by North East 

Express. Their train stopped at Allahabad. Some teenagers with guava baskets crowded the 

compartment. Almost every passenger purchased guava. So did Nikhil and Chinmoy also. They 

started eating guava. Chinmoy told to Nikhil: "The guavas are really delicious". Nikhil nodded. 

They reached Delhi by evening and parted company. While Chinmoy went to his home, Nikhil 

took Bramputra Mail to Allahabad. He contacted shopkeeper in Allahabad who were selling 

guavas. He finalized a business deal for them to send a packet of 1000 kgs of guavas daily to 

Delhi. Thus, Nikhil's business started forms the third day when he was selling guavas in Delhi.  

  Here, one pertinent question for us is how did this idea make its headway into a business 

opportunity for Nikhil? In its answer, what can we mention is that Nikhil must have turned 

questions in his mind like:  
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1. Who will buy his guavas?  

2. What will be the size of the packet and what will be its price?  

3. How much will be the cost of per kg. of guava?  

Project identification and selection is half done in the process of establishing an enterprise. The 

entrepreneur needs to analyze other related aspects also raw material, potential market, labour, 

capital, location, forms of ownership etc. It is necessary to mention that each of these aspects 

has to be evaluated independently and in relation to each other. This forms a continuous and 

"back and forth" process as shown in Figure 

 

Project Identification and Selection (PIS)  

 

          

         

     

     

     

     

     

     

     

     

     

     

     

         

         

         

         

         

          

 

Student task: Try to identify different new and innovative business ideas related to 

agricultural.  
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Exercise No.: 4                                                                      Date: ___________ 

Preparation of business plan and proposal writing 

========================================================== 

Meaning of business plan 

 Webster New 20
th

 Century Dictionary defines a project as a scheme, design, a proposal of 

something intended or devised. In simple words, project report or business plan is a written 

statement of what the entrepreneur proposes to take up. It is a kind of guide frost or course of 

action what the entrepreneur hopes to achieve in his business and how is he going to achieve it. 

In other words, project report serves like a kind of big road map to reach the destination 

determined by the entrepreneur. Thus, a project report can best be defined as a well evolved 

course of action devised to achieve the specified objective within a specified period of time. So 

to say, it is an operating document.  

Significance of business plan 

 An objective without a plan is a dream. The preparation of a project report is of great 

significance for an entrepreneur. The project report serves the two essentials functions. 

 First and most important, the project report is like a road map. It describes the directions the 

enterprise is going in, what its goals are, where it wants to be, and how it is going to get there. 

It also enables an entrepreneur to know that he is proceeding in the right direction. Some hold 

the view that without well spelled out goals and operational methods/tactics, most business 

flounder on the rocks of hard times.   

 The second function o the project report is to attract lenders and investors. Although, it is not 

mandatory for the small enterprise to prepare project reports, yet it is useful and beneficial for 

them to prepare the project reports for various reasons. The preparation of project report is 

beneficial for those small enterprises which apply for financial assistance from the financial 

institutions and the commercial banks. It is on the basis of project report that the financial 

institutions make appraisal if the enterprise requires financial assistance or not. If yes, how 

much. Similarly, other organizations which provide various assistance such as work shed, raw 

material, seed/margin money, etc. are equally interested in knowing the economic soundness of 

the proposal. In most cases, the quality of the firm's project report weighs heavily in the 

decision to lend or invest funds.
 

Contents of a project report/business plan 

 Having gone through the significance of project report, it is how clear that there is no substitute 

for a well-prepared business plan or project report and also there are no shortcuts to preparing 

it. The more concrete and complete the business plan, the more likely it is to earn the respect of 

outsiders and their support in making and running an enterprise. Therefore, the project report 

needs to be prepared with great care and consideration. A good project report should contain 

the following contents:  

1. General Information: Information on product profile and product details.  

2. Promoter: His/her educational qualification, work experience, project related experience.  

3. Location: Exact location of the project, lease or freehold, locational advantages.  



19 | P a g e  
 

4. Land and Building: Land area, construction area, type of construction, cost of construction, 

detailed plan and estimate along with plant layout.  

5. Plan and Machinery: Details of machinery required, capacity, suppliers, cost, various 

alternatives available, cost of miscellaneous assets. 

6. Production Process: Description of production process, process chart, technical know how, 

technology alternatives available production programme.  

7. Utilities: Water, power, steam, compressed air requirements, cost estimates, sources of 

utilities.  

8. Transport and Communication: Mode, possibility of getting, costs. 

9. Raw Material: List of raw material required by quality and quantity, sources of 

procurement, cost of raw material, tie-up arrangements, if any, for procurement of raw 

material, alternative raw material, if any.  

10. Manpower: Manpower requirement by skilled and semi-skilled, sources of manpower 

supply, cost of procurement, requirement for training and its cost.  

11. Products: Product mix, estimated sales, distribution channels, competitions and their 

capacities, product standard, input-output ratio, product substitute.  

12. Market: End-users of product, distribution of market as local, national, international, trade 

practices, sales promotion devices, proposed market research.  

13. Requirement of Working Capital: Working capital required, sources of working capital, 

need for collateral security, nature and extent of credit facilities offered and available.  

14. Requirement of Funds: Break-up of project cost in terms of costs of land, building, 

machinery, miscellaneous assets, preliminary expenses, contingencies and margin money 

for working capital, arrangements for meeting the cost of setting up of the project.  

15. Cost of Production and Profitability of first ten years.  

16. Break-Even Analysis  

17. Schedule of Implementation  

Formulation of a project report  

 Normally, small-scale enterprises do not include sophisticated technique which is used for 

preparing project reports to large-scale enterprise. Within the small-scale enterprises too, all the 

information may not be homogeneous for all units. In fact, what and how much information 

will be given in the project report depends upon the size of the unit as well as nature of the 

production. A general set of information given in any project report is listed by Vinod Gupta
 
in 

his study on "Formulation of a Project Report".  

 Project formulation divides the process of project development into eight distinct and 

sequential stages. These stages are:  

1. General Information. 

2. Project Description. 

3. Market Potential. 

4. Capital Costs and Sources of Finance. 

5. Assessment of Working Capital Requirements. 

6. Other Financial Aspects.  

7. Economic and Social Variables. 

8. Project Implementation.  

The nature of information to be collected under each one of these stages has been given below.   
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1. General Information: The information of general nature given in the project report include 

the following:  

 Bio-data of Promoter: Name and address of entrepreneur; the qualifications, experience 

and other capabilities of the entrepreneur; if these are partners; state these characteristics of 

all the partners individually.  

 Industry Profile: A reference of analysis of industry to which the project belongs, e.g., past 

performance; present status, its organization, its problems etc.  

 Constitution and Organization: The constitution and organizational structures of the 

enterprise; in case of partnership firm, its registration with the Registrar of Firms; 

application for getting Registration Certificate from  the Directorate of Industries/District  

Industry Centre.  

 Product Details: Product utility, product range; product design; advantages to be offered by 

the product over its substitutes, if any.  

2. Project Description 

 A brief description of the project covering the following aspects is given in the project report.  

 Site: Location of enterprise; owned or leasehold land; industrial area; No objection 

Certificate from the Municipal Authorities if he enterprise location falls in the residential 

area.  

 Physical Infrastructure: Availability of the following items of infrastructure should be 

mentioned in the project report:  

 Raw Material: Requirement of raw material, whether inland or imported, sources of raw 

material supply.  

 Skilled Labour: Availability of skilled labour in the area, arrangements for training 

labourers in various skills.  

 Utilities: These include:  

1. Power: Requirement of power, load sanctioned, availability of power.  

2. Fuel: Requirement for fuel items such as coal, coke, oil or gas, state of their availability.  

3. Water: The sources and quality of water should be clearly stated in the project report.  

 Pollution Control-The aspects like scope of dumps, sewage system and sewage treatment 

plant should be clearly stated in case of industries producing emissions.  

 Communication System-Availability of communication facilities, e.g., telephone, telex etc. 

should be stated in the project report. 

 Transport Facilities-Requirements for transport, mode of transport, potential means of 

transport, distances to be covered, bottlenecks etc., should be stated in the business plan.  

 Other Common Facilities-Availability of common facilities like machine shops, welding 

shops and electrical repair shops etc. should be stated in the report.  

 Production Process-A mention should be made for process involved in production and 

period of conversion from raw material into finished goods.  

 Machinery and Equipment-A complete list of items of machinery and equipments 

required indicating their size, type, cost and sources of their supply should be enclosed with 

the project report.  

 Capacity of the Plant-The installed licensed capacity of the plant along with the shifts 

should also be mentioned in the project report.  
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3. Technology Selected-The selection of technology, arrangements made for acquiring it 

should be mentioned in the business plan.  

4. Research and Development-A mention should be made in the project report regarding 

proposed research and development activities to be undertaken in future.  

 Market Potential : While preparing a project report, the following aspects relating to 

market potential of the product should be stated in the report- 

1. Demand and Supply Position-State the total expected demand for the product and present 

supply position. This should also be mentioned how much of the gap will be filled up by the 

proposed unit.  

2. Expected Price-An expected price of the product to be realized should be mentioned in the 

project report.  

 Marketing Strategy-Arrangements made for selling the product should be clearly stated in 

the project report. 

 After Sales Service-Depending upon the nature of the product, provisions made for after-

sales service should normally be stated in the project report. 

 Transportation-Requirements for transportation mean indicating whether public transport 

or entrepreneur's own transport should be mentioned in the project report.  

5.  Capital Costs and Sources of Finance  

 An estimate of the various components of capital items like land and buildings, plant and 

machinery, installation costs, preliminary expenses, margin for working' capital should be 

given in the project report. The present probable sources of finance should also be stated in the 

project report. The sources should indicate the owner's funds together with funds raised from 

financial institutions and banks. 

1. Assessment of Working Capital Requirements: The requirement for working capital and 

its sources of supply should be carefully and clearly mentioned in the project report. It is 

always better to prepare working capital requirements in the prescribed formats designed by 

limits of requirement. It will minimize objections from the banker's side.  

2. Other Financial Aspects: In order to adjudge the profitability of the project to be set up, a 

projected Profit and Loss Account indicating likely sales revenue, cost of production, allied 

cost and profit should be prepared. A projected Balance Sheet and Cash Flow Statement should 

also be prepared to indicate the financial position and requirements at various stages of the 

project.  In addition to above, the Break-Even Analysis should also be presented in the project 

report; Break-even point is the level of production/sales where the industrial enterprise shall 

term neither profit nor incur loss. In fact, it will just break even. Break-even level indicates the 

gestation period and the likely moratorium required for repayment of loans Break-even point 

(BEP) is calculated as follows:      

   BEP =           F     x 100 

                            S – V  

   where,  F  =  Fixed cost  

      S  =  Sales Projected  

     V  =  Variable Costs  

 Thus, the break-even point so calculated will indicate at what percentage of sales, the enterprise 

will break even.  
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3. Economic and Social Variables: In view of the social responsibility of business, the 

abatement costs, i.e., the costs for controlling the environmental damage should be stated in the 

project. Arrangements made for treating the effluents and emissions should also be mentioned 

in the report.  

Besides, the socio-economic benefits expected to accrue from the project should also be stated 

in the report itself. Following are the examples of socio-economic benefits- 

1. Employment Generation. 

2. Import Substitution. 

3. Ancillarisation. 

4. Exports.  

5. Local Resource Utilization. 

6. Development of the Area.  

 

4. Project Implementation: Last but no means the least, every entrepreneur should draw an 

implementation scheme or a time-table for his project to ensure the timely completion of all 

activities involved in setting up enterprise. Timely implementation is important because if there 

is a delay, it causes, among other things, a project cost overrun. In India, delays in project 

implementation have become a common feature. Delay in project implementation jeopardizes 

the financial viability of the project, on the one hand, and props up the entrepreneur to drop the 

idea to set up an enterprise, on the other. Hence, there is a need of draw up an implementation 

schedule for the project and then to adhere to it.  

Following is a simplified implementation scheduled for a small project.  

 The following schedule can be broken up into scores of specific tasks involved in setting up the 

enterprise. Project Evaluation and Review Technique (PERT) and Critical Path Method (CPM) 

can also be used to get better insights into all activities related to implementation of the project. 

PERT and CPM analyses are discussed later in this chapter under Network Analysis.  

An Illustrative Implementation Schedule 

Tasks  \    Months 1 2 3 4 5 6 7 8 9 10 11 12 13 14 

 1.  Formulation of Project Report 

 2.  Application for Term-Loan 

 3.  Term-Loan Sanction  

 4.  Possession of Land 

 5.  Construction of Building  

 6.  Getting Power and  Water  

 7.  Placing Order for Machinery 

 8.  Receipt and Installation of  

      Machinery 

 9.  Manpower Recruitment  

10. Trial Production 

11. Commencement of  

      Commercial Production  
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Planning commission's guidelines for formulating a project report 

 

In order to process investment proposal and arrive at investment decisions, the Planning 

Commissions of India has also issued some guidelines for preparing/formulating realistic 

industrial projects. So far as feasibility report is concerned, it lies in between the project 

formulating stage and the appraisal and sanction stage. The project formulation stage involves 

the identification of investment options by the enterprise and in consultation with the 

Administrative Ministry, the Planning Commission and other concerned authorities. 

Realising the usefulness of these guidelines, we now are presenting these guidelines in a 

summarised manner.  

1. General Information: The feasibility report should include an analysis of the industry to 

which the project belongs. It should deal with the past performance of the industry. The 

description of the type of industry should also be given, i.e., the priority of the industry, 

increase in production, role of the public sector, allocation of investment of funds, choice of 

technique, etc. This should also contain information about the enterprise submitting the 

feasibility report.  

2.  Preliminary Analysis of Alternatives: This should contain present data on the gap between 

demand and supply for the outputs which are to be produced, data on the capacity that would 

be available from the projects that are in production or under implementation at the time the 

report is prepared, a complete list of all existing plants in the industry, giving their capacity and 

level of production actually attained, a list of all projects for which letters of intents/lincenses  

have been issued and a list of proposed projects. All options that are technically feasible should 

be considered at this preliminary stage. The location of the project as well as its implications 

should also be looked into. An account of the foreign exchange requirements should also be 

taken. The profitability of different options should also be given. The rate of return on 

investment should be calculated and presented in the report. Alternative cost calculations vis-à-

vis return should be presented.   

3. Project Description: The feasibility should provide a brief description of the 

technology/process chosen for the project. Information relevant to determining optimality of 

the locations chosen should also be included. To assist in the assessment of the environmental 

effects of a project, every feasibility report must present the information on specific points, i.e., 

population, water, air, land, flora and fauna, effects arising out of project's pollution, other 

environmental discretions etc. The report should contain a list of the operational requirements 

of the plant, requirements of water and power, requirements of personnel, organizational 

structure envisaged, transport costs, activity-wise phasing of construction and factors affecting 

it.  

4.  Marketing Plan: It should contain the following items:  

 Data on the marketing plan. 

 Demand and prospective supply in each of the areas to be served.  

The method and data used for main estimates of domestic supply and selection of the market 

areas should be presented. Estimates of the degree of price sensitivity should be presented.  

It should contain an analysis of past trends in prices.  

5. Capital Requirements and Costs: The estimates should be reasonably complete and 

properly estimated. Information on all items of costs should be carefully collected and 

presented.  

6. Operating Requirements and Costs: Operating costs are essentially those costs which are 

incurred after the commencement of commercial production. Information about all items of 

operation cost should be collected; operating costs relate to the cost of raw materials and 

intermediates, fuel, utilities, labour, repair and maintenance, selling expenses and other 

expenses.  
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7.  Financial Analysis: The purpose of this analysis is to present some measures to assess the 

financial viability of the project. A proforma Balance Sheet for the project data should be 

presented. Depreciation should be allowed for on the basis of specified by the bureau of Public 

Enterprises. Foreign exchange requirements should be cleared by the Department of Economic 

Affairs. The feasibility report should take into account income-tax rebates for priority 

industries, incentives for backward areas, accelerated depreciation, etc. The sensitivity analysis 

should also be presented. The report must analyze the sensitivity of the rate of return of change 

in the level and pattern of product prices.  

8.  Economic Analysis: Social profitability analysis needs some adjustment in the data relating 

to the costs and returns to the enterprise. One important type of investment involves a 

correction in input and costs, to reflect the true value of foreign exchange, labour and capital. 

The enterprise should try to assess the impact of its operations on foreign trade. Indirect costs 

and benefits should also be included in the report. If they cannot be quantified, they should be 

analyzed and their importance emphasized.  

9.  Miscellaneous Aspects: The preceding three areas are deemed appropriate to almost every 

new small enterprise. Notwithstanding, depending upon the size of the operation and 

peculiarities of a particular project, other items may be considered important to be applied out 

in the project report. To mention, probable use of minicomputers or other electronic data 

processing services, cash flow statements, method of accounting etc., may be of great use in 

some small enterprises. 

 

SPECIMEN OF A PROJECT REPORT  

 Look at the following Illustrative Project Report of a manufacturing unit; it will help you 

understand how to prepare a Project Report or Business Plan.  

Project Profile for Manufacturing Unit……………. 

A.  PRODUCT DESCRIPTION  

------------------------------------------------------------------------------------------- 

B.  PRODUCTION AND GENRAL EVALUATION OF PROSPECTS: 

-------------------------------------------------------------------------------------------- 

C.  MARKET ASPECTS 

       1.  Users:  

       2.  Sales Channels & Methods: 

       3.  Geographical Extent of Market:  

       4.  Competitive Situations:  

            (a)     Domestic Market  

            (b)     Export Market  

       5.  Market needed for plant described:                                                               Rs.  

D.  PRODUCTION REQUIREMENTS  

       Salient Features  

       1.  Annual Capacity (One/Two/Three-Shift Operation) 

       2.  Capital Requirements  

            Land & Buildings on rent (Mention value, if owned) 

            Equipment, furniture and fittings  

            Working capital  

       3.  Total capital which the entrepreneur would need for the whole project- 

            provided he uses agencies planned by the Government for financial- 

            accommodation as discussed in the book  

                (i)  Own  

                (ii) Borrowings  
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       4.  Expected net profit per annum 

E.  CAPITAL REQUIREMENTS  

       I. Fixed assets & working capital  

             (a) Land (……sq. metres) and  

                   Building (……..sq. metres) on rent                                                            Rs.  

                   at Rs. .............per annum  

             (b) Equipments:  

                   (i) Production Equipments (List down in an appendix, giving values, etc.,  

                        of each machine separately)  

                   (ii) Other Tools & Equipment 

                   (iii) Furniture and Fittings  

              (c) Working Capital  

         [This would be calculated keeping in view the periods in which capital on an  

average in various forms, i.e., manufactured goods, semi-manufactured goods, raw  

material etc., would remain locked up. Often you may calculate it at 3 months' requirement 

level, unless the situation (line of industry) warrants otherwise] 

                                                                                                                    ------------------ 

                                                                                                                            Total  

                                                                                                                    ------------------  

      

  II.  Raw Material & Allied Supplies (Annual)  

                  Description                                    Qty.              Rate                   Annual  

                                                                                                                      Requirements  

             1.  

             2.  

             3.  

             4.  

             5.  

             6.  Power, Fuel & Water  

             7.  Maintenance & Allied Supplies  

             8.  Other Supplies  

                                                                                                                    ------------------ 

                                                                                                                            Total  

                                                                                                                    ------------------  

        III.  Manpower (Annual) 

               Description                                       No. Rate                                 Annual  

                                                                              (Rs.)                                         Cost  

                                                                          per month                                    Rs.  

         Manager  

         Foreman  

         Supervisors  

         Skilled Workers  

         Semi-Skilled Workers  

         Unskilled Workers  

         Office Staff  

         Others 

                                                                                                                       ------------------ 

                                                                                                                               Total  

                                                                                                                       ------------------  

          IV.  Other Costs (Annual)  
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                (a) Depreciation on equipments, furniture & fittings …annum 

                (b) Interest on capital (fixed and working …per annum on average) 

                (c) Administrative Costs  

                (d) Sales cost (Including sales Commission, Advertisement, etc.)  

                (e) Provision for discount, bad debts and miscellaneous contingencies  

                (f) Training Costs  

F.  TOTAL ANNUAL COSTS, SALES REVENUE AND NET PROFITS  

      (a)  Annual Costs  

             (i) Rent for Land & Buildings  

             (ii) Raw Materials & Allied Supplies  

             (iii) Manpower  

             (iv) Other Costs  

                                                                                                                            

                                                                                                                      ------------------ 

                                                                                                                               Total  

                                                                                                                      ------------------  

      (b)  Annual Sales Revenue  

      (c)   Expected Annual Net Profit (b-a) say 

      (d)  % Profit on Own Capital  

      (e)  % Profit on Total Amount Sales Turnover  

      (f)  % on Total Investment  

* Adapted from S. S. Khanka: Entrepreneurship in Small-Scale Industries, Himalaya 

Publishing House, New Delhi, 1990, pp. 152-55. 

 

Common errors in project formulation  

 Project formulation is as important is not so easy. However, the entrepreneurs often make 

errors while formulating project reports and business plans. Here, we are highlighting the errors 

widely noticed in project formulation:  

 1.  Product Selection-It is noticed that some entrepreneurs commit mistakes by selecting a 

wrong product for their enterprises. They select the product without giving due attention to 

product related other aspects such as size of the product markets, its future demand, 

competitive position, lifecycle, availability of required labour, raw material and technology. 

Hence, when you are selecting a product, take a comprehensive view.  

 2. Capacity Utilization Estimates-The entrepreneurs usually make over optimistic estimates 

of capacity utilization. Their estimates are based on completely false premises. The estimates 

are made in complete disregard of present enterprise performance, prevailing market 

conditions, competitive atmosphere, the technical snags, etc. A business plan formulated as 

such falls prey to financial jugglery. Hence, avoid such temptation while estimating capacity 

utilization for your enterprise.  

 3. Market Study-Product production is ultimately meant for eventual sale. Hence, market 

study of the product assumes importance. Market study continues to be a grey area. But there 

are some entrepreneurs who pass by this component of their business plan completely. Based 

on their nebulous ideas and scantly and scattered information on demand and supply of their 

proposed product, they conclude that market is just there waiting to be trapped. This is wrong 

attitudinal block. Avoid it.  

 4. Technology Selection-The requirement for technology differs from product to product 

depending upon the nature of products. Swayed by the reported profit margins, the 
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entrepreneurs sometimes plan for a technology not possible to set up within limited financial 

resources. Thus, in the absence of technological feasibility, enterprise is fore doomed to failure. 

Hence, make sure your technological feasibility.  

 5.  Location Selection-The entrepreneur often makes two types of errors while selecting 

location for their enterprises. First, they are completely swayed by the Government offer of 

financial incentives and concessions to establish industries in a particular location. This 

becomes their sole and overriding concern completely disregarding other factors like market 

proximity, availability of raw materials, manpower and infrastructural facilities. Second, the 

entrepreneurs select a location for their enterprises merely because it is their home town or they 

own ancestral land there which is, however, not an appropriate location. Make sure you do not 

fall prey to such temptations.  

 6. Selection of Ownership Form-Many enterprises fail merely because the ownership form of 

enterprises is not suitable. Hence, select a suitable form of ownership taking a comprehensive 

view of the factors affecting the selection of a form of ownership.   

Student task: Prepare a detailed project report according based on your business idea.   
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Exercise No.: 5                                                                      Date: ___________ 

Study of various costs involved in enterprise 

========================================================== 

Types of Costs 
 

1. Nominal Costs or Money Costs: These are usually expressed in money terms at current 

prices. Firms incur costs in producing different products. Every level of output is associated 

with a given level of costs under a given level of technology, prices and input levels at a 

particular point of time. Generally the cost of production refers to costs incurred per an unit of 

output produced by a firm under a given technology. Nominal costs of production refer to per 

unit cost of production of output at current market prices.  

2. Real Costs: When the costs of inputs and input services are expressed at constant prices 

they become real costs.  

3. Opportunity Cost: Opportunity cost is the value of return sacrificed or foregone from the 

next best alternative activity. In farming farmers don’t have to pay for their owned resources, 

viz., family labour, owned bullock labour, owned machinery, owned seed, etc. But still in the 

cost analysis the value of these owned resources are considered on the basis of opportunity 

cost.  

4. Economic Costs: These are divided into explicit cost and implicit costs. Explicit costs 

include payments made by the entrepreneurs for purchasing and hiring of inputs and input 

services. They are also called paid out costs or cash costs. Entrepreneurs do not pay for the use 

of owned resources. The value of such resources is called as implicit costs. Costs of self-owned 

and self-employed resources are known as implicit costs.  

5. Deflated Costs: Costs if deflated by general price index are called deflated costs. By doing 

so the effect of inflation in an economy is taken out. Example: Real cost of commodities.  

6. Social Costs: These are called as externalities. Firms incur both implicit and explicit costs 

in the production of goods and services. Their sum constitutes total cost of production. These 

costs we name as private costs, but from the point of view of society; these firms will give rise 

to some additional costs to the society in the form of environmental degradation, water, air or 

noise pollution etc., in the areas where goods are produced by the private firms. In the absence 

of well-drained system, irrigation projects bring problems to the command area of the project 

in the form of new diseases. Such costs are called social costs.  

7. Separable Costs : Separable costs are the costs which an exclusively be attributed to 

production of output separately. Common costs are those which cannot be separated to the 

production of the output. So they are called joint costs. The costs are involved in the production 

of several products. For example, electricity generation, ground water use, etc.  

8. Historical Costs and Replacement Costs : Historical costs are the costs involved in the 

purchase of durable goods like land, buildings, machinery, equipment, etc. Purchase price of 

asset should be considered as price of the asset and hence it is considered as historical cost in 

analysis. Since the costs of the assets are apportioned in computation, they are called as 

historical costs. Replacement costs refer to the difference between the purchase price of the 

asset and the current price of the same asset. Suppose a tractor is purchased 10 years ago at a 

price of Rs. 1,50,000 but its present price is say Rs. 2,50,000, the difference of Rs. 1,00,000 is 

the replacement cost.  

9. Establishment Costs : Construction of plant in any business activity entails some costs. 

Such construction costs are called establishment costs in the business analysis. They are also 

called first phase costs. The other cost viz., licenses, site development expenditure for 

construction of factory, purchase of equipment, furniture, expenditure on personnel, royalties 
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for seeking product rights, cost of raising finance, costs of maintaining raw material etc., are 

also included in the establishment costs.  

10. These are seven costs, which explain the behaviour of the firms in the production of 

requisite products.  

11. Fixed Costs: Fixed costs remain the same irrespective of level of production. These costs 

remain invariant in the short run but in the long run there are no fixed costs as all the inputs can 

be varied. Fixed costs include cost items like taxes, insurance, cess, depreciation on machinery, 

implements, tools, buildings, salaries of personnel working in the firm, etc. These are also 

known as indirect costs, sunk costs and overhead costs. The summation of all these costs is 

called total fixed costs (TFC). TFC is a horizontal straight line parallel to X-axis. 

12. Variable Costs : Variable costs as per definition vary with the level of output. These 

include costs of raw material, labour, power, repairs, maintenance charges of machinery, etc. 

These are known as working costs, operating costs, direct costs, and prime costs, circulating 

costs and running costs. These are second phase costs. The summations of these costs refer to 

total variable costs (TVC). Graphically TVC is inverse ‘S’ shape.  

13. Total Costs : These include total fixed costs as well as total variable costs. Its shape is 

similar to that of TVC.  

14. Average Variable Cost (AVC): It is the amount spent on the variable inputs to produce an 

unit of output. Algebraically it is expressed as  

 

          Total variable costs     TVC 

  AVC =     =       

                Output         Q 

 When a small amount of output is produced, cost of variable input per unit of output becomes 

very high. This is to say in other words, that productivity of variable input increases when 

greater amounts are used in the production of the commodities due to scale. This causes AVC 

to have ‘U’ shape when it is graphed. When it is ‘U’ shaped it becomes reciprocal of average 

physical product curve.  

 AVC falls to minimum level at the output level where APP is maximum. There after due to 

production of greater amount of output, AVC rises again and becomes vertical at certain level 

of maximum output.  

15. Average Fixed Cost (AFC):  It is the cost of fixed resources or inputs required for 

producing one unit of output and it is given by the formula as  

 

            Total fixed costs   TFC  

  AFC =     =  

       Output      Q  

16. Average Total Cost or Average Cost (ATC or AC) : When the total costs are divided by 

output, we get ATC.  

            Total costs   TC    TFC + TVC  

  AFC =    =         = 

              Output               Q             Q  
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17. Marginal Cost (MC)  : As per the definition, it is the change in the total cost due to the 

change in output. Algebraically it is expressed as  

 

  Change in total costs                   TC     TVC  

              =        =    

     Change in output           Q      Q 

 

 

************ 

Assignment : Considering the following information calculate various costs which explain the 

behavior of the firm in production. 

 

Fixed cost A = 30,000    Fixed cost B = 25,000 

Variable cost A for 100 units = 7,000  Variable cost A for 100 units = 5,000 

Total cost for 150 units = 90,000           Total cost for 150 units = 96,000 
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Exercise No.: 6                                                                      Date: ___________ 

Preparation of cash flow statement 

========================================================== 

1. Cash Flow Statement 
 

 Cash flow statement is also known as cash flow summary or cash flow budget or flow of funds 

statement. Earlier, we have discussed about the balance sheet and income statement. These two 

financial management tools have inherent weakness in presenting certain valuable information; 

hence another tool in the form of cash flow statement bridges these deficiencies. Cash flows 

statement is a summary of cash inflows and cash outflows of a business organization in a 

particular period, say a season or a year. It is usually prepared for the future, hence the name 

cash flow budget.  

 The merit of this particular statement is that, it helps to assess the time at which the funds are 

required for farming and other allied enterprises, sources from which these can be raised, the 

purpose for which the loan is required, the need of sale and purchase of capital assets, the time 

and quantum of repayment, etc.  

 Now, let us see why a farmer borrows funds from a particular source or sources; why he resorts 

to transactions like selling of farm products and livestock products and selling and buying of 

capital assets. The answers to these questions are that the small and marginal farmers have poor 

resource base, and therefore, borrowing and them in continuing the farm business. Large 

farmers to borrow for farm operations depending up on the need and time during which they 

cannot properly recycle the funds. Farmers resort to sale of farm assets like milch cattle, 

machinery, etc., because they might have worn out, for which replacement are to be made 

through purchases.  

 Cash flow statement is prepared at the beginning of the agricultural year and checked every 

quarterly. For convenience, quarterly checks are made. The statement prepared over the years 

serves the purpose of studying the pattern of expenditure and cash receipts and cash balance 

that have been raised. A close scrutiny of the statement throws light on the performance of the 

business.  

I.   Cash Receipts  

1. Cash Balance: This is the surplus amount of previous year with the farmer which stood at 

Rs. 3,000. 

2. Total operating Sales: These are the returns obtained from the sale of farm products and 

livestock products. Lesser amounts are discernible in the first and second quarters, while the 

returns to be obtained in the third and fourth quarter are on the higher side. The farmer is 

sure of getting returns from milk for about 250 days in a year, which is more or less uniform 

in the first three quarters. The returns form crop production will be received in the third 

quarter for kharif and the returns from rabi crops obtained in the last quarter. The total 

operating sales amount to Rs. 40,750 at the end of the year.  

3. Total Capital Sales: The farmer is contemplating to sell the she-buffalo, which he 

possesses, in the second quarter and the amount to be received will be Rs. 5,000. 

4. Non-farm income: It is the income which will be added by the family members by their 

earnings elsewhere (Rs. 8700).  

5. Borrowing: The farmer wishes to borrow an amount of Rs. 7,500 for kharif crop operation.   

6. Total: It is the summation of particulars of 1 to 5 rows, which presents the total cash 

receipts to be obtained in the year (Rs. 64950). 
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Table 1  Cash Flow Statement of a Hypothetical Farm 

 

S. 

No

. 

Particulars I quarter 

(June-

Aug) 

II quarter 

(Sept.-Nov.) 

III 

quarter 

(Dec.-

Feb.) 

IV 

quarter 

(Mar.-

May) 

Total 

I Cash receipts (in Rs.)  

1. Cash balance  

(brought forward 

from previous year)  

  

 

 

 3,000 

 

 

 

- 

 

 

 

- 

 

 

 

- 

 

 

 

3,000 

2. Total operating sales 

(farm and livestock 

products)  

 

 

1,350 

 

 

1,400 

 

 

30,200 

 

 

7,800 

 

 

40,750 

3. Total capital sales  

(milch cattle)  

 

- 

 

5,000 

 

- 

 

- 

 

5,000 

4. Non-farm income 

(family members 

working elsewhere) 

 

 

 

2,200 

 

 

 

1,500 

 

 

 

2,000 

 

 

 

3,200 

 

 

 

8,700 

5. Borrowings (ST, MT 

and LT loans from 

institutional 

agencies)  

 

 

 

7,500 

 

 

 

- 

 

 

 

- 

 

 

 

- 

 

 

 

7,500 

6. Total  13,850 7,900 32,200 11,000 64,950 

II Cash expenses (in Rs.)  

1. Operating expenses   

8,500 

 

6,750 

 

6,200 

 

5,300 

 

26,750 

2. Capital investment  

(purchase of milch 

cattle) 

 

 

- 

 

 

- 

 

 

6,000 

 

 

- 

 

 

6,000 

3. Family living 

expenses  

 

2,400 

 

2,800 

 

3,200 

 

3,000 

 

11,400 

4. Payment of previous 

years debt 

 

 

500 

 

 

- 

 

 

- 

 

 

- 

 

 

500 

5. Payment of ST loans 

and installments on 

investment loans  

 

 

 

- 

 

 

 

- 

 

 

 

7,968 

 

 

 

- 

 

 

 

7,968 

 Total  11,400 9,550 23,368 8,300 52,618 

III Cash balance  

(in Rs.)  

 

2,450 

 

-1,650 

 

8,832 

  

 2,700 

 

12,332 

  

II.   Cash Expenses  

1. Operating Expenses: These include the expenditure to be incurred on the kharif as well as 

rabi crops and the dairy cattle.  

2. Capital Investment: Since the farmer proposes to dispose the dairy cattle in second quarter, 

he wants to buy a new one in lactation in the third quarter.  
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3. Family Living Expenses: These include the expenditure towards food, shelter, medical, 

education and other items.  

4. Payment of Previous Year’s Debts: A hand loan of Rs. 500 is due to be paid in the first 

quarter.  

5.  Payment of ST Loans and Installments on Investment Loans: Since the farmer is proposing 

to take crop loan, the repayment of same falls due in the third quarter. Along with the 

interest and installment, the amount due to be paid would be Rs. 7,968. 

6. Total: It is the total expenditure to be incurred.  

 

III.   Cash Balance  

 It is the sum of amount to be realized after deducting expenditure from cash receipts. Barring 

the second quarter, the farmer is expected to have a surplus in the remaining three quarters. The 

deficit of Rs. 1,650 in the second quarter can easily be cleared off from the savings of previous 

quarter, i.e., first quarter. Overall, the net surplus would be Rs. 12,332. 

 

Advantages of Cash Flow Budget 

 It is a summary of all the financial matters of the farmer in a comprehensive report. This helps 

(i) to estimate the total credit needs (ST, MT and LT) of the farmer along with time and 

quantum; (ii) to plan the repayment schedule, (iii) in making purchases and sales at the 

appropriate time thereby helping to minimize to the credit dependence, so that the farmers can 

keep limits to avoid wastage (iv) to keep ready input requirements well in advance so that the 

last minute rush can be avoided (v) to know the farm household’s expenditure pattern (vi) the 

farmer to exercise a check on farm costs, (vii) the farmer in preparing the farm business plans 

for the ensuing years, (viii) the bankers for revising the scales of finance, rescheduling loans, 

etc., and (ix) finally, as a tool of financial control to the farmer.  

 

************** 

Assignment : Prepare cash flow statement of your family farming with minimum six items in 

cash receipts & cash expenses. 
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Exercise No.: 7                                                                      Date: ___________ 

Preparation of Balance Sheet 

========================================================== 
 Any farmer, whether small, medium or large, measures financial performance of the 

farm business during an agricultural year or over a period of time. There is a possibility in the 

variation of degree of keenness that is shown by the different categories of farmers. In other 

words, as the size of the farm gets increased, the capital requirement too gets enlarged forcing 

the farmer to be more vigilant in running the farm business, since the risk element is much 

higher in the event of any unforeseen eventuality. Management component plays a pivot role in 

managing higher financial outlays. Nevertheless, management of finance is equally important 

even for a small farmer, if not, at the magnitude that is viewed at by a large farmer in the farm 

business.  

 The balance sheet indicates an account of total assets and total liabilities of the farm business 

revealing the financial solvency of the business. More specifically it is a statement of the 

financial position of a farm business at a particular time, showing its assets, liabilities and 

equity. If the assets are more than the liabilities it is called net-worth or equity and its converse 

is known as net deficit. The typical balance sheet shows assets on the left hand side and 

liabilities and equity on the right hand side. Both sides are always in balance hence the name 

balance sheet. Net-worth is placed on the right hand side, along with liabilities, in order to 

indicate that like any other creditor the farmer has a claim against the farm business equal to 

the equity amount. The balance sheet can be easily prepared by the farmer in the presence of 

farm records. It can be prepared at any point of time to know the financial position of the farm 

business. It can also be prepared to study the performance of a business over years by preparing 

the same number of balance sheets. If the net-worth increases over the different periods, it 

indicates efficient performance of the business.  

 To prepare a balance sheet the prime requisites are total assets and total liabilities of the farm.  

Assets: Assets are those, which are owned by the farmer. 

 Assets are three types, viz., current, intermediate or working and long-term or fixed. So also the 

liabilities. This classification of assets facilitates the analysis of liquidity of the farm business.  

1. Current Assets: They are very liquid or short–term assets. They can be converted into cash, 

within a short time, usually one year. For example, cash on hand, agricultural produce ready for 

disposal, i.e., stocks of paddy, blackgram, jowar, wheat, etc.  

2. Intermediate or Working Assets: Intermediate assets are less liquid than the current assets. 

Examples: Machinery, equipment, livestock, tractors, trucks, etc.  

3. Long-term Assets or Fixed Assets: An asset that is permanent or will be used continuously 

for several years is called a long-term asset. It takes longer time to convert into cash due to 

verification of record, legal transactions, etc. Examples: Land, farm buildings, etc.  

Liabilities: These refer to all things, which are owed to others by the farmer.  

1. Current Liabilities: Debts that must be paid in the short term or in very near future. 

Examples: Crop loans, accounts payable, hand loans, etc. 

2. Intermediate Liabilities: These loans are due for the repayment within a period of two to 

five years. Examples: Livestock loans, machinery loans, etc. 

3. Long-term Liabilities: The duration of loans repayment is five or more years. Examples: 

Tractor loan, orchard loan, land development loan, etc.   

 

Test Ratios: The balance sheet is analyzed with the help of ratio measures so as to know the 

exact financial position and stability of the farm business.  

 The test ratios, viz., current ratio, intermediate ratio, net capital ratio, quick ratio, current 

liability ratio, debt-equity ratio and equity value ratio are used to analyse the balance sheet 

(Table 1).   
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TABLE - 1 : Balance Sheet of a Hypothetical Farm 

 

Assets  Amount  

(in Rs.)  

Liabilities  Amount  

(in Rs.)  

Current assets                                                 Current liabilities  

Cash on hand  10,000 Crop loans to be repaid to 

institutional agencies  

8,000 

Savings in bank  8,000 Account payable  11,000 

Value of grains ready for 

disposal  

38,500   

Livestock products  

(eggs, birds, etc.)  

60,000 Hand loans  5,000 

Fruits, vegetables, fodder and 

feed ready for sale  

8,000 Money owed to input supplies  25,000 

Value of bonds and shares to be 

realized in the same year 

2,000 Annual installments of MT and LT 

loans   

19,000 

Sub-total  1,26,500 Sub-total  68,500 

Intermediates assets                                      Intermediate liabilities  

Dairy cattle  10,000 Livestock loan (outstanding 

amount)  

8,000 

Bullocks  9,000 Machinery loan (outstanding 

amount)  

15,000 

Poultry birds  15,000 Unsecured loans  

(outstanding amount)  

10,000 

Machinery and equipment  15,000   

Tractor  1,75,000   

Sub-total  2,24,000 Sub-total  33,000 

Long-term assets   Long-term liabilities   

Land  6,00,000 Tractor loan 

 (outstanding amount)  

1,20,000 

Farm buildings  25,000 Orchard loan  

(outstanding amount)  

25,000 

  Unsecured loans 

 (land development)  

10,000 

Sub-total  6,25,000 Sub-total  1,55,000 

  Total of liabilities  2,56,000 

Total of assets  9,75,500 Networth of equity  7,19,500 

  Total of liabilities + networth  9,75,500 

 

            Total current assets  

1. Current Ratio =          

      Total current liabilities  

 

 1,26,500 

=   =  1.86 

   68,000        

 

 This ratio indicates the capacity of the farmer to meet immediate financial obligations 

(liquidity). If current assets are more than current liabilities and if the borrower fails to repay 
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the loan, this is a case of wilful-default in spite of his position being solvent. This type of 

wilful-default is more common in respect of large farmer borrowers of financial institutions. If 

by chance the ratio falls less than one due to certain unforeseen contingencies, his case for 

further lendings cannot be ruled out by the institutional agencies, as it is a temporary setback 

and the may be given a chance to prove his credit-worthiness. A ratio of more than one 

indicates a favourable of the farm business. Current ratio reflects liquidity within one year’s 

time.  

                                Total current assets + Total intermediate assets  

2. Intermediate Ratio =  

 or Working Ratio            Total current liabilities + Total intermediate liabilities  

 

                        1,26,500 + 2,24,000              3,50,500 

            =            =         = 3.47 

                   68,000 + 33,000      1,01,100   

 

This indicates the liquidity position of the farm business over an intermediate period of 

time, ranging from 2 to 5 years. Here certain time is allowed for the farmer to build up the farm 

business to improve his liquidity position. This ratio should also be more than one to indicate 

sound running of the farm business. The progressive intermediates ratio observed for a given 

farm business overtime implies, the increase in the value of current and intermediate assets due 

to minimal physical loss and price decline. The steady growth of this ratio over a period is a 

healthy sign of the business. 

 

                                Total assets  

3. Net Capital Ratio =          

       Total liabilities  

 

       9,75,500 

       =            = 3.81     

        2,56,000 

 

 It indicates the solvency position of the farmers. If the net capital ratio is more than one, the 

funds of the institutional agencies are safe. A consistently increasing ratio over the years 

reveals the sound financial growth of farm business. The farmer with this record should be a 

very prompt repayer of all types of credit obligations. This ratio is also the most important 

measures of overall solvency position of the farmer borrowers.  

     

                                    Cash receipts + account receivable + marketable securities  

                                        (bonds, shares, etc.) available in more than one year  

4. Acid Test Ratio =  

or Quick Ratio                                      Total current liabilities  

 

 This reflects adequacy of cash and income surpluses or cover all current liabilities during the 

period of one to two year. If there is no difference in income position of a farmer within that 

period, current ratio and acid test ratio reflects the same position.  

      

 

                                                    Current liabilities  

5. Current Liability Ratio =         

    Owner’s equity  
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         68,000 

     =    = 0.09     

   7,19,5000    

 

 This ratio indicates the farmer’s immediate financial obligations against at net worth: A ratio of 

less than one indicates a healthy performance of the farm business and over the years the ratio 

should become smaller and smaller to reflect a consistently good performance.  

 

                                    Total debts  

6. Debt-equity Ratio (Leverage Ratio) =  

       Owner’s equity  

 

 

             2,56,000 

 =     =  0.36 

              7,19,500 

  

 This presents the capacity of the farmers to meet the long-term commitments. Also it throws 

light on the extent of indebtedness in the farm business or conversely the amount of capital 

raised by the farmer in running the farm business. A consistently falling ratio indicates a very 

heartening performance of farming and the ability of the farmer to reduce dependence on 

borrowings.    

  

        Owner’s equity  

7. Equity-value Ratio =  

    Value of assets  

 

      7,19,500 

     =    =  0.74 

      9,75,000 

 This ratio highlights the productivity gained by the farmer in relation to the assets he has. The 

improvement in the ratio over the years makes it crystal clear regarding the increased strength 

in the financial structure of the farm business. This ratio has a direct bearing on the type of 

assets one has. Managerial ability of the farmer is an essential element in raising the 

productivity of the assets. 

 

 

************** 

Assignment : Prepare a balance sheet of dairy farm and calculate seven ratios indicating 

financial position of a dairy farm. 
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Exercise No.: 8                                                                      Date: ___________ 

Program Evaluation Review Technique  

==========================================================  

PERT is a project management planning tool used to calculate the amount of time it 

will take to realistically finish a project. PERT stands for Program Evaluation Review 

Technique, a methodology developed by the U.S. Navy in the 1950s to manage the Polaris 

submarine missile program. A similar methodology, the Critical Path Method (CPM) was 

developed for project management in the private sector at about the same time. PERT is similar 

to critical path in that they are both used to visualize the timeline and the work that must be 

done for a project. However with PERT, you create three different time estimates for the 

project: you estimate the shortest possible amount time each task will take, the most probable 

amount of time, and the longest amount of time tasks might take if things don't go as planned. 

PERT is calculated backward from a fixed end date since contractor deadlines typically cannot 

be moved. 

To conduct PERT Analysis, three time estimates are obtained (optimistic, pessimistic, and most 

likely) for every activity along the Critical Path. Then use those estimates in the formula below 

to calculate how much time for each project stage: 

Formula: (P+4M+O)/6 
 Optimistic Time (O): the minimum possible time required to accomplish a task, assuming 

everything proceeds better than is normally expected. 

 Pessimistic Time (P): the maximum possible time required to accomplish a task, assuming 

everything goes wrong (excluding major catastrophes). 

 Most likely Time (M): the best estimate of the time required to accomplish a task, assuming 

everything proceeds as normal. 

 

 Example of the three time estimates 

 

The PERT chart template uses nodes -- drawn as rectangles or circles -- to represent events and 

milestones throughout the project. The nodes are connected by vectors -- drawn as lines -- 

which represent the various tasks that need to be completed. 

https://whatis.techtarget.com/definition/critical-path-method-CPM
http://acqnotes.com/acqNote/critical-path-critical-path-method
http://acqnotes.com/wp-content/uploads/2014/09/PERT1.png
http://acqnotes.com/wp-content/uploads/2014/09/Critical-Path.png
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PERT charts provide project managers with an estimation of the minimum amount of time 

needed to complete a project. Managers can also analyze the work breakdown and task 

connections as well as assess the risk associated with the project. The breakdown structure 

makes it easy to organize a complex project with a variety of moving parts by visualizing the 

dependencies between each step of the process. 

Terminology 

 Nodes are visual representations of milestones or events within the project. They are drawn 

as either numbered boxes or numbered circles. 

 Arrows are visual representations of the tasks that occur throughout the project. The 

direction of the arrow indicates the sequence of the task. Diverging arrows show that 

various tasks can be completed at the same time. 

 Fast tracking is when tasks and activities are performed simultaneously. 

 A PERT event is the point at which one or more tasks are started or completed. 

 A predecessor event occurs immediately before some events. A successor event naturally 

occurs after events. 

 Slack is the amount of time a single task can be delayed without harming other tasks or the 

project as a whole. 

 The critical path is the longest -- or most time consuming -- path from the start to the 

completion of an event or task. 

 Critical path activity refers to a task that does not experience slack. 

 Crashing critical path is when the completion time of a task is shortened. 

 Lag time refers to the earliest point at which a task can follow another. 

 Lead time is the amount of time it should take to complete a task without impacting the 

following activities. 

 Expected time is the best estimation of how long a task will take to complete, taking into 

consideration any problems or obstacles that might arise. 

 Optimistic Time: the minimum possible time required to accomplish a task, assuming 

everything proceeds better than is normally expected. 

 Pessimistic Time: the maximum possible time required to accomplish a task, assuming 

everything goes wrong (excluding major catastrophes). 

 Most likely Time: the best estimate of the time required to accomplish a task, assuming 

everything proceeds as normal. 

How a PERT chart works 

A PERT chart presents a graphic illustration of a project as a network diagram consisting of 

numbered nodes linked by labelled vectors. The direction of the arrows on the lines indicates 

the sequence of tasks. 

When creating a PERT chart, project managers should follow the below steps: 

1. Define all activities involved in the project. 

2. Consider any dependencies between tasks. 

3. Draw nodes and arrows based on the information gathered in the first two steps. 

4. Identify the completion time for each task. 

Once the PERT chart is drawn, project managers can use it to develop a realistic timeframe for 

the project. This can be done by finding the longest path, based on the estimations entered. This 

path should include the tasks that take the longest to complete. By adding together the time it 

takes to complete each task, estimation will be provided for how long the entire project will 
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take. Once this is done, the PERT chart can then be used to adjust the times if circumstances 

change or to ensure the project is finished by its designated deadline. 

 

In the diagram, for example, the tasks between nodes 1, 2, 4, 8 and 10 must be completed in 

sequence. These are called dependent or serial tasks. The tasks between nodes 1 and 2, and 

nodes 1 and 3 are not dependent on the completion of one to start the other and can be 

undertaken simultaneously. These tasks are called parallel or concurrent tasks. Tasks that must 

be completed in sequence but that don't require resources or completion time are considered to 

have event dependency. These are represented by dotted lines with arrows and are 

called dummy activities. For example, the dashed arrow linking nodes 6 and 9 indicates that the 

system files must be converted before the user test can take place, but that the resources and 

time required to prepare for the user test (writing the user manual and user training) are on 

another path. Numbers on the opposite sides of the vectors indicate the time allotted for the 

task. 

When to use a PERT chart 

PERT charts should be used when a project manager needs to: 

 Determine the project's critical path in order to guarantee all deadlines are met. 

 Display the various interdependencies of tasks. 

 Estimate the amount of time needed to complete the project. 

 Prepare for more complex and larger projects. 

Project managers find best results when they use a PERT chart at the beginning of the project. 

Doing so helps ensure the project is accurately scoped and can help avoid any 

potential bottlenecks in the process. 

Advantages of PERT charts 

The PERT technique provides managers with the ability to evaluate the time and resources 

necessary to a project by tracking required assets at each stage of the process as well as 

throughout the course of the project. Furthermore, PERT charts are useful in what-if analyses, 

helping companies understand all possible workflows and choose the most efficient and 

beneficial path. 

The analysis of the PERT chart includes data from various departments within an organization. 

Combining all of the information helps identify each responsible team within the company 

while facilitating an environment where each department takes responsibility for their work. 

The process of creating a PERT chart also improves communication and enables an 

organization to invest energy in projects that will enhance its strategic positioning. 

Other advantages include: making unclear deadlines more predictable; clarifying dependencies 

between tasks; and establishing a clear order for completing the tasks. 

 

https://searchnetworking.techtarget.com/definition/bottleneck
https://searchcio.techtarget.com/definition/workflow
https://whatis.techtarget.com/definition/positioning
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Disadvantages of PERT charts 

Disadvantages of the PERT chart include: 

 A strict focus on deadlines may not allow managers to see the full financial positioning of 

the project. 

 PERT charts lack the flexibility needed to adapt to small changes that occur when 

confronted with a roadblock. 

 If any calculations are inaccurate in the creation of the chart, then delays could occur, 

causing bottlenecks and negatively impacting the final delivery date. 

 PERT charts are subjective; their success depends on the experience of the project manager. 

Consequently, some charts may include unreliable data or unrealistic expectations for the 

cost and time frame of the project. 

 Creating a PERT chart is labour intensive, requiring additional time and resources. Also, in 

order for the chart to remain valuable, it must be consistently reviewed and maintained. 

 

Student task: Prepare a detailed PERT chart in establishment of poultry farm 
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Exercise No.: 9                                                                      Date: ___________ 

Exposure to entrepreneurship development institution 

==========================================================  
1. Name of the Institution: 

 

 

2.  Year of establishment  : 

 

3.  Location: 

 

 

4. Name of the Head of the institution: 

 

 

5. Major objectives: 

 

 

6.  Different types training organized at the institutions  

 

 

7.  What type of training schedule they follow 

 

8. To whom they are giving for entrepreneurship training (What is the minimum 

qualification/ requirement) 

 

9. What are different activities/schemes for capacity building  of entrepreneurs  

 

10. What type of financial assistance suggested for the entrepreneurs in the institute. 

 

11. After completion of training are you doing any follow-up for the trained candidates.  

 

12. Are you providing any backward and forward linkages to trained candidates? 
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13. Can you mention any successful candidates who have trained in this institution.   
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Exercise No.: 10                                                                      Date: ___________ 

Visit note of successful Enterprise 

==================================================================  

1. Name of the Entrepreneur: 

 

 

2.  Name of enterprise: 

 

3.  Location of enterprise: 

 

 

4.  Educational background: 

 

 

5.  Family support: 

 

 

6.  Financial support 

 

 

7.  Other details: 

 

8. Write the problems faced by entrepreneurs while starting or running the enterprise 

and steps taken  for solution of the problems. 

 Sr.No Problem faced Solution of Problem 

   A.   Starting the enterprise 

   1   

   2   

   3   

   4   

   5   

   6   

   7   

   8   

   B.  Running the enterprise 
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   1   

   2   

   3   

   4   

   5   

   6   

   7   

   8   

9. Write suggestions given by entrepreneur to Government agencies, banks and new 

entrepreneurs. 

A. Government Agency: 

 

 

 

B. Bank: 

 

 

 

 

C. New entrepreneurs: 

 

 

 

 

 

10. Write brief account of above study. 
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Exercise No.: 11                                                                      Date: ___________ 

Visit to successful Agri-entrepreneur 

==================================================================  

     PROFILE OF ENTERPRISE 

1.   Name of the enterprise: 

 

2. Location of the enterprise: 

 

3. Name and qualification of the entrepreneur: 

a.  Name : 

b.  Qualification : 

c.  Experience : 

 

4.   Type of enterprise: Small /medium /big 

 

5. Ownership: Individual / joint /partnership mode  

 

6.  Product description (Main product and byproduct): 

 

 

7. Capacity of production (Seasonally / annually):  

 

8.  Registration details:  

 

9.  Physical infrastructure: 

 

  

a. Raw material  :            Items             Requirement              Availability                 

Source  

 

b. Labour                           Requirement                         Availability 

Skilled 

Semiskilled 

Unskilled  

c. Staff requirement:  

 

 

d. Utilities  

Power : 

 

Water: 

 

Fuel :  

 

e. Pollution control  

Wastage disposal:  
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f. Communication system:  

 

 

g. Transport facilities:  

 

 

h. Production process in brief:  

 

 

i. Equipment and machinery 

        Details with cost:  

 

 

 

 

j. Technology used:  

 

 

k. Quality control and inspection: 

l. Any research taken up:  

 

 

10.   Market information:  

 

a. Demand and supply  

 

b. Technical guidance provided after sale:  

 

c. Market strategy  

     Publicity and distribution:  

  

11.   Capital costs:  

a. Land and building  

 

 

b. Equipment and machinery: 

 

              

c. Furniture and vehicles: 

 

 

d. Others : 

 

 

12.   Working capital:  

 

13.   Financial analysis  

a.  Cost of cultivation / production:  
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b.  Production / yield:  

 

c. Sale price: 

 

d. Net returns:  

 

 

e. Break even point:  

 

 

f. Profitability ratio:  

 

 

g. Return on investment:  

 

 

h. Debt equity ratio  

 

14.   Economic or social variables  

a. Employment generation (man days) 

  

b. Local resource utilization: 

 

  

c. Import substitution:  

 

15.  Other details  

a. Layout of enterprise:  

 

 

 

 

 

 

b. Any financial assistance availed:  

 

     Name of the bank: 

 

 

c. Amount of loan:  

 

d.  Subsidy availed:       

 

Amount source :  

 

 

e. Contracts / license and legal issues:  

 

f. Promotional plans:  
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g. Diversification of enterprise (Brief details): 

 

 

  

h.  Characteristics of the entrepreneur identified: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


