
CHAPTER 2

ENTREPRENEURIAL PLANNING



ECONOMIC ACTIVITIES

Activities undertaken for monetary gains are called 
economic activities.

NON ECONOMIC ACTIVITIES

Activities done out of love, care, affection, self-
satisfaction, patriotism, sympathy etc. but not for money 
are called non-economic activity.



Types of economic activities
Profession

It is that occupation which requires an individual 
to have specialized knowledge and skill which is 
used either in instructing, advising or guiding 
others.



Employment

An activity in which an individual works regularly 
for others and get remunerated in return 
undertaking personal services as per the 
employment contract.



Business
All economic activities related to the production 
and distribution of goods and services 
undertaken for monetary gain are said to be 
business.



BUSINESS

Business can be defined as an economic activity which is 
concerned with purchase or production of goods and 
services and sale or exchange of goods and services on a 
regular basis in order to earn profit.



Characteristics of business
1. Entrepreneur’s presence

There must be a person to 

establish a business and undertake

the risk associated with it.

2. Economic activity

All those activities related to 

the production and distribution of

goods and service is done with 

economic motive.



3. Production or purchase of goods and services

A business produces consumer

goods, producers goods or services

for offering them to consumers.

4. Sale or exchange of goods and 

Services. 

A business must involve 

sale or exchange of goods and

services to its consumers.



5. Regularity

One time dealing in goods and 

services is not business. It must be 

done regularly.

6. Profit earning

No business can survive without

earning profit . Hence the 

ultimate aim of every business is 

to earn profit.



7. Uncertainty of return

Business does not guarantee 

for the return either principal 

amount or the profit.

8. Element of risk

Business involves the element 

of risk due to the uncontrollable 

factors in the environment



9. Utility creation

Business activities result in creation of utilities i.e

a) Form utility- Conversion of raw materials to finished 
goods

b) Place utility- Transporting goods from the place of 
production to the place of consumption

c) Time utility- The process of storing the goods when 
it is not required for supplying



Business activities can be classified into 
three broad categories :

1. Manufacturing

It is the process of producing 

goods, commonly applied to 

industrial production , in which 

raw materials are converted to 

finished goods on a large scale. 

Such goods are either used as raw materials for 

making other products or sold to wholesalers,

who in turn sells to retailers who then sell them 

to the end users.



CHANNEL OF DISTRIBUTION

Zero level

Producers                         Consumers

One level

Producers             Retailers            Consumers

Two level

Producers       Wholesalers      Retailers       C

Three level

Producers         Wholesalers       Retailers     C     



2. Trading
Buying and selling of goods and services is known as 
trade . It is also an art of exchanging one thing for 
another.



3. Service
An intangible product that cannot be stored and owned  
is known as service. A service is consumed at the point 
of sale.

Service sector includes banking, communication, 
transportation, insurance and warehousing.

This sector facilitates the smooth flow of business 
activities.



Forms of business organisations

Private sector                     Public sector              Joint sector

Sole proprietorship           Departmental undertaking

Partnership                         Public Corporations

Joint Stock Company        Statutory Corporations

Hindu Undivided Family

Co-operative Society



Private sector

The enterprises which are owned , 
controlled and managed by private 
individuals with the objective of earning 
profit comes under this category.



1. Sole - proprietorship

This is the most simplest forms of

business organisation which is 

owned, managed and controlled by 

only one person. It is also called 

single entrepreneurship or

Individual proprietorship.



Features of sole proprietorship
1. Individual ownership 

Under sole proprietorship, 

the business is exclusively 

owned by a single person.
Proprietor



2. Individual management and control –

The right to manage and

control the business lies 

with the sole 

proprietor.



3. Individual financing-

All the investment for the 

business is made by the proprietor.



4. No separate legal entity –

In the eyes of law, the proprietor

and business is one and hence 

with owner’s death, business too

comes to an end.

PROPRIETOR PROPRIETORSHIP



5. Unlimited liability –

The proprietor is liable for all 

the losses arising from the 

business and also for payment 

of debts. Even his personal 

property can be called upon to

pay its debts.



6. Sole beneficiary-

The sole proprietor alone is 

entitled to all the profits of

the business. This profit is a

reward for his risk bearing.



7. Easy formation and closure-

Sole proprietorship is subjected

to minimum legal formalities

both at the time of commencing 

or closing.



8. Limited area of operation- It general has 
limited area of operation due limited financial 
availability and managerial ability.





SUITABILITY

LOCAL MARKET
LIMITED 
CAPITAL

QUICK 
DECISION

CUSTOMISED 
APPROACH

SMALL 
SIZED 

VENTURE

SECRECY IS 
IMPORTANT



Suitability of sole proprietorship form 
of business

1. Limited capital required 

2. Secrecy is important

3. Market is local

4. Quick decision making is required

5. Size of the venture is small

6. Goods are of artistic nature or demands 
customized approach



Legal formalities involved
Registration procedure

A sole proprietorship do not need to be      
registered.

NO



Formalities required
1. Business name : No  legal obligation

ABU & SONS TRADING



2. Service tax registration: 

Form ST 1 is to be filled if service tax     
exceeds Rs. 10 Lakhs for the year.



3. VAT/CST registration : 

Selling goods within a state – VAT applies

Inter-state transfer of goods - CST applies



4. PAYMENT OF TAXES

A sole trader should bear all the taxes of the   
business.



5. Others :

PAN card number

Bank account number 

Shops and establishment license

Employee Provident Fund registration

IEC code number







PARTNERSHIP

Partnership is a relationship between two or 
persons who have agreed to share the profits and 
losses of the business carried on by all or any of 
them acting for all.



Features of partnership
1. Two or  more persons –

Minimum members  - 2

Maximum members

Indian Partnership Act 1932        Banking business- 10

Other business – 20

Companies Act, 2013                     100 partners

Central government                       50 partners



2. Agreement 

It is advisable to have a written agreement 
between partners stating the terms and 
conditions of partnership . This agreement is 
known as partnership deed.





3. Profit sharing

The objective of the 

business is to make 

profits and this profit 

is shared amongst the partners.



4. Unlimited liability 

The partners have unlimited 

liability. They are liable to 

repay debts even from their

personal resources.



5. Implied authority

There is an implied authority 

that any partner can act on 

behalf of the firm.



6. Mutual agency

Every partner is both an 

agent and a principal. He is

an agent of other partners 

as he represents them and 

thereby binds them through 

his acts. He is a principal as he 

too can be bound by the acts of other partners.



7. Utmost good faith

Every partner is supposed 

to act honestly and give 

proper accounts to other 

partners.



8. Restriction on transfer of shares

No partner can sell his share

to anybody without the

consent of other partners.



9. Continuity

A partnership continues 

up to the time that all 

partners decide to do so 

also legally on the retirement,

death, lunacy or bankruptcy of a partner.



Suitability of partnership
1. capital and managerial requirements are 

higher as compared to that of sole 
proprietorship

2. small or a medium scale enterprises.

3. direct contact with the customers is essential.



Registration 
Registration of a partnership 

firm means the entering of 

the firm’s name in the register 

maintained by the Registrar of

Firms.

It is optional for a partnership firm to get 
registered.



The consequences of non registration of a firm 
are as follows:

PARTNER FIRM 
THIRD 

PARTIES



Match the following
1. Partnership agreement  a. A partner is both an agent and    

. a principal

2. Utmost good faith           b. Personal assets  are affected of    
. the partners are affected

3. Mutual agency                 c. Partners should act honestly

4. Unlimited liability             d. Affected by death,retirement or 
. lunacy of a partner

5. Continuity                          e. Partnership deed 



JOINT STOCK COMPANY



Features of partnership
1. Two or  more persons 

2. Agreement- Partnership deed

3. Profit sharing – as agreed

4. Unlimited liability- debts paid even out of personal assets                 

5. Implied authority – anyone can act on behalf others

6. Mutual agency – Both agent and principal

7.Utmost good faith – act honestly

8. Restriction on transfer of shares

9. Continuity - not possible



Suitability of partnership
1. capital and managerial requirements are 

higher as compared to that of sole 
proprietorship

2. small or a medium scale enterprises.

3. direct contact with the customers is essential.



Registration 
Registration of a partnership 

firm means the entering of 

the firm’s name in the register 

maintained by the Registrar of

Firms.

It is optional for a partnership firm to get 
registered.



Joint stock Company
A Joint Stock Company is an artificial person 
having a separate legal entity , perpetual 
succession and a common seal.



Suitability of a Joint Stock Company

1. Capital requirements are higher

2. Managerial requirements are higher

3. Demands limited liability

4. If it is a large scale enterprise



Features
1. Voluntary association

Minimum 2 persons in the

case of a private company

and 7 in case of a public 

company must voluntarily 

join hands .



2. Artificial person

A company is an artificial 

person created by law and

exists independent of its

members. 

Like natural persons , a company can own 

property, borrow money and also enter into 

contracts .



3. Separate legal entity

A company’s identity is 

distinct from its members. 

The law does not recognize

the business and owners to 

be one.

Its assets and liabilities are separate from its 
owners



4. Common seal

The company being an

artificial person enters 

into contracts through

a common seal. This seal is 

equivalent to that of signatures

of human being.



5. Transferability of shares

The shares of a public 

company are freely transferable 

where as private companies

impose certain restrictions .



6. Diffusion of ownership and management

There exists separation of

ownership from management.

A company is managed by its 

Board of Directors and not by 

all the shareholders.



7. Number of members

Private company

2 to 200 members

Public company

7 to unlimited



8. Limitation of action

The scope of action is determined by 

• The Indian Companies Act

• Memorandum of Association

• Articles of Association



9. Winding up

A company is created by law and

it comes to an end only when 

a special procedure for its closure

called winding up is completed.



10. Limited Liability

The shareholders have 

limited liability. 

That is the creditors can use 

only the assets of the company 

and not the shareholders 

personal assets

LIMITED







Types of CompaniesBASIS PRIVATE COMPANY PUBLIC COMPANY

Members Min 2
Max  200

Min 7
Max  unlimited

Min no: of Directors 2 3

Min paid up capital Rs. 1 lakh Rs. 5 lakh

Transfer of shares Restriction on transfer No restriction

Invitation to public 
for subscription 

Cannot invite the public Can invite the public

Use of word ‘Pvt Ltd’ Required Not required



Use of word ‘Pvt Ltd’

Required

Not required

BASIS PRIVATE COMPANY PUBLIC COMPANY

Commencement of 
business

Immediately after 
obtaining certificate of 
incorporation

Only after obtaining
the certificate of 
commencement

Index of members Not compulsory Compulsory

Prospectus Not required to issue Has to issue 
prospectus

Statutory meeting No need to hold such 
meeting

Must hold such 
meeting

Managerial 
remuneration

No limit Limit as prescribed by 
the Companies Act

Rules regarding 
Directors

Less rigid More rigid



Why is a private company preferred over a 
public company?

1. A private company can be set up only with 2 
persons.

2. Maintenance of index of members is not 
required.



3.  Only 2 directors are required for a private   
company.

4. Can file a statement in lieu of prospectus with 
the Registrar of Companies.



5. Can commence its business immediately after    
.     incorporation.

6. Restriction on inspecting the copies of the 
Profit and Loss Account by a non member .



7. No restriction on appointment or reappointment 
of managing directors.

8. It can allot shares even before the receipt of 
minimum subscription.



9.  No limit on payment of maximum remuneration 
payable to managers.

10. Directors of the private company need not 
have qualification shares.





Family business



JOINT HINDU FAMILY (HUF)
The HUF have been defined under the Hindu law 
as “a family, which consists of male lineally 
descended from a common ancestor and 
included their wives and unmarried daughters.”



The relation of HUFs arises from the status not 
from legal contracts.



Two conditions for existence of HUFs

1. Minimum two members must be there in the 
family

2. Existence of some ancestral property.



Two schools of law under HUF

a) Dayabhaga – It is prevalent in West Bengal 
and Assam.

As per this school of law, the son acquires the 
right in the family property only after the death 
of his father.

b) Mitaakshara – It is prevalent in rest of India 
under which , the son acquires the right in the 
family property right from his birth.



The Hindu Succession (Amendment) bill, 2004 seeks to 
give equal rights in inheritance of ancestral wealth.

i.e females will have equal rights along with male 
members in the family over ancestral property



Characteristics of HUF
1. Creation

It arises by status or operation of the Hindu 
law.



2. Membership

A male member by birth becomes a member of 
the family business.



3. Management

The senior most member of the family known 
as Karta manages the business. Other male 
members have equal ownership right over the 
property of an ancestor and they are called co-
parceners.



4. Liability

The liability of Karta is unlimited and that of co-
parceners is limited to the extent of their share in 
the family.

KARTA

CO-PARCENERS

UNLIMITED 
LIABILITY

LIMITED 
LIABILITY



5. Right of Accounts

The members other than Karta do not have the 
right to inspect and ask for the account of past 
dealings.



6. Minor as member

A male from the time 

of his birth becomes the

member in this form 

of enterprise.



7. Dissolution

The HUF continues to operate even after the 
death of Karta or co-parcener. After the death of 
Karta, the next senior most member becomes 
Karta. The business comes to an end only 
through mutual agreement.



8. Implied authority

Only Karta has implied authority to bind the 
Hindu Undivided Family business by acts done in 
the ordinary course of the business of the firm



Steps in the creation of HUFs
1. Capital and members

• Requires capital may be in the form of      
ancestral property or any other assets.

• Requires minimum two members .

2. Select a suitable name

• Select a name for the HUF without violating 
the laws.



3. Form a Deed

• Requires a legal agreement disclosing name of 
Karta, coparceners ,address, source of funds 
etc.

4. Apply for PAN ( Permanent Account Number)

• Karta should obtain 

a Permanent Account

Number for the HUF .



5. Open a Bank Account

• Karta is required to open 

a Bank Account in the

name of HUF.



Co-operative Organisations
According to the Co-operative Societies Act, 1912 
a co-operative organisation is , “a society which 
has its objectives for the promotion of economic 
interest of its members in accordance with 
cooperative principles.”



Features
1. Voluntary organisation

It is a voluntary association

of persons who come together

to promote their common 

interest. They can come and 

leave the organisation at their own will .



2. Democratic management

It is managed by a committee 

elected by the members on

the basis of ‘one man one vote’.



3. Service motive

Rendering service to its 

members rather than 

earning profit is the primary 

motive of this form of 

organisation.



4. Capital and return thereon

The capital is procured from 

its members in the form of 

share capital. These shares 

cannot be transferred but has 

to be surrendered to the 

organisation.



5. Government control

In India, the activities of co-operative societies 
are regulated by the Co-operative  Societies Act . 
These organisations are required to submit their 
annual report and accounts to the Registrar of 
Co-operatives.



6. Distribution of surplus

After giving dividends to

the members and retaining 

a portion of it to reserves, 

the surplus of profits, if any,

is distributed as bonus to its members in the 

proportion of the volume of business transacted

by each member with the society.



Cooperative society follows the principle of 

a. One share one vote

b. One man one vote

c. No voting rights for members

d. Domination of rich shareholders



Not a feature of a Co-operative society
a. Service motive is the primary objective of a 

co-operative society

b. A co-operative society is registered under the 
Indian Co-operative Societies Act 1912.

c. The capital of a Co-operative Society is 
contributed by its members.

d. The surplus of a co-operative society given to 
the government.













BUSINESS PLAN

The business plan is a written document 
prepared by the entrepreneur which describes all 
the relevant external and internal elements
involved in starting a new venture.

It is a blue print of actions to be taken in future 
to achieve the goals.



Importance of Business Plan

1. It provides a road map 

for starting a new 

venture.



2. It helps in determining 

the viability of the venture 

in the market.



3. It guides the entrepreneur in 

- Identifying the resources required

-Enabling  obtaining of licenses

if required

-Working out with legal 

requirements 



4. It helps in satisfying 

the queries of people 

who are interested in 

the venture.



5. It provides a room for 

self-assessment and 

self-evaluation , requiring 

entrepreneurs to plan the 

ways to avoid obstacles.



6. It helps to identify the 

obstacles which cannot 

be avoided.



7. It serves as an important

tool for procuring funds.





Formats of a business plan
1. Elevator pitch 
It is a three minute summary of the business 
plan’s executive summary. It is often used as a 
teaser to awaken the interest of potential 
funders, customers etc.



Your idea

Your market

Your team



2. A pitch deck with oral narrative
It presents the business plan in the form of slide 
show complemented with an oral narrative. 



3. A presentation for external stakeholders

A detailed formatted plan is made targeting the 
external stakeholders.



4. An internal operational plan
A detailed plan describing planning details that 

are needed by management .



A business plan outlines the following 
components:

1. Cover page- general 
introduction

2. Business venture

3. Organisational plan

4. Production plan

5. Operational plan

6. HR plan

7. Marketing plan

8. Financial plan


