SUBJECT: ENTREPRENEURSHIP ESSENTIALS

Module 3: Financing of the Project

Exhaustive Degree-Level Study Notes ¢ Units 18 — 23

| 18 Start-up Costs and Financial Plan

Understanding Start-up Costs

Accurately mapping start-up costs is a fundamental structural baseline for preventing premature cash-
runway depletion. Start-up costs represent the total initial capital expenditures required to establish a
commercial entity and sustain basic operations until the enterprise reaches a self-sustaining cash-flow
break-even point. These costs are systematically bifurcated into two core dimensions:

« Capital Expenditures (CapEx / Fixed Start-up Costs): Tangible, long-term asset acquisitions
executed prior to product launch. This includes purchasing real estate, factory facilities, specialized
industrial machinery, office hardware, and initial logistical transport fleets. These assets sit on the
balance sheet and depreciate over time.

» Operating Expenditures (OpEx / Pre-operating Expenses): Intangible or short-term expenses
incurred during the setup phase. Examples include initial legal incorporation fees, intellectual
property filing costs, brand identity design, early marketing campaigns, security deposits for utilities,
and structural facility renovations.

» Working Capital Runway: The operational cash buffer reserved to cover day-to-day variables (e.g.,
inventory procurement, employee salaries, utility bills) during the initial months when operational
revenues are zero or insufficient. Standard underwriting practices recommend maintaining a 6-to-12-
month working capital cushion.



Components of a Comprehensive Financial Plan

A corporate financial plan translates operational strategies into quantitative parameters, demonstrating
financial viability through three integrated financial forecasting statements:

1. Pro Forma Income Statement: Projects revenue velocity against operational manufacturing and
administrative expenses over a 3-to-5-year horizon, calculating expected gross and net profit
margins.

2. Pro Forma Cash Flow Statement: The single most critical tracking statement for early ventures. It
maps the precise timing of cash inflows and outflows, ensuring the organization maintains positive
cash positions and avoids insolvency.

3. Pro Forma Balance Sheet: lllustrates the structural financial position of the venture at fixed
temporal milestones, listing corporate assets against liabilities and owner's equity allocations.

4. Core Assumptions Sheet: A transparent log detailing the logical foundations behind revenue
growth percentages, customer acquisition costs (CAC), churn metrics, and input cost trends used in
the models.

| 19 Financing Options available to Self-help group
entrepreneurs

The Microfinance Landscape for SHGs

Self-Help Groups (SHGs) operate within unique semi-urban and rural economic micro-climates where
access to traditional venture equity or hard-collateral bank facilities is restricted. Consequently, financing
structures are optimized around social collateral, group accountability, and microfinance institutional
frameworks.

Core Funding Channels for SHG Micro-Enterprises

* Internal Savings and Inter-Loaning: The primary financial layer. Members contribute small fixed
savings regularly to a shared group fund. This pool is utilized to provide low-interest micro-loans to
individual members for urgent livelihood or raw material needs, managed democratically by the

group.

+ NABARD SHG-Bank Linkage Programme (SBLP): A landmark structural credit delivery model in

India. Bypassing rigid collateral criteria, commercial banks lend directly to the SHG as a single legal



entity based on the group’s historical savings patterns and credit discipline records. The loan amount
scales as a multiple of the group’s accumulated savings (e.g., a 1:4 or 1:8 credit ratio).

* Revolving Funds and Capital Subsidies: Government bodies and development agencies distribute
non-repayable revolving funds directly to young SHGs. This initial financial injection stabilizes the
internal cash pool, allowing the group to expand micro-lending operations early.

* National Rural Livelihoods Mission (DAY-NRLM) Interest Subvention: A state-backed structural
mechanism that subsidizes the cost of borrowing for eligible SHGs. It reduces commercial bank
interest rates down to highly concessional levels (e.g., 7% or lower), easing debt servicing burdens
for rural women entrepreneurs.

» Microfinance Institutions (MFIs) and NGOs: Non-governmental networks that provide targeted
micro-credit facilities, technical toolkits, and market-linkage lines to support cottage industry projects.

| 20 Source of Finance: Various sources of finance for new

ventures

Entrepreneurs must systematically evaluate and select funding sources that match their venture's
growth velocity, capital requirements, and business lifecycle stages:

Strategic Advantages & Trade-

Source Type Operational Framework and Mechanism e

Angel High-net-worth individuals (HNIs) investing Provides critical early-stage seed

Investment personal equity capital into early-stage runway, mentorship, and
startups in exchange for minority ownership industry connections. However,
stakes. founders must sacrifice early

equity blocks.

Venture Capital Professional institutional funds managing Unlocks massive capital blocks

(VC) pooled capital to invest in highly scalable, to fuel rapid scaling and market
high-growth startups through structured expansion. Requires giving up
Series rounds (Seed, A, B, C). board seats, accepting strict

oversight, and pursuing clear exit
paths (IPO/Acquisition).



Strategic Advantages & Trade-

Source Type Operational Framework and Mechanism .

Crowdfunding Leveraging digital platforms to raise small Validates market demand early
financial amounts from a large pool of and acts as a powerful
individual backers. Types include: Reward- marketing launchpad. Can be
based, Equity-based, Debt-based, and difficult to execute effectively and
Donation-based structures. exposes product designs

publicly before launch.

Bank Loans & Traditional debt instruments provided by Preserves full equity control for

Debt commercial banks, structured as term the founders. Requires reliable
loans, line-of-credit facilities, or working cash-flows for regular interest
capital financing. servicing and often demands

hard asset collateral security.

Alternative Financing Vehicles

» Bootstrapping: Relying entirely on personal savings and early customer revenues to fund
operations. It preserves absolute independence but limits scaling velocity due to capital constraints.

» Government Grants and Soft Loans: Non-dilutive capital lines distributed by state institutions (e.g.,
Startup India seed funds) to foster deep-tech research or socially vital sectors.

| 21 Insight into what investors look for in an investment
proposal and an outline for a venture capital proposal

Key Metrics and Qualities Investors Evaluate

Professional investors review thousands of investment proposals annually. To clear institutional
underwriting filters, a proposal must demonstrate strength across five critical evaluation areas:

1. Team Competence and Dynamics: The single most critical factor for early-stage capital. Investors
look for technical capability, domain expertise, operational grit, and a balanced mix of skills (hustler,
hacker, designer) within the founding team.



2. Market Size and Scalability (TAM): Investors require large Total Addressable Markets (typically
over $1 Billion) to ensure the venture can achieve the massive returns required to return the fund.

3. Product-Market Fit & Traction: Empirical proof that the market wants the solution, demonstrated
via compounding user growth, recurring revenue velocity, high retention metrics, or pilot contracts.

4. Defensible Competitive Advantage (Moat): Proprietary technology barriers, intellectual property
protections, exclusive supply network integrations, or deep data network effects that prevent
competitors from copying the model.

5. Unit Economics and Capital Efficiency: Clear paths to operational profitability, characterized by
high Customer Lifetime Value (LTV) relative to low Customer Acquisition Costs (CAC).

Structured Outline for a Venture Capital Proposal (Pitch Deck Hierarchy)

A professional investment proposal follows a standardized structural narrative designed to present the
investment thesis clearly and concisely:

« Slide 1: Title and Mission: Corporate identity, contact details, and a compelling one-

sentence value proposition.

- Slide 2: The Problem: Clearly isolating a large, painful, and verified market friction point or

customer gap.

« Slide 3: The Solution: Presentation of your product or service line, demonstrating how it
cleanly resolves the stated problem.

« Slide 4: Market Opportunity (TAM): Quantitative layout of Total Addressable, Serviceable
Addressable (SAM), and Serviceable Obtainable Markets (SOM).

* Slide 5: Business & Monetization Model: Explaining exactly how the firm generates
revenue (e.g., SaaS subscription, marketplace transaction fees).

« Slide 6: Underlying Technology / Intellectual Property: Highlighting core code, proprietary
engineering architectures, or patents held.

« Slide 7: Marketing and Sales Strategy: The go-to-market (GTM) strategy mapping out client
acquisition channels and scaling plans.

* Slide 8: Competitive Landscape Matrix: Mapping direct and indirect competitors against
key corporate parameters.

« Slide 9: Financial Forecast Summary: Visual charts illustrating projected revenue, gross
margins, and EBITDA metrics over 3-to-5 years.




- Slide 10: Executive Team Profiles: Resumes, past corporate successes, and explicit roles
of the core founders.

* Slide 11: The Ask & Capital Allocation: The exact funding amount required and a clear
breakdown of how the capital will be deployed across milestones (e.g., 40% engineering,
30% marketing, 30% operations).

| 22 Basic Start-up Problems: Common challenges faced by

Start-up businesses, including those related to self-help group
entrepreneurship

Universal Start-up Roadblocks

Early-stage ventures operate in high-risk environments characterized by acute resource scarcity. The
primary causes of early startup failure include:

» Misjudging Product-Market Fit: Building a sophisticated solution for a problem that does not exist
or is too small to support a business model, resulting in zero consumer demand.

» Cash Runway Exhaustion (Running out of Money): Failing to align operational cash burns with
actual revenue velocity or capital raising timelines, leading to unexpected insolvency.

» Co-founder Disagreements and Team Friction: Structural alignment failures regarding equity
splits, corporate vision directions, or operational execution styles within the core leadership team.

* Premature Scaling: Investing heavy capital into marketing campaigns, large-scale recruitment, or
office infrastructure before properly validating the core unit economics and product-market fit.

Specialized Challenges in Self-Help Group (SHG) Entrepreneurship

When venture creation is executed through collective rural frameworks like Self-Help Groups, distinct
structural problems often emerge:

SHG Operational Friction Points:

 Lack of Advanced Professional Management Scale: Members often come from



low-literacy backgrounds, leading to structural tracking challenges regarding
complex financial accounting, digital book-keeping, and legal compliance workflows.
» Hyper-Local Market Saturation: Multiple neighboring SHGs frequently
manufacture identical traditional goods (e.g., pickles, candles, simple garments),
leading to intense local competition and depressed margins.

» Group Conflict and Democratic Stalemates: Decisions are made collectively.
Personal disagreements, community divisions, or unequal distributions of labor
among members can cause gridlock or disbandment.

» Over-Reliance on State Subsidies: Becoming structurally dependent on
continuous government revolving funds, grants, or artificial exhibitions, leaving the
enterprise exposed when public support lines shift.

» Supply Chain and Quality Inconsistency: Decentralized home-based
manufacturing models face difficulties in enforcing rigid standardization benchmarks

required to win institutional contracts.

| 23 Role of Banks and Financial Institutions: Role of banks
and Financial Institutions in supporting Entrepreneurial
Development

The Institutional Development Financing Architecture

Banks and specialized developmental financial institutions (DFIs) function as the economic backbone of

entrepreneurial acceleration. They provide the debt machinery, credit guarantee lines, and refinancing

frameworks necessary to transition early-stage ventures into industrial assets.

Key Specialized Institutions and Credit Guarantee Schemes

In the Indian entrepreneurial ecosystem, specialized state bodies deploy targeted capital vehicles to

support development:

1. SIDBI (Small Industries Development Bank of India): The apex body for micro, small, and

medium enterprises (MSMEs). SIDBI provides direct development loans, venture capital fund-of-



funds structures, and institutional refinancing channels to commercial banks to lower borrowing costs
for small enterprises.

. NABARD (National Bank for Agriculture and Rural Development): The primary governing
architect behind rural entrepreneurship. NABARD manages the structural refinancing engines for the
SHG-Bank Linkage Programme, sets operational audit guidelines for microfinance delivery, and
funds rural infrastructure projects.

. MUDRA Loans (Pradhan Mantri Mudra Yojana): A structural credit window designed to provide
collateral-free refinancing lines for micro-enterprises. Loans are categorized into three growth stages:

 Shishu: Capital lines up to ¥50,000 for early startup ideation setups.
* Kishor: Capital lines from ¥50,001 up to 5 Lakhs for middle-stage equipment procurement.

* Tarun: Capital expansion lines from 5,000,001 up to ¥10 Lakhs for established micro units.

. CGTMSE (Credit Guarantee Fund Trust for Micro and Small Enterprises): A critical risk-

mitigation framework. The trust provides structural credit guarantees to commercial banks, covering
up to 75-85% of the default risk on loans up to specified statutory limits (e.g., ¥2 Crore to ¥5 Crore)
without demanding physical collateral assets, enabling banks to lend to asset-light startups safely.

. Stand-Up India Scheme: An institutional mandate forcing every commercial bank branch to extend

collateral-free greenfield loans between ¥10 Lakhs and ¥1 Crore to at least one Scheduled Caste
(SC) or Scheduled Tribe (ST) borrower, and at least one Woman borrower, democratizing capital

access.

End of Module 3 - Subject: Entrepreneurship Essentials
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