




























































 

Business Opportunity 

What is Business Idea? 

It should be emphasized here that a business idea is not necessarily a business opportunity .An 

idea becomes an opportunity only when one can implement it profitably.  

So the opportunity identification process should be a two step process. Generate idea and then try 

to work out a plan by which it can be implemented profitably. An entrepreneur could be defined 

as person who invests his resources ( which not only include his money, land and other 

inanimate objects but also himself ) in an enterprise which he controls and tries to make a 

monetary profit which shows whether he has been successful or not . The enterprise by our 

definition could be a manufacturing unit or a service unit or a trading unit. I must stress here that 

the success of the business opportunity is measured by the monetary profit and not by the extent 

of service it renders to the general public or by the amount of goodwill it may generate. For 

example the person or persons who invented the Linux system of computer operations have done 

a great service to the general public and yet it has no monetary significance whereas Bill Gates 

not only developed his windows system but also created Microsoft which makes significant 

monetary profit using his System. So when we say a business opportunity in the manufacturing 

sector we are speaking of a product which can be manufactured at a certain cost and can be sold 

at a price higher than the cost. The cost calculations play the main role here 

 

What are the various sources of business ideas that can help you start a prosperous business? 

Well, business ideas are crucial as they determine the potential energy of the company at start-up 

levels to the time when it begins to flourish while achieving set objectives. Here are the top 7 

sources of business ideas and opportunities for entrepreneurship that can lead you to a successful 

business.  

1. Interests and hobbies: A hobby is an activity that you enjoy doing during your leisure-

time and is one of the primary sources of business ideas. In fact, most people have 

founded great successful businesses while pursuing their interests or hobbies. For 

instance, if you enjoy traveling, playing with computers, music, sports, performing or 

cooking, you can seamlessly develop it into a business. You can join the tourism, 

entertainment or hospitality industry by venturing deeper into your favorite activity. 

These are just a few suggestions since there are lots of leisure activities that can lead you 

to the world of successful entrepreneurship. Just consider what you are good at, and you 

are ready to go.  

 



2. Customer surveys :The starting point of any new business should be the clients because 

their needs and wants justify the service or product that you can offer to them. The wants 

and needs of the customers are, therefore, the sources of business ideas generation and 

you can ascertain them by carrying out a thorough survey. You can conduct such a 

survey, whether formally or informally, through questionnaires, interviews or observation 

as you list the sources of business ideas that work best for you  

While carrying out the surveys, you can talk with your friends and family to discover 

what the potential customers need, yet it is not readily available to them. They may not be 

contented with the existing service or product and need improvement. In this case, you 

can step in and talk with the people in the distribution chain including wholesalers, 

retailers, manufacturers, agents, and distributors. It is essential to prepare the questions in 

advance that you can use in interviews or put on the questionnaires.  

 

3. Brainstorming and dreams Brainstorming is a method of problem-solving and qualifies as 

one of the seven sources of business ideas since every company focuses on offering 

solutions to the problems facing the customers. The secret behind brainstorming is to 

come up with as many ideas and options as possible. This process usually starts with a 

problem statement or question. For instance, you may ask the question “what are the 

services or products necessary in the home that are hard to get?” In this way, each design 

will result in one or more ideas and lead to several opportunities for becoming an 

entrepreneur. Dreams are also part of the sources of developing business ideas though 

most people tend to ignore them. However, it pays to consider and follow them up as they 

can lead to a booming business even if they may seem unintelligible and strange. Do not 

hesitate to wake up in the middle of the night and jot down the ideas before they 

disappear at the crack of dawn. While you can get ideas during the deep sleep in the form 

of dreams, you can also discover the germ of a wonderful business idea as you meditate 

during the night when you lose sleep.  

 

4. Franchises A franchise is a situation where a sole trademark distributor or manufacturer 

of a product gives exclusive rights to independent retailers for local distribution. This is 

done in return for the consistency of the retailers to the set operating procedures and 

payment of royalties. As one of the sources of business ideas for entrepreneurs, 

franchising can take different forms but the most common and preferred one is where you 

are offered the image, operating procedures and the name of an established business. 

Besides buying a franchise, you can also build on and sell its concept at a profit  

 

 

5. Mass media The mass media; including television, newspapers, Internet, radio, and 

magazines are a great source of ideas, information, and opportunities. One way to 

become a successful entrepreneur is taking a careful look at the advertisements and 



commercials in these media. By reading a magazine or newspaper, you can easily come 

across a business for sale that interests you. These media can also report on the trending 

fashion, and pressing customer needs that you can jump on and start a business. If, for 

example, you find out that there is a high demand for physical fitness and healthy eating 

practices, you can start a fitness and healthy eating centre. While traditional media 

including television, radio, and newspapers have been great sources of ideas to run new 

business, the Internet has emerged as the latest information technology with instant 

millions of ideas. With just a click of a button on your computer or phone, you can get 

the best idea that will work perfectly according to your interests and locality. Starting a 

successful business has never been this easy! 

  

6. Personal experience and talents Most of the ideas and opportunities for successful 

businesses are a result of the experiences in the place of work. For example, an 

experienced manager working for a leading restaurant can eventually decide to start a 

business related to hospitality even before he retires. As a potential entrepreneur, 

therefore, you can make the most use of your skills and experiences as crucial sources of 

business ideas generation. They also determine the type of venture that you start as you 

capitalize on them. If you are gifted or have experience in a specific field, then it is time 

to analyze just talent or skills.  

 

You can start off with the following self-examination questions:  

What am I passionate about?  

What talents or skills do I possess?  

Are people willing to pay me for my skills?  

What do I need to build on my skills?  

7. Trade fairs and exhibitions : Trade fairs and exhibitions are among the top sources of 

developing business ideas. They are usually advertised on the Internet, radio, and 

newspapers, and by attending such events regularly, you will discover new services and 

products. You will also meet with manufacturers, sales representatives, distributors, 

wholesalers, and franchisers who will answer all your questions and inspire you to start a 

business that will thrive. In fact, some of them may be in need of someone like you to 

partner with, and this will be an exceptional opportunity to partner with renowned 

entrepreneurs and franchisers. Sound business ideas from reliable sources of new ideas 

for business become good investments when implemented. Hence, business visionaries 

and potential entrepreneurs must brainstorm on the ideas that can lead them to a well-

organized and successful business that meets the needs of the clients and promote the 

economy of the society. Business idea generation, therefore, helps you identify the 

opportunities, the people or companies to partner with and your competitors.  

 



How to Identify Business Opportunities? 

 

Identify Market Inefficiencies 

When looking at a market, consider what inefficiencies are present in the market. Do you 

have an idea on how to correct these inefficiencies? Consider the example of FedEx or 

Agency FAQs. FedEx identified inefficiencies in the package delivery market and strived 

to correct this inefficiency by providing fast and reliable delivery of packages. This 

generated the creation of the courier industry as we know it today. Similarly, Agency 

FAQs saw that there was an unmet need in the market. There was no information portal 

for professionals working in the advertising sector. They aimed to fill that gap and now 

they are one of the largest websites in that segment. 

Remove Key Hassles 

Take a look at some of the key hassles(irritates) customers face when buying or using a 

product or a service. 

You don’t necessarily  have to have a new product or service. You can be innovative and 

improve a product, a service or a  business process.. Purchasing processes in some 

products categories are still a major source of irritation for customers. Think how you can 

improve and provide a superior alternative. 

For example, look at how the search engine market developed. There were millions of 

websites on the Internet and it was often very hard for customers to find what they were 

looking for. Searching an index of webpages (on Google, or Yahoo) made it much easier 

for customers to find information they were seeking. 

Customers Desire to Experience Something New 

You may or may not have a new business idea or business process to serve a market. And 

perhaps there are no market inefficiencies for you to exploit. But sometimes, gaging the 

customers’ desire to experience something new can be a successful strategy. Can you 

innovate on customers’ experience in existing business models? 

Pick a Growing Sector/Industry 

When considering a new business, it is important to look at whether or not your idea is in 

a growing sector or industry. For example, a lot of start-ups in the IT sector in India did 

very well because there was huge demand in that industry and the growth was outpacing 

other industries. Investing in a stagnant sector/industry may not best serve your interests, 

unless you identify a market inefficiency that you can exploit. 



Product Differentiation 

Creating superior products or services vs. alternatives is important for winning in the 

market place. What factors will set your product apart from the existing ones? If there is 

no such differentiating factor, your potential customers may just stick to the existing 

product rather than adopt yours. 

Cash Flow Considerations 

At the start-up stage, cash flow considerations are just as important as any other business 

function. If you run out of cash, despite holding inventory or other assets, your business 

will risk failure. 

There are some types of businesses in which cash is typically held up for a long time. If 

you are in manufacturing for example, your cash flow can be held up for long periods of 

time, or money may be stuck in receivables. When picking the right business, you should 

consider one that provides fairly regular cash inflows and with slower outflows (if 

possible). It is imperative that you understand the need for constant cash flow in your 

business. Without cash flows, no matter how good your idea or business process is, you 

might be destined for failure. 

Is it a Seasonal Business? 

When picking a new business - consider whether it is seasonal or the year round. 

If you do decide on a seasonal business, you will need to consider how to operate during off-

season months.  Managing the cash you make during the season will help you get through off-

season. Financial planning will be of utmost importance. 

 

 

Estimating financial requirement: 

Estimating Financial Requirements: Is to estimate short term and long-term financial 

requirement of his business. For this purpose, he will prepare a financial plan for present as well 

as future. The amount required for purchasing fixed assets as well as the needs of funds for 

working capital has to be ascertained. The estimation should be based on the sound financial 

principles so that neither there are inadequate or excess funds with the concern. The inadequacy 

will affect the working of the concern and excess funds may tempt a management to indulge in 

extravagant spending. 

Definition: 



The definition of small-scale industry (SSI) varies from one country to another and from one 

time to another in the same country depending upon the pattern and stage of development. 

The Fiscal Commission, 1950 (GOI 1950), for the first time, defined a small- scale industry as 

one which is operated mainly with hired labour usually 10 to 50 hands. In order to promote 

small-scale industries in the country, the Government of India set up the Central Small-Scale 

Industries Organisation and the Small- Scale Industries Board (SSIB) in 1954-55. 

Objectives of Small Enterprises: 

Keeping in view the Industrial policies and socio-economic policy of the Government, the major 

objectives of SMEs(Small & Medium Enterprises) are: 

 to reduce unemployment through generation of new employment opportunities, specially 

for the rural people; 

 to increase the income of poor people by self employment through indigenous resources 

and technology; 

 to generate employment through entrepreneurship development; 

 to discourage influx of the rural people to the urban areas through rural industrialization; 

 to encourage geographical dispersal of industries and ensure balanced regional 

development; 

 to promote sub-contracting linkages among the various types of large, medium &  small 

enterprises; 

 to encourage production of export-oriented and import substitute products through 

promotion of  small agro-based industries and 

to increase the contribution of SMEs sector to GDP. 

 

Steps that are required to start a business successfully. Take one step at a time, and you'll be 

on your way to successful small business ownership. 

Step 1: Do Your Research 

Most likely you have already identified a business idea, so now it's time to balance it with a little 

reality. Does your idea have the potential to succeed? You will need to run your business idea 

through a validation process before you go any further. 

In order for a small business to be successful, it must solve a problem, fulfill a need or offer 

something the market wants. 

https://www.thebalancesmb.com/starting-own-business-1200678
https://www.thebalancesmb.com/small-business-ideas-2951453
https://www.thebalancesmb.com/how-to-qualify-a-business-idea-2951452


There are a number of ways you can identify this need, including research, focus groups, and 

even trial and error. As you explore the market, some of the questions you should answer 

include: 

 Is there a need for your anticipated products/services? 

 Who needs it? 

 Are there other companies offering similar products/services now? 

 What is the competition like? 

 How will your business fit into the market? 

Don't forget to ask yourself some questions, too, about starting a business before you take the 

plunge. 

Step 2: Make a Plan 

You need a plan in order to make your business idea a reality. A business plan is a blueprint that 

will guide your business from the start-up phase through establishment and eventually business 

growth, and it is a must-have for all new businesses. 

The good news is that there are different types of business plans for different types of businesses. 

If you intend to seek financial support from an investor or financial institution, a traditional 

business plan is a must. This type of business plan is generally long and thorough and has a 

common set of sections that investors and banks look for when they are validating your idea. 

If you don't anticipate seeking financial support, a simple one-page business plan can give you 

clarity about what you hope to achieve and how you plan to do it. In fact, you can even create a 

working business plan on the back of a napkin, and improve it over time. Some kind of plan in 

writing is always better than nothing. 

Step 3: Plan Your Finances 

Starting a small business doesn't have to require a lot of money, but it will involve some initial 

investment as well as the ability to cover ongoing expenses before you are turning a profit. Put 

together a spreadsheet that estimates the one-time startup costs for your business (licenses and 

permits, equipment, legal fees, insurance, branding, market research, inventory, trademarking, 

grand opening events, property leases, etc.), as well as what you anticipate you will need to keep 

your business running for at least 12 months (rent, utilities, marketing and advertising, 

production, supplies, travel expenses, employee salaries, your own salary, etc.). 

Those numbers combined is the initial investment you will need. 

Now that you have a rough number in mind, there are a number of ways you can fund your small 

business, including: 

 Financing 

https://www.thebalancesmb.com/what-is-a-focus-group-2951756
https://www.thebalancesmb.com/questions-before-starting-a-business-2951862
https://www.thebalancesmb.com/small-business-plans-4161640
https://www.thebalancesmb.com/a-comprehensive-business-plan-outline-for-small-business-2951557
https://www.thebalancesmb.com/a-comprehensive-business-plan-outline-for-small-business-2951557
https://www.thebalancesmb.com/one-page-business-plan-templates-4135972
https://www.thebalancesmb.com/four-ways-fund-your-business-on-a-bootstrap-budget-2951587
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 Small business loans 

 Small business grants 

 Angel investors 

 Crowdfunding 

You can also attempt to get your business off the ground by bootstrapping, using as little capital 

as necessary to start your business. You may find that a combination of the paths listed above 

work best. The goal here, though, is to work through the options and create a plan for setting up 

the capital you need to get your business off the ground. 

Step 4: Choose a Business Structure 

Your small business can be a sole proprietorship, a partnership, a limited liability company 

(LLC) or a corporation. The business entity you choose will impact many factors from your 

business name, to your liability, to how you file your taxes. 

You may choose an initial business structure, and then reevaluate and change your structure as 

your business grows and needs change. 

Depending on the complexity of your business, it may be worth investing in a consultation from 

an attorney or CPA to ensure you are making the right structure choice for your business. 

Step 5: Pick and Register Your Business Name 

Your business name plays a role in almost every aspect of your business, so you want it to be a 

good one. Make sure you think through all of the potential implications as you explore your 

options and choose your business name. 

Once you have chosen a name for your business, you will need to check if it's trademarked or 

currently in use. Then, you will need to register it. A sole proprietor must register their business 

name with either their state or county clerk. Corporations, LLCs, or limited partnerships typically 

register their business name when the formation paperwork is filed. 

Don't forget to register your domain name once you have selected your business name. Try these 

options if your ideal domain name is taken. 

Step 6: Get Licenses and Permits 

Paperwork is a part of the process when you start your own business. 

There are a variety of small business licenses and permits that may apply to your situation, 

depending on the type of business you are starting and where you are located. You will need to 

research what licenses and permits apply to your business during the start-up process. 

https://www.thebalancesmb.com/how-to-apply-for-a-small-business-loan-393254
https://www.thebalancesmb.com/find-small-business-grants-2951596
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https://www.thebalancesmb.com/what-type-of-crowdfunding-to-choose-for-business-985191
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Step 7: Choose Your Accounting System 

Small businesses run most effectively when there are systems in place. One of the most 

important systems for a small business is an accounting system. 

Your accounting system is necessary in order to create and manage your budget, set your rates 

and prices, conduct business with others, and file your taxes. You can set up your accounting 

system yourself, or hire an accountant to take away some of the guesswork. If you decide to get 

started on your own, make sure you consider these questions that are vital when choosing 

accounting software. 

Step 8: Set Up Your Business Location 

Setting up your place of business is important for the operation of your business, whether you 

will have a home office, a shared or private office space, or a retail location. 

You will need to think about your location, equipment, and overall setup, and make sure your 

business location works for the type of business you will be doing. You will also need to 

consider if it makes more sense to buy or lease your commercial space. 

Step 9: Get Your Team Ready 

If you will be hiring employees, now is the time to start the process. Make sure you take the time 

to outline the positions you need to fill, and the job responsibilities that are part of each position. 

The Small Business Administration has an excellent guide to hiring your first employee that is 

useful for new small business owners. 

If you are not hiring employees, but instead outsourcing work to independent contractors, now is 

the time to work with an attorney to get your independent contractor agreement in place and start 

your search. 

Lastly, if you are a true solopreneur hitting the small business road alone, you may not need 

employees or contractors, but you will still need your own support team. This team can be 

comprised of a mentor, small business coach, or even your family, and serves as your go-to 

resource for advice, motivation and reassurance when the road gets bumpy. 

Step 10: Promote Your Small Business 

Once your business is up and running, you need to start attracting clients and customers. You'll 

want to start with the basics by writing a unique selling proposition (USP) and creating 

a marketing plan. Then, explore as many small business marketing ideas as possible so you can 

decide how to promote your business most effectively. 

Once you have completed these business start-up activities, you will have all of the most 

important bases covered. Keep in mind that success doesn't happen overnight. But use the plan 

https://www.thebalancesmb.com/accountant-help-small-business-2951868
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you've created to consistently work on your business, and you will increase your chances of 

success. 

 

Gov't Policies for Small Enterprises  

RECENT POLICY MEASURES FOR SMALL SCALE AND COTTAGE INDUSTRIES (a) 

Comprehensive Policy Package for small scale and tiny sector, 2000 The Government of India 

announced a comprehensive policy package for the development and promotion of small scale 

and tiny sector which aims to improve the competitiveness of the sector. The main focus of the 

policy package was: (i) The exemption for excise duty limit raised from Rs.50 lakh to Rs. 1 

crore. (ii) The limit of investment was increased in industry related service and business 

enterprises from Rs. 5 lakh to Rs. 10 lakh. (iii) The coverage of ongoing Integrated Infrastructure 

Development (IID) was enhanced to cover all areas in the country with 50 percent reservation for 

rural areas and 50 percent earmarking of plots for tiny sector. (iv) The family income eligibility 

limit of Rs. 24000 was enhanced to Rs. 40000 per annum under the Prime Minister Rozgar 

Yojana (PMRY). 

(b) Industrial Policy Packages for small scale industries, 2001-02 This policy emphasizes the 

following: (i) The investment limit was enhanced from Rs. 1 crore to Rs. 5 crore for units in 

hosiery and hand tool sub sectors. (ii) The corpus fund set up under the Credit Guarantee Fund 

Scheme was increased from Rs.125 crore to Rs.200 crore. (iii) Credit Guarantee cover was 

provided against an aggregate credit of Rs. 23 crore till December 2001. (iv) Fourteen items 

were de-reserved in June 2001 related to leather goods, shoes and toys. (v) Market Development 

Assistant Scheme was launched exclusively for SSI sector. (vi) Four UNIDO assisted projects 

were commissioned during the year under the Cluster Development Programme. 

) Policy Package for small and medium enterprises, 2005-06 During the year 2005-06 the 

Government announced a policy package for small and medium enterprises. The main features of 



this policy package were: (i) The Ministry of Small Scale Industries has identified 180 items for 

dereservation. 230 (ii) Small and Medium Enterprises were recognized in the services sector, and 

were treated at par with SSIs in the manufacturing sector. (iii) Insurance cover was extended to 

approximately 30,000 borrowers, identified as chief promoters in the small scale sector. (iv) 

Emphasis was laid on Cluster Development model not only to promote manufacturing but also to 

renew industrial towns and build new industrial townships. The model is now being 

implemented, in nine sectors including khadi and village industries, handlooms, handicrafts, 

textiles, agricultural products and medicinal plants. 

Problems faced by Small Scale Industries 

Following are the few problems faced by Small Scale Industries 

 

1. Poor capacity utilization: In many of the Small Scale Industries, the capacity utilization is not 

even 50% of the installed capacity. Nearly half of the machinery remains idle. Capital is 

unnecessarily locked up and idle machinery also occupies space and needs to be serviced 

resulting in increased costs. 

2. Incompetent management: Many Small Scale Industries are run in an incompetent manner by 

poorly qualified entrepreneurs without much skill or experience. Very little thought has gone into 

matters such as demand, production level and techniques, financial availability, plant location, 

future prospects etc. According to one official study, the major reason for SSI sickness is 

deficiency in project Management i.e., inexperience of promoters in the basic processes of 

production, cash flow etc 

3. Inadequate Finance: Many Small Scale Industries face the problem of scarcity of funds. They 

are not able to access the domestic capital market to raise resources. They are also not able to tap 

foreign markets by issuing ADR’s (American Depository Receipts) GDR’s (Global Depository 

Receipts) etc because of their small capital base. Banks and financial institutions require various 

procedures and formalities to be completed. Even after a long delay, the funds allocated are 

inadequate. Bank credit to the small scale sector as a percentage of total credit has been 

declining. It fell from 16% in 1999 to 12.5% in 2002. Small Scale Industries are not able to get 

funds immediately for their needs. They have to depend on private money lenders who charge 

high interest. Finance, as a whole, both long and short term, accounts for as large as 43% of the 

sector’s sickness. 

4. Raw material shortages: Raw materials are not available at the required quantity and quality. 

Since demand for raw materials is more than the supply, the prices of raw materials are quite 

high which pushes up the cost. Scarcity of raw materials results in idle capacity, low production, 

inability to meet demand and loss of customers. 

5. Lack of marketing support: Small Scale Industries lack market knowledge with regard to 

competitors, consumer preferences, market trends. Since their production volume is small and 

cannot meet demand for large quantities their market is very restricted. Now with the process of 

liberalization and globalization they are facing competition from local industries as well as 



foreign competitors who sell better quality products at lower prices. For e.g. heavily subsidized 

but better quality imports from China has made most of the Indian SSI units producing toys, 

electronic goods, machine tools, chemicals, locks and paper etc., unviable. 

6. Problem of working capital: Many Small Scale Industries face the problem of inadequate 

working capital. Due to lack of market knowledge their production exceeds demand, and capital 

gets locked in unsold stock. They do not have enough funds to meet operational expenses and 

run the business. 

 

 

 

Role of incentives and subsidies 

The term “incentive’, generally means encouraging productivity. It is a motivational force, which 

encourages an entrepreneur to take a right decision and act upon it. Broadly, incentives include 

concessions, subsidies and bounties. 

Subsidy: Subsidy is a financial assistance or a sum of money provided by a government, to an 

industry for public welfare or interest. It is any financial aid, grant, or contribution. 

Bounty: The term “bounty” denotes a bonus or financial aid given to an industry to help it to 

compete with other units established in country or in a foreign market. 

Following are the advantages (Significance): 

1. Decentralization of economic power 

Incentives encourages prospective entrepreneurs to take up industrial ventures and results 

in decentralization of economic power in few hands. 

2. Balanced regional development 

Incentives are given to entrepreneurs establishing industries in backward areas. Hence, it results 

in the dispersal of industries over India’s geographical area and contributes to regional balanced 

development. 

3. Transformation of Technology 

Incentives help in the transformation of traditional technology into modern technology. 

Traditional technology is characterized by low skill; low productivity and low wages, whereas 

modern technology is subsequently characterized by improved skills, high productivity, raising 

wages and a higher standard of living. 

https://accountlearning.com/centralization-or-decentralization-which-works-better/


4. Overcomes Difficulties 

The package of incentives and concessions are given to entrepreneurs for setting up units both in 

backward as well as developed districts. But generally it is given for setting up units in backward 

area. It is provided to offset the disadvantages prevailing in such places. 

5. Generates Industrialization 

Industrial policy uses incentives both to correct the market imperfections and to accelerate the 

process of industrialization in the country. Regional balances can also lead to effective utilization 

of regional resources, removal of disparities in income and levels of living and contribute to a 

more integrated society. 

6. Encourages Entrepreneurship 

The new entrants in the field face many obstacles on account of inadequate infrastructures. The 

new entrepreneur is supported by the government agencies through various incentives. Being a 

new entrant, an entrepreneur may lack marketing and entrepreneurial skills. An entrepreneur 

requires support from government agencies to compete with competitors. The subsidies and 

concessions motivate the entrepreneur both financially and non financially and promotes 

entrepreneurship in the country by removing economic constraints. 

 

7. Helps to Overcome Competition 

Incentives help the entrepreneur to survive and compete with the competitors. Some of the 

incentives are concerned with the survival and growth of industries. Several incentives are 

confined to the first few years of the establishment of the unit while a few of them are made 

available over a long period 

Financing of Business Enterprises  

 

Meaning: Financing refers to the methods and types of funding a business uses to sustain and 

grow its operations. It consists of debt. ... Senior and subordinated debt refer to their rank in a 

company's capital stack. In the event of a liquidation, senior debt is paid out first and equity. 

Estimating financial requirement 

One of the biggest challenges of starting a new business is making sure you’ll have enough 

money to see you through the challenging first months. 

Without adequate financial resources, your business will have a hard time finding its footing. 

Entrepreneurs also need to be realistic about how long it will take for revenues to catch up to 

costs. You may have to endure losses for one or two years—perhaps even longer—and you will 

need money to tide you over. 

To ensure you have adequate funds, it’s important to estimate your financial needs before 

starting a new business. The first step is to figure out your expenses. These can be divided into 

one-time start-up costs and recurring expenses. 

https://accountlearning.com/important-qualities-entrepreneur/


Add up costs 

One-time costs may include such items as legal and professional costs for incorporating or 

registering your business; starting inventory; licence and permit fees; office supplies and 

equipment; long-term assets, such as machinery, a vehicle or real estate; consulting services; and 

website design. 

Recurring expenses will include such items as salaries, rent or lease payments, raw materials, 

marketing costs, office and plant overhead, financing costs, maintenance and professional fees. 

Once you’ve determined your initial and follow-on expenses, you will need to estimate how 

much money you will have at your disposal. 

Calculate your financial resources 

Estimate how much starting capital you will have and the amount of revenue you’ll be able to 

generate each month during the start-up period. To calculate the latter, research your potential 

market and industry averages to come up with realistic numbers. 

Now, plug your estimated financial resources and your estimated expenses into a set of financial 

projections for your business. A quick examination of your projections will show if you’ll have a 

financial shortfall. 

To meet any gap in funds, here are sources you can tap: 

1. Personal investment 

Most start-ups require some personal investment by the entrepreneur—either cash or personal 

assets used as collateral to secure financing. If you foresee a cash shortfall, you may need to dig 

deeper into your personal assets. 

2. Friends and family 

Many new entrepreneurs rely on capital from family and friends (sometimes known as “love 

money”). Family and friends often don’t mind waiting to be repaid until profits start rolling in, 

but it can be challenging to mix business with personal relationships. 

3. Debt financing 

Lenders offer various types of debt financing including term loans and lines of credit. Some 

lenders offer loans specifically designed for new business ventures that come with flexible 

repayment terms. 

4. Outside equity financing 

Businesses with high growth potential may be able to secure start-up money from angel 

investors, business incubators (also known as accelerators) or venture capital funds. Funds from 

these sources are usually given in exchange for an equity position in the company. 

https://www.bdc.ca/en/financing
https://www.bdc.ca/en/bdc-capital/venture-capital


5. Grants and subsidies 

Some companies may be eligible for government grants and subsidies to help with start-up costs. 

 

Sources of Finance: 

Companies always seek sources of funding to grow the business. Funding, also called financing, 

represents an act of contributing resources to finance a program, project, or a need. Funding can 

be initiated for either short-term or long-term purposes. The different sources of funding include: 

 Retained earnings 

 Debt capital 

 Equity capital 

 

Retained Earnings 

Businesses aim to maximize profits by selling a product or rendering service for a price higher 

than what it costs them to produce the goods. It is the most primitive source of funding for any 

company. 

After generating profits, a company decides what to do with the earned capital and how to 

allocate it efficiently. The retained earnings can be distributed to shareholders as dividends, or 

the company can reduce the number of shares outstanding by initiating a stock repurchase 

campaign. 

Alternatively, the company can invest the money into a new project, say, building a new factory, 

or partnering with other companies to create a joint venture. 

  

Debt Capital 

Companies obtain debt financing privately through bank loans. They can also source new funds 

by issuing debt to the public. 

In debt financing, the issuer (borrower) issues debt securities, such as corporate bonds or 

promissory notes. Debt issues also include debentures, leases, and mortgages. 

Companies that initiate debt issues are borrowers because they exchange securities for cash 

needed to perform certain activities. The companies will be then repaying the debt (principal and 

interest) according to the specified debt repayment schedule and contracts underlying the issued 

debt securities. 

https://corporatefinanceinstitute.com/resources/knowledge/finance/dividend/
https://corporatefinanceinstitute.com/resources/knowledge/finance/debenture-bonds/


The drawback of borrowing money through debt is that borrowers need to make interest 

payments, as well as principal repayments, on time. Failure to do so may lead the borrower to 

default or bankruptcy. 

  

Equity Capital 

Companies can raise funds from the public in exchange for a proportionate ownership stake in 

the company in the form of shares issued to investors who become shareholders after purchasing 

the shares. 

Alternatively, private equity financing can be an option, provided there are entities or individuals 

in the company’s or directors’ network ready to invest in a project or wherever the money is 

needed for. 

Compared to debt capital funding, equity funding does not require making interest payments to a 

borrower. 

However, one disadvantage of equity capital funding is sharing profits among all shareholders in 

the long term. More importantly, shareholders dilute a company’s ownership control as long as it 

sells more shares. 

  

Other Funding Sources 

Funding sources also include private equity, venture capital, donations, grants, and subsidies that 

do not have a direct requirement for return on investment (ROI), except for private equity 

and venture capital. They are also called “crowdfunding” or “soft funding.” 

Crowdfunding represents a process of raising funds to fulfill a certain project or undertake a 

venture by obtaining small amounts of money from a large number of individuals. The 

crowdfunding process usually takes place online 

 

 

 

 

 

https://corporatefinanceinstitute.com/resources/knowledge/accounting/interest-expense/
https://corporatefinanceinstitute.com/resources/knowledge/finance/what-is-venture-capital/
https://www.kickstarter.com/
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