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Entrepreneurship:
Concept and
Functions

W H AT  T H I S  C H A P T E R  D O E S

A

Distinguish the

three terms —

entrepreneur

(person),

entrepreneurship

(process),

enterprise

(organisation).

B

Group the

functions of an

entrepreneur into

promotional,

managerial and

commercial —

and name the 2

defining ones.
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Boards prep that builds confidence, not
anxiety.
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T O D AY ' S  M I S S I O N

Today's mission

1
Distinguish the three terms — entrepreneur (person), entrepreneurship (process), enterprise

(organisation).

2
Group the functions of an entrepreneur into promotional, managerial and commercial — and name

the 2 defining ones.

3 Memorise the characteristics and the four Danhof types (innovative/imitative/Fabian/Drone).

4 Be able to explain the role of entrepreneurship in the Indian economy with examples.
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W H Y  T H I S  M AT T E R S

Why this chapter matters

1
Opens the whole subject — every later chapter assumes you know who an entrepreneur is and

what they do.

2 6-8 marks every paper; functions + the three-terms distinction are the surest scorers.

3 Real-world lens — you'll be able to look at any business and name the founder's functions and type.
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A
The three terms
— entrepreneur,
entrepreneurshi
p, enterprise
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T H E O R E M   ·   L O A D - B E A R I N G  R E S U LT

Person → Process → Object

" An ENTREPRENEUR is the PERSON who spots an opportunity, organises resources

and bears risk to start a venture. ENTREPRENEURSHIP is the PROCESS/activity of

doing this — opportunity-spotting, innovating, risk-bearing, creating. An

ENTERPRISE is the resulting OBJECT — the business unit or organisation. The word

'entrepreneur' comes from the French 'entreprendre', meaning 'to undertake'.
S TAT E M E N T

ENTREPRENEUR (actor)

──practises──>

ENTREPRENEURSHIP (action)

──produces──>

ENTERPRISE (result). The

entrepreneur is a risk-bearing

INNOVATOR and ORGANISER;

entrepreneurship is the

W H Y  T H I S  M AT T E R S

School and SQP papers ask this

distinction almost every year as a

2-3 mark question

■

the most common error is treating

the three words as the same
■

Locking the Person → Process →

Object relationship makes this an

easy, guaranteed-marks question.

■

WAT C H  O U T  F O R

NOTE  Do NOT define only the

entrepreneur and stop — the

enterprise (organisation) and

entrepreneurship (process) must each

be defined. Always state the

relationship explicitly.
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B
Entrepreneur vs
manager — and
the defining
functions
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T H E O R E M   ·   L O A D - B E A R I N G  R E S U LT

Why an entrepreneur is not just a manager

" An ENTREPRENEUR conceives the idea, OWNS the venture, BEARS the risk and

uncertainty, and earns PROFIT (or absorbs loss). A MANAGER is a salaried

EMPLOYEE who runs the enterprise and earns a fixed SALARY regardless of profit

or loss. The two functions that ONLY the entrepreneur performs are INNOVATION

and RISK-BEARING.
S TAT E M E N T

ENTREPRENEUR: owner · risk-

bearer · innovator · residual

claimant (gets profit) · sets up

the venture. MANAGER:

employee · risk-avoider ·

executes plans · fixed salary ·

runs an existing venture. An

entrepreneur may also act as

W H Y  T H I S  M AT T E R S

Distinguish-type questions

(entrepreneur vs manager) and the

'two defining functions' point

appear frequently

■

Examiners reward the precise

words 'owner/risk-bearer/profit' vs

'employee/salary' and the phrase

'calculated risk'.

■

WAT C H  O U T  F O R

NOTE  Risk-bearing is CALCULATED

and MODERATE — never write

'gamble' or 'pure luck'. And

INNOVATION ≠ INVENTION: the

entrepreneur commercialises ideas,

she need not invent them.
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T O P I C

Functions of an entrepreneur

PROMOTIONAL FUNCTIONS

These relate to

STARTING the venture.

The entrepreneur

generates the business

IDEA and discovers the

opportunity, sets the

business OBJECTIVES,

identifies and appraises

the PROJECT (a

feasibility study of

market, technical and

financial viability),

decides the FORM of

organisation and location,

raises CAPITAL, and

MANAGERIAL FUNCTIONS

Once the enterprise

exists, the entrepreneur

RUNS it by performing

the management

functions — PLANNING

(deciding what to do),

ORGANISING (arranging

resources and structure),

STAFFING (hiring and

training people),

DIRECTING and LEADING

(motivating the team),

CO-ORDINATING the

different departments,

and CONTROLLING

COMMERCIAL FUNCTIONS

These are the core day-

to-day BUSINESS

activities the enterprise

must perform:

PRODUCTION/operations

(making the goods or

delivering the service),

MARKETING and selling

(reaching customers,

pricing, promotion,

distribution), FINANCE

and accounting

(managing funds,

costing, records),

PURCHASING (procuring

THE TWO DEFINING
FUNCTIONS

Two functions cut across

all the above and make

the entrepreneur

UNIQUE. INNOVATION —

continuously introducing

new products, processes,

markets or business

models, i.e. turning ideas

into marketable value

(this need not be

invention; an imitative

entrepreneur innovates

by adapting). RISK &

UNCERTAINTY-BEARING
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C
Characteristics
of a successful
entrepreneur
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T O P I C

Qualities that make an entrepreneur succeed

IN IT IATIVE &
INNOVATIVENESS

Successful entrepreneurs

take INITIATIVE — they

act on opportunities

rather than waiting to be

told, doing things before

being asked. They are

INNOVATIVE — always

looking for new and

better ways to make

products, serve

customers or organise

work. They have a strong

drive to ACHIEVE (high

need for achievement, n-

CALCULATED RISK-TAKING
& CONFIDENCE

Entrepreneurs are

MODERATE,

CALCULATED risk-takers

— they neither avoid risk

like a typical employee

nor gamble recklessly;

they study the situation,

plan, and then accept the

uncertainty that remains.

They have high SELF-

CONFIDENCE and an

internal locus of control

— a belief that THEIR

effort, not luck, decides

LEADERSHIP,  V IS ION &
DECIS IVENESS

An entrepreneur is a

LEADER who can build,

motivate and guide a

team towards a shared

goal, and is DECISIVE —

able to take and own

decisions under

incomplete information.

They have VISION and

foresight, seeing where

markets and technology

are heading and

positioning the venture

accordingly. Good

HARD WORK,  FLEXIB IL ITY
& RESOURCEFULNESS

Entrepreneurs are willing

to WORK HARD and put

in long hours, especially

in the early years. They

are FLEXIBLE and

adaptable — ready to

change the plan as the

market teaches them

new lessons. They are

RESOURCEFUL — able to

do more with limited

means, mobilising

finance, people and

information creatively.
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D
The
entrepreneurial
process & types
of
entrepreneurs
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T O P I C

Process and the four Danhof types

THE ENTREPRENEURIAL
PROCESS

Entrepreneurship unfolds

as a process: (1)

OPPORTUNITY

DISCOVERY — sensing

an unmet need or gap;

(2) EVALUATION /

feasibility — checking

whether the opportunity

is viable (demand),

feasible (deliverable) and

worthwhile; (3)

RESOURCE

MOBILISATION —

arranging finance,

INNOVATIVE & IMITATIVE

Clarence Danhof

classified entrepreneurs

by their ATTITUDE TO

INNOVATION. The

INNOVATIVE

entrepreneur introduces

something NEW — a new

product, process, market

or organisation;

aggressive, creative,

common in developed

economies. The

IMITATIVE (adoptive)

entrepreneur does not

innovate himself but

FABIAN & DRONE

The FABIAN entrepreneur

is very CAUTIOUS and

conservative, shy of risk;

he adopts change only

when staying still would

clearly threaten survival,

and even then reluctantly

and late. The DRONE

entrepreneur REFUSES

change altogether,

clinging to traditional

methods even when this

means falling returns or

losses, and is often

pushed out of the market

OTHER USEFUL
CLASSIF ICATIONS

Beyond Danhof,

entrepreneurs are also

classified as: FIRST-

GENERATION

entrepreneurs (the first

in their family to start a

business, with no

inherited business

background); WOMEN

entrepreneurs (women

owning and controlling

an enterprise —

increasingly significant in

India); SOCIAL
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E
Role in the
economy,
intrapreneurshi
p & barriers
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T O P I C

Why entrepreneurship matters — and what
holds it back

ROLE IN  ECONOMIC
DEVELOPMENT

Entrepreneurship is an

engine of development. It

GENERATES

EMPLOYMENT (MSMEs

are among India's largest

employers), drives

INNOVATION and new

products, mobilises

savings into productive

CAPITAL FORMATION,

raises national OUTPUT

and GDP, promotes

BALANCED REGIONAL

DEVELOPMENT by

INTRAPRENEURSHIP VS
ENTREPRENEURSHIP

An INTRAPRENEUR is an

EMPLOYEE who acts

entrepreneurially WITHIN

an existing organisation

— championing a new

product or venture using

the COMPANY'S

resources, where the

company (not the

individual) bears the

financial risk. An

ENTREPRENEUR starts

an INDEPENDENT new

venture and bears the

MYTHS ABOUT
ENTREPRENEURSHIP

Common MYTHS the

chapter debunks:

'entrepreneurs are born,

not made' (in fact

competencies can be

DEVELOPED through

education/EDPs);

'entrepreneurship means

only big business' (most

entrepreneurs run small/

micro units);

'entrepreneurs take wild

risks' (they take

CALCULATED, moderate

BARRIERS TO
ENTREPRENEURSHIP

Entrepreneurs face real

BARRIERS: shortage of

FINANCE and difficulty

getting credit; lack of

MANAGERIAL/technical

SKILLS and experience;

complex regulatory and

licensing PROCEDURES

(red tape); inadequate

INFRASTRUCTURE

(power, roads, internet);

FEAR OF FAILURE and

social attitudes that prize

secure jobs; lack of
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W O R K E D  E X A M P L E

Worked example — classify the founder
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T H E O R E M   ·   L O A D - B E A R I N G  R E S U LT

Entrepreneur vs Intrapreneur

" An ENTREPRENEUR starts an INDEPENDENT new venture and bears the financial

risk personally. An INTRAPRENEUR is an EMPLOYEE who behaves entrepreneurially

WITHIN an existing organisation, using the company's resources, where the

COMPANY bears the risk.

S TAT E M E N T

ENTREPRENEUR —

independent · owner ·

personal risk · own resources

· own rewards.

INTRAPRENEUR — works

inside a firm · not the owner ·

company bears risk · uses

company resources ·

W H Y  T H I S  M AT T E R S

Distinguish-type questions on

entrepreneur vs intrapreneur

appear in SQPs

■

Naming the three differentiators

(independence, ownership, risk-

bearer) earns full marks.

■

WAT C H  O U T  F O R

NOTE  The key difference is WHO

BEARS THE RISK — the individual

(entrepreneur) or the company

(intrapreneur). Do not say they are the

same thing.
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T RY  I T   ·   S O LV E  B E F O R E  YO U  P E E K

30-second self-check

Work it out before you flip the answer.

S O L U T I O N
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T O P I C

Entrepreneur vs Manager

T R A P  →  T R U T H

✗ MISTAKE An entrepreneur and a manager are the same person doing the same job.

✓ CORRECT An ENTREPRENEUR conceives the business idea, BEARS THE RISK and

UNCERTAINTY, supplies the capital (or arranges it) and OWNS the rewards (profit) and losses. A

MANAGER is a salaried employee who runs the business set up by the entrepreneur, takes routine

decisions and earns a fixed salary regardless of profit or loss. The entrepreneur is a RISK-BEARER

and OWNER; the manager is a RISK-AVOIDER and EMPLOYEE. Innovation and ownership of residual

profit are the entrepreneur's, not the manager's. Mixing these up is the single most common error

in this chapter.
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T O P I C

Entrepreneurship = only big business

T R A P  →  T R U T H

✗ MISTAKE Entrepreneurship means starting a large factory or a big company only.

✓ CORRECT Entrepreneurship is the PROCESS of identifying an opportunity and creating an

enterprise to exploit it — at ANY scale. A roadside food cart owner who innovates a new recipe, a

self-employed tailor who organises a small unit, a tech founder, and a woman running a home-

based pickle business are ALL entrepreneurs. Size is not the test; identifying an opportunity,

organising resources, bearing risk and innovating are the tests. Limiting entrepreneurship to big

business misses the vast majority of real Indian entrepreneurs (MSMEs).
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T O P I C

Risk-bearing vs gambling

T R A P  →  T R U T H

✗ MISTAKE Entrepreneurial risk-bearing is the same as gambling or pure luck.

✓ CORRECT A GAMBLER accepts risk with NO control over the outcome and NO effort to reduce

it — it is pure chance. An ENTREPRENEUR takes CALCULATED, MODERATE risk: she studies the

market, plans, innovates and ACTS to reduce and manage the risk, accepting only the uncertainty

that remains after planning. The entrepreneur's reward (profit) flows from bearing this calculated

uncertainty and from innovation — not from luck. Examiners reward students who use the phrase

'calculated / moderate risk', not 'high risk' or 'gamble'.
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T O P I C

Entrepreneur = inventor

T R A P  →  T R U T H

✗ MISTAKE An entrepreneur must be the person who invents a brand-new product.

✓ CORRECT INVENTION is creating something new (the scientist's job). INNOVATION — the

entrepreneur's job — is converting an invention or idea into a COMMERCIALLY USABLE product/

service that customers will pay for. An entrepreneur need not invent anything; an IMITATIVE

entrepreneur copies a successful idea and adapts it to local conditions, and is still very much an

entrepreneur. Innovation (commercial application) ≠ invention (technical discovery).
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T O P I C

Entrepreneurship is inborn / cannot be learnt

T R A P  →  T R U T H

✗ MISTAKE Entrepreneurs are 'born, not made' — it is a fixed personality you either have or you

don't.

✓ CORRECT While some traits (drive, initiative) help, the modern view is that entrepreneurial

COMPETENCIES — opportunity-spotting, planning, risk-management, organising — CAN BE

DEVELOPED through education, training and Entrepreneurship Development Programmes (EDPs).

This is precisely why the subject is taught at school. Treating entrepreneurship as a fixed gift is a

myth the chapter explicitly debunks.
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T O P I C

Profit is the only motive

T R A P  →  T R U T H

✗ MISTAKE Every entrepreneur is driven purely by profit.

✓ CORRECT Profit is a major motive and a reward for risk-bearing, but it is NOT the only one.

SOCIAL entrepreneurs aim primarily at solving a social problem (e.g. affordable sanitation, rural

employment); many entrepreneurs are driven by independence, the urge to create, achievement

(high need for achievement / n-Ach), and contribution to society. Reducing every entrepreneur to a

profit-maximiser ignores social and first-generation entrepreneurs that the chapter highlights.
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T O P I C

Entrepreneur vs Intrapreneur

T R A P  →  T R U T H

✗ MISTAKE Intrapreneur is just another word for entrepreneur.

✓ CORRECT An ENTREPRENEUR starts and owns an INDEPENDENT new enterprise and bears the

full risk personally. An INTRAPRENEUR is an EMPLOYEE who behaves entrepreneurially WITHIN an

existing organisation — championing new products/ventures using the company's resources, where

the COMPANY (not the individual) bears the financial risk. Intrapreneurship is 'entrepreneurship

inside a company'. They share the innovative spirit but differ in independence, ownership and who

bears the risk.
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T O P P E R  T E M P L AT E  ·  M A R K- B Y- M A R K

5 marks: Explain the functions of an
entrepreneur.

1 FRAME THE THREE
GROUPS

0.5 m

The functions of an entrepreneur fall into THREE groups — PROMOTIONAL (starting the venture),

MANAGERIAL (running it) and COMMERCIAL (the day-to-day business functions). Together they describe

everything an entrepreneur does from idea to a working enterprise.

2 PROMOTIONAL
FUNCTIONS

1.5 m

PROMOTIONAL functions relate to setting the business up: (i) IDEA GENERATION / opportunity discovery

— sensing a gap in the market; (ii) determining business OBJECTIVES; (iii) PROJECT IDENTIFICATION &

feasibility study; (iv) ARRANGING the basic resources — finance, location, technology; (v) raising CAPITAL

and getting required licences. Example: spotting that a town has no organic-vegetable supply and

deciding to set up an organic farm-to-home unit.
3 MANAGERIAL

FUNCTIONS

1.5 m

MANAGERIAL functions relate to RUNNING the enterprise once started: PLANNING, ORGANISING

resources, STAFFING (hiring people), DIRECTING and LEADING the team, CO-ORDINATING departments,

and CONTROLLING (comparing results with targets). The entrepreneur performs these until professional

managers can take over. DECISION-MAKING runs through all of them.

4 COMMERCIAL
FUNCTIONS

1 m

COMMERCIAL functions are the core business activities: PRODUCTION/operations, MARKETING and

selling, FINANCE and accounting, PURCHASING raw material, and PERSONNEL/HR. Two functions cut

across everything and define the entrepreneur — INNOVATION (turning ideas into marketable offerings)

and RISK-BEARING (accepting the calculated uncertainty of business).

5 CONCLUSION

0.5 m

Thus an entrepreneur is a promoter, a manager AND an innovator-cum-risk-bearer rolled into one. The

two functions that make the entrepreneur unique — and which a salaried manager does NOT perform —

are INNOVATION and RISK-BEARING.
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T O P P E R  T E M P L AT E  ·  M A R K- B Y- M A R K

3 marks: Distinguish between entrepreneur,
entrepreneurship and enterprise.

1 DEFINE EACH TERM

1.5 m

ENTREPRENEUR — the PERSON who perceives a business opportunity, organises resources, bears risk

and sets up a venture. ENTREPRENEURSHIP — the PROCESS/ACTIVITY of identifying an opportunity,

innovating, bearing risk and creating an enterprise (what the entrepreneur DOES). ENTERPRISE — the

OUTCOME, i.e. the business UNIT or organisation that is created and run.

2 GIVE THE
RELATIONSHIP

1 m

The relationship is: the ENTREPRENEUR (person) practises ENTREPRENEURSHIP (process), and the

result is an ENTERPRISE (organisation). Person → Process → Object. They are three faces of the same

phenomenon — actor, action, and result.

3 ONE ILLUSTRATION

0.5 m

Example: Ritu (the ENTREPRENEUR) spots demand for healthy snacks and, through planning, innovation

and risk-taking (ENTREPRENEURSHIP), sets up 'FitBites Pvt. Ltd.' (the ENTERPRISE).
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T O P P E R  T E M P L AT E  ·  M A R K- B Y- M A R K

4 marks: Explain the types of entrepreneurs on
the basis of attitude to innovation (Clarence
Danhof classification).1 INNOVATIVE

ENTREPRENEUR

1 m

INNOVATIVE entrepreneur — introduces NEW products, new methods of production, new markets or

new organisations. Aggressive, creative, gathers information and acts. Found mostly in developed

economies. Example: a founder launching India's first app-based EV-scooter rental.

2 IMITATIVE / ADOPTIVE
ENTREPRENEUR

1 m

IMITATIVE (adoptive) entrepreneur — does NOT innovate himself but COPIES and ADAPTS successful

innovations of others to local conditions. Very important for developing countries like India, where

adapting proven ideas spreads them widely. Example: a local founder replicating a successful cloud-

kitchen model in a tier-2 city.

3 FABIAN
ENTREPRENEUR

1 m

FABIAN entrepreneur — very CAUTIOUS, SHY and conservative; adopts change only when it becomes

absolutely necessary to survive, and even then slowly. Imitates only when failure to do so would threaten

the business. Example: an old family firm that finally goes online only when sales collapse.

4 DRONE ENTREPRENEUR

1 m

DRONE entrepreneur — REFUSES to adopt change at all, sticks rigidly to traditional methods even at the

cost of REDUCED RETURNS or LOSSES, and may be pushed out of the market. 'Laggard' of the four

types. Example: a handloom unit refusing any modernisation while competitors mechanise.
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P YQ  PAT T E R N S

Top PYQ patterns to drill

#1
Explain the functions of an entrepreneur (promotional / managerial / commercial). (5

marks)
Annual

#2 Distinguish between entrepreneur, entrepreneurship and enterprise. (3 marks) Annual

#3 Explain any four/five characteristics (qualities) of a successful entrepreneur. (4 marks) Most years

#4 Describe the types of entrepreneurs (innovative, imitative, Fabian, Drone). (4 marks) School Annual /
SQP

#5 Discuss the role and importance of entrepreneurship in economic development. (5-6 marks) SQP / School
Annual
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M A R K S  D I S T R I B U T I O N

10-year marks distribution

1 0 -Y E A R  P YQ  M A R K S  D I S T R I B U T I O N

Concept of entrepreneur /
entrepreneurship / enterprise (three terms) 16%

Characteristics / qualities of an entrepreneur 14%

Functions of an entrepreneur (promotional/
managerial/commercial) 22%

Types of entrepreneurs (innovative/
imitative/Fabian/Drone etc.) 16%

Role & importance of entrepreneurship in
the economy 14%

Intrapreneurship, myths and barriers 8%
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R E C A P   ·   M E M O R I S E  T H E S E

Recap — what you must know cold

1 Three terms —

Entrepreneur =

person ·

Entrepreneurship =

process · Enterprise =

organisation. Person

→ Process → Object.

2 Etymology —

'Entrepreneur' from

French 'entreprendre'

= 'to undertake'.

3 Entrepreneur vs

manager —

Entrepreneur owns +

bears risk + earns

profit; manager is a

salaried employee.

Defining functions:

innovation + risk-

bearing.

4 Functions (3 groups)

— Promotional (start)
5 Four Danhof types —

Innovative (creates) ·
6 Role in economy —

Employment ·



· Managerial (run) ·

Commercial

(production/

marketing/finance/

HR).

Imitative (copies) ·

Fabian (adopts late) ·

Drone (refuses).

innovation · capital

formation · GDP ·

balanced regional

development ·

exports.
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W H AT ' S  N E X T

What's next

→ Unit 2 — An Entrepreneur and his Journey (motivation, competencies, success

stories).

→

Sit the 15-MCQ Quick Drill.→

Then the 30-mark School-Pattern Paper.→



You now know who an
entrepreneur really is.
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Helpline: +91 70330 05444

Three terms · functions · types — prove it on the paper.

Boards prep that builds confidence, not anxiety.
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