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Introduction


This textbook has been written specifically to meet the needs of students studying the AS content of the A-level Business specification, whether for a free-standing AS qualification or as part of their A-level course. It provides thorough coverage of the subject content of this part of the specification, section by section, as it is laid out in the AQA specification document.

Up-to-date examples and illustrations from actual businesses and situations are used throughout the book in order to help you to recognise the dynamic and changing nature of business and its relevance to society.

Structure

This book follows the order of the AQA AS business (7131*) specification. (*7131 is the AQA code used to describe the AS award). The AS material represents the first part of the overall A-level award (coded as 7132).

This part of the specification is divided into six sections, each of which is split into further parts – shown by the individual chapters in this book. The sections and chapters are summarised below:

	●  Unit 1: What is business? Chapters 1–3
This section examines the purpose of business, the different forms of business and the external factors that influence business activities.



	●  Unit 2: Managers, leadership and decision making. Chapters 4–6

This section looks at management and leadership, decision making and the role and importance of stakeholders. 



	●  Unit 3: Decision making to improve marketing performance. Chapters 7–10


	●  Unit 4: Decision making to improve operational performance. Chapters 11–15


	●  Unit 5: Decision making to improve financial performance. Chapters 16–19


	●  Unit 6: Decision making to improve human resource performance. Chapters 20–24




Sections 3 to 6 study the actions of a business’s four main functional areas: marketing, operations management, finance and human resource management. These four sections explain how each of these functional areas contribute to improving the performance of a business.

Special features

This book contains several special features designed to aid your understanding of the requirements of the AQA AS Business course and the first part of the AQA A-level Business specification.

Key terms

These are clear, concise definitions of the main terms needed for the course. Every term in the AQA specification is included as a key term to enable you to develop a sound understanding of the concepts that are essential learning.

Author advice

Both authors have over 30 years’ experience of teaching and have used this to provide snippets of advice that will help you to improve your understanding of topics that may provide certain challenges and to help you avoid potential pitfalls. 



Fact files

Topical examples from the world of business are included at regular intervals to help you develop your understanding and application skills by showing how the business ideas you have studied can be applied to real-life situations. The fact files will also increase your awareness of current developments and practices.

Did you know?

These boxes are placed throughout the book; they provide useful insights into the ideas and concepts covered in the course and their use in businesses. The comments will help you to improve your understanding of business activities.

What do you think?

On occasions, facts or comments on business activity are presented in the form of a challenge – what do you think? There is often a range of possible solutions to business problems or many differing consequences to an action. These boxes will get you thinking about possible alternative solutions or consequences.

Practice exercises and case studies

In the 24 chapters of this book, there are 58 different practice exercises that are provided to help you check your understanding of the topics you have covered in each chapter. Many of the questions in these exercises are geared towards assisting you in revising and testing your knowledge and understanding of the topics covered. Other questions will enable you to test your application skills, particularly where calculations are involved. Some questions will also test higher-level skills, such as analysis and evaluation. 

In the book there are also 50 case studies to provide further practice of answering questions. Most of these case studies are based on real-life businesses and provide background information that is intended to help you to:

	●  develop further your understanding of the business world


	●  practise and develop your skills.




For shorter chapters the practice exercises and case studies are placed at the end of the chapter. This is to allow your understanding of the chapter contents to be tested immediately after completing the topics. However, some longer chapters cover a great deal of material and have been divided into identifiable topic areas. Consequently, some of the practice exercises and case studies in these chapters have been placed throughout the chapter, at the point at which a particular topic area has been completed. As a result, you will be able to test your understanding immediately after completing that topic rather than waiting until the end of the chapter.

Assessment skills

Hierarchy of skills

Every mark that is awarded on an AS or A-level paper is given for the demonstration of a skill. The following four skills are tested:

	●  Knowledge and understanding – demonstrating knowledge and understanding of the specified content of the course, such as knowing the definition of a business term or stating the advantage of a particular method.


	●  Application – relating or applying your knowledge and understanding to a specific organisation or situation. An example might be advising a business to target a particular segment of consumers, based on recognising the most relevant consumers for that organisation.


	●  Analysis – using business theory to develop a line of thought in relation to the solution of a business problem. An example might be showing how improvements in the quality of a product may cause cash-flow problems in the short term but lead to more satisfied customers, and therefore more sales revenue, in the long run.


	●  Evaluation – making a judgement by weighing up the evidence provided and, possibly, recognising the strength, quality and reliability of the evidence before making a decision.




All questions are marked according to this hierarchy of skills, with knowledge being the easiest and evaluation being the most difficult.

Command words

To help you recognise the highest level of skill required in a question certain command words will be used. Some key command words are:

	●  Calculate: Work out the value of something, such as the percentage of labour turnover.


	●  Describe: Set out the characteristics of certain data, such as a trend in sales value.


	●  Explain: Set out purposes or reasons, such as the factors influencing a decision to expand capacity. 


	●  Analyse: Separate information into components and identify their characteristics, such as showing how financial incentives for staff may affect motivation.


	●  Evaluate: Judge from available evidence, such as weighing up the pros and cons of a particular marketing strategy.


	●  Justify: Support a case with evidence, such as studying two possible options for a business and showing why a particular option is better than an alternative option.


	●  To what extent: By how much or how many, such as studying a business that is aiming to increase profits and assessing the degree to which a decision to decrease price might improve (or worsen) the business’s profitability. 




Assessment of AQA AS Business

The scheme of assessment describes the format of the examinations and the methods of assessment – the AS course is assessed 100 per cent by examinations. For the AS qualification students take TWO examination papers. Both papers are based on ALL of the AS specification. This means a topic from a specific chapter might be tested in Paper 1 or Paper 2 of the AS level. The essential difference between the two papers is the style of assessment.

AS Paper 1: 90 minutes. Maximum marks: 80. All questions are compulsory

AS Paper 1 consists of three sections:

	●  Section A – Multiple-choice questions. 10 questions. Total: 10 marks


	●  Section B – Short-answer questions. Total: approximately 20 marks


	●  Section C – Two data response stimuli. Each is worth approximately 25 marks. Total: approximately 50 marks.




AS Paper 2: 90 minutes. Maximum marks: 80. All questions are compulsory

AS Paper 2 consists of approximately seven questions based on a single case study.

The format of the questions set may vary.

Assessment of AQA A-level Business

The assessment of A-level Business takes place at the end of two years. The format of the examinations and the methods of assessment at A-level are similar to the style used for the AS course, with the addition of essays. The A-level is assessed 100 per cent by examinations. 

For the A-level qualification students take THREE examination papers, each of which must be sat at the end of the course and each of which is weighted as one-third of the A-level qualification. All three papers are based on ALL elements of the A-level specification. The essential difference between the three papers is the style of assessment. The paper structures are as follows:

A-level Paper 1: Multiple-choice, short-answer questions and essays. 2 hours. Maximum marks: 100 

	●  Multiple-choice questions (15 marks); Short-answer questions (35 marks) and two essay questions (50 marks)




A-level Paper 2: Data response questions. 2 hours. Maximum marks: 100

	●  Three data response questions each worth approximately 33 marks and made up of three or four mark questions. 




A-level Paper 3: Case Study. 2 hours. Maximum marks: 100 

	●  One case study followed by approximately six questions.




Study advice

Keep up to date

This book contains many topical examples for you to use, but business is constantly changing. Although a textbook provides you with the theory, reading newspapers, magazines and internet articles will help you to keep pace with changes. One thing is guaranteed: the business environment will have changed between the beginning and the end of your course, so there is no substitute for keeping an eye on the latest business news.

Build your own business studies dictionary

As you progress through this book, it may be useful to build up your own glossary/dictionary of terms. This should ease your revision and help to ensure that you can define terms clearly. Knowing the exact meaning of terms will also allow you to write relevantly on the other, non-definition questions.

Read each chapter thoroughly

On completion of each topic, aim to have read each page of the relevant section or chapter and use the questions at the end of each section or chapter to test yourself. If you adopt this approach for every topic in the book, your revision should be just that: revising what you have already learned rather than learning material for the first time.

Complete the practice exercises and case studies

Try to tackle the practice exercises and case studies in each chapter, even if not asked to do so by your teacher. Completion of these exercises and case studies will help you to check that you have understood the basic ideas in the chapters. It will also help you to develop the best approach to answering business questions.

Develop your communication and data-handling skills

There is no need to have studied GCSE Business before starting the AS or A-level courses; the AQA A-level specification, which includes the AS specification, assumes that you have no prior understanding of the subject. However, the course does expect you to have already developed certain skills during your previous education programme. These skills are communication and the ability to use, prepare and interpret business data. You should be able to understand and apply averages (the mean, median and mode); prepare and interpret tables, graphs, histograms, bar charts and pie charts; and use index numbers.

Focus on the higher-level skills

It is tempting to focus chiefly on the facts when you are revising. Remember that analysis and evaluation are also important. Try to think of ways to apply your learning. For example, as people become richer they buy more products, but some firms (those making luxuries) will probably benefit more than those providing necessities.

Read the Chief Examiner’s report 

This report will alert you to the strengths and weaknesses shown by previous students and will help you to refine your approach. Along with previous examination papers and mark schemes, these reports are available in PDF format from the AQA website (www.aqa.org.uk).

We wish you well in your studies and examinations, and hope that you find this book useful. Good luck!
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1  Understanding the nature and purpose of business


This chapter provides an understanding of the nature and purpose of business. It is split into two parts. The first part examines why businesses exist by focusing on business objectives. It explains the terms ‘business mission’ and ‘business objectives’ and considers the relationship between a business’s mission and its objectives. It discusses why businesses formally identify their mission and why they set objectives. It concludes by identifying and discussing the most common business objectives, including profit, growth, survival, cash-flow and social and ethical objectives. The second part examines the measurement and importance of profit. In examining the measurement of profit, it includes explanations of revenue (also known as turnover and sales), fixed costs, variable costs and total costs.

Why businesses exist

Businesses exist essentially to provide goods and services for their customers. Customers could be in the UK or abroad, they might be individuals, other businesses or government departments. If a business can meet the needs of its customers in terms of the cost and quality of the goods or services it provides, it is likely to be successful and to survive in the longer term.

Most businesses begin in a small way, often being set up by a single individual or a small group of individuals. Individuals who have a business idea that they develop by setting up a new business and encouraging it to grow are known as entrepreneurs. They take the risk and reap the subsequent profits that come with success or bear the losses that come with failure. The initial motivation for setting up a business varies. Some individuals decide to set up in business because they have a talent or skill they wish to use to provide goods and services that they believe will sell. Others may have spotted a gap in the market that they feel they can fill. 

Once a business has been established, its owners and managers will need to make sure that the business is able to cover its costs and make a reasonable profit if it is to survive. However, the owners may wish the business to do more than survive. For example, they may want the business to grow larger or to diversify into making or selling different products and services. They may wish the business to contribute to the community, for example by funding local sporting facilities, or they may wish to ensure the raw materials it uses are from sustainable sources. This discussion illustrates the fact that all businesses, no matter how small or large, are likely to have a purpose or a mission and objectives or goals they wish to achieve.

Relationship between mission and objectives

The mission of a business is its essential purpose or intentions. It is sometimes stated in terms of the main aim or aims of a business. The mission of a business is usually stated in qualitative rather than numerical terms. A mission statement is the means of communicating to key stakeholders (i.e. individuals or groups with an interest in the business such as shareholders, employees, suppliers and customers) what the organisation is doing and what it ought to be doing.


Key terms

Mission An organisation’s aims or long-term intentions, its ultimate purpose; a business mission is sometimes the same as its corporate aims.

Mission statement A qualitative statement of an organisation’s aims that uses language intended to motivate employees and convince customers, suppliers and those outside the firm of its sincerity and commitment.



Business objectives are designed to enable a business to achieve its aims or mission. They can be set at corporate (or company-wide) level and at functional (or departmental or divisional) level. Corporate objectives govern the objectives set by each department or division of a business.


Key terms

Business objectives Goals that must be achieved in order to realise the stated aims of an organisation, department or individual team. Business objectives tend to be medium to long term. They can be corporate or functional objectives.

Corporate objectives Goals of the whole organisation rather than of different elements of the organisation. They are set in order to co-ordinate the activities of, give a sense of direction to, and guide the actions of the whole organisation. They are dictated by the mission or corporate aims of an organisation.



(Unless otherwise stated, business objectives in this chapter will focus on corporate objectives. Functional objectives in relation to marketing, operations, finance and human resources will be discussed in detail in Chapters 7, 11, 16 and 20 respectively.)


Key terms

Functional objectives Goals of each of the functional areas of a business (including marketing, finance, operations and human resources). They are designed to ensure that the business achieves its corporate objectives and thus its overall aims or mission. Like corporate objectives, functional objectives are set in order to co-ordinate the activities of, give a sense of direction to, and guide the actions of a division or department.



Before an organisation can set its business objectives, it must have a clear understanding of its overall purpose, i.e. its mission. This is because the mission or corporate aims of a business will determine the way in which it is intended the business will develop, which in turn will provide a clear focus from which the business objectives can be set. The fact file on Disney and the case study on Whitbread later in this chapter illustrate the relationship between mission and objectives.




Fact file

Disney’s mission and business objectives

Disney’s mission is ‘to be one of the world’s leading producers and providers of entertainment and information’. It aims to do this by using its ‘portfolio of brands to differentiate its content, services and consumer products’; maximising earnings and cash flow; and allocating ‘capital toward growth initiatives that will drive long-term shareholder value’. This illustrates how a broad mission is being translated into more specific business objectives. In this case the objectives indicate how the business will try to achieve its basic purpose of meeting the entertainment needs of its customers, while at the same time generating earnings that will allow the business to grow and to satisfy its shareholders.

[image: ]
Source: adapted from information on Disney’s website, www.thewaltdisneycompany.com, July 2018




Fact file

Examples of the mission of a range of different businesses

Facebook’s mission is to ‘develop the social infrastructure to give people the power to build a global community that works for all of us’.

McDonald’s mission is: ‘To be our customers’ favourite place and way to eat and drink’.

Toni and Guy’s mission is ‘to grow the best, most profitable and most creative hairdressing company on the planet, where people love to work and clients love to be.’

Aldi’s mission statement is ‘Simply Aldi’, which describes its aspiration to continually set standards for food retailing and to further expand its market position.

Primark’s mission is ‘to supply quality clothing at prices perceived to offer real value’.

[image: ]
Source: adapted from information on each of the organisations’ websites, July 2018



Why businesses formally identify their business mission 

If a business is small, employing, say, 50 people, all the employees are likely to know exactly what the business does and will have a reasonable idea of what its goals are. In a large business employing thousands or even tens of thousands of people, this is unlikely to be the case. A large national business may make a range of quite different products and have factories and offices located across the UK or, in the case of a multi-national business, in countries around the world. There is no reason to expect a manager from a manufacturing division in Scotland to share a sense of mission with the board of directors, who are hundreds of miles away in the head office in London, or with the human resource manager of a retailing division in the USA. So, for a large business, a mission statement is useful for defining what the business is trying to do in a way that all staff can understand and identify with. Formally stating the business mission or main aims of the business provides a common purpose for everyone to identify with and work towards, and a collective view that helps to build team spirit and encourage commitment.


Author advice

Some business texts suggest an alternative explanation of SMART, with the ‘A’ standing for ‘achievable’ and the ‘R’ for ‘relevant’. Don’t let this confuse you – objectives being ‘achievable’ and ‘relevant’ essentially mean that they are ‘realistic’.



Why businesses set objectives

Business objectives are set in order to co-ordinate business activity and give a sense of direction to, and guide the actions of, the organisation as a whole. They act as a focus for decision making and effort, and as a yardstick against which success or failure can be measured. Appropriate business objectives encourage a sense of common purpose among the workforce. This makes it much easier to co-ordinate actions and to create a team spirit, which in turn is likely to lead to improvements in efficiency and a more productive and motivated staff.

To be effective, broadly stated corporate business objectives need to be translated into objectives that can be used as clear targets to achieve. This is particularly the case for functional objectives that need to be set in such a way as to ensure that each section of a business is working towards the same goals so that the overall corporate objectives, aims and mission can be achieved. The use of SMART business objectives assists this process. SMART business objectives are objectives that are:

	●  Specific – clearly and easily defined.


	●  Measurable – quantifiable (e.g. to increase market share from 15 per cent to 20 per cent within the next two years).


	●  Agreed – managers and subordinates are involved in setting the targets.


	●  Realistic – achievable and not in conflict with other objectives.


	●  Time bound – based on an explicit timescale (e.g. to open 20 new stores within the next year).





Author advice

When assessing the effectiveness of objectives of a business, always try to use the SMART criteria. Try to think about the sort of problems a business might face if its objectives are not SMART.



Being specific, measurable and timed enables the business to assess the extent to which objectives have been achieved and to ensure that staff are clear about what it is they are trying to do and have a clear sense of direction. Being realistic means objectives are more likely to motivate staff and provide them with an appropriate level of challenge. Being agreed by the whole workforce means objectives are much more likely to be achieved than if they were simply imposed by managers.

Business objectives form the basis for decisions on strategy. Strategies are the medium- to long-term plans that will allow a business to achieve its objectives. Such plans include details about what is to be done and the financial, production and personnel resources required to implement the plans.


Key term

Strategy The medium- to long-term plans through which an organisation intends to achieve its objectives.



There is no single business objective to which every firm should aspire or that guarantees success. However, as long as clear objectives are pursued with appropriate and well-resourced strategies, business success is more likely.


Did you know?

Small businesses are unlikely to write down their business mission and objectives, or even consider them formally, although they are likely to be tacitly understood. Even if business mission and objectives are not written down, it is still important for employees to know what the business is striving to achieve and to share the vision.





Common business objectives

Business objectives vary depending on the size of the business and its legal structure. For example, the main objective of a corner shop may simply be to survive, whereas a multinational business may be more concerned with promoting its corporate image and growing larger.

Some common business objectives are described below.

Profit 

Profit maximisation is often cited as the most important business objective, but in practice firms are more likely to aim for a level of profit that satisfies the owners of the business. In order to achieve this overall objective, appropriate functional objectives will be needed, for example: effective marketing in order to increase sales; minimising costs in order to improve profit margins (the difference between revenue and costs for each item sold); effective utilisation of capacity; and improving staff productivity by reducing staff turnover and staff absenteeism.

The measurement and importance of profit is explained in the second part of this chapter. Business objectives related to profit will be influenced by many factors, such as the level of competition in the market, the existence of spare capacity, the efficiency of the business, the state of the economy and the demand for the product.

Growth 

Growth may relate to increasing market share, sales turnover (the value or volume of sales), number of outlets or number of business areas. Growth may be linked to another objective – to become the market leader in terms of sales value, sales volume or profits. Business growth can be achieved by increasing the size of the existing business or by takeovers of, and mergers with, other businesses.

In order to achieve the overall objective of growth, appropriate functional objectives might include increasing market share, retaining profit in the business in order to finance growth, increasing capacity by expanding the number of sites, recruiting more staff and improving training provision. Growth is less likely to be an important objective for small businesses that value their independence.

External factors, such as the size of the market, the level of competition and the state of the economy, as well as the financial health of a business are likely to influence the attainment of business objectives related to growth.

Survival

Although most businesses wish to do more than simply survive, survival is a key objective for many small or new businesses, especially if they are operating in highly competitive markets. Survival is even more significant during periods of uncertainty and difficult economic conditions. When incomes are falling and demand is weak, many businesses will aim to survive until trading conditions improve and they can focus more positively on objectives related to profit and growth. Functional objectives that will assist a business’s survival might include: 

	●  achieving minimum levels of sales revenue to ensure costs are met and market share is retained


	●  maintaining appropriate levels of stock in order to meet demand but not to tie money up in goods and materials whose value may be declining


	●  maintaining the required number of well-trained staff to meet production needs and to be prepared for when the market picks up.




Cash flow

A business must ensure that it has sufficient cash flowing into the business in order to cover the amount it must pay out in any period. Maintaining a healthy cash flow is therefore vital for all businesses. Even profitable firms can be vulnerable if they fail to manage their cash flow properly. For example, a car repair business may give its customers three months to pay their bills but is only given two months before it must pay its tyre suppliers. If there is insufficient cash to pay its tyre suppliers on time, suppliers may refuse to provide tyres, which will mean the car repairer is unable to carry on its business. This might happen even though the business has plenty of customers and the potential to be profitable.


Key term

Cash flow The amounts of money flowing into and out of a business over a period of time.



Social and ethical objectives

Social and ethical objectives are clearly evident in non-profit organisations such as charities, which are set up with the sole purpose of achieving particular social or ethical objectives. For example, Shelter’s key objective is to give people the help they need and campaign relentlessly in order to achieve their vision of a ‘safe, secure and affordable home’ for everyone. Commercial or for-profit organisations are also likely to have social and ethical objectives. See the fact file on H&M and McDonald’s.


Fact file

Social objectives

H&M, which has been named as one of the most ethical companies in the world by the Ethisphere Institute for the seventh year in a row, has a range of social and ethical objectives. They include becoming 100% ‘climate positive’ by 2040 by using renewable energy and increasing energy efficiency in all its operations, and using 100% recycled or sustainable materials by 2030.

McDonald’s social objectives include leading and supporting a range of community activities including litter-picking patrols, charity events and local football matches. In the case of the latter they have for many years supported ‘initiatives to encourage young people into football through helping to train coaches and volunteers for local clubs.’

[image: ]
Source: adapted from information on each organisation’s website



In addition to the above common business objectives, other business objectives include:

	●  diversification: this is where a business moves into the production or sale of different goods and services. A firm might wish to diversify in order to spread risk by reducing its dependency on a single market or product. Diversifying might also be a means of achieving growth and increasing profits. Functional objectives that will support a business wishing to diversify might include the development of niche markets, raising additional finance via appropriate and cost-effective sources, achieving cost savings where the processes used by different elements of the business are similar, and ensuring effective communication between different production sites.


	●  market standing: this might involve being seen as the most innovative and progressive organisation, a leader in technology or the best retailer. It is linked to corporate image and an organisation’s reputation. Achieving an appropriate corporate image will assist with the achievement of other objectives, such as growth and profit. The nature of this objective will vary according to the target market. For example, a different corporate image will benefit the company if the target market requires products that are ‘cheap and cheerful’ than if the target market is influenced by an exclusive image and high prices.


	●  meeting the needs of other stakeholders: other than social and ethical objectives, the objectives mentioned above benefit business owners or shareholders. However, businesses also place a high value on meeting the needs of other stakeholder groups, such as customers, workers and the local community, which in turn will enhance reputation.





Author advice

In practice, many of the terms introduced in this chapter are used interchangeably. Some companies refer to their ‘vision’ or ‘core purpose’ or ‘values’ rather than mission; others use the terms ‘aims’ and ‘mission’ interchangeably. A goal is another term for an objective and in many cases the term ‘aims’ is substituted for ‘objectives’. The term ‘targets’ is often used instead of objectives, although in other situations the term ‘targets’ is used for narrow, very specifically focused objectives, often at the level of department, team or even individual.

The important concept to understand is that there is a hierarchy with mission or broad corporate aims or goals at the top, which are then translated into more specific corporate or company-wide objectives, which are in turn translated into specific functional or departmental objectives (for marketing, production, operations, finance and human resources).

Figure 1.1 provides a hierarchy indicating the order in which mission and objectives should be set and thus how they influence each other. This order will encourage a co-ordinated approach to planning activities and is more likely to enable the organisation to achieve its goals.
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▲  Figure 1.1 The hierarchy of objective setting within an organisation




Practice exercise 1 Total: 45 marks



		1  Explain one reason for businesses to exist.



	(4 marks)


		2  What does the term ‘mission’ mean for a business?



	(3 marks)


		3  What are business objectives?



	(4 marks)


		4  Explain the relationship between mission and objectives.



	(4 marks)


		5  When might survival be an important business objective?



	(4 marks) 


		6  Analyse the reasons why growth is an important objective for a newly established estate agency operating in a competitive market.



	(8 marks)


		7  Analyse why social and ethical objectives might contribute to the achievement of profit and growth-related objectives for a fashion retailer.



	(8 marks)


		8  What does the mnemonic SMART stand for in relation to objectives?



	(5 marks)


		9  Which of the following objectives is more likely to be a SMART objective?

	a)  ‘To increase sales by 3 per cent over the next 18 months.’


	b)  ‘To improve market share in the near future.’


	c)  ‘To expand the business to cover more areas of the UK.’






	(1 mark)


		10 Explain why there is a hierarchy of objectives in most organisations.



	(4 marks)






Case study: Whitbread PLC

Whitbread plc is the UK’s largest operator of hotels and restaurants. It owns the Premier Inn hotel chain and a range of restaurants chains including Beefeater and Brewers Fayre.

Premier Inn is the UK’s leading hotel business, with over 76,000 rooms in over 805 hotels.

Whitbread’s mission is to develop its brands by creating a strong ‘customer heartbeat’ that places the customers at the heart of everything it does.

Whitbread’s Customer Heartbeat model aims to create value for all its stakeholders. It involves: ‘winning teams’ of employees who make everyday experiences special for customers so that they return; being a ‘force for good’ in the community by helping everyone, including employees, to live and work well; ensuring ‘everyday efficiency in its operations’, all of which will drive the ‘profitable growth’ of the business.

The overall aim of the business is to achieve lasting long term profitable growth. This is supported by three clear priorities (or objectives):

[image: ]
Source: adapted from information on Whitbread’s website, www.whitbread.co.uk, July 2018

▲  Whitbread’s Customer Heartbeat model


	1  Expanding its main UK businesses by increasing the number of Premier Inns in order to provide more than 110,000 rooms.


	2  Growing internationally, by repeating its UK Premier Inn success in Germany, where conditions are favourable because the German hotel market is growing and there are no similarly large competitors.


	3  Facilitating its long-term growth by making £220 million of efficiency savings over 3 years, improving its digital capabilities, and being a force for good.




Practice questions Total: 45 marks



		1  Analyse why a business such as Whitbread might set social and ethical objectives.



	(9 marks)


		2  Evaluate the benefits to a company of having detailed business objectives.



	(16 marks)


		3  To what extent does the case study illustrate the importance to a business of ensuring a clear relationship between mission and objectives?



	(20 marks)







Measurement and importance of profit

Revenue and price

Setting a price is a difficult task. Typically, a business must set a price that is high enough to cover the costs of making goods or providing a service and leave a surplus that is profit. However, a high price will mean a smaller number of customers are likely to buy the product. The business must find the ideal selling price – the one that helps it to make the most profit.


Key terms

Price The amount paid by a consumer to purchase one unit of a product.



Total revenue

Total revenue may also be described by the following terms:

	●  income


	●  revenue or sales revenue


	●  turnover or sales turnover.





Key terms

Total revenue (or turnover or sales revenue) The income received from an organisation’s activities.

Total revenue = price per unit × quantity of units sold

(For example, if price is £5 and 10 units are sold, then total revenue is £5 × 10 = £50)



Total revenue (TR) can be calculated by multiplying the average selling price (p) by the quantity sold (q):

TR = p × q

For example, if the price is £8 and 5 items are sold, TR = £40.

If TR = £48 and price = £4, quantity sold is £48 ÷ £4 = 12 units.

If TR = £60 and quantity sold is 10 units, price is £6 (£60 ÷ 10).

If two of the variables in the equation TR = p × q are known, the third can be calculated.

Effect of changes in sales volume on total revenue

When asked to look at the effect of a change in sales volume on total revenue, you should assume that the selling price remains unchanged, regardless of sales volume. Therefore, if sales volume doubles, total revenue will double; if sales volume falls by 10 per cent, total revenue will fall by 10 per cent. In both cases, the selling price will stay the same.

This is an oversimplification of what actually happens in real life, but it is helpful to firms because it allows them to make fairly accurate predictions about how total revenue will change as sales volume changes. In turn, this will assist them in making logical business decisions. In Chapter 8, the section on price elasticity of demand will provide an insight on how total revenue might change in a different way as sales volume rises.

Costs

A business can increase profits by reducing costs. More efficient methods, such as cutting down on staff or reducing the amount of wastage on the production line, can increase profit. However, the business must be careful that these cost savings do not reduce quality. If quality is reduced, total revenue may be affected as customers will be less likely to buy the products.
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▲  A production line



Costs are therefore a major factor in determining the overall success of a firm, as measured by its profit. Organisations need to understand their costs if they wish to improve their profit.

[image: ]
▲  The cost of office rent and equipment isn’t specific to any one product a company makes


Classifying costs

Costs are classified as fixed, variable and total. There are two principal reasons for classifying costs:

	●  To assess the impact of changes in output on the costs of production: a firm can compare additional revenue from an increase in sales volume to see if it exceeds the extra costs incurred. A firm aiming to make a profit should increase sales volume if the extra revenue exceeds the additional costs of increasing output.


	●  To calculate the costs of making a particular product in a multi-product company: it can be difficult to work out whether it is worthwhile making a product. It is easy to calculate the sales income of a product, but many costs (e.g. office rent, canteen facilities) are not specific to any single product made by a firm.





Key terms

Fixed costs Costs that do not vary directly with output in the short run (e.g. rent).

Variable costs Costs that vary directly with output in the short run (e.g. raw materials).

Total costs (TC) The sum of fixed costs and variable costs.



Costs and output

A company can use the link between costs and output to calculate the financial implications of changing its level of output.

In reality, it is impossible to predict the exact change in each and every cost, so general classifications of costs are used to estimate the likely effect of output changes on individual costs. To simplify the calculations, costs are classified as fixed, variable and total costs.

If there is an x% rise in output, it is assumed that:

	●  fixed costs do not change


	●  variable costs change by the same percentage as the change in output (a rise of x% in this case).




This is an oversimplification of real life, but it does enable firms to make reasonably accurate predictions about how costs will change as output changes, enabling them to make logical business decisions.

Table 1.1 shows how firms classify the costs they incur into fixed and variable costs. The logic behind these choices is that the costs of items in the first column are not affected by small changes in output. These fixed costs will, however, change in the long run if large increases in output are required. For example, if there were a significant increase in output, new machinery (a fixed cost) would have to be installed. The variable costs (shown in the second column) will change if output changes, even if it is only by a small amount.


Author advice

Be cautious when using the term ‘variable costs’, as it can cause confusion between variable costs per unit and total variable costs. It is commonplace to use the term ‘variable costs’ as an alternative way of saying ‘total variable costs’. However, it should not be used if you are referring to ‘variable costs per unit’.



▼  Table 1.1 Classification of costs by output








	
Fixed costs


	
Variable costs







	
Machinery and vehicles


	
Raw materials





	
Rent, rates, lighting and heating


	
Wages of operatives/direct labour





	
Salaries


	
Power





	
Administration


	



	
Marketing


	





Note that a distinction is made between wages (paid to operatives who make the product) and salaries (paid to staff who are not directly involved in production). Similarly, power to drive the machinery is a variable cost, while office lighting and heating are fixed (not related to output).

Semi-variable costs are costs that combine elements of fixed and variable costs. A worker may be paid a set wage plus a bonus for each item produced. The set wage would be a fixed cost and the bonus a variable cost.


Author advice

Do not worry about the merits of individual categories, but accept the logic behind them when carrying out calculations. Analytical skills can then be demonstrated through pointing out the potential flaws in any calculations based on these general classifications.

For example, many offices will employ temporary staff to cover changes in activity levels. Therefore, in practice, administration costs such as salaries will vary with output in the short run.

Similarly, the likelihood of variable costs not increasing by the same percentage as output can be investigated. With bulk buying of raw materials, it is likely that variable costs will rise more slowly than output. However, as maximum capacity is approached it can become costly to increase output just by changing variable factors.



Effect of changes in output on costs 

When asked to look at the effect of a change in output on costs, you should assume that total variable costs change by the same percentage as output. If output doubles, total variable costs will double; if output falls by 10 per cent, total variable costs will fall by 10 per cent. In both cases, the fixed costs will stay the same.

For example, let us assume that output is 1,000 units, fixed costs are £5,000 and total variable costs are £6,000. Therefore, total costs are £11,000. The fixed costs will not change if output changes. The variable costs of £6,000 will increase, but by how much? To calculate this we need to know the variable cost per unit. If 1,000 units cost £6,000 in variable costs, this is £6 per unit (£6,000 ÷ 1,000 units). If 1 more unit is produced, it will increase variable costs by £6 (to £6,006). If 50 more units are produced, variable costs will increase by £300 (50 × £6) to £6,300 (1,050 × £6). Fixed costs will stay at £5,000.


	1  What happens to total costs if output doubles from 1,000 units to 2,000 units?


	2  What happens to total costs if output falls by 10 per cent from 1,000 units to 900 units?




Table 1.2 shows the link between monthly costs and output for a magazine producer. It illustrates why the magazine producer wants high monthly sales. If only 20,000 magazines are sold, the fixed costs are high as a percentage of total costs. However, if sales quadruple to 80,000 magazines, total costs increase by less than double (from £70,000 to £130,000) and the fixed costs are a much smaller percentage of the total costs.


Did you know?

An alternative approach for calculating changes in total variable costs (TVC) is to change total variable costs by the same percentage change as output changes. If output increases by 20 per cent then TVC increases by 20 per cent; if output decreases by 10 per cent then TVC decreases by 10 per cent.



▼  Table 1.2 Monthly costs and output for a magazine producer










	
Units of output (000s)


	
Fixed costs (£000s)


	
Total variable costs (£000s)


	
Total costs (£000s)







	
    0


	
50


	
    0


	
  50





	
  20


	
50


	
  20


	
  70





	
  40


	
50


	
  40


	
  90





	
  60


	
50


	
  60


	
110





	
  80


	
50


	
  80


	
130





	
100


	
50


	
100


	
150










Fact file

Forecasting costs and profits

In planning a business, it is vital that costs are forecast accurately because sudden changes in costs can affect future decisions and profits.

In the year to March 2018, prices of finished goods showed consistent rises. The UK’s rate of inflation was 2.4%, but product price rises varied from chemical and pharmaceutical products (+4.5%) to clothing and textile products (+1.3%). Because consumers dislike sudden price rises businesses are reluctant to change prices, preferring to suffer a fall in profit if raw material prices rise but benefit from a rise in profit when raw material prices fall.

This pattern can be seen in Figure 1.2. The blue line shows the Input Producer Price Index (PPI) which is equivalent to the costs of raw materials. The red line shows the Output PPI (equivalent to the price of finished products). It can be seen that output prices are much less volatile than input prices.

Over the 15 year period, the index of prices of finished products has varied between about 85 and 115; but raw material prices have fluctuated between 60 and 120.
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▲  Figure 1.2 Input PPI and Output PPI (2003–2018)

Source: Office for National Statistics, 2018





Relationship between costs and price

In many industries, increases in costs, such as raw materials and labour, are ‘passed on’ to the consumer in the form of higher prices. Although business theory suggests that higher prices will lead to a fall in the quantity demanded (and possibly in sales revenue), demand is less likely to fall if every business is increasing its prices. This is likely to happen when costs are increasing, because all firms will be affected in a similar way and they will all be trying to maintain a profit margin (the difference between the selling price of an item and the cost of making or buying that item).

Profit

Profit is a prime objective of most firms. Profit = total revenue − total costs.


Key term

Profit The difference between the income of a business and its total costs.



There are two ways of improving profit:

	●  increase sales revenue


	●  decrease costs.




A combination of both is the ideal way of achieving additional profit.

Measuring profit

A business will want to choose the most profitable level of output and/or want to assess how changes in output and sales might affect profit. Table 1.3 takes the costs of the magazine producer in Table 1.2 and adds data on revenue and profit. In the table it is assumed that the selling price for the magazine is £2.


Author advice

Profit can be described in many different ways. This section is merely an introduction to profit. More detailed analysis of profit will be provided in later chapters.



▼  Table 1.3 Monthly revenue, costs and profit for a magazine producer










	
Units of output (000s)


	
Total revenue (£000s)


	
Total costs (£000s)


	
Profit (£000s)







	
    0


	
    0


	
  50


	
(50)*





	
  20


	
  40


	
  70


	
(30)*





	
  40


	
  80


	
  90


	
(10)*





	
  60


	
120


	
110


	
10





	
  80


	
160


	
130


	
30





	
100


	
200


	
150


	
50







* Figures in brackets show a loss.

Table 1.3 shows that a loss of £10,000 is made if 40,000 magazines are sold, but a profit of £50,000 is made if 100,000 magazines are sold.


Author advice

In questions involving calculations, always show your working. In this way, if you make a mistake, you can discover which element of your answer was incorrect and so rectify any problems in your approach. Furthermore, credit is given if you show correct working, even if the final answer is incorrect.



Importance of profit

Profit is important for a number of reasons. Some key reasons are outlined below.

	●  Profit is a reward. Business owners take a risk when using their money to purchase shares or take ownership of a business. To compensate for the risk that they have taken, business owners are entitled to the profits made by the business. Every six months, public limited companies usually pay a dividend to their shareholders. This dividend payment represents the share of the profits allocated to shareholders. Some shareholders depend on the dividend payment as a source of income, particularly retired people who rely on their shares to provide a steady flow of money. These shareholders may have a greater interest in making sure that a high dividend is paid. Without this opportunity to earn a reward it is unlikely that people would invest in businesses. In practice, profits are not always given to owners as dividends. Many businesses retain some of their profits so that they can buy more resources in order to make more profit in future years. In this way, owners are still being rewarded, but are waiting to receive some of those rewards.


	●  Profit is a motivator. For owners of businesses, profit is a motivator. Sole traders are entitled to all of the profits from their businesses, while many private limited companies will be owned by the people running the business. In many companies there are profit-sharing schemes, in which staff are given incentives to work effectively by receiving a share of the profit made. The John Lewis Partnership uses this type of incentive to reward its employees.


	●  Profit is a measure of success. It is possible to assess the performance of a business by comparing its profits to those of other companies, particularly its competitors. However, before using profit to measure success it is important to examine the business’s objectives, as some businesses give profit a lower priority than others.


	●  Profit is a guide for future investment. The efficiency of different sectors of the economy can be analysed by observing where profits are high and where they are low. Prospective investors can use changes in profit levels as a guide to those markets where it is becoming easier to make profit and those where losses are more likely. In this way scarce resources are constantly moved away from unprofitable activities towards profitable activities.


	●  Profit is a source of finance. In order to fund expansion plans and capital investment, the company directors will wish to keep some of the profits in the business. This avoids the need to pay interest on borrowed money or to sell more shares in order to finance expansion. Retained (or ‘ploughed-back’) profits increase the assets of a business and should therefore increase the value of the company. Furthermore, retained profits should help the business to increase its future profits (and thus increase future dividends). In the UK, this is the main source of capital for established businesses, because it is very cost-effective and convenient. It does not have to be repaid and does not require payment of interest. In practice, most firms will strike a balance between paying dividends and retaining profits. See the fact file on Rolls-Royce.


	●  Profit is attractive to stakeholders. For example, workers will be eager to apply for a job in a profitable company; customers will be more likely to want to purchase products from a successful company; and suppliers will be keen to obtain contracts with a business that is making a profit, as they will be a reliable customer in the future.





Fact file

Retained profit at Rolls-Royce

Decisions to retain profit or pay dividends often depend on recent history and corporate aims. In 2002, Rolls-Royce made a loss of £53 million but paid dividends totalling £133 million. This was possible because of retained profits from earlier years. Having drained some of the company’s funds in 2002, shareholders agreed to a lower dividend in 2003 and received no dividend in 2004 when the company recorded a good profit level. This approach paid off with record profits in 2007 and 2009. Since 2009, Rolls-Royce dividends have been relatively stable despite wide fluctuations in its profits. The nature of its industry means that a few major contracts can have a huge impact on profit levels. UK companies are often accused of taking short-term decisions to satisfy the immediate needs of shareholders, but Rolls-Royce has shown that it can plan long term. Despite a record loss of £4bn in 2016, it maintained its strategy of consistent dividends to shareholders and has subsequently been able to retain most of its record £4.2bn profit in 2017 for reinvestment in the company.






Practice exercise 2 Total: 20 marks

A textile manufacturer sells 400 shirts at a price of £15 each. Raw material costs are £4 per shirt and wages are £5.55 per shirt. The costs of producing the 400 shirts are shown in Table 1.4.

▼  Table 1.4 Costs for a textile manufacturer










	
Item


	
Cost (£)


	
Item


	
Cost (£)







	
Raw materials


	
1,600


	
Heating/lighting


	
    60





	
Marketing costs


	
   120


	
Property/rent


	
   400





	
Power


	
    80


	
Wages


	
2,220









	
	1  Calculate the profit made from selling 400 shirts.



	(4 marks)


		2  The retailers that buy the shirts have said that they will buy 600 shirts if the price is reduced to £13. Calculate the profit made if the textile manufacturer increases output and sales to 600 shirts, with the selling price at £13 per unit.



	(6 marks)


		3  Using quantitative and qualitative factors, advise the manufacturer on whether it should charge a price of £13 or £15.



	(10 marks)






Practice exercise 3 Total: 14 marks



	
	1  Which of the following is a variable cost?

	a)  Advertising expenditure


	b)  Office equipment


	c)  Stationery supplies


	d)  Wages.






	(1 marks)


		2  Which of the following is a fixed cost?

	a)  Direct labour


	b)  Power


	c)  Property rent


	d)  Raw materials.






	(1 marks)














	
Output level


	
Sales revenue


	
Fixed costs


	
Variable costs


	
Total costs


	
Profit







	
0


	
0


	
	
	
	



	
1


	
	
	
	
	



	
2


	
	
	
	
	



	
3


	
75


	
	
	
	



	
4


	
	
20


	
	
	



	
5


	
	
	
	
	



	
6


	
	
	
90


	
	







	
	3  The table above shows some costs and revenue data at different levels of output.

	a)  What are the total fixed costs?






	(2 marks)


			b)  What is the selling price of the product?






	(2 marks)


			c)  What are the variable costs per unit?






	(2 marks)


			d)  Using the above information, complete the table by filling in the gaps.






	(6 marks)








Case study: Gnomes United

Gnomes United is a small garden centre in Colchester. The owner, Jim Tavare, has successfully increased sales in recent years by widening the range of products and services offered. Seventy per cent of the garden centre’s revenue comes from the sale of plants and garden tools, but the opening last year of a nearby superstore led to a sharp reduction in sales of these items.

Sales records show that relatively few garden tools are bought in the run-up to Christmas.

Last year Jim experimented with selling some Christmas products, such as decorations, because many customers visit the centre once a year to buy their Christmas trees. The restaurant at the garden centre enjoys a boom time in the month before Christmas, and Jim’s research shows that about 20 per cent of his customers first came to the garden centre to buy Christmas products and have come back since for other products.

Jim is wondering whether to stock Christmas tree lights this year – an item that he has not previously sold. He has asked 50 customers and they seem to be keen on the idea. Their responses have led him to conclude that he will sell 200 boxes in December. A standard box of lights will sell for £24.99. The lights will cost £16.50 to buy from the supplier. To cope with the increased work, Jim estimates that he will need to increase the number of part-time hours worked by 4 hours in total, at a rate of £7.25 per hour. This estimate is based on asking the owners of three other local garden centres.

[image: ]
Practice questions Total: 35 marks



	
	1  Name two other terms that also mean ‘revenue’.



	(2 marks)


		2  Jim is wondering whether to expand the restaurant at the garden centre. This will lead to 8,000 more customers a year and increase his revenue by £60,000 per annum. However, his variable costs are £2.20 per customer and he will incur extra fixed costs of £15,000. He estimates that the space needed will cut his profit on plant sales by £20,000 per annum. Use calculations to show whether expanding his restaurant will improve his overall level of profit.



	(6 marks)


		3  Based on the figures in the case study, calculate the extra profit that Jim hopes to make from the Christmas tree lights.



	(6 marks)


		4  Analyse one reason why it would be difficult to estimate the effect of stocking Christmas tree lights on the number of part-time hours needed.



	(5 marks)


		5  Evaluate the other factors that Jim should consider before deciding whether to stock the Christmas tree lights.



	(16 marks)










2  Understanding different business forms 


This chapter focuses on different business forms. It begins with an explanation of the difference between private and public sector organisations. Private sector organisations are then considered in detail. The important concepts of unincorporated and incorporated businesses and of unlimited and limited liability are introduced first. Then private sector for-profit organisations are considered, including sole traders, partnerships, private limited companies and public limited companies. In relation to limited companies, consideration is given to ordinary share capital, market capitalisation and dividends. The role of shareholders and why they invest is considered, and the influences on share price and significance of share price changes are discussed. A summary of the range of non-profit organisations in the private sector, such as charities and mutual societies, is included. The chapter concludes with a discussion of the effects of ownership on an organisation’s mission, objectives, decisions and performance.

Different forms of business

Forms of business range from very small one-man operations to multinational corporations. Some business forms are set up in order to make profits for their owners and others are established to pursue community or charitable aims. Some business forms operate in the public or governmental sector and others in the private sector. Different business forms are supported by different legal structures that influence how they operate, how they can be financed, what their responsibilities are and what their objectives are.

Private sector organisations are owned, financed and run by private individuals. They range from the smallest sole trader business to huge multinational businesses. Although most private sector organisations aim to make a profit, a large number of organisations in the private sector are non-profit organisations, including charities and mutual societies.

Public sector organisations (also known as state-owned or government organisations) are owned and operated by the government, whether at national, regional or local level. These organisations mainly provide essential services, including education, health care, police services, refuse collection and street lighting. Their services are usually provided free at the point of delivery and are financed from taxation. The main aim of public sector organisations is to provide services that would be difficult for individuals to provide for themselves, such as street lighting, or that are deemed essential for all and which some people might not be able to afford to purchase from private sector organisations, such as health care.

Private sector organisations

The range of business forms (or legal structures) in the for-profit private sector is illustrated in Figure 2.1. Each of these business forms is considered in this section and their relative advantages and disadvantages are summarised in Table 2.1. A range of business forms that cater for non-profit private sector organisations are considered later in this chapter.


Fact file

In 2017, there were an estimated 5.7 million private sector businesses in the UK. The majority of these (60 per cent) were sole traders, 33 per cent were limited companies and 7 per cent were ordinary partnerships.

Source: Department for Business, Energy and Industrial Strategy, Nov 2017



Two sets of classifications to understand about business forms in the private sector are whether they are unincorporated or incorporated businesses, and whether they have unlimited liability or limited liability.

[image: ]
▲  Figure 2.1 Legal structures of business in the for-profit private sector

Unincorporated and incorporated businesses

The difference between unincorporated and incorporated businesses is explained in the following example, where Tesco is an incorporated business and Robinson’s is an unincorporated business.


Key terms

Unincorporated business There is no distinction in law between the individual owner and the business itself. The identity of the business and the owner is the same. Such businesses tend to be sole traders or partnerships.

Incorporated business This has a legal identity that is separate from the individual owners. As a result, these organisations can own assets, owe money and enter into contracts in their own right. Such businesses include private limited companies and public limited companies.



If you have a part-time job with Tesco plc, your employer, with whom you have a contract of employment, is Tesco and not the shareholders (owners) of Tesco. If, however, you have a part-time job with Robinson’s, the local newsagent, which happens to be run as a sole trader by the owner, Mary Robinson, then your employer is the individual who owns the business, Mary Robinson. Similarly, if you had an accident on the premises of Tesco and were advised to sue, then you would sue Tesco plc, not the shareholders (owners) of Tesco. If, however, you had an accident on the premises of Robinson’s newsagent, you would sue Mary Robinson, the owner. 

Unlimited and limited liability

Unlimited liability is a characteristic of businesses that are unincorporated, meaning that there is no distinction in law between the owners and the business. If the debts of the business are greater than the personal assets of the owners, they may be forced into bankruptcy. The main types of business with unlimited liability are sole traders and partnerships.


Key terms

Unlimited liability A situation in which the owners of a business are liable for all the debts that the business may incur.



Limited liability is a feature of incorporated businesses, where the identity of the owners and the business are separate in law. If a business with limited liability goes into liquidation because it cannot pay its debts, the shareholders (owners) have no responsibility for further payments as long as they have paid in full for the shares they have purchased; their personal assets cannot be used to pay the debts of the business. Legally, such a business has ‘died’ and so its debts ‘die’ with it.


Key terms

Limited liability A situation in which the liability of the owners of a business is limited to the fully paid-up value of the share capital. For example, a company issues 200 shares valued at £1 each when it is set up and has four shareholders who each own 50 shares. Each shareholder has paid in full for 30 of their 50 shares. If the company goes bust, the maximum that each of the four shareholders must pay to cover outstanding bills is £20 – i.e. the value of the 20 shares they own but have not yet paid for.



The main types of business with limited liability are private limited companies and public limited companies. Limiting the amount of shareholders’ liability is an important factor in encouraging people to invest because it ensures they know the extent of the risk they face.


Author advice

Ensure that you are absolutely clear about the distinction between limited liability and unlimited liability, so that you do not confuse the two concepts.




Did you know?

Insolvency occurs when a business is unable to meet its financial obligations because its liabilities are greater than its assets. When this happens, it is likely that the business will go into liquidation. This involves turning its assets into cash, for example by selling the business, in order to pay its creditors. The terms ‘insolvency’ and ‘liquidation’ are applied to incorporated businesses with limited liability. For individuals and for unincorporated businesses with unlimited liability (such as sole traders), the situation when liabilities cannot be paid in full is called bankruptcy.



Sole trader 

A sole trader usually has little capital for expansion and is heavily reliant on the owner’s personal commitment to make the business a success. Because of its unincorporated status, if the business is unsuccessful, there is no protection from limited liability because the finances of the business are inseparable from those of the owner. Sole traders are most commonly found in the provision of local services, for example, newsagents, plumbers and hairdressers.


Key term

Sole trader A business owned by one person. The owner may operate on their own or may employ other people.



[image: ]
▲  A sole trader



Fact file

Partnerships

Partnerships are not included in the AQA specification but they are another form of business in the UK.

A partnership is a form of business in which two or more people operate for the common goal of making a profit.

There are three main types of partnership:

	●  An ordinary partnership: partners normally have unlimited liability. A partnership agreement sets out the rights and responsibilities of the partners and how profits will be allocated. A partnership allows more capital to be used in the business than is the case with a sole trader and enables the pressures of running the business to be shared.


	●  A limited partnership: at least one partner assumes responsibility for managing and running the business and has unlimited liability. At least one partner contributes finance, receives a dividend, and has limited liability, but has no involvement in running the business.


	●  A limited liability partnership (LLP): designed for professional partnerships. It allows partners who are actively involved in the business to limit their liability. At least two partners (known as ‘designated members’) have additional legal responsibilities. LLPs lose the privacy enjoyed by general partnerships in relation to their financial affairs and, like private and public limited companies, must register with Companies House.






Private limited company

Public limited companies are often the most high-profile business organisations but the significance of private limited companies should not be ignored. Most companies are privately owned and they contribute enormously to the economy.


Key term

Private limited company A small- to medium-sized business that is usually run by the family or the small group of individuals who own it.



	●  A private limited company can keep its affairs reasonably private and thus the owners can determine their own objectives without the pressure to achieve short-term profit that is so common for public limited companies.


	●  Private companies are funded by shares that cannot be sold without the agreement of the other shareholders, which means that their shares cannot be traded on the Stock Exchange.


	●  Unlike a public limited company, the share capital of private companies may be less than £50,000, although many have much higher levels of share capital.


	●  Private limited companies generally tend to be limited in size (but see Fact file, ‘UK’s biggest private limited companies’).


	●  A private limited company must have ‘ltd’ after the company name to warn people that its owners (shareholders) have limited liability.






Fact file

UK’s biggest private limited companies

Each year The Sunday Times publishes Top Track 100, a league table of Britain’s 100 private companies with the largest sales revenue. Typical Top Track 100 companies have sales between £700 million and £3 billion, are owned and run by established families and entrepreneurs or by private equity companies and managed by senior executives. On average, they each employ 9,400 staff (but numbers vary from 154 to 94,235).

The top five companies in the 2018 Top Track 100 league table were:


	1  Ineos – chemicals manufacturer


	2  Greenergy – fuel supplier


	3  Swire – conglomerate


	4  John Lewis Partnership – food and general retailer


	5  EG Group – fuel forecourt operator.




The ownership of these companies varies, for example:

	●  60 per cent of shares in Ineos are owned by Jim Ratcliffe, the founder and chairman, and the other 40 per cent are owned equally by two other shareholders.


	●  85 per cent of shares in Greenergy are owned by Brookfield Business Partners, and the other 15 per cent are owned by management.


	●  67 per cent of shares in Swire are owned by members of the Swire family, and the other 33 per cent are owned by other shareholders.


	●  100 per cent of shares in John Lewis Partnership are owned by employees.


	●  50 per cent of shares in EG Group are owned by members of the Issa family, and the other 50 percent are owned by TDR Capital.




Other well-known businesses in the 2018 league table include:


	  9  Dyson – appliance manufacturer


	13  Iceland – frozen food retailer


	28  Arcadia – fashion retailer


	37  Clarks – shoe retailer and wholesaler


	42  New Look – fashion retailer


	53  Matalan – value retailer


	69  Pret a Manger – sandwich shop operator


	74  Nando’s – restaurant operator


	81  Vue International – cinema operator


	96  Welcome Break – motorway services provider.




Source: adapted from www.fasttrack.co.uk (2018)



Public limited company

The shares of public limited companies are traded on the Stock Exchange, which enables these businesses to raise finance more easily. Private limited companies sometimes change to public limited companies, usually to obtain extra funds for growth. However, ‘going public’ has its disadvantages:

	●  It involves a loss of control, as the business moves away from the ownership and support of a family or close-knit group of individuals and becomes responsible to shareholders, including institutional investors.


	●  It subjects the business to constant scrutiny by the financial press.


	●  It may cause the business to focus on short-term profits for shareholders and maintaining share prices in order to avoid takeover pressure, which detracts from long-term decision making.





Key term

Public limited company A business with limited liability, share capital of over £50,000, at least two shareholders, two directors, a qualified company secretary and, usually, a wide spread of shareholders. It has ‘plc’ after the company name.



These disadvantages are such that a number of large, successful private limited companies resist becoming public limited companies, while other successful public limited companies revert to private limited company status. The number of UK public limited companies listed on the London Stock Exchange has declined from almost 2,000 in 1999 to less than 1,000 in 2018. Well-known companies that have reverted from public to private limited company status include Arcadia, New Look and Pizza Express.

[image: ]
▲  Pizza Express is one company that has reverted from public to private limited company status




Few of the companies that ceased trading as public limited companies did so because of financial failure. Most chose to go private for a number of reasons, including the excessive cost of meeting the regulatory requirements for public limited companies, the continual dissection of public limited companies’ performance by market analysts, and the relative privacy of the private limited company structure. A sharp rise in the amount of capital available to private limited companies is a major reason for the decline in the
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Role of shareholders and why they invest
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Influences on share price and the significance of share price changes













	

	

	

	

	









Reasons for choosing different forms of business and for changing business form in the private sector



Non-profit organisations
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Effects of ownership on mission, objectives, decisions and performance



[image: ]
















	
	


	(4 marks)


		


	(6 marks)


		


	(6 marks)


		


	(6 marks)


		
	

	

	





	(1 marks) 


		
	





	(7 marks)


			





	(6 marks)


			





	(6 marks)


		


	(9 marks)


		


	(9 marks)















	
	


	(20 marks)


		


	(20 marks)


		


	(20 marks)






OEBPS/images/cover.jpg
Approved

Fourth edition
-

Business

For A-level Year 1 and AS

John Wolinski
Gwen Coates

IODDER

Boost: )( Education






OEBPS/images/AW_01_03.jpg
140

120

100

80

60

40

Index 2010 =100

1

Mar 2004

— Input PPl

Sep 2007

— Output PPl

March 2011

Sep 2014

Mar 2018





OEBPS/images/02_e.jpg





OEBPS/images/PH01_02.jpg
oy

Force for Good W Everyday Efficiency






OEBPS/images/02_f.jpg





OEBPS/images/title.jpg
AQA

A-level

Business

Fourth Edition

John Wolinski and
Gwen Coates

Approval message from AQA
The coe cotent of s dga tetback s boen approed by ADA for usewith our qualficatn. Ths
means that e have chackad thatit roady coersth spciicaion and hat we aresatsfd it the oerall
quaty, W have 2o aproved th prited vrsion o this bock. We donat hawevercheckor agprove .
ks or an functonaty. Full detas o our apprral pocess an b found en ur webse.

Wo approve print and digal totbcks because we know how important s for teachers andstudents

1o have he rightrosources to suppert he toaching and eaing. Homewr, th pubisher i umaley
espansibis o theedoral control and uay of s dgtal book.

Plasa o that when teaching ho AQA Afevel Business cors, you st oferto ADKS speccatin
a5 your definite soure f infonnation.Whie ti gl book s been witen to mlch the specfcaton
itcanot provide complet coerageof every aspec of he course,

A vida rangoof thr sell esources canbe foun o the rolevant siect pages of our i 209k

th. /] HODDER





OEBPS/images/FG_01_001.jpg
Corporate aims

|

Corporate objectives

I

Functional/departmental objectives





OEBPS/images/FG_02_01.jpg
Private sector

Unincorporated Incorporated

Sole trader  Partnership Private limited  Public limited
company company





OEBPS/images/01_a.jpg





OEBPS/images/01_b.jpg





OEBPS/images/01_h.jpg





OEBPS/images/02_a.jpg





OEBPS/images/01_e.jpg





OEBPS/images/1.jpg





OEBPS/images/FSC_Logo_New.jpg
MIX

Paper | Supporting
responsible forestry

5%55; FSC™ C104740






OEBPS/images/01_f.jpg





OEBPS/images/02_d.jpg





OEBPS/images/02_b.jpg





OEBPS/images/02_c.jpg





