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Get the most from this book

Everyone has to decide their own revision strategy, but it is essential to review your work, learn it and test your understanding. These Revision Notes will help you to do that in a planned way, topic by topic. Use this book as the cornerstone of your revision and don’t hesitate to write in it – personalise your notes and check your progress by ticking off each section as you revise.

Tick to track your progress

Use the revision planner on page 4 to plan your revision, topic by topic. Tick each box when you have:


	✚  revised and understood a topic


	✚  tested yourself


	✚  practised the exam questions and gone online to check your answers and complete the quick quizzes.



You can also keep track of your revision by ticking off each topic heading in the book. You may find it helpful to add your own notes as you work through each topic.

Features to help you succeed

 Key terms 

Clear, concise definitions of essential key terms are provided where they first appear.

 Now test yourself 

These short, knowledge-based questions provide the first step in testing your learning.

 Check your understanding 

These short, knowledge-based questions provide the first step in testing your learning. Answers are available online.

 Exam practice 

Practice exam questions are provided for each topic. Use them to consolidate your revision and practise your exam skills. Answers are available online.

 Exam tips 

Expert tips are given to help you polish your exam technique in order to maximise your chances in the exam.

 Typical mistake 

The author identifies the typical mistakes candidates make and explains how you can avoid them.

 Online 

Go online to see answers to the Check your understanding questions, and find examiner-commentaries on sample exam practice question answers, which will help you to assess your own answers. You can also try out the extra quick quizzes to help you revise. You will find these at www.hoddereducation.co.uk/myrevisionnotes






My revision planner

1    Business in the real world

1.1  The purpose and nature of business

1.2  Business ownership

1.3  Setting business aims and objectives

1.4  Stakeholders

1.5  Business location

1.6  Business planning

1.7  Expanding a business

2    Influences on business

2.1  Technology

2.2  Ethical and environmental considerations

2.3  The economic climate of business

2.4  Globalisation

2.5  Legislation

2.6  The competitive environment

3    Business operations

3.1  Production processes

3.2  The role of procurement

3.3  The concept of quality

3.4  Good customer services

4    Human resources

4.1  Organisational structures

4.2  Recruitment and selection of employees

4.3  Motivating employees

4.4  Training

5    Marketing

5.1  Identifying and understanding customers

5.2  Segmentation

5.3  The purpose and methods of market research

5.4  Elements of the marketing mix

6    Finance

6.1  Sources of finance

6.2  Cash flow

6.3  Financial terms and calculations

6.4  Analysing the financial performance of a business

Check your understanding and exam practice answers and quick quizzes are online at www.hoddereducation.co.uk/myrevisionnotes






Countdown to my exams


6–8 weeks to go


	✚  Start by looking at the specification – make sure you know exactly what material you need to revise and the style of the examination. Use the revision planner on page 4 to familiarise yourself with the topics.


	✚  Organise your notes, making sure you have covered everything on the specification. The revision planner will help you to group your notes into topics.


	✚  Work out a realistic revision plan that will allow you time for relaxation. Set aside days and times for all the subjects that you need to study, and stick to your timetable.


	✚  Set yourself sensible targets. Break up your revision into focused sessions of around 40 minutes, divided by breaks. These Revision Notes organise the basic facts into short, memorable sections to make revising easier.







2–6 weeks to go


	✚  Read through the relevant sections of this book and refer to the exam tips, typical mistakes and key terms. Tick off the topics as you feel confident about them. Highlight those topics you find difficult and look at them again in detail.


	✚  Test your understanding of each topic by working through the ‘Now test yourself’ and ‘Check your understanding’ questions in the book. Look up the answers online at www.hoddereducation.co.uk/myrevisionnotes


	✚  Make a note of any problem areas as you revise, and ask your teacher to go over these in class.


	✚  Look at past papers. They are one of the best ways to revise and practise your exam skills. Write or prepare planned answers to the and the ‘Exam practise’ questions provided in this book. Check your answers online and try out the extra quick quizzes at www.hoddereducation.co.uk/myrevisionnotes







One week to go


	✚  Try to fit in at least one more timed practice of an entire past paper and seek feedback from your teacher, comparing your work closely with the mark scheme.


	✚  Check the revision planner to make sure you haven’t missed out any topics. Brush up on any areas of difficulty by talking them over with a friend or getting help from your teacher.


	✚  Attend any revision classes put on by your teacher. Remember, they are experts at preparing students for examinations.







The day before the examination


	✚  Flick through these Revision Notes for useful reminders, for example the exam tips, typical mistakes and key terms. Read through the summaries you compiled when completing the ‘Now test yourself’ activities.


	✚  Check the time and place of your examination.


	✚  Make sure you have everything you need – extra pens and pencils, tissues, a watch, bottled water, sweets.


	✚  Allow some time to relax and have an early night to ensure you are fresh and alert for the examination.







My exams

Paper 1

Date:.................................................................................

Time: .................................................................................

Paper 2

Date:.................................................................................

Time: .................................................................................








1 Business in the real world

1.1  The purpose and nature of business

The purpose of business

A business is an organisation that produces and supplies goods (such as computers or furniture) or services (for example, hairdressers and dentists). Goods and services are sometimes called products. Businesses use a range of resources, including people, raw materials, fuel, buildings, machinery and other types of technology, to supply goods and services.


Good: A physical product such as a car.

Service: An intangible product (i.e. one that cannot be touched) such as a haircut or financial advice.

Product: A general term for goods and services.



The people who use products are called consumers, while those who pay for them are customers. These may be different people – for example, you (customer) might buy a present for a friend (consumer). Customers need some products, such as food or clothing, and want others, for example luxury items such as jewellery or entertainment.


Consumer: Someone who uses a product.

Customer: Someone who buys a product.

Want: What a person would like to be able to buy.



Only those businesses that are successful in meeting the needs and wants of their customers will survive and grow.

Reasons for starting a business

People who set up their own business are called entrepreneurs. They spot business opportunities and take financial risks to start their own business. The business they start might aim to make a profit, or it might be set up with the primary aim of helping society – this type of business is known as a social enterprise.


Entrepreneur: Someone who is willing to take the risks involved in starting a business.

Profit: Measures the difference between the value of a business’s revenue (from sales) and its total costs.

Social enterprise: A business that is set up to help society rather than to make a profit.



Entrepreneurs are often determined, motivated and committed. People with the skills to be an entrepreneur are often said to show entrepreneurship. Entrepreneurs are looked at in more detail later in this unit.

The objectives of entrepreneurs 

People decide to become entrepreneurs for many reasons:


	✚  They have an idea, interest or hobby which they want to turn into a business.


	✚  They have spotted a business opportunity or gap in the market (for example, a need for a low-price café in a small town) and want to respond to it.


	✚  They like the idea of being their own boss and not being answerable to other people at work.


	✚  They want to make more money than they are able to as an employee in another business. They will keep the profits of the business they establish.


	✚  They may want to be able to fit their working lives around other commitments, such as caring for children or elderly relatives.


	✚  They may be unhappy in their current job or may have been made redundant or have retired.





Gap in the market: When a group of consumers have a need for a new product that is not being supplied by existing businesses.




Typical mistake

Do not always assume that entrepreneurs start a business to make money. Many start for other reasons, such as those described.




Check your understanding


	1  Using examples, explain the difference between a customer, a consumer and an entrepreneur.


	2  Explain three reasons why people start a business, apart from the desire to make money.




Answers online



Factors of production

The resources (or materials) that a business uses to manufacture or produce its goods or services are known as the factors of production. There are four main factors:


	✚  Land refers to all natural resources used in production, including the physical land itself and the site on which the business is located, as well as plants and mineral products such as oil.


	✚  Labour includes all inputs into production by humans, whether physical or mental.


	✚  Capital refers to man-made resources used in production such as buildings, machinery and vehicles.


	✚  Enterprise is the final factor and refers to the skills of the people establishing and managing the business’s resources to meet the needs of customers.





Factors of production: The inputs (land, labour, capital and enterprise) that are used to provide goods and services.

Enterprise: Another word for a business. It also refers to the skills of people in creating and managing businesses.



[image: image]Figure 1.1 Resources and production


Typical mistake

Capital can also refer to money used to start up or expand a business. Make sure that you do not confuse this term with its alternative use which refers to man-made resources used in production.




Check your understanding

Classify the following items according to whether they are land, labour or capital:


	✚  wheat used by a baker


	✚  head chef


	✚  nurse


	✚  delivery van


	✚  company website


	✚  software programmer


	✚  water from a well


	✚  orchard owned by a cider maker


	✚  doctor’s computer.




Answers online



Opportunity cost

Most decisions that we make have a cost in terms of what we have to give up as a consequence of making that decision. Your decision to take GCSE Business meant that you could not take an alternative subject. Similarly, businesses incur an opportunity cost when making decisions. For example, if a business uses its savings to build a new factory, it will lose the interest that may have been earned on its savings with its bank.


Opportunity cost: What is given up as a consequence of a particular decision or choice.



The characteristics of entrepreneurs

Entrepreneurs come in all shapes and sizes, but most possess the following characteristics:


	✚  Willingness to take risks. Some entrepreneurs risk their home and their savings and give up a good job to start their own business. The financial rewards can be great, but so are the risks. In the UK, only 40 per cent of start-up businesses survive for five years.


	✚  Hardworking and committed. Setting up a new business is hard work and there will inevitably be setbacks along the way. Entrepreneurs must work hard, have a desire to succeed and be resilient.


	✚  Innovative. An entrepreneur has to have good ideas and to be able to turn these into successful products that people want. Skilled entrepreneurs are able to identify consumers’ needs that are not being met by existing businesses and design products to meet those needs at an acceptable price.


	✚  Organised. An entrepreneur should be able to manage their business efficiently by, for example, making effective use of their time and other resources that are available.





Now test yourself

Think of the people you know and decide who might make a good entrepreneur. Describe the characteristics that they possess that make you think they would be successful in this role.



Types of business and their basic functions

Business sectors

Businesses can be classified in many ways, but it is common to divide them into primary, secondary and tertiary sectors, as shown in Figure 1.2. The tertiary sector is easily the largest sector in the UK economy and the value of its output has grown quickly over the last 50 years.


Primary sector (or primary industry): Organisations that extract the Earth’s natural resources.

Secondary sector (or secondary industry): Organisations that use raw materials to manufacture goods or to construct items.

Tertiary sector (or tertiary industry): Organisations that provide services to consumers or to other organisations.



[image: image]Figure 1.2 Primary, secondary and tertiary sectors

Functions of a business

Businesses are often considered to have four internal functions which work together to supply goods and services.


	✚  Operations. This involves producing a good or service. An airline must fly passengers to their destinations while an oil company will extract crude oil and refine it for sale to its customers.


	✚  Marketing. A business will only succeed if it understands what its customers want and supplies them with these products. Marketing involves researching customers’ needs, designing suitable products, informing customers about them, setting suitable prices and making the products available to customers.


	✚  Human resources. All businesses employ people. Managing these people so they are as effective as possible is an important part of a successful business.


	✚  Finance. Businesses depend on money. They have to raise it to start trading or to expand the business and must have enough to pay debts as they become due. A successful business will also make a profit at the end of a trading period.





Exam tip

Remember that, although a business’s activities can be divided into four functions, they are all dependent upon one another. For example, a business cannot produce products unless it has raised finance to do so and has hired suitably skilled employees.




Check your understanding


	1  Explain, using examples, the difference between the operations function and the marketing function of a business.


	2  Describe the four internal functions of Nissan, one of the largest car manufacturers in the UK.



Answers online



The dynamic nature of business

The business environment

The business environment refers to the external factors which can affect a business. The following elements of the business environment can have significant effects on businesses:


	✚  Technological change. Technology has led to many new products, such as drones and social media websites. It has also led to new methods of production, such as robots moving goods in warehouses.


	✚  Economic change. Economic factors that affect businesses include:


	–  interest rates – affect the cost of borrowing money


	–  exchange rates – influence the price of goods sold or bought from overseas


	–  inflation – the rate at which prices increase


	–  gross domestic product (GDP) – the value of all incomes earned in an economy.






	✚  Legal change. Businesses must comply with a wide range of laws and regulations which change frequently. These can affect the products that they sell (products must be safe, for example) and the ways in which they are produced (for example, providing a safe and healthy working environment for employees).


	✚  Environmental expectations. These are an increasingly important influence on businesses’ decisions. Businesses are under pressure to produce goods and services without damaging the environment. They might for instance use sustainable supplies and renewable sources of energy, or reduce waste products as far as possible.





Interest rate: The cost of borrowing money or the reward for saving money, expressed as a percentage.

Exchange rate: The price of one currency expressed in terms of another, for example £1 = $1.50.



The business environment is challenging because it is dynamic. Businesses have to constantly adapt to changes they face.


Exam tip

When answering analysis questions such as question 3, make sure that you:


	✚  only offer one line of analysis (as required in the question)


	✚  develop your argument as fully as possible.




In this case, don’t just explain the problems resulting from rising interest rates; analyse how this will affect Rafael’s plans.




Exam practice

Rafael Rajhoy is a keen cook and, having been made redundant from his job, has plans to open a restaurant rather than finding another job. He has developed a number of new meals which have been popular with his friends and often works late at night designing new recipes. His wife describes him as ‘organised, creative and very dedicated’, but also someone who worries a lot about money.

Rafael has £145,000 savings to invest in his business but will need a large loan of £215,000 from his bank to raise the rest of the money he needs to buy a suitable property and equip it as a restaurant. He is a little worried as interest rates are forecast to increase substantially in the near future and he is concerned that he may not attract enough diners – especially in the first few months of trading. Rafael is also concerned about losing his home if the business fails.



	
	1  Explain the term ‘opportunity cost’.



	[2]




	
	2  State and explain two types of resources that Rafael will need to start his business.



	[4]



	
	3  Analyse one way in which the forecast rise in interest rates might affect Rafael’s plan to start his business.



	[6]




	
	4  Analyse the arguments for and against Rafael being a good entrepreneur. Evaluate whether Rafael will make a good entrepreneur.



	[12]







1.2  Business ownership

A business can use a variety of legal structures, as shown in Figure 1.3.

[image: image]Figure 1.3 The legal structures of a business

Sole trader

A sole trader owns and manages a business on their own, although they may employ some staff. This is the most common form of business in the UK and examples include plumbers, hairdressers and gardeners. It is straightforward to set up as a sole trader as it involves little form filling or government regulation.


Sole trader: Someone who sets up a business on their own.



Advantages of being a sole trader


	✚  Simple, quick and inexpensive to set up.


	✚  The person who owns the business keeps all the profits – if there are any.


	✚  The owner has total control and makes all the decisions without the need to consult with others.




Disadvantages of being a sole trader


	✚  It can be hard work and stressful. Sole traders can find it difficult to take a holiday and have to make all the decisions as well as manage the business.


	✚  A wide range of skills is needed as an entrepreneur must manage all the business’s functions: operations, marketing, finance and possibly human resources.


	✚  Unlimited liability means that if a sole trader business fails, its owner’s personal possessions can be sold to pay the business’s debts. Sole traders can lose everything they own. This is a major disadvantage.


	✚  It is often difficult to raise money to start or expand a business. Personal savings or loans from friends and family might be used initially.


	✚  A sole trader business ends when its owner dies – even if it has been running for years.





Unlimited liability: The personal possessions of the owner of a business are at risk if there are any problems. There is no limit to the amount of money the owner may have to pay out.




Now test yourself

Make a list of points to explain why the sole trader is such a popular form of legal structure for entrepreneurs setting up a business in the UK.



Partnership

A partnership is formed when two or more people set up in business together. There is normally a maximum of 20 partners allowed, although there are exceptions. Partnerships are very common in professions such as dentists and veterinary surgeons.


Partnership: Occurs when two or more people join together in a business enterprise to pursue profit.



A partnership is normally established using a Deed of Partnership. This document sets out the ‘rules’ by which the partnership will be run. The Deed of Partnership may include:


	✚  the amount of money to be invested by each partner


	✚  the roles (or specialisms) of each partner


	✚  how profits will be split between the partners


	✚  how decisions on new partners will be made


	✚  how decisions will be made.




If a partnership does not have a Deed of Partnership, profits must be paid out equally.

Advantages of partnership


	✚  There is likely to be a wider range of skills available, helping to make the business more efficient. For example, in a veterinary practice, one vet may be an expert in treating horses and another in dogs and cats.


	✚  Partnerships potentially have access to more finance, as each partner can contribute funds.


	✚  Partners bring different skills and can cover for each other during holidays, reducing stress.




Disadvantages of partnership


	✚  Disagreements are common as partners may have different ideas on how to run the business. This can cause inefficiency or the ending of the partnership.


	✚  Profits must be shared between partners, unlike sole traders.


	✚  Most partnerships have unlimited liability, meaning that partners’ personal possessions are at risk and if a mistake is made by one partner, all partners must pay the price. However, some partnerships can benefit from the protection of limited liability.


	✚  Decision making can be slow as all partners are normally consulted.





Limited liability: Exists when a business and its owners are legally separate. This means that the owners’ personal possessions cannot be sold to pay the business’s debts.




Check your understanding


	1  Explain why a sole trader might be worried about unlimited liability.


	2  Why does limited liability offer protection to the owners of a business?



Answers online



Companies

A company is a type of business which has its own legal identity. It can own assets such as land and vehicles, incur debts, be sued for wrongdoing and is legally separate from the people who own it. A company’s owners are called shareholders. Because shareholders are legally separate from the company itself, they have limited liability. This means that a company’s shareholders’ liability (or potential to pay) is limited to the amount that they have invested in the business.


Company: A business that has its own legal identity. It can own items, owe money, sue and be sued.

Shareholder: A person or organisation that owns a part of a company. Each shareholder owns a ‘share’ of the business.



Companies can sell different types of shares, but ordinary shares are the most common. These shares include voting rights, allowing shareholders a say in how the company is run. Anyone, or any group that has more than 50 per cent of a company’s shares, gains control of the company.


Shares: Documents which represent part ownership of a company.



Shareholders own a company, contribute finance and sometimes expertise – especially in the business’s activities. In large companies, shareholders and managers are often different people. This can cause conflict if the two groups want different outcomes. For example, shareholders may want quick profits, managers may want the company to grow.

There are two types of company:


	✚  Private limited companies. These are often relatively small, sometimes owned by families. They have the letters ‘Ltd’ after the company’s name. Existing shareholders in a private limited company can control who is able to buy shares in the business.


	✚  Public limited companies. These tend to be larger and have the letters ‘plc’ after their names. Many public companies can advertise and sell shares on the Stock Exchange. Anyone can buy shares in a public limited company.





Private limited company: A business owned by its shareholders whose shares cannot be freely traded on the Stock Exchange.

Public limited company: A large business owned by its shareholders whose shares can be sold freely on the Stock Exchange.



A private limited company can become a public limited company through the process of flotation. This involves making its shares available to the general public.


Check your understanding


	1  What is a shareholder?


	2  Why can shareholders provide advantages and disadvantages to a business?



Answers online



Private limited companies

Private limited companies range from start-up businesses to long-established family businesses. Some advantages of operating as a private limited company are described below.


	✚  Limited liability – shareholders are only liable to pay the amount they have invested or have agreed to invest. This helps to attract shareholders and funds for the business.


	✚  The business has a separate legal identity, which means the company continues in existence even when its owners die.


	✚  The business is able to hire expert and specialist managers to run it.


	✚  Many customers prefer to deal with a company as they feel it has a higher status than a sole trader, and this can help to boost sales.




But disadvantages exist too:


	✚  It is more complex to set up a company, even a private limited one. There are more rules and laws to comply with, and it can be more expensive to operate a business as a company.


	✚  Some financial information is available to anyone who cares to see it. This might benefit rivals.


	✚  Selling shares to raise money may reduce the amount of control the original owners have over the business. They may lose control entirely.





Typical mistake

Do not always assume that private limited companies have to be large businesses. They are quite cheap to establish, and many start-up businesses are private limited companies.



Public limited companies

Public limited companies (PLC) are normally much larger than private limited companies. These businesses have a number of advantages.


	✚  PLCs can sell shares to the general public via the Stock Exchange. This makes it easier to raise money when needed, as new shareholders know they can, if necessary, also sell their shares on the Stock Exchange.
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1.3  Setting business aims and objectives

What are business aims and objectives?

















The purpose of setting objectives



	

	

	

	







	

	

	





The role of objectives in running a business
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Changing objectives



	

	

	










	

	




Objectives as a measure of success















	
	
	





	
	
	



	
	
	








	

	


	


	
	


	


	
	


	


		


	










1.4  Stakeholders

The main stakeholders of businesses




	

	

	

	

	
















The objectives of stakeholders
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The impact of business activity on stakeholders



	

	

	








The impact and influence of stakeholders on a business 



	

	

	








Stakeholder conflict



	

	

	







	

	

	




	

	












	

	


	


		


	


	
	


	


		


	










1.5  Business location






Factors influencing location

Type of business



Proximity to the market






Availability of raw materials






Suitable supplies of labour


Competition






Costs










	

	

	





How the factors influencing location are changing



	

	



















	
	


	



		


	


		


	


	
	


	






1.6  Business planning

The purpose of business planning







Raise finance


Set business objectives



Organise the business



















	
	





	
	



	
	



	
	





The main sections of a business plan



	

	

	

	

	

	













Financial terms contained in a business plan

Basic financial terms




	

	

	


















	
	





	
	



	
	



	

	







	

	









	

	

	

	





Basic financial calculations









	

	

	
















	

	


	


		


	


	
	


	


		


	










1.7  Expanding a business 

Methods of business expansion



	

	









Measuring the size of a business 



	

	

	

	








Internal or organic growth


Franchising








	

	

	





	

	



Opening new stores


E-commerce








	

	

	



Outsourcing












External growth or integration 



	

	









Advantages and disadvantages of business growth


Advantages of growth


	

	

	








	

	









Disadvantages of growth


	

	

	

	








	












Unit costs and economies and diseconomies of scale
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