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Get the most from this book


Everyone has to decide his or her 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 do not hesitate to write in it — personalise your notes and check your progress by ticking off each section as you revise.

Track your progress

Use the revision planner on pages 4 and 5 to plan your revision, topic by topic. Make a note 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 noting 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
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Exam tips

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

[image: ]






[image: ]

Typical mistakes

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

These short, knowledge-based questions provide the first step in testing your learning. Answers are at the back of the book.
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Definitions and key words

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

Key words from the specification are highlighted in bold throughout the book.
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Making links

This feature identifies specific connections between topics and tells you how revising these will aid your exam answers.
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Exam skills

These summaries highlight how specific skills identified or applicable in that chapter can be applied to your exam answers.
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Exam practice

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

The summaries provide a quick-check bullet list for each topic.
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Online

Go online to check your answers to the exam questions and try out the extra quick quizzes at www.hoddereducation.co.uk/myrevisionnotesdownloads
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My Revision Planner


Introduction

Assessing A-level Business

1 What is business

Understanding the nature and purpose of business

Understanding different business forms

Understanding that businesses operate within an external environment

2 Managers, leadership and decision making

Understanding management, leadership and decision making

Understanding management decision making

Understanding the role and importance of stakeholders

3 Decision making to improve marketing performance

Setting marketing objectives

Understanding markets and customers

Making marketing decisions: segmentation, targeting and positioning

Making marketing decisions: using the marketing mix

4 Decision making to improve operational performance

Setting operational objectives

Analysing operational performance

Making operational decisions to improve performance: increasing efficiency and productivity

Making operational decisions to improve performance: improving quality

Making operational decisions to improve performance: managing inventory and supply chains

5 Decision making to improve financial performance

Setting financial objectives

Analysing financial performance

Making financial decisions: sources of finance

Making financial decisions: improving cash flow and profits

6 Decision making to improve human resource performance

Setting human resource objectives

Analysing human resource performance

Making human resource decisions: improving organisational design and managing the human resource flow

Making human resource decisions: improving motivation and engagement

Making human resource decisions: improving employer–employee relations

7 Analysing the strategic position of a business

Mission, corporate objectives and strategy

Analysing the existing internal position of a business to assess strengths and weaknesses: financial ratio analysis

Analysing the existing internal position of a business to assess strengths and weaknesses: overall performance

Analysing the external environment to assess opportunities and threats: political and legal change

Analysing the external environment to assess opportunities and threats: economic change

Analysing the external environment to assess opportunities and threats: social and technological change

Analysing the external environment to assess opportunities and threats: the competitive environment

Analysing strategic options: investment appraisal

8 Choosing strategic direction

Strategic direction: choosing which markets to compete in and what products to offer

Strategic positioning: choosing how to compete

9 Strategic methods: how to pursue strategies

Assessing a change in scale

Assessing innovation

Assessing internationalisation

Assessing greater use of digital technology

10 Managing strategic change

Managing change

Managing organisational culture

Managing strategic implementation

Problems with strategy and why strategies fail

Glossary

Now test yourself answers, exam practice answers and quick quizzes at www.hoddereducation.co.uk/myrevisionnotesdownloads





Countdown to my exams
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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 pages 4 and 5 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 your revision down 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.
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4–6 weeks to go


	•  Read through the relevant sections of this book and refer to the exam tips, summaries, 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’ questions in the book. Look up the answers at the back of the book.

	•  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 exam practice questions provided in this book. Check your answers online and try out the extra quick quizzes at www.hoddereducation.co.uk/myrevisionnotesdownloads

	•  Try using different revision methods as you work through the sections. For example, you can make notes using mind maps, spider diagrams or flash cards.

	•  Track your progress using the revision planner and give yourself a reward when you have achieved your target.
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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, your teacher is an expert at preparing people for examinations.
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The day before the examination


	•  Flick through these Revision Notes for useful reminders, for example the exam tips, summaries, typical mistakes and key terms.

	•  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.
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My exams

Paper 1: Business 1

Date:………………………………………………………………………….

Time:………………………………………………………………………….

Location:………………………………………………………………………

Paper 2: Business 2

Date:………………………………………………………………………….

Time:………………………………………………………………………….

Location:………………………………………………………………………

Paper 3: Business 3

Date:………………………………………………………………………….

Time:………………………………………………………………………….

Location:………………………………………………………………………
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Introduction


Assessing A-level Business

As a student of A-level Business, it is important that you understand three things:


	•  the assessment objectives

	•  the command words linked to the assessment objectives

	•  the nature of the examination papers




Command words

Command words are linked to the assessment objectives, as shown below. Familiarity with the relevant command words is important. It helps you to avoid wasting time in the exam room (e.g. by trying to evaluate when there is no requirement for it).


	•  Explain. This requires you to demonstrate knowledge and understanding in a given context. (AO1, AO2)

	•  Analyse, Explain why, Explain how. All three require analysis and need a greater depth of answer, demonstrating why or how the circumstances in question are likely to impact the business or individual. (AO1, AO2, AO3)

	•  Evaluate, To what extent, Assess, Justify. These four require you to evaluate: in other words, to make supported judgements related to the data, case study or essay title. (AO1, AO2, AO3, AO4)
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Assessment objectives


	•  AO1 You should be able to demonstrate knowledge and understanding of terms, concepts, theories and models.

	•  AO2 You must be able to apply your knowledge and understanding in the context of different business situations.

	•  AO3 You must be able to analyse issues in context, demonstrating their potential impact on organisations and individuals.

	•  AO4 You must be able to evaluate information in order to make judgements and provide evidence-based solutions.
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The assessment objectives and command words relate to the skills of knowledge and application, analysis and evaluation, but there is one skill inherent to these that is not mentioned: that of planning. Students all too often overlook this and yet it is essential to forming a coherent answer. You should use your understanding of the assessment objectives and command words to plan your response. For instance, as part of your planning for a question involving evaluation, ask yourself:


	•  What is important for this business?

	•  Why is it important to the business?

	•  What factors or circumstances justify its importance?





The A-level exam papers

The Business A-level specification is examined by three equally weighted exam papers of 2 hours’ duration, taken at the end of the course. Each of the three papers is synoptic: that is, each can ask questions based on any element of the specification and will include one or more calculations. The only difference between the papers is their style of assessment.


Paper 1 (100 marks)

Paper 1 is split into four sections:




	
	•  Section A


	15 multiple-choice questions
	15 marks



		•  Section B


	Short-answer questions (about six)
	35 marks



		•  Section C


	Essay (choice of one from two)
	25 marks



	
	•  Section D


	Essay (choice of one from two)
	25 marks







Paper 2 (100 marks)

Paper 2 consists of three sets of data response questions, with each set representing approximately one third of the total paper marks. The final question of each set will be evaluative. There will be nine to ten questions in total.



Paper 3 (100 marks)

Paper 3 is based on a single case study and will comprise six to seven questions: two to three analytical ones and three to four evaluative ones.
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Exam tip

The exam comprises three papers and it is important that you familiarise yourself with these papers and the skills required so you know what to expect and the amount of time to allocate to each question. For example, for Paper 1 of the A-level exam, the last question, worth 25 marks, is an essay and it is important you have enough time to answer this question properly. Remember that all three papers address the whole specification covered over Year 1 and Year 2, and you must be prepared to draw on the whole of that knowledge in planning and writing your answers.
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1 What is business?



Understanding the nature and purpose of business


Why businesses exist

Businesses exist in many shapes and sizes and for different purposes. The opportunity for making profit is an important reason why they exist, but it is not the only reason. Other reasons are:


	•  to provide goods and services; this includes public services, such as the NHS and police and fire services

	•  to develop a good idea (enterprise)

	•  to provide help and support for others, most notably charities that raise funds in various ways to help and support the lives of others





Mission statements

A business mission statement, sometimes called a ‘vision statement’, defines what an organisation is and why it exists. It is a declaration of its core purpose and focus. Here are two examples:

To passionately create innovation for our stakeholders at the intersection of chemistry, biology and physics. (The Dow Chemical Company)

Bring inspiration and innovation to every athlete in the world. (NIKE, Inc.)

The purpose of the mission statement is to help bring focus and meaning to a business and act as a guide when making critical decisions that may affect the direction of a business.
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Now test yourself


	  1  List three reasons why businesses exist.

	  2  Explain briefly why a business would write a mission statement.



Answers online
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Common business objectives

When looking at the objectives of a business, it is important to remember that they are quite complex and will vary according to circumstances and the type of organisation. A charity will have different objectives from a public limited company but even different public limited companies may have different objectives. Three key objectives of business are:


	•  survival

	•  growth

	•  profit



Over recent years the global nature of business and the intense competition in many markets have meant that two other objectives have become increasingly important, namely:


	•  customer service

	•  corporate social responsibility (CSR)



CSR refers to the commitment of a business to behave ethically towards its workforce, the local community and society at large, i.e. companies take responsibility for their impact on society.

When looking at business objectives, it is also important to recognise that each functional area of a business will set objectives that should contribute to the business achieving its overall objectives. This is illustrated in Figure 1.1.
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Figure 1.1 The hierarchy of objectives
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Typical mistake

Do not assume that all businesses have the one objective of making a profit or that the objectives will always be the same for a particular business. They are likely to change over time.
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The relationship between mission and objectives

The mission statement of a business outlines the bigger picture and generally establishes the core values and principles that help guide the conduct and action of staff. Objectives, however, are goals that are set to achieve the overall mission of the business.

Objectives differ from the mission in that they are actionable and measurable. Without the mission statement, the objectives have no direction, but without the objectives, the mission is unachievable. Putting together the mission and objectives provides a balance that helps to shape a business’s operation and service.

In addition to being actionable and measurable, objectives should have the following SMART characteristics. They should be:


	•  Specific: objectives must be clear, precise and well defined.

	•  Measurable: it must be possible to know when an objective has been completed.

	•  Achievable: objectives must be within capabilities and have sufficient resources.

	•  Realistic: an objective must be challenging but possible to achieve given the capabilities and resources.

	•  Time based: there must be a deadline to work to.



As an example, an objective for a new coffee chain entering the UK market might be to increase market share by 2.5% a year for the next 5 years. This is a SMART objective as there is a clearly defined and measurable goal, whereas simply aiming to achieve growth in market share is not.

The relative importance of different objectives is likely to vary over time depending on circumstances. In difficult economic times, survival is likely to be more important than profit or environmental targets, whereas in a booming economy, profit, growth and social issues will take on a far more important role.



Why businesses set objectives

There are a number of reasons why businesses set objectives:


	•  The fact that objectives will be measurable and time based means that they can be used to evaluate performance.

	•  If they are realistic and achievable, they can provide motivation for those who are responsible. However, they should not be too easily achievable and there should be an element of challenge.

	•  Objectives should also be specific and, as a result, will give meaning to planning and ensure that a business remains focused on its mission.
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Exam tip

Objectives will not be the same for all companies and will change over time. Read any stimulus material you are given in the exam carefully to ascertain which objectives are important and why for the business in question.
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Now test yourself


	  3  Outline how a mission statement differs from objectives.

	  4  List five business objectives.

	  5  Draw up a table to illustrate the likely objectives of the following: a public limited company; a public sector organisation; a charity.

	  6  Outline why it is necessary for any business objective to be SMART.



Answers online
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Making links

The mission and objectives of a business can be a driver of decision making and strategy, but their importance is likely to vary according to the opportunities and threats the business faces.
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The measurement and importance of profit

Profit is the reward that owners or shareholders of a business receive for taking the risk of investing in the business. Profit therefore provides an incentive for setting up in business. When measuring the level of profit achieved, it is first necessary to understand what is meant by revenue and the various costs involved.

Revenue is the money received from sales and is calculated by multiplying the units sold by the price of each unit. When considering revenue, be aware that other terms might be used, such as turnover, sales turnover and sales revenue — they all mean the same thing.

Variable costs are the costs that are directly related to output and, as a result, vary directly with output. Examples include direct labour (workers who are directly involved in the production process) and raw materials.

Fixed costs, as the name suggests, are costs that are fixed and will not change in the short term. These costs will have to be paid whether or not any production takes place, and include rent, rates and director salaries.

Total costs are the fixed costs and variable costs added together and represent the total costs of production in a given time period.

Armed with figures for revenue and costs, it is possible to calculate profit for a business using the formula:

profit = total revenue − total cost
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Typical mistake

Make sure your definitions are complete and your examples are accurate. When defining variable costs, it is not enough to say that they vary with output — they vary directly with output. In the same way, it is not labour that is the variable cost but labour directly involved with output.
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Worked example

A business produces 10,000 units which it sells for £5 each. Its variable costs are £25,000 and its fixed costs £10,000. What is its profit?

profit = total revenue − total costs

total revenue = 10,000 × £5 = £50,000

total cost = variable costs + fixed costs = 25,000 + 10,000 = £35,000

profit = £50,000 − £35,000 = £15,000
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Now test yourself


	  7  From the figures below, calculate the expected profit of ABC Ltd.
Output: 10,000 units

Price: £5 per unit

Fixed costs: £5,000

Variable costs: £3 per unit


	  8  Identify three advantages and three disadvantages of a business choosing to maximise profits rather than pursuing an alternative objective. You should consider the question from the point of view of different stakeholders, such as customers, workers, shareholders and so on.



Answers online
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Understanding different business forms


Different forms of business


Private sector businesses

Businesses in the private sector fall into two broad categories: corporate and non-corporate, as shown in Table 1.1.




	Table 1.1 Types of business



	Corporate businesses
	Non-corporate businesses





	Private limited companies
	Sole traders (or sole proprietors)



	Public limited companies
	Partnerships







Corporate businesses

Corporate businesses have a legal identity that is separate from that of their owners. Their owners benefit from limited liability. Limited liability restricts the financial responsibility of shareholders for a company’s debts to the amount they have individually invested. It means that a company can sue and be sued and can enter into contracts.

Limited liability has an important implication for the owners (shareholders) of corporate businesses because, in the event of such a business failing, the shareholders’ private possessions are safe. Their liability is limited to the amount they have invested.

There are two methods by which the liability of shareholders can be limited:


	•  By shares. In this case, a shareholder’s liability is limited to the value of the shares that they have purchased. There can be no further call on the shareholder’s wealth.

	•  By guarantee. Each member’s liability is restricted to the amount they have agreed to pay in the event of the business being wound up. This is more common with not-for-profit businesses.



There are two main types of corporate company:


	•  Private limited companies. These are normally much smaller than public limited companies. Share capital must not exceed £50,000 and ‘Ltd’ must be included after the company’s name. The shares cannot be bought and sold without the agreement of other shareholders, and they cannot be sold on the Stock Exchange. Private limited companies are normally relatively small and are often family businesses.

	•  Public limited companies. Their shares can be traded on the Stock Exchange and bought by any business or individual. Public limited companies must have the term ‘plc’ after their name. They must have a minimum capital of £50,000 by law; in practice, this figure is likely to be far higher. They have to publish more details of their financial affairs than do private limited companies.



Those forming a company must send two main documents to the Registrar of Companies:


	•  Memorandum of Association. This sets out details of the company’s name and address and its objectives in trading.

	•  Articles of Association. This details the internal arrangements of the company, including the frequency of shareholders’ meetings.



Once these documents have been approved, the company receives a Certificate of Incorporation and can commence trading.
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Typical mistake

Do not propose starting a new business as a public limited company in response to an examination question. The huge costs involved mean that this is most unlikely to happen.
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Typical mistake

Many students argue that it is expensive and complicated to set up a private limited company. This is not true and these are not valid reasons to argue against the use of this legal form of business.
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Non-corporate businesses

Non-corporate businesses and their owners are not treated as separate elements — an owner’s private possessions are all at risk in the event of failure. Sole traders and partners are usually said to have unlimited liability. However, since 2000 it has been possible to establish limited liability partnerships (LLPs) which offer partners financial protection.

The different types of non-corporate business are:


	•  Sole traders (or proprietors). These are businesses owned by a single person, although the business may have a number of employees. Such one-person businesses are common in retailing and services, e.g. plumbing and hairdressing.

	•  Partnerships. These comprise between 2 and 20 people who contribute capital and expertise to a business. A partnership is usually based on a Deed of Partnership, which states how much capital each partner has contributed, the share of profits each shall receive and the rules for electing new partners. Some partners may be ‘sleeping partners’, contributing capital but taking no active part in the business. Partnerships are common in the professions, e.g. dentists and accountants.



The advantages and disadvantages of the various legal forms of business are shown in Table 1.2.




	Table 1.2 The advantages and disadvantages of different legal forms of business



	Type of business
	Advantages
	Disadvantages





	Sole trader
	
	•  Simple and cheap to establish with few legal formalities.

	•  The owner receives all the profits (if there are any).

	•  Able to respond quickly to changes in the market.

	•  Confidentiality is maintained as financial details do not have to be published.



	
	•  The owner is likely to be short of capital for investment and expansion.

	•  Few assets for collateral to support applications for loans.

	•  Unlimited liability.

	•  It can be difficult for sole traders to take holidays.






	Partnership
	
	•  Between them, partners may have a wide range of skills and knowledge.

	•  Partners are able to raise greater amounts of capital than sole traders.

	•  The pressure on owners is reduced as cover is available for holidays and there is support in making decisions.



	
	•  Control is shared between the partners.

	•  Arguments are common among partners.

	•  There is still an absolute shortage of capital — even 20 people can only raise so much.

	•  Unlimited liability.






	Private limited company
	
	•  Shareholders benefit from limited liability.

	•  Companies have access to greater amounts of capital.

	•  Private limited companies are only required to divulge a limited amount of financial information.

	•  Companies have a separate legal identity.


	
	•  Private limited companies cannot sell their shares on the Stock Exchange.

	•  Requiring permission to sell shares limits potential for flexibility and growth.

	•  Private limited companies have to conform to a number of expensive administrative formalities.





	Public limited company
	
	•  Public limited companies can gain positive publicity as a result of trading on the Stock Exchange.

	•  Stock Exchange quotation offers access to large amounts of capital.

	•  Stock Exchange rules are strict and this encourages investors to part with their money.

	•  Suppliers will be more willing to offer credit to public limited companies.


	
	•  A Stock Exchange listing means emphasis is placed on short-term financial results, not long-term performance.

	•  Public limited companies are required to publish a great deal of financial information.

	•  Trading as a public limited company can result in significant administrative expenses.
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Now test yourself


	  9  Identify three differences between a corporate business and a non-corporate business.

	10  Explain the difference between a sole trader and a partnership.



Answers online
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Not-for-profit businesses

Not all businesses aim to make profits. A not-for-profit business is any organisation, such as a charity, that has business objectives other than making a profit. These businesses are also called ‘social enterprises’.

Social enterprises trade in a wide range of industries and operate with a number of non-profit objectives:


	•  To provide services to local communities. Some social enterprises may remove graffiti or clean up beaches for the benefit of entire communities.

	•  To give people job-related skills. The chef Jamie Oliver ran a chain of restaurants (called ‘Fifteen’) with the prime objective of providing training in a variety of catering skills for young people from disadvantaged backgrounds.

	•  Fair-trading activities. Some businesses import products from less developed countries but pay above the market price for the products. They may also invest in facilities, such as education and healthcare, in the exporting communities.
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Exam tip

Remember that a social enterprise may have a financial target in the form of maximising income. This is true of many charities, which then use much of this income to support good causes.
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Mutuals

Mutuals are generally private businesses whose ownership base is made up of their clients and policy holders. They are characterised by the fact that they are run for the benefit of their members, e.g. cooperatives. Insurance companies and building societies were traditionally organised in this way, but many of the biggest have changed to become public limited companies.
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Now test yourself


	11  Explain three objectives that a not-for-profit business may have. For each objective identified, give an example.

	12  How does a mutual organisation differ from other incorporated business organisations?



Answers online
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Public sector organisations

Some services and businesses in the UK are controlled and run by the government or local authorities and are referred to as being in the public sector. This includes services such as the police, fire service, the BBC and the NHS, as well as local council-run services such as rubbish collection.

The public sector used to include a number of key industries and utilities (such as coal, steel, water, telecommunications etc.) that were known as ‘nationalised industries’. These have largely been sold off to the private sector through a privatisation process.
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Now test yourself


	13  Using three examples, define the term ‘private sector organisation’.

	14  Using three examples, define the term ‘public sector organisation’.

	15  Explain how business objectives might differ for private sector and public sector organisations.



Answers online
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Reasons for choosing different forms of business

The key choice in terms of business structure is between unincorporated and incorporated status. There are a number of factors that may be considered here:


	•  Formalities and expenses. Sole traders and partnerships are relatively easy to set up, with few formalities. This is an ideal form for small businesses such as joiners, electricians and corner shops.

	•  Size and risk. If a business is and intends to remain small and carries little in the way of risk, then a sole trader or partnership may be the most appropriate form of business. This is the reason many corner shops, joiners and electricians remain as sole traders.

	•  Objectives of the owners. If the objectives of the owners involve growth, then forming an incorporated business might be more appropriate. This is likely to give greater access to capital and limited liability would reduce the risks involved for the owners.





Reasons for changing business form

The main reasons for changing business form are as follows:


	•  Circumstances. Due to changing circumstances, such as the growth of a business, the owner(s) may wish to become incorporated in order to benefit from limited liability.

	•  Capital. The owner(s) of a business may find it easier to raise capital by becoming incorporated or by becoming a public limited company if it is a private limited company.

	•  Acquisition or takeover. This may cause a change of structure, e.g. a private limited company may be taken over by a public limited company.



Although businesses generally change from private limited to public limited, it is also possible to move the other way, i.e. from public to private limited. A business may do this to escape the constant scrutiny of the City and the pressure of short-term shareholder objectives. A good example of this is Richard Branson’s Virgin Group.
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Making links

When assessing the most appropriate form of business organisation, think about factors such as the market, the objectives of the business and the risk involved.
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Exam tip

When deciding on the most appropriate legal structure for a business, always base any recommendation on the circumstances of the individual business: its objectives, its size, the product or service offered and the risk involved.
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Now test yourself


	16  Why are most new businesses set up as sole traders?

	17  List three reasons for changing the legal form of a business from sole trader to partnership.

	18  List three reasons for changing the legal form of a business from private limited company to public limited company.



Answers online

[image: ]






The role of shareholders and why they invest

Ordinary share capital is the money invested in a company by shareholders entitling them to part-ownership of the company. This capital is permanent and will never have to be paid back to the owners by the company. If the owners wish to get their money back, they can sell their shares through the stock market.

Private individuals can invest in public limited companies, becoming shareholders and part-owners of the business, but private individuals will only ever own a small fraction of the shares of any one business. By far the biggest shareholders will be financial institutions such as pension funds and insurance companies.

Shareholders have certain rights and a role to play in the running of a business:


	•  Major decisions that will have an impact on shareholders are required to be approved by the shareholders at a general meeting called by the directors.

	•  The main role of shareholders therefore is to attend this meeting and discuss whatever is on the agenda and to ensure the directors do not go beyond their powers.

	•  There are also certain actions that can only be done by shareholders, such as the removal of directors or changing the name of a company.



There are two reasons why private individuals and financial institutions invest in shares:


	•  Income. Shareholders are entitled to a share of company profits known as a dividend. The total amount given to shareholders is decided by the board of directors and can vary, but investors hope that the return they get will increase over time.

	•  Capital growth. Shareholders hope that the value of their shares will increase over time.
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Typical mistake

Students often assume that when a shareholder sells shares they are sold back to the company. This is not true. Shares are sold through the Stock Exchange to a new shareholder who wishes to buy. This works in the same way as buying and selling used cars.
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Now test yourself


	19  Explain two reasons why someone might choose to buy shares in a plc like Facebook.

	20  Explain two reasons why a plc like Facebook sells shares.



Answers online
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Influences on and the significance of share price changes

Both the level of dividend and the share price of a company can fluctuate, and it is important to recognise that they can go down in value as well as up. The price of an individual share is determined through the market. If demand is greater than supply, the price will go up; if there are more sellers than buyers, the price will fall.

There are a number of reasons why shares and dividends may fluctuate in value:


	•  Performance. If there are worse than expected profits (e.g. if a retailer reports a poor performance during the Christmas period, a time when traditionally sales are good), shares will go down in value. If profits are higher, then share value will increase.

	•  Expectation of better or worse profit performance. This might be as a result of a new product due to be launched on the market.

	•  Changes within the market or competitive environment. For example, the move of consumers from the mainstream supermarkets such as Tesco to the discounters such as Lidl and Aldi will adversely affect the value of Tesco’s shares.

	•  World uncertainty. For example, conflict in the Middle East, a pandemic such as the Covid-19 one or an economic downturn will cause share prices to fluctuate.
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Exam tip

An economic downturn may be bad for some businesses, but for others it may be good (Tesco vs Aldi). The same can be said about conflict in the Middle East — this is bad for some businesses, but arms manufacturers are likely to benefit.
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Market capitalisation is calculated by taking the share price and multiplying it by the number of shares issued. This gives a valuation of a company. Changes in the share price will therefore affect the valuation of a business. A falling share price might provide an opportunity for investment or even takeover, or it might be an indication of a business in decline.
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Worked example

Using the information below, calculate market capitalisation.




	share capital
	150m ordinary shares



	share price
	50p





market capitalisation = 150m × 50p = £75m
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The effects of ownership on mission, objectives, decisions and performance

Profit is a key objective of many private sector businesses, and for some this may dominate the decision-making process.

Public limited companies are owned by shareholders who are often driven by profit, which can lead to a short-term approach to business. Decisions will be made on the basis of achieving profit, and the philosophy outlined in the mission statement may take a back seat.

The emphasis on profit has been demonstrated by Tesco. In 2014, Tesco saw falling profits and made mistakes in reporting profits as higher than they actually were. These failings led to a big fall in its share price and the resignation of its CEO.

Sole traders and private limited companies, however, will be less affected by this need to achieve profits and may be able to keep a closer focus on their mission statement and objectives.
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Now test yourself


	21  List four reasons why share prices may fluctuate.

	22  XYZ plc has a share price of 57p and 2,100 million shares. What is its market capitalisation?



Answers online
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Understanding that businesses operate within an external environment

The world that businesses operate in is both unpredictable and uncertain, and changes in this external environment will have an impact on the demand for goods and services, costs and the way a business operates generally.


How the external environment can affect costs and demand

The external environment refers to aspects that are out of the control of the business. These include:


	•  competition

	•  market conditions

	•  economic factors (such as incomes and interest rates)

	•  social and environmental issues

	•  demographic factors



These factors
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Competition







Market conditions
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	23  Briefly explain why it is important for a business to differentiate its product or service in a competitive market.

	24  Identify two barriers to entry for the aeronautical engine market.

	25  Identify two reasons why the hairdressing industry is considered to have low barriers to entry.
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Economic factors



Interest rates



	•  Rising interest rates generally result in lower demand, as consumers are likely to have less disposable income due to higher borrowing costs for loans and mortgages. Other consumers might also be encouraged to save more as a result of rising interest rates.

	•  Not all businesses will be affected negatively by rising interest rates, however. Discount retailers might actually benefit, for instance with consumers switching from traditional grocery stores such as Tesco to discount ones such as Lidl. Some restaurants, such as Pizza Hut, have also gained as consumers cut back on spending.

	•  Costs will also be affected by changes in interest rates. A business with high levels of borrowing will be faced with higher costs when interest rates rise. This, coupled with any fall in demand, can be crippling for some businesses.

	•  However, not all businesses will be affected in the same way with regard to costs — those with little in the way of borrowing will be less affected by interest rate rises.

	•  Should interest rates fall, this is likely to have the opposite effect on both demand and costs.

	•  Interest rates can also affect a business in terms of decision making: high or rising interest rates may lead to a business postponing new capital investment due to the costs involved. Low or falling interest rates will be more conducive to capital investment.

	•  If a business has large cash reserves, it could benefit from rising interest rates due to the higher interest received.
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Incomes
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	26  How might a manufacturer of luxury products be affected by a rise in interest rates?

	27  Explain why not all firms do badly in a recession.
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Demographic factors



	•  The population is growing, with immigration making a large contribution to this growth.

	•  The population is also an ageing one.







Environmental issues and fair trade




	•  As a result, businesses have to spend large amounts on measures to ensure that water, air and the surrounding countryside are kept free of pollution.

	•  Some businesses have located themselves overseas where legislation is less stringent, but even there they are not always free from the public gaze.








Overview of external factors
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	28  List three reasons why a study of demographics might be important to a business.

	29  What do you understand by the term ‘fair trade’?

	30  Identify one company that has received bad publicity as a result of its contribution to environmental damage.
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	•  why businesses exist

	•  common business objectives and their purpose

	•  the relationship between mission and objectives

	•  the measurement and importance of profit, covering revenue, fixed costs, variable costs and total costs





	•  the reasons for choosing different forms of business and for changing business form, with the forms including sole traders, private and public limited companies, non-profit organisations and public sector organisations

	•  limited and unlimited liability

	•  ordinary share capital, market capitalisation and dividends

	•  the role of shareholders and why they invest

	•  influences on share price and the significance of share price changes

	•  the effects of ownership on mission, objectives, decisions and performance





	•  how the following external factors affect costs and demand: competition, market conditions, incomes, interest rates, demographic factors, environmental issues and fair trade
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	At flotation
	Present





	Sales
	£25m
	£27.5m



	Market share
	5.3%
	5.2%



	Share price
	50p
	35p



	Number of shares
	100m
	100m







	a  Calculate the change in market capitalisation of XYZ plc.


	b  Explain why XYZ plc’s market share has decreased although sales have increased.


	c  Analyse the factors shareholders may have considered before investing in XYZ plc.


	d  To what extent do you believe XYZ plc was correct in its decision to convert to a public limited company?
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	•  A plc may find it hard to reinvest all its profit because it has profit-oriented shareholders. A sole trader may find it difficult to raise capital. In these scenarios, the structure of the business is acting as a constraint.

	•  By contrast, a business with an effective mission statement might find it easier to recruit and to motivate its workforce. A sole trader can be more decisive because there is only one person at the helm. In these examples, the business is likely to be more effective at achieving its aim.
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