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Introduction

Welcome to your A-level course in Business. This book has been written to meet the precise requirements of AQA’s A-level Business specification.

Book structure

This book is divided into chapters that match the content and structure of the AQA specification which will help you to understand where you are in terms of covering the relevant material. The A-level course in this book is divided into ten units of study, each comprising between two and five chapters. The book assumes that you have no prior knowledge of Business and this is reflected in the title of Unit 1: ‘What is business?’ At the start of each chapter we give an overview of issues that will be covered and a list of the topics that you should aim to have understood by the end.

Decision making is a key theme for the specification and therefore for this book. Unit 2 focuses on the people who have to make decisions within business and the techniques they may use to make these decisions. The next four units (3 to 6) reflect the importance of decision making and are structured accordingly. Each of these units covers an aspect of the operation of a business such as managing finance, marketing or human resources. The units have three distinct elements:


	●  identifying and explaining the objectives that may be set for this aspect or function of the business


	●  looking at the information that may be available to help decision makers


	●  considering the types of decisions that may be made in this function of the business.




Units 7 onwards, which you may study in year 2 of your A-level course, centre on strategic decision making. Thus, the seventh and eighth units of study entail analysing the current strategic position of a business (where are we now?), while later units look at strategic direction (where do we want to go?), strategic methods and managing change (how do we get there?). Understanding this from the outset will help you to see the wider picture and how the topics that you study are interrelated.

Mastering the models and theories you will study in this book will help you to understand situations which businesses and managers encounter. They also give you a framework to analyse the issues involved in a specific situation and can guide you in making relevant judgements and in justifying them.

Book features

Within each chapter, we have included the following features to support you in studying the material:


Key terms

This feature defines key terms from the specification. It is important to understand the meaning of the terms set out in the specification to be able to relate these concepts to a range of scenarios and to develop focussed responses to questions.




Business in focus

This feature should help to bring each topic to life by showing it in a real context. It shows you how theories and models can be applied to real businesses and can be used to help understand and analyse the decisions that managers, and others associated with businesses, have to make. Each Business in focus feature will have two or three practice questions at the end to encourage you to think further about the topic.






What do you think?

This feature is designed to encourage you to reflect on what you have just covered in a particular part of the book. It may ask you to relate an idea or concept to other topics in the book or to your own experience, or to consider what you might decide to do in a specific situation.




Handling data

This feature offers you an opportunity to apply your numerical skills to a topic and to interpret a range of business-related data, including graphs and tables.




Key models and theories

This feature summarises key models and theories included in the specification and how they may be used to answer questions set in a range of different business contexts.




ASSESSMENT ACTIVITIES

At the end of each chapter we provide a series of features which are relevant for you whether you are studying A-level or AS Business. The features we have included are:

Knowledge check questions

These are questions intended to test your knowledge and understanding of the material set out in the chapter.

Short answer questions

These require you to develop relatively brief responses to a variety of questions, some of which will be calculations.

Data response questions

These provide a business scenario and ask you to answer a number of questions by using your knowledge and understanding of the material in the chapter and relating it to the scenario given.

Essay questions

Essays are included at the end of each chapter. This type of question is intended for A‐level students only. There are no essays in the AS exams, although AS students may benefit from tackling some of these questions.



Revision Sections

These are included at the end of each unit. They provide an opportunity for you to look back over the material that has been covered in the unit and assess how well you have understood it. These sections contain a number of features to help you to do this.


	●  Advice on the unit, particularly things you should do and things you should avoid when studying these topics.


	●  A unit checklist (that follows the specification closely) to monitor your coverage of the topics in the unit and your degree of understanding of each topic.


	●  A selection of short-answer questions that test your knowledge of the range of topics covered in the unit.


	●  A case study which provides a contemporary business context on which a range of questions have been set.


	●  Two essay questions.




AQA’s AS examinations in Business

If you are taking AS Business, you will take two examinations at the end of the year. Both exams test all of the AS material covered in units 1 to 6 of this book.

Paper One

This paper is worth 50 per cent of the total AS marks and its duration is 1½ hours. It comprises three sections:


	●  Section A – 10 multiple-choice questions


	●  Section B – four short-answer questions


	●  Section C – two data-response questions.




Paper Two

This paper is worth 50 per cent of the total AS marks and also lasts for 1½ hours. It is based around a case study which is likely to include some numerical data. There will be approximately seven questions relating to the case study.

AQA’s A-level examination in Business

If you are studying A-level Business, you may still take the AS examinations set out above, but these will not contribute to your A-level qualification as the two are entirely separate. (Your teachers will be able to advise you on whether you will take these AS examinations as practice.)

It is important to remember that the AQA A-level Business examination will assess the entire content of the A-level specification, all of which is covered in this book. These examinations are made up of three papers, each of which is worth 33.3 per cent of the total A-level marks. Each paper has a duration of 2 hours and carries 100 marks.

Paper One

This paper has four compulsory sections:


	●  Section A – 15 multiple-choice questions each worth one mark


	●  Section B – short-answer questions totalling 35 marks


	●  Sections C and D – each comprising two essays from which you must choose one (that is one essay from Section C and one from Section D).




Paper Two

This paper comprises three compulsory data-response questions each carrying approximately 33 marks and made up of three or four individual questions. One of these data-response questions will have mainly numerical or graphic data.

Paper Three

This paper consists of a case study and approximately six compulsory questions.

Other sources of information

You may find it helpful to read the marking schemes that have been produced alongside past examination papers as part of your revision. These marking schemes provide you with:


	●  answers to calculation questions


	●  examples of the knowledge and key arguments that might be used to answer non-numerical questions


	●  the demands of the question – that is what you have to do to answer it fully




Understanding the significance of these last two bullet points is very important in writing responses which answer the question as fully as possible. For example, in June 2018, AQA’s A-level Paper One included the following question: ‘Analyse how delayering might affect the level of profit of a business.’ To meet the demands of the question, students were expected to write an argument which linked the consequences of delayering to the effect on the level of the profit earned by a business. Such a response would reach the top level of the marking scheme. By just discussing the consequences of delayering without a link to profit levels, for example, students would only reach a lower level in the marking scheme. Therefore, understanding and responding to the demands of questions is a vital element of writing good quality responses.

AQA publishes Examiners’ Reports for each of its AS and A-level Examinations after they have been marked and the results issued. These reports set out aspects of the performance of students on each paper which has been good, and those areas where performance can be improved. Reading these reports can help you to prepare thoroughly for future examinations and to avoid some possible pitfalls.

Wider study

This book will guide you through the AQA AS and A-level Business programmes of study, although you should supplement this with research and wider reading. There is an immense amount of information available about businesses, their behaviour, their decision making and the environments in which they operate.

The internet is an enormous and valuable resource and there are numerous websites that are worth visiting. Company websites contain vast amounts of information. For example, public companies produce annual reports including information on their financial and social performance. Newspapers and other media operate valuable websites. Those of the Guardian, the Independent and the BBC are freely available and all have business sections. There are a number of very useful government websites. A topical example is the Business is Great website (www.greatbusiness.gov.uk). You will also find relevant information in magazines, newspapers and on television programmes.

However, business activity takes place around you all the time: when you are shopping, travelling to and from school or college, or enjoying leisure activities. There are many opportunities for you to see the operation of some of the theories and models that you will study.

Business is a subject that will have great relevance to your future life, whatever you choose to do. We hope that you enjoy studying it and wish you good fortune in your examinations.

Malcolm Surridge and Andrew Gillespie







Chapter 1

Understanding the nature and purpose of business


Introduction

The purpose of this chapter is to introduce you to Business as a subject and to encourage you to think about the range of organisations that exist in a modern economy. The UK has businesses of all sizes, from those employing just one person to those who employ many thousands. They supply diverse products, from high technology products, such as military equipment, to relatively simple services such as painting and decorating. This chapter also invites you to consider the targets that businesses attempt to achieve and how they might measure their achievements.

What it is important to know by the end of this chapter:


	●  why businesses exist


	●  the relationship between a business’s mission and its objectives


	●  the objectives that businesses commonly set themselves


	●  the reasons why businesses set objectives


	●  how businesses measure profit and why it is important.




Why businesses exist

1.  What are businesses?

The word ‘business’ is derived from the idea of ‘busy-ness’. This notion of ‘busy-ness’ is a good description of many business organisations. They are busy finding and buying resources, organising and using these resources in production, selling their products and making sure they supply what their customers want. This tells us that businesses are organisations that transform inputs or resources into outputs or products that are purchased by their customers.

Businesses are very diverse as well as being present in many aspects of our lives. They supply an enormous range of goods and services that are demanded by individual consumers and other businesses. They supply essential products such as electricity, health care and education as well as luxury products including jewellery, gourmet meals and designer clothes. Businesses supply goods and services. Goods have a physical existence and can be seen or held. Examples include televisions and furniture. Services are products that are intangible, such as cleaning, dental care or the provision of hotel accommodation.


Key terms

A good is a physical product such as a house or designer suit.

A service is an intangible item such as insurance or decorating.

A product is a more general term which includes goods and services.



Businesses are very important for the UK. They bring a number of benefits to the country, its economy and its inhabitants.


	●  Businesses create employment. Businesses create jobs for individuals. In many cases the business only has one person in it; in some cases, businesses employ hundreds of thousands of people.


	●  Businesses create income. Business earn profits from their activities which are paid to their owners who therefore earn income. Employees are paid for their work.


	●  Businesses create new products. Businesses can improve the lives of people by creating new goods and services. Pharmaceutical businesses such as GlaxoSmithKline (GSK) research and develop medicines that can cure illnesses, extend life expectancy and improve the quality of people’s lives.


	●  Businesses can enhance a country’s reputation. Successful businesses can help to establish and maintain a country’s reputation for being innovative and forward looking. The UK has a strong global reputation for producing top quality music and television programmes.





Handling data










	
	Businesses

	Employment Thousands

	Turnover1 Millions




	All businesses

	5,694,515

	26,723

	3,739,171




	SMEs (0–249 employees)

	5,687,230

	16,146

	1,904,912




	Small businesses (0–49 employees)

	5,653,375

	12,849

	1,363,996




	With no employees2

	4,327,680

	  4,697

	   271,574




	All employers, of which:

	1,366,835

	22,026

	3,467,597




	1–9 employees

	1,117,810

	  4,093

	   552,637




	10–49 employees

	   207,885

	  4,059

	   539,786




	50–249 employees

	   33,855

	  3,297

	   540,915




	250 or more employees

	     7,285

	10,577

	1,834,259






1Total turnover figure exclude Section K (financial and insurance activities) where turnover is not available on a comparable basis.

2’With no employees’ includes sole proprietorships and partnerships with only the self-employed owner-manager(s), and companies with a single employee, who are assumed to be directors.

Table 1.1 Estimated number of businesses in the UK private sector and their associated employment and turnover, by size of business (2017)

Source: Department for Business, Energy & Industrial Strategy, ‘Business population esti-mates for the UK and regions 2017’


	1  What percentage of businesses in the UK at the start of 2017 had

	a   no employees


	b  over 250 employees?







	2  What percentage of employment in the UK at the start of 2017 was in businesses with

	a   no employees


	b   over 250 employees?







	3  What percentage of turnover in the UK at the start of 2017 was in businesses with

	a   no employees


	b   over 250 employees?









[image: ]
Figure 1.1 Businesses come in many types and sizes.






Handling data
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Figure 1.2 UK private sector business population, 2000–2017

Source: Department for Business, Energy & Industrial Strategy, ‘Business population estimates for the UK and regions 2017’




	1  Calculate the percentage increase between 2000 and 2017.


	2  Analyse why this change might have occurred.






2.  What do businesses do?

Businesses exist to transform inputs or resources into goods and services that are in demand from individuals and other businesses. This transformation process is illustrated in Figure 1.3.

The transformation or production process undertaken by businesses adds value to the inputs that are used as illustrated in Figure 1.3. This increase in value occurs because they are demanded by certain groups of consumers who will receive benefits from having that product. Because of this the buyers are willing to pay a price that exceeds that paid for the inputs or resources used in production. For example, Apple’s new versions of its iPhone sell for prices far in excess of the cost of the resources used in it. Buyers pay these prices because the phone offers a range of benefits, including the latest technology and status from owning a high- fashion product.

Businesses interact with us throughout our daily lives. It is not necessary to visit a high street or a trading estate to see a business in operation. Modern methods of communication have brought businesses into our homes, our relationships and our leisure activities. We encounter them when buying goods and services, but also when engaging in everyday activities such as using the internet to research something or communicate with friends. A business will have supplied the tablet, phone, laptop or other device you use to connect to the internet, a business will also provide the internet service and the webpages that you view. Finally, a business will have provided the energy and the telephone or satellite connection necessary to use the internet.

Businesses exist to satisfy our needs for a range of goods and services which we would be unable to provide for ourselves because we do not have the skills or time to source them, or because the costs of supplying them ourselves would be prohibitive. For example, without specialist businesses it is unlikely that we would be able to fly to other countries because we do not have the resources or skills to source this service. Privately owned businesses are an efficient means of supplying the wide variety of goods and services needed by modern economies. Other businesses that are owned and operated by the government may supply goods and services that would not otherwise be available. For example, it is common for governments to provide services such as street lighting and national defence.

Businesses also exist to satisfy other needs. They provide a means of satisfying people’s desire to be creative or to make money. Some entrepreneurs establish businesses to allow them to express their creative talents. In 1993, Cath Kidston established a business selling distinctive fabrics, wallpapers, china and clothing. Her design talents have created a successful business that operates internationally. Others have made vast fortunes from creating and expanding businesses. James Dyson, an inventor and founder of the Dyson business, has amassed net wealth estimated in 2013 to be £3 billion.

[image: ]
Figure 1.3 Adding value by transforming inputs or resources into goods and services



The people who are employed by businesses have to make many decisions. The people who create new businesses, called entrepreneurs, have to make vital decisions concerning how to turn their ideas into a business, such as, where to locate the business, how many products should be produced and at what price should they be sold. The decision-makers in larger businesses, normally their managers, make decisions such as whether or not to produce a new product, to try and sell in a foreign market or to buy another business.

3.  Types of businesses

It is possible to categorise businesses and the products they supply in different ways. Some businesses supply products directly to the final consumers and these are called business to consumers (or B2C) firms. Well-known businesses such as McDonald’s and Sony are examples of B2C businesses. In contrast, some other businesses supply their products to other business organisations. These are business to business, or B2B, businesses, for example, Tata Steel manufactures large amounts of steel in locations throughout the world. It sells its steel to other businesses, such as car manufacturers, to help them to supply their own products.

Sectors

A business can be categorised according to the sector of the economy in which it is based. Businesses are classified into one of three sectors according to the types of goods and services they supply. The three sectors are:


	●  Primary – agriculture, forestry, fishing, mining and quarrying, oil and gas extraction


	●  Secondary – manufacturing, construction and the supply of electricity, gas and water


	●  Tertiary – the supply of services, for example, hotels, catering, transport, education and health.





Business in focus: JCB

J.C. Bamford Excavators Limited, normally known as JCB, is a British multinational manufacturer of equipment used in the construction, agriculture, power generation, waste management and demolition industries. JCB produces a range of over 300 machines and maintains a reputation for excellent customer service. JCB is one of the world’s top three manufacturers of equipment such as excavators, forklift trucks, power generators, dump trucks and lighting equipment. It employs around 11,000 people on four continents and sells products in 150 countries.


[image: ]
Figure 1.4 JCB’s products are bought principally by businesses for use in their own production processes. Some of JCB’s customers are large businesses themselves and can place substantial orders with the company.



Practice questions


		1  Analyse why JCB is able to sell its products for more value than the inputs used by the business to create them.


	(9 marks)


		2  JCB is a B2B firm and sells its products to a relatively small number of businesses. Do you think that it is easier for a B2B business to sell its products?


	(9 marks)








Some businesses may operate in more than one sector. For example, BP is one of the world’s largest oil businesses. Its gas extraction activities place it in the primary sector and processing the mineral oil into petrol and other products is a manufacturing process (secondary sector). Finally, the business sells its products via retail outlets, which are part of the tertiary sector.

Over time, the tertiary sector has supplied an increasing proportion of production (measured by gross domestic product or GDP) in the UK while manufacturing businesses have become relatively less important. One reason for this trend is that businesses overseas are able to supply manufactured products more cheaply. However, rising incomes in the UK have led to increased demand for services such as hotels, travel and catering.


Key term

Gross domestic product (GDP) measures the value of a country’s total output of goods and services over a period of time, normally one year.



The relationship between mission and objectives

Mission statements

A mission statement sets out what a firm is trying to achieve, that is, the reason it exists. For example, a business may set out to be ‘the lowest-cost producer in the industry’ or to ‘maximise the returns for our owners’. The mission may include a statement of what the firm believes it is, what it values, which markets it wants to compete in and how it intends to compete. Mission statements commonly focus on:


	●  the organisation’s values


	●  non-financial goals it may pursue


	●  the benefits of the business to the community


	●  how consumers are to be satisfied.





Key terms

A mission statement sets out a business’s overall purpose to direct and stimulate the entire organisation.

Aims are long-term plans of the business from which its corporate objectives are derived.

Objectives are medium- to long-term targets established to coordinate the business.



By setting the mission of the business, everyone within the business knows what they should ultimately be trying to do. All of their actions should be directed towards the same thing. This should make decision making easier: when faced with a series of options managers can compare them in relation to the overall purpose of the business. Having a clear mission can also motivate people – they know exactly why they are there and what the business is trying to achieve, and this can give them a sense of belonging and direction.

However, some mission statements are unrealistic, or clearly just public relations exercises, and so employees may pay little attention to them. A mission statement will only have value, therefore, if the behaviour of everyone within the firm supports it. In these circumstances, it can be a powerful way of uniting people and developing a corporate spirit.

The list below sets out some mission statements used by well-known organisations:


	●  to provide the finest, most technologically advanced power systems. Whether our products are for use on land, at sea or in the air (Rolls Royce)


	●  to bring inspiration and innovation to every athlete in the world (Nike)


	●  to ensure the ability of Earth to nurture life in all its diversity (Greenpeace)


	●  to give people the power to share and make the world more open and connected (Facebook).




Aims and objectives

1.  Aims

Aims are long-term plans from which a business’s objectives are derived; these are often referred to as corporate aims, meaning that they relate to the whole business. Businesses do not normally state aims as numerical targets, but rather in qualitative terms. For example, the house-builder Taylor Woodrow states that its corporate aim is ‘to make our homes environmentally sustainable to build and to live in.’ Tesco’s aim is to broaden the scope of the business to enable it to deliver strong, sustainable long-term growth.

Corporate aims (and mission statements) are set by the senior employees within the business and are intended to provide guidance for setting other objectives and also to guide and assist more junior managers in their decision making. So, for example, managers throughout Tesco’s stores will take decisions intended to achieve the organisation’s aims of broadening the business’s scope and delivering strong, sustainable growth. In this context, opting to open supermarkets in China and to sell electrical products and clothing are all important long-term decisions that the business has taken with the intention of meeting its corporate aims.

From its corporate aims (and from its mission statement) a business can set quantifiable objectives, such as gaining a 35 per cent share of a particular market in Europe within three years.

[image: ]
Figure 1.5 The hierarchy of objectives



Business in focus: Starbucks’ mission statement

[image: ]
Figure 1.6 Starbucks

Starbucks is clear about what makes it a great company. According to its mission statement, the company’s success is because it is focused on the product as well as the people.

Starbucks is always focused on the quality of its coffee. The company is passionate about sourcing its coffee beans ethically and improving the lives of those who grow them.

Its staff are called partners to reflect the belief that they work together and they respect each other. Starbucks want its partners to be themselves and to be passionate about their work.

It wants to engage with customers. It wants to provide customers with perfect drinks but also to laugh with and help improve their lives even if it is only for a few minutes of their day.

It wants its stores to be part of the communities where they are based. It wants its stores and its partners to take their responsibilities to these communities seriously and to make themselves welcome. It wants its partners to take positive action to improve the communities they are in.

It focuses on delivering shareholder value by being successful in all these other areas, If it gets things right with its coffee, its farmers, its partners and its communities, it can achieve better shareholder value and the company will thrive.

Practice questions


		1  Analyse how senior managers at Starbucks could use the information in the business statement to set objectives for the business.


	(9 marks)


		2  To what extent is producing a mission statement likely to improve the performance of a business?


	(16 marks)






2.  Objectives

Once a firm has established its mission it can set its objectives. The objectives turn the mission statement into something that is more quantifiable. Rather than simply being a statement of intent, an objective sets out clearly what has to be achieved. It is a target.

Objectives are medium- to long-term targets established to coordinate the business. Objectives should be quantified and have a stated timescale, such as ‘to earn a 20 per cent return on capital next year’.

To be effective objectives should be SMART. SMART objectives must be:


	●  Specific – they must define exactly what the firm is measuring, such as sales or profits.


	●  Measurable – they must include a quantifiable target, for example, a 10 per cent increase.


	●  Agreed – if targets are simply imposed on people they are likely to resent them; if, however, the targets are discussed and mutually agreed, people are more likely to be committed to them.


	●  Realistic – if the objectives are unrealistic (for example, they are too ambitious) people may not even bother to try and achieve them. To motivate people the targets must be seen as attainable.


	●  Time specific – Employees need to know how long they have to achieve the target – is it two or three years?




An example of a good objective might be: ‘to increase profits by 25 per cent over the next four years’. By comparison, a bad objective would be ‘to do much better’ – it is not clear what ‘doing better’ actually means, how it will be measured or how long you have to achieve it.

Common business objectives

Businesses may set themselves a number of objectives, including those below.

1.  Profits and profit maximisation

Profits are maximised when the difference between sales revenue and total costs is at its greatest. Some firms set objectives that involve achieving a minimum level of profit, allowing the business and its managers to focus on other objectives.

Other businesses may seek to earn the greatest possible profits to satisfy their shareholders’ desire for high dividends. This might be a shorter-term objective. Others may pursue the longer-term objective of providing acceptable levels of dividends, but also growth in the value of the business and therefore in the share price. This can provide shareholders with long-term financial benefits.

2.  Growth

Many businesses pursue growth because their managers believe that the organisation will not survive otherwise. If a firm grows, it should be able to exploit its market position and earn higher profits. This benefits shareholders (in the long term) by providing greater dividends as well as offering better salaries and more job security to the employees and managers of the business. We saw earlier that Tesco has set itself the aim of strong, sustainable growth and this will have been transferred into quantified objectives, possibly relating to sales figures or grocery market share in other countries.


Key terms

Profit is the surplus of total revenue over total costs for a business over a trading period.

Cash flow is the movement of cash into and out of a business over a period of time.



3.  Survival

This objective is for the business to continue to trade over a defined period of time, rather than to submit to some form of commercial pressure and be forced to cease trading. This is an important objective, even for the largest of businesses at certain times. Times when survival can become a key objective include:


	●  periods of recession or intense competition


	●  times of crisis, such as during a hostile takeover bid.




During these times the business may have to take actions such as lowering prices that reduce profits but enable it to continue to survive.

4.  Cash flow

For most businesses, cash flow is a vital element of success as it is essential to be able to pay debts on time. This is especially true of businesses that have long cash cycles. A cash cycle is the time that elapses between the outflow of cash to pay for the resources needed to produce a product and the receipt of cash following the sale of the product. Businesses in industries such as pharmaceuticals and construction may face long cash cycles because there are large outflows for long periods before the product is made and sold. The failure to set an objective relating to cash flow could have dire consequences for a business if it is unable to pay its debts as they fall due. In the worst case a shortage of cash could result in a business having to cease trading.


Business in focus: Marks & Spencer and its Plan A 2025

Ten years ago, we launched Plan A. We made 100 commitments to tackle five big issues – climate change, waste, resources, fair partnerships, and health. These issues are still as relevant as ever. They’re the beating heart of Plan A. Plan A 2025 strengthens our commitment to address these issues with 100 bold new targets. Crucially, it forces us to address questions to which we do not yet have answers, but must address if we are to become a truly sustainable retailer.

We have achieved a lot with Plan A over the last ten years but we need to accelerate our work in our own operations, supply chains and with our customers too. Even for a plan as ambitious as Plan A it’s clear that ‘steady as she goes’ is not enough given the scale of wellbeing, community and planetary challenges we face. Nor is it enough to race ahead alone, we’ll fail if the rest of the business community and the policy ecosystem within which it operates does not change too, so we have to continue to build bigger and bolder partnerships to affect collective change. So, more ambition, more pace and more scale all define Plan A 2025. What does not change is our determination to be the retail leader globally in sustainable business.

Source: Marks & Spencer’s Plan A

Practice questions


		1  Analyse the benefits that Marks & Spencer would expect to receive from having social and ethical objectives set out in its Plan A.


	(9 marks)


		2  Do you think that any retailer can expect to succeed in the future without setting and publicising social and ethical objectives?


	(16 marks)
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Figure 1.7 These campaigns emphasise M&S’s ethical behaviour.




5.  Social and ethical objectives

Social objectives include targets that relate to matters such as providing employment for people or improving facilities for local people (for example, building a play park for local children). Ethical objectives are those that are based on moral principles. Examples of ethical objectives include protecting the environment through the use of sustainable production techniques and ensuring that suppliers receive fair and prompt payment. Such objectives have received much attention over recent years. In part, this is the result of increasing awareness on the part of many individuals and groups who have an interest in a business. Some investors will only invest in businesses that trade with ethical or social objectives. Importantly, a significant proportion of customers seek to purchase products from businesses with social and ethical objectives. Pursuing such objectives, and publicising the fact, can offer a business a distinctive and attractive image.

6.  Diversification

Diversification is an objective where a firm produces an increased range of unrelated goods and services. Adopting this objective allows a business to spread its risk by selling a range of products (rather than one) or through trading in different markets. Thus, if one product becomes obsolete or a market becomes significantly more competitive, then the alternative products or markets will provide a source of revenue for the business while it seeks new projects. Diversification avoids a business having ‘all its eggs in one basket’ and has been the principle behind the creation of conglomerate businesses. Pepsico Inc, the multinational soft drink and snack producer, pursued the objective of diversification to extend its product range beyond soft drinks to help it to compete with its powerful rival Coca-Cola.

Short-run and long-run objectives

When deciding what they want to achieve, businesses can set both short-run and long-run objectives. If a business has a long-run growth objective it may want to invest in training employees to improve skills and performance, expanding into new markets and investing in developing new products. All these activities may help to achieve the long-run growth objective. However, they will prove expensive and short-run profits may fall.

By comparison, a business that wanted to maximise its profits in the short run and was not concerned about the long term might cut back on all these activities. It would reduce expenditure on training and developing new products. In the short run, profits may jump up but in the long run this business may be in a much weaker position.

UK firms are often criticised for setting objectives that are too short-term and do not involve long-term planning. Critics say that UK businesses fail to invest enough in ensuring they are strong enough over the long term and that investment by UK businesses is very low. Instead, they often go for short-term rewards. In their defence, UK managers often blame their investors for insisting on short-term rewards. Many shareholders in the UK are businesses such as pension funds and banks. These businesses need to make money for their own investors and often want these earnings quickly; if a business cannot deliver, pension funds and banks will simply move their investment elsewhere.


Business in focus: Me & the Bees Lemonade

Some entrepreneurs start very young. At age 14, Mikaila Ulmer is the boss of Me and The Bees Lemonade.

[image: ]
Figure 1.8 Me & the Bees Lemonade products


Mikaila’s business started when she was even younger. In 2009, she started selling home-made lemonade from a table at the front of her house. The drink was made using a recipe that had been in her family for over 50 years. It includes honey. Ten per cent of the company’s profits is used to help protect bees. Mikaila’s business grew from her family home to supplying local businesses and then in 2015 she won a contract to sell to the food and drinks chain Whole Foods Market. Her product is now sold in over 500 stores across the US.

Source: BBC News, 2018 ‘The 13-year-old who built a best-selling lemonade brand’

Practice questions


		1  Analyse the possible objectives Mikaila might now set for her business.


	(9 marks)


		2  To what extent do you think the objectives of Mikaila’s business are likely to change over time?


	(16 marks)








Why businesses set objectives

By setting objectives, a business and the people who have an interest in it (known as its stakeholders) can gain a number of benefits. By agreeing on objectives with other people within the business:


	●  managers can ensure that everyone is working towards the same overall target. Without any clear objectives people are much more likely to do their own thing. Coordinating the efforts of all employees can improve organisational performance, espec  ially in large businesses that may have people employed in different locations. For example, one of Tesco’s objectives is to expand its retail services in all areas. This helps to encourage all the retailer’s employees to seek ways to increase the business’s sales and can be supplemented with individual sales targets for specific stores.


	●  employees may be motivated because they know exactly what the business wants them to achieve. If an employee is set a target, they know precisely what they have to do. Without a target, they may not be sure whether or not they are doing the right thing. Having a target also enables employees to measure progress: they can see how they are doing and whether or not they (or the relevant part of the business) are going to reach its target.


	●  the success of a business’s plans can be reviewed. Managers can measure how much has been achieved compared to the target that was set. For example, the management team at Tesco can see if it has achieved the sales or growth targets that it set for various parts of the business. If the objective has not been hit, managers and employees can discuss why this has happened and what they can do differently to achieve the target next time.




The measurement and importance of profit

Costs and revenues

The relationship between profit, cost and revenue

Profit is a very important objective for many, but not all businesses. Making a certain level of profit, or the maximum possible, will be an important objective for many of the UK’s largest and best-known businesses such as Vodafone or Centrica, but not for others such as charities, which pursue other objectives.

One of the most important relationships for a business is:

Profit = total revenue – total costs

This formula allows businesses to calculate whether they might make a profit and, if so, how much it might be.


Key terms

Stakeholders are individuals or groups (such as employees, customers and local residents) who have an interest in a business.

Revenues are the earnings or income generated by a business as a result of its trading activities.



Business costs

What is a cost? It is simply the expenditure a firm makes as part of its trading. Some of the expenses or costs firms face include payments for raw materials, fuel and components, as well as for labour (paid as wages and salaries).

These costs can be classified in a number of ways, though the most common is to divide them into fixed and variable costs.


Key terms

Fixed costs are costs that do not alter when the business alters its level of output. Examples include rent and rates.

Variable costs alter directly with the business’s level of output, for example, fuel costs.

Total costs are fixed and variable costs added together.

Average costs are total costs of production divided by the level of production or output to give the cost of producing a single unit of output.



Fixed costs

Fixed costs do not change when a business alters its level of output. As an example, a business’s rent will not vary if there is an increase or decrease in the level of production. Other examples of fixed costs include management salaries and maintenance costs paid by the business.


Handling data

The managers at NTV plc have calculated that if the business manufactures 2 million televisions in a year, the average fixed cost of producing one (that is the part of the business’s fixed costs that has to be paid by a single television) will be £250 million divided by 2 million, which equals £125.

Calculate NTV Plc’s average fixed cost of production if it produces:


	1  1 million televisions a year


	2  5 million televisions a year.






Variable costs

In contrast to fixed costs, variable costs alter directly with the level of a firm’s output. This means that, a business that is increasing its output is likely to have to pay higher variable costs, whereas one that is reducing output could expect variable costs to fall. Expenditure on fuel, raw materials and components are all examples of variable costs.

Imagine NTV faces variable costs of £350 for each television it manufactures; this is necessary to pay for the components, fuel, packaging and labour. So, to produce 2 million televisions, the business faces variable costs of £700 million (2,000,000 x £350); to manufacture 5 million televisions results in variable costs of £1,750 million (5,000,000 x £350). This level of production and the variable costs are illustrated in Figure 1.9.

Figure 1.9 shows that expenditure on items such as fuel, labour, raw materials and other materials rises directly along with output. Variable costs are drawn as a straight line for simplicity. However, in the real world, the line may gradually flatten out as businesses frequently negotiate lower prices when placing large orders. For example, NTV is obviously a large business and would have a lot of power when negotiating with its suppliers. NTV plc may be able to purchase materials more cheaply per unit if it places exceptionally large orders. This would reduce the variable costs for each unit of production (or average variable costs) as output increased, causing the variable cost line to flatten slightly at higher levels of output. The variable costs associated with the production of 5 million televisions might, for example, be £1,600 million. If so, this would mean that the variable cost of one television is actually £320, not £350.

Variable costs are usually shown as a straight line.



[image: ]
Figure 1.9 Variable costs for NTV plc


Total costs

The calculation of total costs assumes that all the costs faced by a business are either fixed or variable. This means total costs can be calculated simply using the following formula:

Total costs = fixed costs + variable costs










	Level of production (televisions, millions)

	Fixed costs (£ million)

	Variable costs (£ million)

	Total costs (£ million)




	0

	250

	     0

	   250




	1

	250

	   350

	   600




	2

	250

	   700

	   950




	3

	250

	1,050

	1,300




	4

	250

	1,400

	1,650




	5

	250

	1,750

	2,000




	6

	250

	2,100

	2,350




	7

	250

	2,450

	2,700






Table 1.2 Cost information for NTV plc

Total costs can be used to calculate the average cost of producing a single unit of production. In Table 1.2 we can see that the average cost of production is £600 per television if NTV plc manufactures 1 million televisions. However, this falls to £400 per television if it increases its production to 5 million televisions per year. This reduction takes place because the business’s fixed costs are being spread over a higher level of production or output and therefore have a diminishing impact on average costs of production.


What do you think?

Why are televisions normally manufactured by large businesses, rather than small ones?



Costs and decision-making

Total costs of production are an important piece of information for a business. Managers of a business can use this information when taking decisions on levels of output and prices to be charged. For example, firms that have very high levels of fixed costs, perhaps due to expensive equipment, will seek to produce large quantities of output. This reduces the effect of fixed costs on selling price by spreading them over a large quantity of sales.

Information relating to costs can be extremely helpful to managers when deciding on prices. It is unlikely that a business will want to set prices below the costs of production for any length of time. If a business knows the average cost of producing a product, then it can set a price that is higher, which will ensure it makes a profit, so long as it is able to sell all that it produces. This is known as ‘cost-plus pricing’.

Sometimes businesses are not able to control the price at which they sell their products – they might be a small firm in a very competitive market. In these circumstances it is important to know costs of production to decide whether it is possible to sell products at a profit. This will help the business’s managers to make a decision on whether to enter, or to remain in, a market.

In reality, it can be difficult for many businesses to calculate the average costs of production. Many businesses produce a range of products using the same production facilities. This means that the business’s fixed costs may relate to a number of different products and it can be difficult to divide these fixed costs accurately between different products.


Handling data

Complete the table below.











	Output

	Fixed costs £

	Variable costs £ (assume VC per unit is £2)

	Total Costs = Fixed Costs + Variable Costs £




	  0

	200

	0

	200




	10

	 

	 

	 




	20

	 

	 

	 




	30

	 

	 

	 




	40

	 

	 

	 




	50

	 

	 

	 




	60

	 

	 

	 










Business revenues

A business’s revenue is its income over a period of time. You may also encounter the terms sales revenue, sales income or turnover, which have the same meaning. Businesses calculate the revenue from the sale of a single product as well as from their entire product range. In either case, the calculation is the same:

Revenue = quantity sold × average selling price

In most circumstances, a firm can exercise some control over the quantity it sells and hence over the revenue it receives.

If a business reduces its selling price, it can normally expect to sell more. Whether or not this increases its revenue depends on the number of additional sales it makes as a result of reducing its price. If competitors also reduce their prices, then few extra sales will result and revenue is likely to be relatively unchanged or may even fall. However, if the price reduction makes the product cheap compared to those of competitors, and it offers similar benefits, then a price reduction might increase sales significantly increasing the revenue received by the business.

Similarly, a rise in price can be expected to reduce sales. The size of the fall in sales will depend on many factors, including the loyalty of customers and the relative quality of the products. The amount by which sales fall will determine whether the firm receives more or less revenue following its price rise. Some businesses sell products that are unique or regarded as highly desirable, perhaps because they are fashionable. For example, some producers of fashion clothing, such as Gucci, can charge high prices and still enjoy relatively high sales.


What do you think?

Why are some businesses able to set high prices for its products and not suffer a large fall in sales and in sales revenue?



The relationship between price and sales revenue is explained by the concept of the price elasticity of demand (see pages 99–100).


Handling data

Complete the table below.











	Output

	Total revenue £ (assume price = £5 a unit)

	Variable costs £ (assume VC per unit is £2)

	Total Costs =Fixed costs £ and variable costs £




	  0

	0

	0

	200




	10

	 

	 

	 




	20

	 

	 

	 




	30

	 

	 

	 




	40

	 

	 

	 




	50

	 

	 

	 




	60

	 

	 

	 










Profits

A business makes a profit when, over a period of time, its revenue exceeds its total costs of production. The formula necessary to calculate profit is:

Profit = total revenue – total costs

A business’s profits depend upon two main factors: profit margins and the quantity (or volume) of sales.


	●  A profit margin is the amount or percentage of the final selling price that is profit. If a business sells products where a large percentage (or margin) of the price is profit, then it is likely to make large profits.


	●  However, the quantity a firm sells will also affect the amount of profits it earns. In general, if a business sells a greater quantity of its products it will make more profit, so long as it does not have to reduce price (and therefore its profit margin) to achieve higher sales.




If a business’s costs are greater than its revenues over an accounting period the enterprise will make a loss rather than a profit.

Why are profits important?

For many businesses, profits are very important and are often used as a measure of success. Many people who invest in enterprises do so in the hope and expectation of making a handsome return on their money. For such investors it is not simply profits that are important, but rather the size of the profit. A larger profit means a greater return for the investor.

Making a profit brings a range of benefits to a business and its owners and can influence a number of decisions.


	●  A profitable business may be attractive to customers. The financial performance of many of the UK’s better-known businesses is reported in the media. Customers may believe that profitable businesses are selling desirable products and may be willing to make long-term arrangements with a business that they consider to be financially secure.


	●  A business that makes a profit, especially one which exceeds expectations, is likely to be able to persuade individuals and institutions such as banks to invest in it. This can make it cheaper to raise finance and may encourage and support expansion decisions.


	●  A profitable business may be bought by a larger rival. A profitable business is attractive in itself and may own valuable brands or be popular in a market which the larger business would like to enter. This can earn the original owners large sums of money.


	●  A profitable business is more likely to have the confidence of its suppliers and they may be more willing to allow the business time between the delivery of suppliers and payment. This is effectively an interest-free loan.





Handling data

Complete the table below.












	Output

	Fixed costs £

	Variable costs £ (assume VC per unit is £2)

	Total Costs £

	Total revenue £ (assume price of £10 per unit)

	Profit £




	  0

	240

	 0

	240

	0

	(240)




	10

	 

	 

	 

	 

	 




	20

	 

	 

	 

	 

	 




	30

	 

	 

	 

	 

	 




	40

	 

	 

	 

	 

	 




	50

	 

	 

	 

	 

	 




	60

	 

	 

	 

	 

	 










For some businesses, earning a profit may not be at all important. A number of businesses are not established and operated with the aim of making profits. Charities, for example, do not seek to make profits. This type of business seeks to raise the maximum amount of income possible, or to provide a high-class product, while earning enough to cover costs.


ASSESSMENT ACTIVITIES

(a)  Knowledge check questions


	1    What is the difference between a service and a product?


	2    State two reasons why businesses exist.


	3    List two inputs used by a business to make goods or services.


	4    State two features of a business’s operations that may be reflected in its mission statement.


	5    Is the following statement true or false: ‘When drawn on a graph, variable costs always start at the origin (where the two axes intersect)’.


	6    State two features of a good objective.


	7    Complete the following formula: Revenue = ………. × average selling price


	8    A business has total costs of £12.5 million for producing 500,000 items. The variable cost per unit of producing an item is constant at £20. What are the business’s fixed costs?


	i  £12 million


	ii  £2.5 million


	iii  £1.5 million


	iv  £3.5 million





	9    A business sold 37,000 garden sheds last year at an average price of £250. This year it plans to reduce its price to £225 and expects its sales to rise by 15 per cent. How much revenue can it expect to receive this year?


	i    £9,573,750


	ii   £8,325,000


	iii  £10,637,500


	iv  £9,775,750





	10  A business has gathered the following information in relation to its most recent year of trading:


	●  It produced and sold 75,000 items.


	●  The average selling price was £150.


	●  Its fixed costs were £4.5 million.


	●  Its average cost per unit of production was £85.




How much profit or loss did the business make during the year?


	i    £375,000 profit


	ii    £6,750,000 profit


	iii  £375,000 loss


	iv  £4,875,000 loss






(b)  Short answer questions


		1    Explain one benefit to a rapidly expanding business of setting clear business objectives.


	(4 marks)


		2    The following data applies to a recently established business:


	●  selling price = £500


	●  fixed costs = £255,000


	●  variable costs per unit of output = £120


	●  sales = 1,000 units.






	Calculate the business’s profits. Show your workings.


	(5 marks)


		3    Merlin plc constructs bridges and tunnels. Explain why the business might consider setting cash flow objectives to be important.


	(5 marks)


		4    Explain one reason why it is important for a business that is expanding into new markets to record a profit.


	(6 marks)






(c)  Data response questions

Burberry

Burberry, the premium British fashion label, was found to have destroyed nearly £30 million of unsold clothes, accessories and perfume. In total, it has destroyed over £90 million worth of goods in the last five years. These products were destroyed to prevent them being resold at a low price because of the impact of this on the brand image. The energy generated from burning its products was captured, making it environmentally friendly. The company says that it aims to minimise the amount of excess inventory it ends up with. It tries to deal with these excess products in a responsible manner. In the past, Burberry has had problems with counterfeiters damaging the brand. However, environmental campaigners are angry about the waste.

In Burberry’s most recent financial year, the company reported a five per cent rise in profit to £413m, with sales little changed at £2.7bn.

Source: Adapted from BBC News, ‘Burberry burns bags, clothes and perfume worth millions’ 19 July 2018


		1    Explain why Burberry has excess inventory some years.


	(5 marks)


		2    Analyse the consequences for Burberry of increasing its profits.


	(9 marks)


		3    To what extent do you think Burberry is right to destroy its excess inventory?


	(16 marks)




(d)  Essays


		1    To what extent do you think maximising profit is always the most important objective for large ­well-known businesses?


	(25 marks)


		2    Do you think mission statements are only of value to large businesses? Justify your answer.


	(25 marks)











Chapter 2

Understanding different business forms


Introduction

This chapter builds on Chapter 1: Understanding the nature and purpose of business. It considers the forms that may be adopted by the UK’s diverse businesses and the issues that relate to these. It will explore the implications of different forms of ownership for important aspects of a business’s operations, such as its decisions and performance. It will examine the role of shareholders as owners of companies and why company share prices alter and what this means for the organisation and its stakeholders.

What it is important to know by the end of this chapter:


	●  why businesses choose to operate in a particular form or to change the form that they use


	●  the issues that businesses face arising from decisions about which business forms to use


	●  the role played by shareholders and the reasons they decide to invest in companies


	●  the factors that influence share prices and the significance of changes in the prices of companies’ shares


	●  the effects of different types of ownership on a business’s mission, its objectives, decisions and ownership.




Private sector businesses

If a business operates in the private sector of the economy, it is owned by shareholders (in the case of companies) or by private individuals. Large businesses such as GlaxoSmithKline and small ones such as a local corner shop are part of the private sector. Private sector businesses are not owned by government, local authorities or other state organisations. Most businesses in the UK are part of the private sector and this is the case in most developed economies.

1.  Sole traders

When individuals establish and operate a business on their own, they are known as ‘sole traders’, or sometimes as ‘sole proprietors’. This is a very popular form of business.

Sole traders are normally relatively small businesses such as plumbers, decorators, window cleaners and hairdressers. The people running these sole trader businesses work for themselves. It is not uncommon for sole traders to hire other people to help them out, but they remain responsible for the overall business and are actively involved in the running of it on a daily business.

Sole traders may work on their own, and must have the confidence to take decisions and the range of skills necessary to run the business, including managerial skills. Sole traders may have to serve customers, decide what equipment to buy, deal with suppliers and keep accurate and up-to-date business records. This can require a wide range of skills and an enormous degree of flexibility.

Operating as a sole trader requires a high level of self-discipline because there is no one checking up or offering guidance. This can be exciting. It does, however, place a considerable emphasis on self-motivation. Sole traders have to make things happen and ensure they manage their time effectively.

The advantages of operating as a sole trader

One of the main advantages of being a sole trader is that it is so easy to start up and manage this form of business. Unlike starting other types of organisation, such as companies, it is not necessary to register the business with a government agency or fill in any forms. Sole traders can simply start trading, provided any profits are declared to HMRC (Her Majesty’s Revenue and Customs), which is responsible for collecting taxes on profits in the UK. Thus, it is possible for someone to start up and operate as a web designer, an artist, an interior decorator or cleaner at short notice and with little administration required.


[image: ]
Figure 2.1 The rising popularity of businesses without employees



Source: Business population estimates for the UK and regions 2018 (Department for Business, Energy & Industrial Strategy)

Many sole traders also enjoy not having to take orders from others. They like the freedom to make their own decisions, to decide when and where to work, what to do and how to do it. Working as a sole trader allows people to make decisions quickly as they do not have to consult or request permission from their boss. It can be incredibly motivating to be your own boss.

Another important advantage of being a sole trader is that any profits made by the business do not have to be shared. Many entrepreneurs begin and continue to trade as sole traders for these reasons.

The challenges of being a sole trader

While working as a sole trader can be very fulfilling, it also brings with it many challenges. Making all the decisions can be exciting, but there is the pressure of holding all the responsibility if anything goes wrong. When working with, or for someone else and there is a real problem, there is someone else to work with to solve it. Being a sole trader can be quite lonely – some people find it difficult to cope with this aspect of the pressure. The hours may be quite demanding, too. This is particularly likely to be an issue in the early years when an entrepreneur is trying hard to build up the business. Also, sole traders may not be able to take much time off for holidays because they may not be able to afford to close the business and risk losing customers.

Sole traders often face difficulties in raising finance to set up and expand their businesses. Major sources of finance are their own money (perhaps from savings or redundancy pay) or money from friends and family. Using these sources of finance means that the amount that can be raised is often quite limited. Of course, it is possible to borrow from a bank or other financial institution but they often charge smaller businesses quite high interest rates because they are worried about the risk of failure and want to cover their losses.

Being a sole trader is also quite risky if anything goes wrong. This is because sole traders have unlimited liability. The sole trader keeps any rewards the business makes, but is also personally responsible for any losses. If their businesses have problems, sole traders can lose their personal possessions such as houses and savings.


Key terms

A sole trader is a business that is owned and managed by one person, but it may employ other people.

Unlimited liability occurs when an individual or group of individuals is personally responsible for all the actions of their business. With sole traders, there is no distinction in law between the individual and the business so they could lose their personal assets if the business has financial problems.





Business in focus: Jane’s social media

Jane Binnion is a sole trader in Lancashire. Her business provides training to local businesses and other organisations on the use of social media such as Facebook and Twitter. Jane spent 25 years employed in a range of businesses. However, an injury led to her becoming unemployed and she retrained for her new role. In her own words: ‘I’m a great networker so I trained in social media, got a business adviser, a website, joined a start-up course and on March 10th 2011, aged 48 1/3, I launched Jane’s Social Media!’

Jane believes that the freedom to make decisions about working life, particularly working patterns, brings benefits to sole traders and their families. One of her reasons for starting Jane’s Social Media was that she needed more flexible working hours. ‘I work from home and ensure that 90 per cent of the time I am here when my daughter gets home from school. I have never been happier.’ Operating as a sole trader means such decisions will not be challenged.

Jane’s business can respond quickly to the needs of its customers and provide an individual service, helping it to achieve high levels of customer satisfaction. Jane’s Social Media promotes itself as providing: ‘a personal and very individual service that helps your company grow by getting you better connected via the appropriate social media platforms.’

Practice questions


		1  Analyse the reasons why Jane wanted to be a sole trader.


	(9 marks)


		2  Do you think that operating as a sole trader means that a business will always be able to make good decisions?


	(16 marks)














	Advantages

	Disadvantages




	Making key decisions can be motivating.

	Sources of finance are limited.




	Decisions can be made quickly and sole traders can respond rapidly to changes in the market.

	Sole traders rely heavily on their own ability to make decisions.




	Sole traders often have direct contact with the market.

	It can entail working long hours, with limited holidays, leading to stress.




	Setting up is straightforward.

	The personal possessions of sole traders are vulnerable due to unlimited liability.








Table 2.1 The advantages and disadvantages of being a sole trader

2.  Companies

Operating a business as a company can overcome many of the difficulties associated with being a sole trader. To set up a company, the owners have to complete various documents, including a Memorandum of Association and Articles of Association and register the business at Companies House. This process is known as incorporation.

A company is owned by shareholders. Each share represents a part of the company. The more shares someone owns, the more of the company that belongs to them.

A company has its own legal identity, separate from that of its owners. The company can own property, equipment and other goods in its own right and is responsible for its own debts. If the company fails, the shareholders can lose the money that they invested in the business when they bought shares, but they cannot lose more than this. This is because a company has limited liability. This means that a company is responsible for the money it owes but that the personal possessions of its owners (shareholders) are safe. This is different from a sole trader, who has unlimited liability and could lose everything if the business had severe financial problems.

Having limited liability is essential for companies to be able to raise money by selling shares. Without it, investors would be far less likely to buy shares because of the risk to their personal possessions. If a shareholder invested in a business with unlimited liability it would mean giving money to others and risking everything. With limited liability, the maximum amount that could be lost is fixed.

The shareholders can potentially benefit in two ways from owning shares.


	●  The value of the company and hence the value of the shareholders’ part ownership of the company may increase. In effect this increases the price at which the shares may be sold at a later date. However, company values and share prices can also fall – if, for example, investors become worried about the future of the business they may sell their shares and to find buyers the price might have to fall.


	●  Shareholders may receive a share of the company’s profits, if they are sufficiently large. Profitable companies will distribute some of their profits to shareholders in proportion to the number of shares they hold. Profits paid to shareholders in this way are called dividends.




Trading as a company means that the business must pay to have its accounts checked annually by independent accountants (called auditors). Furthermore, the company accounts must be made public, so that outsiders can see the revenue and profits of the business, as well as what it owes. This means that a company’s affairs are less private than for a sole trader.


Key terms

A company is a business organisation that has its own legal identity and that has limited liability.

Incorporation is the process of establishing a business as a separate legal identity that allows it to benefit from limited liability.

A shareholder is an investor in and one of the owners of a company.

Limited liability means that in the event of financial difficulties, the personal belongings of shareholders are safe.

Dividends are that part of a company’s profits that are paid to shareholders in proportion to the number of shares that they own.



Companies in the UK are divided into two legal categories: private limited and public limited companies.

(a)  Private limited companies

Private limited companies have ‘Ltd’ after their names. They are generally smaller than public limited companies, and are relatively cheap to set up. It can cost only a few pounds to register a private limited company with the Registrar of Companies in the UK.

Private limited companies also benefit from limited liability. Normally this means that the liability of the shareholders is limited to the amount they invested in buying shares. However, for some private limited companies, limited liability takes the form of a guarantee that the owners of the company agree to pay if it fails. They cannot be required to pay more than they have guaranteed thereby limiting their liability.

As with all companies, they are owned by shareholders and the owners can place restrictions on who the shares are sold to in the future. For example, many (but not all) private limited companies are owned by families who limit the sale of shares to other members of the family – this makes sure that ‘outsiders’ do not become involved. Owners of shares in private limited companies cannot advertise their shares for sale – they have to sell them privately.


Business in focus: Cargill

Cargill is an American-owned multinational that describes itself as providing: ‘food, agriculture, financial and industrial products and services to the world.’ This statement reflects the diversity of Cargill’s business interests. It is heavily involved in global agriculture. It purchases and trades agricultural commodities, such as palm oil; the company breeds livestock and produces food ingredients such as starch and glucose syrup, vegetable oils and fats for processed foods and industrial use. It is also involved in the energy, steel and transport industries. Cargill also has significant interests in financial





		

	

		

	







	

	

	



(b)  Public limited companies














	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	



	
	
	
















	

	

	









Reasons for changing business forms



Public sector businesses
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Not-for-profit businesses












		

	

		

	







Mutual businesses






	

	

	




Shareholders and share prices


Who buys shares?












	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	



	
	











		

	

		

	





The reasons for and risks of buying shares










The role of shareholders




Influences on share prices






The significance of share prices

The effects of changes in the share price of an individual company




	

	




The effects of a general change in share prices
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The effects of ownership on businesses

1.  The effects of ownership on mission


2.  The effects of ownership on objectives














	
	



	
	
	
	



	
	
	
	
	



	
	
	
	
	



	
	
	
	
	



	
	
	
	
	













	

	

	









		

	

		

	





3.  The effects of ownership on decisions



4.  The effects on performance
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