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About this book


This book helps you to master the skills and knowledge you need for the OCR Cambridge Technicals Level 3 Business qualification.

This resource is endorsed by OCR for use with the Cambridge Technicals Level 3 Business specification. In order to gain OCR endorsement, this resource has undergone an independent quality check. Any references to assessment and/or assessment preparation are the publisher’s interpretation of the specification requirements and are not endorsed by OCR. OCR recommends that a range of teaching and learning resources are used in preparing learners for assessment. For more information about the endorsement process, please visit the OCR website, www.ocr.org.uk.





Using this book
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ABOUT THIS UNIT

Without successful marketing, customers may not be aware of products and services. Businesses strive to ensure that their products or services are sold to customers at the right price and in the right place, always ensuring that customers can access them.
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Know what to expect when you are studying the unit.
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LEARNING OUTCOMES

The topics, activities and suggested reading in this unit will help you to:


	1  understand the impact of legislation, concepts and principles on accounting processes

	2  understand the reporting requirements of private limited companies and public limited companies

	3  be able to prepare final accounts for sole traders

	4  use ratios to assess the performance of businesses.
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Prepare for what you are going to cover in the unit.
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How will I be assessed?

This unit will be externally assessed via a test set and marked by OCR.
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Find out how you can expect to be assessed after studying the unit.
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How will I be graded?

You will be graded using the following criteria, which are in the specification produced by OCR for the qualification.

Find out the criteria for achieving Pass, Merit and Distinction grades in internally assessed units.
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LO1 Understand who customers are and their importance to businesses P1 P2 P3 M1 D1

Understand all the requirements of the qualification, with clearly stated learning outcomes and assessment criteria fully mapped to the specification.
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LO1 Understand different types of businesses and their objectives
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GETTING STARTED [image: ]

(5 minutes)

List ten businesses. Include a range of different types of businesses, e.g. some that produce or grow a product and some that provide a service.

You will use this list in later activities.
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Try activities to start you off with a new learning outcome.
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INDIVIDUAL ACTIVITY [image: ]
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PAIRS ACTIVITY [image: ]
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GROUP ACTIVITY [image: ]
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Carry out tasks that help you to think about a topic in detail and enhance your understanding.
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[image: ] CLASSROOM DISCUSSION

(5 minutes)

Does the most appropriate form of ownership depend on the activities carried out by the business?
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Take the opportunity to share your ideas with your group.
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[image: ] KEY TERMS

Budget – planned income and expenditure over a period of time.

Favourable variance – where the actual figure is better than the budgeted figures, e.g. if costs are lower than budgeted or revenue higher than budgeted.

Adverse variance – where the actual figure is worse than the budgeted figures, e.g. if costs are higher than budgeted or revenue is lower than budgeted.
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Understand important terms.
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KNOW IT [image: ]


	1  State two reasons why a sole trader might want to become a private limited company.

	2  State two differences between a private limited company and a public limited company.

	3  State one advantage and one disadvantage of being a government-owned corporation.

	4  Explain three factors that might influence the decision to form a partnership.

	5  Explain three aims and three objectives a sole trader might have.
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Answer quick questions to test your knowledge about the learning outcome you have just covered.
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Unit 1 assessment practice questions

Below are some practice questions for you to try.
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Try the types of questions you may see in your externally assessed exam.
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LO1 assessment activities

Activity 1 Pass criteria P1 P2 P3 P1 P2 and P3
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TOP TIPS [image: ]


	[image: ]  Check with your tutor that your business choice is suitable.

	[image: ]  Ensure your choice of business gives you appropriate opportunities to meet the requirements of P1.

	[image: ]  Spend equal time and produce similar amounts of evidence for each of the pass criteria.
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Start preparing for your internally assessed assignments by carrying out activities that are directly linked to Pass, Merit and Distinction criteria. Top Tips give you additional advice.

Read about it

Suggests books and websites for further reading and research.
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Unit 01 The business environment
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ABOUT THIS UNIT

Businesses don’t exist in isolation. They are influenced not only by the people who own them and work for them, but also their suppliers, competitors, local communities, the government, and many other groups and individuals.

In this unit you will find out how businesses are run and the reasons why particular decisions are made. You will learn about different types of business and how they are structured. You will discover how different functions work together within a business and how businesses can respond to external factors in order to remain competitive. You will also find out how financial and performance information can help a business plan for success.
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LEARNING OUTCOMES

The topics, activities and suggested reading in this unit will help you to:


	1  understand different types of businesses and their objectives

	2  understand how the functional areas of businesses work together to support the activities of businesses

	3  understand the effect that different organisational structures have on how businesses operate

	4  be able to use financial information to check the financial health of businesses

	5  understand the relationship between businesses and stakeholders

	6  understand the external influences and constraints on businesses, and how businesses could respond

	7  understand why businesses plan

	8  be able to assess the performance of businesses to inform future business activities.
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How will I be assessed?

This unit will be externally assessed via a test set and marked by OCR.
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LO1 Understand different types of businesses and their objectives
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GETTING STARTED [image: ]

(5 minutes)

List ten businesses. Include a range of different types of businesses, e.g. some that produce or grow a product and some that provide a service.

You will use this list in later activities.
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1.1 Different types of business activity

There are several different types of business activity, as described below.
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[image: ] KEY TERM

Business activities – tasks completed by a business to achieve its objectives, e.g. buying, selling and producing products or services.
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Primary activity

The key purpose of primary activity is the extraction and harvesting of raw materials. This includes mining, agriculture, fishing, and oil and gas extraction.

In countries in the early stages of industrial development, most of the population is employed in primary activities.



Secondary activity

The key purpose of secondary activity is to manufacture products. These can be finished products sold to retail customers, or components sold to business customers and used in the production of other products.
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[image: ] KEY TERMS

Retail customers – customers who buy finished products, e.g. frozen peas from a supermarket.

Business customers – businesses that purchase products or services from another business.
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As a country becomes more industrialised, employment in secondary activities increases.



Tertiary activity

The key purpose of tertiary activity is the provision of services. These can be services to the public, such as hairdressers, schools, banks and supermarkets, or services to businesses, such as transport.

As a country becomes more industrialised, the demand for services increases. This leads to growth in the provision of, and employment within, service industries.




1.2 Different sectors of operation


Private sector

Businesses operating in the private sector aim to make a profit. They range from small local businesses, such as an electrician, to large multinational corporations, such as Walmart Stores, Inc. Examples of private sector businesses in the UK include Next plc, Britvic plc and Iceland Ltd.



Public sector

The UK public sector is responsible for providing a wide range of public services, such as health care, education, libraries, the armed forces, maintaining public roads and refuse collection.

A range of public corporations are also owned by the public sector, including the Royal Mint, Forestry Commission, Ofsted and the Student Loans Company.

The public sector is financed via sources including taxation, council tax payments, business rates, licence fees (e.g. BBC), and selling products and services (e.g. Ordnance Survey).



Third sector

These are organisations that do not aim to make a profit and are not government owned. They rely on donations, fundraising, and grants from sources such as charitable foundations and the government. Registered charities such as the NSPCC and Oxfam, self-help groups such as Alcoholics Anonymous and community groups such as Grow Wild all operate within this sector.
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PAIRS ACTIVITY [image: ]

(5 minutes)

Refer back to your list of ten businesses. For each business decide:


	•  which type of business activity it performs

	•  which sector of operation it belongs to.
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1.3 Different forms of legal business ownership


[image: ]

Figure 1.1 Becoming a private limited company can involve lengthy legal discussions



Table 1.1 explains the pros and cons of different types of business.



	Type of business
	Advantages
	Disadvantages
	Most appropriate for …



	Sole trader

	•  Owned by one person, although the owner may decide to employ others to work alongside them. It is the most common form of ownership in the UK



	

	•  A sole trader can often start a business with limited finance, e.g. a window cleaner

	•  There are few legal requirements to consider when starting compared with other forms of ownership

	•  Sole traders are solely responsible for decision making

	•  Sole traders can choose their own working hours and holidays

	•  A good relationship is likely to be built with their customers as they deal with them directly

	•  Sole traders do not have to share profits with other owners



	

	•  Sole traders are personally liable for any debts incurred by the business (unlimited liability). This may result in, say, their home being sold to raise finance

	•  Sole traders do not have co-owners to discuss ideas and decisions with

	•  Sole traders often work long hours and take few holidays as there is no one to take responsibility when they are not there; similarly, if they are ill the business can suffer and customers may be let down

	•  A lack of finance may restrict the business, e.g. not being able to invest in new equipment or expand



	Individuals who have an enterprising business idea or people wishing to start a business alongside employed work, e.g. a wedding cake maker
The risk of unlimited liability means that this form of ownership is better suited to businesses where there is no large initial financial outlay




	Partnership

	•  A business with a minimum of two partners. It can be straightforward to set up, although a Deed of Partnership is advisable. This summarises details of the owners, e.g. the capital each has invested into the business and how profits will be shared

	•  In a limited liability partnership, the partners aren’t personally liable for debts the business can’t pay; their liability is limited to the amount of money they invest in the business. Different partners may have different liabilities.



	

	•  There are others to discuss decisions with, and to cover for holidays and sickness

	•  As each of the partners contributes capital there is more finance available for investment

	•  Partners may have different areas of expertise that will be beneficial to the business, e.g. one may have ICT expertise and another financial expertise

	•  There are few legal requirements when starting the business



	

	•  Decision making may take longer as more people are involved

	•  If partners disagree, arguments could affect the service provided

	•  All profits are shared

	•  The partners have unlimited liability

	•  If one partner works longer hours than others or one partner takes longer holidays, this may cause resentment

	•  The business does not have a separate legal identity; therefore if one of the partners dies the partnership would end



	Partnerships are commonly used by professional services such as doctors’ surgeries, solicitors and accountants



	Private limited company (Ltd)

	•  A company is a separate legal entity to the owners. It is a form of ownership where shares in the business are sold to raise finance. Those purchasing the shares (the shareholders) are the legal owners. The individual(s) who set up the business are likely to become the majority shareholders, although shares may be sold to people approved by these owners

	•  A private limited company can usually be identified by ‘Ltd’ or ‘Limited’ after its name



	

	•  As the company is a separate legal entity, the owners/shareholders have limited liability

	•  Shares can be sold to raise additional finance

	•  The owners can choose to whom shares are sold

	•  The owners can keep control of the business as long as they limit the number of shares sold to others, i.e. they remain the majority shareholders



	

	•  Becoming a limited company can be an expensive and lengthy process. The Articles of Association and the Memorandum of Association (AOA), along with Form 12 and Form 10, are legal documents that must be completed and sent to the Registrar of Companies, who will issue a Certificate of Incorporation

	•  Shares cannot be sold to the general public; this limits the finance that can be gained via selling shares

	•  Shares cannot be transferred or sold unless permission is gained from the other shareholders; some people may therefore be reluctant to invest in the company



	For a small business, becoming a limited company provides the owners with less risk than being a sole trader or partnership due to having limited liability; however, additional costs of the legal process may be off-putting
Some large businesses, such as Coca-Cola Enterprises Ltd, are still private limited companies with the benefit of limited liability and control over decision making




	Public limited company (plc)

	•  A plc is a separate legal entity from its owners, the shareholders. Unlike a private limited company, the shares in public limited companies can be bought and sold via the stock market. The business has limited liability, must have share capital of more than £50,000, at least two shareholders, two directors, a qualified company secretary and, usually, a wide spread of shareholders. It has the letters ‘plc’ after its name

	•  Plcs are subject to costly regulations, including an annual general meeting (AGM), and strict auditing



	

	•  Shareholders benefit from limited liability

	•  As shares can be sold via the stock market, large amounts of capital can be raised if required

	•  Shares can be bought, sold and transferred easily

	•  A plc has a high profile so may find it easier to attract new customers and reliable suppliers; banks may also be more willing to lend them money as they are seen as a lower risk than businesses with other forms of ownership



	

	•  The accounts of plcs are in the public domain so anyone – even competitors – can view them

	•  Due to the size of plcs, the decision-making process may be lengthy, particularly if shareholders need to be consulted, and may concentrate on short-term profit rather than long-term strategy

	•  The legal process to become a plc is lengthy and costly; it is only once the legal certificate is issued that the company can begin trading

	•  Issuing further shares can be costly as this includes legal costs, producing a prospectus and advertising the sale

	•  The original owners are unlikely to retain full control over decision making, although they may personally benefit from the first share issue, e.g. Mark Zuckerberg, the founder of Facebook

	•  There is a greater risk of takeover



	Businesses that need to raise large amounts of capital, e.g. Tesco plc, may require capital to build new stores, or an oil extraction company could require capital due to high investment costs



	State/government owned (public sector)

	•  In the UK a range of organisations are still under government control, such as Ordnance Survey and the BBC

	•  The government identifies the aims and objectives of the organisation and appoints a board of directors to run it



	

	•  Some businesses/industries are vital. Support from the government ensures that these industries survive

	•  In some industries it would be inefficient to have more than one provider of a product or service, e.g. the Royal Mint; if there were multiple producers of UK currency it would be difficult and costly to maintain security

	•  The government can support large businesses that are struggling to survive, e.g. the bank Northern Rock was nationalised in 2008 after suffering financial problems



	

	•  Large businesses/industries may be inefficient due to diseconomies of scale and higher prices may be charged to customers

	•  Businesses that are not answerable to shareholders regarding profits may not prioritise cost control

	•  These businesses can be used for political gain, e.g. if unemployment is high, additional jobs can be created; however, this would increase costs and inefficiency



	Large organisations that provide a vital product or service to the population and that may not exist without government support



	Charity/not for profit (third sector)

	•  Includes voluntary and community groups, trade unions, charitable trusts and charities (limited companies with charitable aims). They have charitable aims other than making money. They may make a profit but invest any money they receive in the cause they support



	

	•  Advantages of small charitable groups are the same as those for sole traders

	•  Such groups are quick and easy to set up and can make an immediate impact

	•  Advantages of being a charity are the same as those as for a limited company



	

	•  Disadvantages of small charitable groups are the same as those for sole traders

	•  They often depend on volunteers, which can make it difficult to maintain support in running the group

	•  Disadvantages of being a charity are the same as those as for a limited company

	•  Setting up a formal charity is expensive as it is regulated by Companies House and the Charity Commission

	•  Annual accounts must be provided to both Companies House and the Charity Commission

	•  Some larger charities use aggressive commercial tactics to raise money, which may put off potential supporters



	Groups with social, cultural, political, environmental and welfare aims and objectives, especially where people are willing to work on a voluntary basis



	Community interest companies (CIC)

	•  Limited companies that aim to benefit the community or trade with a social purpose rather than earning high profits for shareholders. Although shareholders may get a small return, most profits are invested into the community or a social enterprise



	

	•  The company has its own legal identity

	•  The reputation of the business may be enhanced



	

	•  The Articles of Association and the Memorandum of Association must be completed and sent to the Registrar of Companies

	•  Tax must be paid on profits



	Companies of all sizes that have social/community benefits at heart, and that are familiar with the structure of and running of a limited company
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[image: ] KEY TERMS

Unlimited liability – when the owners of a business are personally liable for all debts incurred by the business if the business itself does not have the funds to repay them.

Limited liability – when the owners of a business are liable for the debts incurred by the business only to the value of their investment in the business.

Diseconomies of scale – when a business becomes too large, the cost per unit may increase and the business may become more inefficient, e.g. communication becomes slower as more employees join the hierarchy.
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INDIVIDUAL ACTIVITY [image: ]

(5 minutes)

You plan to start your own business. Choose one of the following:


	•  pizza takeaway

	•  jeweller

	•  newsagent

	•  pensioners’ lunch club.



Which form of ownership would you choose? Why do you think this is the most suitable?
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GROUP ACTIVITY [image: ]

(5 minutes)

Join together with others who have chosen the same business. Do you all agree on the same method of ownership? If not, can you all agree on one method?

What are the advantages and disadvantages of the form of ownership you have chosen?
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[image: ] CLASSROOM DISCUSSION

(5 minutes)

Does the most appropriate form of ownership depend on the activities carried out by the business?
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1.4 Factors which inform business ownership


Legal status

Legal status will have an influence on the form of ownership as some forms will result in the business being a separate legal entity from the owner(s) (e.g. a limited company or charitable company), whereas others will not (e.g. sole trader or partnership). This means that, in a limited company, the business rather than the individual owner would be sued if there were an issue such as damage to a customer’s property.



Liability

Business owners must consider the financial risk involved when choosing a form of ownership. For example, becoming a sole trader or a partnership will result in higher personal financial risk due to unlimited liability, whereas becoming a limited company will lower the risk due to the business having a separate legal identity.

The owner’s personal situation may also influence this choice as an individual without commitments such as children or a mortgage may be more likely to accept this risk.



Funding

Some forms of ownership require more paperwork and legal expense. For example, a sole trader needs to register for tax and send annual self-assessment forms to HM Revenue and Customs (HMRC) but there is no legal process that they must follow to maintain their business. On the other hand, becoming a public limited company is costly. This usually requires a merchant bank to facilitate the process, which will charge a commission fee, plus the costs of producing a prospectus and advertising the share sale. Each year, accounts must be produced and published, often as an expensive glossy brochure.

A business must consider whether this financial outlay is outweighed by the benefits of becoming a public limited company as well as whether there are funds within the business to finance the process.



Control/decision making

The form of ownership chosen will influence the level of control the owner(s) have with regard to decision making. A sole trader will have sole responsibility for making decisions; in a partnership the decisions can be discussed among the partners; whereas in a limited company it is the shareholders who control the business. In a public limited company, the shareholders elect a board of directors to make the decisions on their behalf, but ultimately these shareholders are the owners, who direct and control the business.



Legal/administrative requirements

It is much simpler to start up as a sole trader than it is to start up as a limited company, from both a legal and an administrative view. This may influence the type of ownership chosen, depending on the timescale in which the owner(s) wishes to commence trading.

Similarly, once the business is trading, there are different requirements for different forms of ownership. For example, a public limited company must produce and publish audited accounts and submit them to Companies House, whereas a sole trader simply completes an income tax self-assessment form.
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GROUP ACTIVITY [image: ]

(1 hour plus time to perform presentations)


	1  Working in small groups, research a local business. Investigate:

	•  the type of business ownership

	•  the reasons why that form of ownership is appropriate.





	2  Once your research is complete, prepare a presentation that includes:

	•  a brief introduction to the business including its type of activity, its sector of operation and its form of legal business ownership

	•  an explanation of the advantages and disadvantages for this business of its form of ownership

	•  an explanation of the factors that may have influenced its decision as to choice of ownership

	•  in your opinion, is this the most appropriate form of ownership for this business? Why? Why not?





	3  As a class, discuss the businesses researched. Are there similarities between businesses with the same type of ownership? Are there differences? Can conclusions be drawn between business activities and their choice of ownership?
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1.5 Differing business aims and objectives


Survival

Survival is an important aim for all businesses, but particularly a new business. The chances of survival will be influenced by factors such as the finance available within the business, the economy – many businesses fail to survive a recession – and the number of competitors in the market.



Financial

Businesses may have a range of financial aims and objectives. These include to:


	•  break even – covering costs; in the short term a business can survive as long as costs are covered, even if it is not making a profit

	•  increase revenue – a business that is moving forward should aim to increase revenue, e.g. by introducing additional products/services, expanding the number of stores or attracting customers from competitors; as long as costs are kept under control, increasing revenue should lead to an increase in profits

	•  reduce costs – in a competitive market, businesses must control or reduce their cost; benefits include the option to pass this cost saving on to customers via lower prices, which may improve competitiveness or the ability to earn higher profits

	•  make a profit – most types of business exist to make a profit, therefore aims and objectives relating to profits, if achieved, will provide the business with funds for investment as well as providing remuneration for the owners; if a business does not make a profit in the long run, the owners are unlikely to continue trading as they are receiving no benefit from their investment.





Growth

Growth can be measured in terms of number of employees, increasing the value of sales or increasing output. Reasons why a business may aim to grow include:


	•  wanting a greater market share

	•  wanting physical expansion, e.g. opening more stores or building a new factory

	•  increasing provision, e.g. a bus company purchasing additional buses to operate more routes

	•  benefiting from economies of scale

	•  spreading risk by diversification

	•  a larger business may find it easier to obtain external finance such as bank loans.
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[image: ] KEY TERMS

Business aims – a summary of what the business wants to achieve in the future.

Recession – a period of economic decline where demand and output fall.

Economies of scale – cost advantages gained when the size of a business increases, e.g. suppliers may offer discounts to those placing larger orders.
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Reputation

A business may choose aims and objectives that will improve its reputation and therefore the success of the business. For example, producing good-quality products, providing excellent customer service and acting in an ethical and socially responsible manner can all provide a business with a unique selling point (USP), which should enable it to stand out from the competition.



Being enterprising

Entrepreneurs are often sole traders trying to build their own business as they want to be their own boss and pursue a career that interests and challenges them.

A business that is enterprising is likely to take risks to pursue an idea. Such a business is likely to keep trying to identify gaps in the market, remain competitive and use its experience to produce products or provide services that customers find new and exciting.
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PAIRS ACTIVITY [image: ]

(30 minutes)

Consider the businesses listed below. For each one:


	•  state two objectives you think this business should have

	•  state two objectives you do not think are appropriate for this business (but that would be realistic for an alternative business)

	•  ensure that you can justify your decisions.



Business organisations to consider:


	a  local hairdresser

	b  B&Q plc

	c  Poundstretcher Group

	d  your school/college.
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KNOW IT [image: ]


	1  State two reasons why a sole trader might want to become a private limited company.

	2  State two differences between a private limited company and a public limited company.

	3  State one advantage and one disadvantage of being a government-owned corporation.

	4  Explain three factors that might influence the decision to form a partnership.

	5  Explain three aims and three objectives a sole trader might have.
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LO2 Understand how the functional areas of businesses work together to support the activities of businesses
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GETTING STARTED [image: ]

(15 minutes)


	•  In groups, consider one of the functional areas in a business. Produce a spider diagram that identifies the tasks you think that staff within that functional area will be responsible for.

	•  Your group could feed back to the rest of your class. Can your peers make other suggestions? A volunteer should write any additional suggestions onto your diagram. These can be referred back to during your LO2 studies.
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[image: ] KEY TERM

Unique selling point (USP) – a specific factor that makes a business stand out from its competitors, e.g. excellent customer service.

Functional area – a division of a business where employees have similar roles, skills and expertise, e.g. marketing function, human resource function.
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2.1 Key tasks of functional areas of businesses


Finance

Employees within the finance function (also known as accounting or accounts) are responsible for controlling the finance of the business. Their roles and duties include:


	•  making and receiving payments on behalf of the business, and recording financial transactions

	•  preparing annual financial accounts, including the statement of financial position and income statement

	•  monitoring and analysing financial performance, e.g. cash flow forecasting

	•  paying employees.
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Statement of financial position – a summary statement on a particular date that shows a business’s assets, liabilities and owner’s equity.

Income statement – a financial statement that shows the revenue and expenses a business has received and paid over a period of time; the statement will show the profit the business has made during this time.

Cash flow forecasting – estimating the expected cash inflows and outflows for a period of time in the future to identify likely surpluses or shortages.

Pricing strategy – the method used to determine the price of a product/service, taking into consideration the market, competitors’ pricing, customer incomes, etc.

[image: ]






Marketing

Employees within the marketing function are responsible for identifying customer needs and working with the research and development function to ensure that products and services are designed that satisfy these needs. Based on their research they will also decide on the most appropriate distribution channel (e.g. in stores or online) and an appropriate pricing strategy.

Marketing employees are also responsible for promoting the business and its products/services using different forms of media, including social media, to create awareness and generate sales.



Sales

Employees within the sales function are responsible for communicating with existing customers and potential new customers. They are the representatives of the business in direct contact with customers, and therefore must provide excellent customer service and be knowledgeable about the products/services offered.

Many businesses will have sales targets included in their objectives and the sales function is key to achieving these.

The sales function can take different forms. For example, in a jewellers the sales staff work in the store and deal with customers face to face. However, in a manufacturing business the sales function is likely to be based at head office, and will deal with customers via the telephone and email.



Human resources

Responsibilities of employees within the human resource (HR) function (also known as personnel) include:


	•  recruiting new employees

	•  identifying training needs and organising training

	•  planning recruitment needs, e.g. considering business objectives and the impact these will have on the number of staff and the skills required

	•  ensuring that appropriate pay and benefit systems are in place

	•  overseeing redundancy procedures and other dismissals

	•  ensuring that human resource legislation is met, e.g. equality legislation

	•  establishing company policies such as disciplinary and grievance procedures

	•  administration tasks, e.g. ensuring that employee details such as addresses and bank details are up to date.
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Disciplinary procedure – a specified process for dealing with alleged employee misconduct, e.g. poor performance.

Grievance procedure – a specified process for dealing with a complaint made by an employee about their treatment at work, e.g. discrimination or receiving lower pay than stated in their employment contract.
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Operations management

Employees within the operations management function (also known as production) are responsible for transforming raw materials (inputs) into finished goods/services (outputs).

In some businesses this process relies on labour, whereas in other businesses technology and machines are used. Employees in the operations management function are also responsible for ensuring that quality standards are met.



Customer services

Employees within the customer services function are responsible for liaising with customers on a day-to-day basis. Today most businesses have customer service helplines that function via telephone, online messaging or online chats.
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Figure 1.2 Modern businesses offer many ways of contacting the customer service function



Customer service staff should be knowledgeable, helpful and calm as not only do they need to be able to answer customer queries, they are also likely to be the first contact if a customer has a complaint. They need to manage the expectations of customers (for example, by not promising what cannot be delivered) and to resolve any queries promptly.



Business support services

Employees within the business support services function (also known as IT or administration) are responsible for the administration relating to the day-to-day running of the business. This includes:


	•  producing contracts

	•  maintaining equipment, e.g. photocopiers, and arranging maintenance visits if necessary

	•  arranging meetings

	•  organising travel plans

	•  providing technical IT support.





Research and development

Skilled employees within the research and development function are responsible for developing new products and services in response to market research findings. Their role is key to ensuring the success of a business as they must develop products/services that customers want and need if the business is to remain competitive and profitable.



Purchasing/procurement

Employees within the purchasing function (also known as procurement) source and provide the raw materials, goods and services needed in the day-to-day running of a business.

A manufacturing business such as Cadbury’s requires raw materials, e.g. sugar, as well as goods, e.g. packaging. A service business such as Bibby Distribution requires vehicles and IT equipment. Most businesses also need goods such as stationery, and services such as water and electricity. It is the role of the purchasing function to source these resources at the lowest cost while ensuring acceptable quality.

Public-sector procurement is governed by regulations to ensure that the best value is obtained from the supplier and that the purchasing process is transparent and fair.




2.2 How business functions interrelate with other business functions

The functional areas must communicate effectively with one another if a business is to operate successfully.
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GROUP ACTIVITY [image: ]

(30 minutes)


	•  Copy the table below on to a large sheet of paper. In groups discuss how and why you think different functional areas need to communicate, then complete the table. An example is given for ‘Finance’, however there are other possible examples for this function.

	•  Feed back your ideas to other groups in your class.
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	Functional area
	Other functional areas that the stated function should liaise with
	Reasons why good communication is important between these functional areas



	Finance
	Finance will need to liaise with the sales function to gain accurate sales figures.
	Accurate sales figures are vital if the finance function is to produce accurate financial accounts



	Marketing
	 
	 



	Sales
	 
	 



	Human resources
	 
	 



	Operations management
	 
	 



	Customer services
	 
	 



	Business support services
	 
	 



	Research and development
	 
	 



	Purchasing
	 
	 





Consequences of poor interrelationships

All private-sector businesses should aim to satisfy their customers as this is how they will make a profit. Poor interrelationships between business functions may affect the service provided to customers. For example, if the sales function receives a large order from a customer but does not inform the operations management function that production needs to be increased, there may not be sufficient products available for delivery on the agreed date. This will adversely affect the business’s reputation and it is unlikely to receive further orders from this customer.
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[image: ] INDEPENDENT RESEARCH ACTIVITY

(1 hour plus time for interviews)


	•  Research a business that has different functional areas. You could visit, or talk to, people who are employed there.

	•  Investigate:

	•  how and why the functional areas within this business communicate with one another

	•  the impact on the business if communication were poor or didn’t exist between these functional areas.





	•  Produce a report or a presentation that summarises your findings.
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KNOW IT [image: ]


	1  State three responsibilities of the finance function in a business.

	2  State three responsibilities of the human resources function in a business.

	3  How might the role of the customer services function differ in a bank compared to an online retailer such as Amazon?

	4  State two consequences of poor interrelationships between functional areas.
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LO3 Understand the effect that different organisational structures have on how businesses operate
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GETTING STARTED [image: ]

(10 minutes)

In pairs, write down or sketch the organisational structure you might expect for a:


	•  local restaurant employing 10 people

	•  car hire company employing 50 people in five locations

	•  school or college employing 100 people.
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3.1 Different organisational structures

Structures can be influenced by elements like an organisation’s size, its function (what it does), its products or services, and its geographic location. A business can take on a particular structure to suit its situation. Some examples are given in Table 1.2.
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Flat structure – a company structure containing few levels.
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Table 1.2 The advantages and disadvantages of different organisational structures
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	Advantages
	Disadvantages
	Best suited to …



	There are very few layers between the top level and the bottom level. The chain of command tends to be short and span of control tends to be wide
	Due to the short chain of command, communication flow tends to be good. Information can be passed on more accurately and there is generally more interaction between the top and bottom levels, improving understanding
Authority is delegated to employees so decisions can be made more quickly as information and orders are more direct

Due to the wide span of control employees are empowered and motivated to make decisions

Fewer management levels keep staff costs down, improving efficiency

	Wider span of control may mean that employees at the bottom level are not supervised closely, which could lead to mistakes
Fewer levels reduce the opportunities for promotion, which might cause more ambitious employees to leave

	Smaller businesses with fewer job roles and division of functions unnecessary
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	Advantages
	Disadvantages
	Best suited to …



	Many layers of management, resembling a pyramid with fewer people at the top than the bottom. The chain of command is clearly defined, instructions are passed down from the top to the bottom. At each level there is a person in charge of several people. There is usually clear division of functions, e.g. finance, marketing, human resources, operations management. Directors and managers with specialist skills and expert knowledge are appointed to ensure each function is run smoothly
	Everybody knows their job roles and to whom they are accountable
At each level, authority is delegated from above so that employees are empowered to make decisions in their areas of work. Decisions can be made quickly, which speeds up the response to problems

A narrow span of control enables supervision to be closer, leading to fewer mistakes

Offers more opportunities for promotion, so employees may be more motivated to work harder

Middle management can specialise, increasing business efficiency

	Responses to problems can be slow as information is passed down from one level to the next
Whilst authority can be delegated, responsibility cannot. People higher up the hierarchy are responsible for the actions of those under them even if they didn’t make the decisions. This has implications for the selection and training of employees before authority is delegated to them

Communication can be poor due to the long chain of command; information can get distorted as it travels up and down the hierarchy

Different departments can compete and make decisions that do not benefit the whole business

	Medium to large businesses with a large number of employees, and the armed forces



	 
	Advantages
	Disadvantages
	Best suited to …
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	Advantages
	Disadvantages
	Best suited to …



	In a centralised structure, decisions for the whole business are usually made by people at the top of the hierarchy. Information and instructions flow from the top to the bottom
	Useful in unforeseen circumstances or times of uncertainty. Strong leadership allows quick responses to potential threats
People at the top tend to be more experienced with specialist skills so mistakes are less likely

Decisions made tend to benefit the whole business rather than individual departments

Responses to problems can be quicker as only a few people at the top of the hierarchy are consulted

	People lower down the structure may feel demotivated as decisions are made for them without consultation
There may be better understanding lower down the structure regarding customer and employee needs, which is not taken into consideration when decisions are made at the top

	Small businesses, e.g. a haulage company’s owner makes all operations decisions, which are passed on to drivers, telling them where to pick up goods and where to deliver them
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	Advantages
	Disadvantages
	Best suited to …



	People at the bottom of the organisational structure are given authority to make certain decisions relating to their day-to-day activities. A decentralised structure relies on the delegation of authority. While it encourages employees to take more responsibility, it is crucial that there is a high level of co-ordination for it to work
	Employees feel more empowered and motivated as they have more responsibility and are able to make certain decisions for themselves
People at the top can have more time to focus on important decisions that affect the whole of the business

Quicker response to customer feedback as people lower down the structure tend to have a better understanding of customer needs and wants

For a business with branches in different locations, decisions can be made to satisfy local demand, improving competitiveness

	Decisions made might not reflect those valued by the whole business, sending confusing messages to stakeholders
The quality of decisions made relies on the expertise and experience of the people lower down in the structure. Training is crucial to the success of this model

Conflict might arise as people who are authorised to make decisions do so based on their own needs

	Certain supermarket chains allow their store managers to make decisions based on local needs and wants, to increase sales and customer satisfaction
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	Advantages
	Disadvantages
	Best suited to …



	Teams from different departments are created to run different projects, to focus on different products or services, or to serve customers in different locations. Team members often have to report to their departmental manager as well as the project manager
	It is a very flexible arrangement – teams can be removed as a project is completed relatively easily without causing major disruption to the organisational structure
Close collaboration between the departments leads to greater efficiency and productivity

Communication is good as employees work as teams across the departments. The collective expertise allows better and quicker decisions

Greater motivation among team members as they have the opportunity to contribute their ideas as they work together

A cross-functional team can be formed for each location so that the needs and wants of customers in a specific location can be served better

	Team members may not know who their immediate line manager is, leading to miscommunication
Team members might be given conflicting instructions from their departmental and project managers, which might lead to lower productivity and efficiency

Managers can have different leadership styles, which could demotivate employees

Having two managers is costly, which reduces profitability

Sharing employees can lead to unhealthy competition between departments, e.g. each project manager will look for the best employees from other departments

	A business with multiple products or operating in different countries. It draws together the expertise of the functional departments to create different projects or products so the end result is of a higher standard
A manufacturing company can form different teams based on the different products made. Each product will have expert knowledge from the marketing, finance, human resources and operations management department, so that it has a better chance in the market. As the company introduces a new product, a new cross-functional team could be formed without having to take on new employees. If a product is unsuccessful, its team can be removed relatively easily and the employees reassigned to other products
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Hierarchical/tall structure – a pyramid-shaped structure with many levels.

Centralised structure – a structure where decision making is kept at the top of the hierarchy.

Decentralised structure – a structure where decision making is more spread out and filtered down the hierarchy.

Matrix structure – where employees are grouped by function and product/project.

Span of control – the number of subordinates a supervisor manages.

Accountability – the responsibility that someone has for actions that are carried out.
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GROUP ACTIVITY [image: ]

(40 minutes)

Research a business you are interested in. Find out its organisational structure, the advantages and disadvantages of the structure, and the impact of the organisational structure on how it is run. You can present your findings in a poster or PowerPoint presentation.
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The use of organisation charts


Showing elements of the organisational structure

Elements of organisational structures include division of work, span of control and chain of command. Organisational charts show these elements so that everybody is clear about what their job role is, who is in charge of whom and how communication flows in a business. It is important to show these elements clearly so that a business runs smoothly and, in case of an emergency, everybody knows who to report to. It is especially useful in a large organisation where there are a lot of employees.



The status of different levels of job role

In a medium-sized to large business, there are different job roles at different levels of authority. Typically, these are:


	•  supervisors

	•  assistants/operatives

	•  directors

	•  managers

	•  chief executive.
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PAIRS ACTIVITY [image: ]

(10 minutes)

By drawing arrows on Table 1.3, match the job roles with the tasks that might be undertaken by different roles.

Table 1.3 Tasks associated with different roles



	Chief executive
	Assign duties to employees, explaining how these are to be carried out



	Directors
	Decide what work needs to be done to meet departmental aims and objectives



	Managers
	Lead and develop a business’s long-term strategy



	Supervisors
	Oversee a department, ensuring the company policies are implemented



	Assistant/operative
	Complete tasks as directed
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Chief executive

The chief executive is the person with the most authority in a business. With authority comes responsibility, so the chief executive is responsible for the success or failure of a business. He or she is answerable to all the stakeholders, e.g. employees, customers, government, local community.

The chief executive makes the most important decisions that affect the whole business. These could be any future plans, the direction a business is following or how a business presents itself to the world.



Directors

Directors report to the chief executive. In a medium-sized to large business there may be several directors, each in charge of a function (e.g. finance, sales, HR). Directors are leaders who oversee all activities undertaken within their function. They plan departmental strategies and take part in the overall strategic decisions of a business. Their main role is to make sure that the areas under their leadership contribute to achieving the overall aims of a business.



Managers

Managers make sure that their department achieves the aims and objectives identified by their directors, to whom they report directly. Managers are in overall charge of the activities in their department, ensuring that it is run smoothly. Decisions concerning the whole department are made by managers.



Supervisors

Supervisors are usually in charge of team members in a specific area of a department, e.g. a golf course supervisor would be responsible for maintaining the golf course by ensuring that grass is cut and trees managed. Supervisors make day-to-day decisions to ensure that the area they are in charge of is run smoothly.



Assistants/operatives

Assistants or operatives are at the bottom of a hierarchy and are responsible for carrying out instructions given by their supervisors.



Supervisors

Supervisors are usually in charge of team members in a specific area of a department, e.g. a golf course manager would be responsible for maintaining the golf course by ensuring that grass is cut and trees managed. Supervisors make day-to-day decisions to ensure that the area they are in charge of is run smoothly.



Assistants/operatives

Assistants or operatives are at the bottom of a hierarchy and are responsible for carrying out instructions given by their supervisors.
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KNOW IT [image: ]


	1  Understand the concepts of chain of command, span of control, authority, delegation, empowerment and accountability.

	2  Know the different organisational structures that a business could adopt.

	3  Know that businesses can be organised in terms of function, product/service and geographical location.

	4  Understand the advantages and disadvantages of different organisational structures, and how they impact on the operations of businesses.

	5  Understand that different structures suit different businesses.
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LO4 Be able to use financial information to check the financial health of businesses
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GETTING STARTED [image: ]

(10 minutes)

In pairs, discuss what profit is and why it is important. When might an organisation not prioritise making profits for shareholders?
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4.1 Financial terms used to check the financial health of businesses


Business costs

Accountants are concerned with the monetary cost of business resources, but economists consider costs as opportunity costs.
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[image: ] KEY TERMS

Opportunity cost – a benefit, profit or other advantage that must be given up to acquire or achieve something else.

Costs – the expenses a business incurs when producing and supplying products and services to customers.

Depreciation – the cost of an asset consumed over its useful life, e.g. due to wear and tear.
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Businesses split their accounting costs into categories. These may include those described below.


Fixed costs

These are costs that have to be paid even if the business produces or sells nothing. Examples include:


	•  rent

	•  office salaries

	•  advertising

	•  insurance

	•  depreciation.
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Figure 1.3 Graphical representation of fixed costs





Variable costs

These are costs that vary directly with the level of output. If output doubles, the variable costs double. If the output halves, the variable costs halve. If output were zero, no variable costs would be incurred. Examples include:


	•  direct labour (cost of paying employees involved in production)

	•  raw materials

	•  packaging costs

	•  royalties paid.
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Figure 1.4 Graphical representation of variable costs






Revenue

Revenue (also called sales, total revenue or turnover) is the income that a business earns over a period of time – for example, over one month or one year. Examples include cash sales, credit sales, interest, royalties received, dividends from business investments. The amount of revenue earned will depend on the number of items sold or services offered, and the selling price of each.

Revenue = Selling price × Quantity sold
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[image: ] KEY TERM

Revenue – the money earned from selling manufactured output, goods purchased or services offered; the total revenue of a business is based on both the level of output and the selling price per unit.
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PAIRS ACTIVITY [image: ]

(20 minutes)

Work in pairs to discuss and write down two fixed costs, two variable costs and two sources of revenue for a business of your choice. Draw a symbol that represents each of your six key words. Share these with the rest of the group, and explain how you have categorised your costs and revenues.
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Cash flow
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Figure 1.5 It is important for a business to maintain cash flow



Cash inflows will include all receipts of money. Examples include:


	•  cash received from selling products/services

	•  loan receipts

	•  commission received

	•  rent received.



Cash outflows will include all payments made by the business. Examples include:


	•  wages

	•  insurance

	•  payments to suppliers

	•  loan interest.





Net cash flow and profit

Net cash flow is the difference between cash inflow and cash outflow.

Profit and cash flow are closely linked but very different (see Table 1.4). Profits are the main objective for most businesses. It is the reward a business owner or investor gains for risk taking. Businesses use profit to:


	•  reward owners in the form of drawings or dividends

	•  invest for future growth

	•  save for a contingency.
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[image: ] KEY TERMS

Net cash flow – the difference between money coming into a business and money going out of a business.

Profit – the surplus left over from revenue after paying total costs.

Cash flow – the movement of money into and out of a business.

Loss – the deficit of revenue after paying total costs.

Insolvent – when a business is unable to pay its debts.
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Businesses do not always generate a profit. A loss is made when business revenue is not sufficient to cover the total costs. To eliminate a loss, a business needs to cut costs (by using cheaper suppliers, reducing staff levels, etc.) or increase revenue (by increasing product sales, charging higher prices, etc.).

If a business runs out of cash and is unable to pay its day-to-day expenses, it is classed as insolvent. Business owners have the choice of raising extra finance or to cease trading. By constructing a cash flow forecast, business owners can plan ahead and identify when they may require additional funding.

Table 1.4 Profit versus cash flow



	Profit
	Cash flow



	Profit = total revenue - total costs
	Net cash flow = cash inflows - cash outflows



	Considers costs incurred and revenue received, but does not consider when money changes hands
	Cash is the physical money that a business has at a particular time; it includes all monetary payments, including bank transfers, direct debits, notes, coins and money in the bank



	Calculated in the income statement
	Shown in the cash flow forecast



	Required for long-term business survival
	Required for short-term business survival






Break even and margin of safety

Most businesses will want to maximise their profits, but being profitable is not always possible. New and small businesses and businesses facing an economic slowdown may find that they cannot generate profits at all. In this situation, it may be a more realistic objective for businesses to aim to simply break even.
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[image: ] KEY TERMS

Break even – the point at which the level of sales allows total costs to equal total revenue; at the break-even point a business makes no profit or loss.

Margin of safety – the amount a business sells in excess of its break-even point.
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The break-even point is the level of sales where total costs equal total revenue, so there is no profit or loss. It has a number of applications and is used by businesses to:


	•  calculate the level of sales and unit price of each item needed to cover total costs

	•  see how changes in sales or costs affect profits.



There are a number of assumptions made when calculating break-even output. These include:


	•  all output is sold

	•  the business makes only one type of product

	•  all costs can be classified as either fixed costs or variable costs.



If a business is generating a profit, its output level will be higher than the break-even output level. The business may wish to know how far output can fall safely before it begins to experience losses.

The margin of safety measures how far output can fall before the business begins to make a loss. It is measured by the number of units of output between the current level of production and the break-even level of production.

Margin of safety (in units) = Actual output in units − Break-even output in units




4.2 How to calculate profit/loss and break-even point/output


Key formulae

These are:

Profit = Revenue − Costs

Break-even output = Fixed costs ÷ (Selling price − Variable costs)



Calculating the break-even point/output and profit/loss


[image: ]

Figure 1.6 Case study: calculating the break-even output and profit



Table 1.5 Financial information for five businesses



	 
	Alpha
	Beta
	Gamma
	Delta
	Omega



	 
	£ per unit
	£ per unit
	£ per unit
	£ per unit
	£ per unit



	Raw materials
	10,008
	10,008
	10,016
	10,032
	10,004



	Variable labour
	10,002
	10,009
	10,004
	10,008
	10,004



	Other variable costs
	10,001
	10,002
	10,002
	10,004
	10,001



	Fixed costs
	10,004
	10,006
	10,008
	10,016
	10,003



	Selling price
	10,020
	10,032
	10,040
	10,080
	10,016



	Number of units produced and sold
	10,000
	25,000
	20,000
	40,000
	12,500
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INDIVIDUAL ACTIVITY [image: ]

(35 minutes)

Use the information in Table 1.5 to calculate for each business:


	1  break-even point/output

	2  profit/loss per unit

	3  total profit/loss

	4  margin of safety.
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4.3 How to interpret financial statements


Income statement

An income statement is produced by a business for a specific period of time. This is usually 12 months and produced at the end of the business’s financial year. The income statement will include:


	•  revenue (see page 17) – this is the money that comes into a business as a result of the ordinary activities of the organisation; in the income statement revenue is recognised either as the receipt of cash in a cash sale or at the point of sale for a credit sale

	•  expenses are the operating costs of a business; examples include wages, heat and light, rent, advertising and telephone costs.
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[image: ] KEY TERMS

Income statement – a financial statement that shows the revenue and expenses a business has received and paid over a period of time; the statement will show the profit the business has made during this time.

Gross profit – revenue minus cost of sales.

Cost of sales – the total amount the business has paid to create or make available a product or service that has been sold.

Net profit – gross profit minus expenses.

Assets – resources owned by a business, e.g. cash, motor vehicles, premises, machinery.
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Figure 1.7 Example income statement for a sole trader



The first line of the income statement details the revenue a business has gained from its goods and services. To calculate the gross profit for a period, a business will deduct the cost of sales from the revenue. The cost of sales are all costs directly related to the production of the goods and services.

Businesses need to account for their selling and administrative expenses (for example, distribution costs and advertising expenses). These are deducted from gross profit to calculate the net profit for a period of time.

It is often useful for business managers and owners to compare income statements over a period of several years. Businesses will analyse changes in revenue, cost of sales and expenses, and make adjustments to their business practices as required.



Statement of financial position

This is a snapshot of a business’s financial health at a particular moment. The statement is a representation of the accounting equation, where the total assets will equal the total liabilities and owner’s equity. The two sides must always balance.

The statement of financial position communicates information about the financial health of the business and indicates the relative liquidity of the assets. The statement can be compared over time and with other similar businesses. It must be remembered, however, that it needs to be reviewed alongside a business’s income statement and cash flow forecast to make informed decisions.

It is split into different sections, as follows.


Assets

Assets are resources that are owned by a business. They are used to help the business survive and function.

Non-current assets are acquired for use within the business and are likely to be used for a considerable amount of time (usually more than 12 months). Examples include motor vehicles, premises and machinery.

Current assets are part of a business’s operating cycle and are likely to be converted into cash within a 12-month period. There are five main categories of current asset:


	1  cash in the bank

	2  cash in hand (or stored on the business premises)

	3  trade receivables (debtors: people, or organisations, that owe money to a business)

	4  inventory (stock)

	5  prepayments (where the business has paid in advance for an item, e.g. rent).





Liabilities

Liabilities represent the debts owed by an organisation. There are two main categories of liability.

Current liabilities are amounts falling due within one year that arise through day-to-day trading. Examples include bank overdraft, trade payables (people, or organisations, that the business owes money to), accruals (debts for which an invoice has not yet been received), corporation tax and dividends payable.

Non-current liabilities are amounts falling due after one year – sources of long-term borrowing – and will exist for more than 12 months. They will appear in a number of consecutive statements of financial positions. Examples include long-term bank loans, mortgages and debentures.



Equity

Equity, or capital, is the term used to describe how much a business is worth. It represents how much the owner(s) have invested in the business.
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Figure 1.8 Example statement of financial position for a sole trader






Cash flow forecast and cash flow statement

A cash flow forecast is a management accounting document and a form of budget. The forecast will show when cash is expected to come in to and go out of a business. The forecast is made up of three sections:


	1  receipts – any money that a business expects to receive

	2  payments – any money that a business expects to spend

	3  net cash flow – the difference between receipts and payments; the net cash flow will give an indication of how much money is remaining at the end of each month.
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[image: ] KEY TERMS

Cash flow forecast – a management accounting report that outlines predicted future cash inflows and cash outflows per month over a given period of time.

Cash flow statement – a financial accounting statement that shows the actual cash inflows and outflows for a business over the previous 12 months.
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Money should be recorded only when it is predicted that the cash will change hands. The closing balance from one month will become the opening balance of the next month. The cash flow forecast does not inform managers about profits or profitability. A profitable business can have a poor cash flow.

Accurate cash flow forecasting helps a business to:


	•  identify problems before they happen

	•  plan how to use excess cash

	•  plan a project with minimal borrowing

	•  support an application for finance.



The cash flow forecast should be compared with actual cash flows included in a cash flow statement. By comparing the two documents, owners and managers are able to identify any variances and put corrective actions in place.

Cash flow problems that have been identified can be resolved in a number of ways, including:


	•  holding less inventory within the business

	•  improving credit control – reducing the credit period allowed to customers, chasing non-paying customers and asking for longer credit periods from suppliers

	•  increasing sales levels

	•  selling non-current assets, e.g. old computers or business vehicles

	•  reducing costs.
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GROUP ACTIVITY [image: ]

(45 minutes)

Select a plc in the UK and download its financial accounts for the past two years from its website. In small groups, review the accounts, and identify their strengths and weaknesses. For any weaknesses, consider action(s) the business could take to improve.
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KNOW IT [image: ]


	1  Define the following terms:

	a  fixed costs

	b  variable costs

	c  cash flow

	d  net cash flow

	e  profit

	f  break even

	g  margin of safety.




	2  Name three variable costs.

	3  Explain the difference between revenue, profit and cash flow.

	4  State the formula for calculating break-even output.
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LO5 Understand the relationship between businesses and stakeholders



[image: ]

GETTING STARTED [image: ]

(10 minutes)

Think about the last product that you purchased and where you purchased it; it could be a drink, a piece of fruit, or another type of snack from a local shop or a large supermarket. Write a list of all the people or businesses that have an interest in that organisation. They are its stakeholders. Discuss your ideas with the rest of the class.
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5.1 Who the main stakeholders are and their objectives


What is a stakeholder?

A stakeholder is an individual or group who has an interest in a business and may be directly affected by the activities of that business.

Every business has many different stakeholders with different objectives. For example, if a large bakery opened in a quiet residential area selling freshly made produce from 6 am seven days a week, the local residents may welcome the idea of having fresh bread every day, but be less pleased at the prospect of deliveries and employees arriving in the early morning. In this situation the stakeholders are the local community but also the employees, the suppliers, financial institutions and the customers.



Types of stakeholder

Stakeholders have varied interests and involvement in the business, and are either internal or external stakeholders (Table 1.6). This enables businesses to focus on the different needs and wants of the identified stakeholders. Internal stakeholders are identified as being involved directly within the business.
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[image: ] KEY TERMS

Stakeholder – any person, group or organisation that has an interest in a business because they are, or may be, affected by the activities of that business.

Internal stakeholder – an individual or group who are involved in a business directly by being or representing members of the workforce; this includes owners (sole trader, partners), employees (e.g. chief executive, directors, managers, supervisors, assistants) and trade unions.

External stakeholder – a person or group of people with links to the business, e.g. because of their personal location or that of the business they are connected with the organisation directly. They can be shareholders, customers, suppliers, potential investors, lenders, local community, pressure groups, and central and local government (e.g. HMRC, environmental health, planning department).
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Table 1.6 Types of stakeholder



	Stakeholder
	Type
	Example objectives
	Why this stakeholder is important



	Employee (staff and managers)
	Internal
	For business to succeed and remain profitable to retain salary and job security
Be fairly paid and receive benefits

Have a long and fulfilling career

Get rewards and recognition for work, e.g. bonus, promotion

Enjoy good working conditions

	Business depends on employees to function



	Owner/founder
	Internal
	For business to succeed and remain profitable
Have skilled, loyal and hard-working staff to contribute to business’s success

Set aims and objectives to help business to grow

Ensure the business remains competitive

	They decide on the direction of the business



	Customer
	External
	Be treated fairly
Get good value for money, etc.

Get quality products/services

	Without consumers purchasing products or services, the business will not survive. If quality products or services are not gained, they may take their business elsewhere



	Suppliers
	External
	Commitment to a fair contract
Be paid within the agreed timescales

	Supply products and services to the business on a regular basis



	Financial businesses
	External
	Advise the business financially
Fund or retain the financial aspects of the business

	Provide financial and investment advice
Provide finance when and if required




	Local residents/communities
	External
	Purchase the products/services
Respect the local community

Inform the local community of any major changes that may impact on the local residents

	Purchase the products/service
Promote the business locally by supporting the business

They can determine the success of the business




	Local and central government
	External
	Ensure business abides by the laws and regulations, e.g. HMRC, Environmental Health, planning departments
Encourage and support economic development and growth

	Support local businesses



	Trade unions
	External
	Support employees to ensure working conditions, pay, etc., are fair
Aid conflict resolution

	A group to ensure that the business acts and treats employees fairly
If conflicts arise, support workers




	Shareholders
	External
	Support the business
Investing funds in exchange for shares with the business paying out dividends to shareholders

	Invest regular financial funds to the business
Aid the business in moving forward according to its aims and objectives




	Pressure groups
	External
	Monitor business activities and processes
Influence alternative business decisions

	Can improve and influence business operations and methods
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Figure 1.9 Examples of internal and external stakeholders
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GROUP ACTIVITY [image: ]

(30 minutes)

Take part in a debate discussing the topic ‘External stakeholders are more important to a business than internal stakeholders’. You can research and make notes in pairs or groups beforehand. After the debate, discuss the issues raised with the whole class.

Decide if you are for or against this. Join the group that shares your opinion and discuss your thoughts with other members before the debate takes place.
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5.2 The ways in which different stakeholder groups attempt to alter business behaviour

Stakeholders can influence a business’s decisions and processes.
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[image: ] INDEPENDENT RESEARCH ACTIVITY

(2 hours)

Research the controversial topic of HS2 (High Speed Two), the planned high-speed railway line linking London to the Midlands. Consider all the stakeholders who are involved in this potential new service. Research the stakeholders, write an article on your findings and conclude with your view on this new proposal. Focus on three main areas of impact: business, environmental and potential users.
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5.3 How businesses respond to the different and sometimes conflicting objectives of different stakeholders

Each stakeholder will have different objectives. For example, they may:


	•  be concerned about the environmental impact of the organisation on the local countryside

	•  want the business to expand to improve its economic prospects

	•  want to make the organisation’s manufacturing processes more cost efficient.



Conflicts can arise when the needs of some stakeholder groups clash with or compromise the expectations of other stakeholder groups. This means a business has to make choices that some stakeholders might not like. All viewpoints should be discussed and communicated in an appropriate way, considering the importance and impact that the issues that have been highlighted will have on the business.

Conflict resolution using amicable methods will avoid negative responses that could escalate into bad publicity. This could damage the reputation of a business, which could take months or years to rebuild, if indeed this is ever possible! Sometimes a third party could be a mediator. They must remain impartial and focus on the immediate issues. A mediator will need to:


	•  identify the facts

	•  review the evidence

	•  assess the impacts

	•  agree the issues to be resolved based upon the main stakeholder objectives.
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Conflict resolution – the methods a business may implement to resolve any major issues that affect the way in which business is performed.
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A mediator will also need to listen to both parties, understand the issues and, above all, facilitate the negotiation process towards some sort of resolution that both parties can agree.

See LO5.4 for more details on this.


Stakeholder analysis

A stakeholder analysis can identify the needs and wants of the stakeholders. This could help a business to focus on different elements of the stakeholder to understand them better, reducing any potential conflicts and resolutions. The key elements of a stakeholder analysis include:


	•  stakeholder name

	•  communications approach

	•  key interests and issues

	•  current status – advocate, supporter, neutral, critic, blocker

	•  desired support – high, medium, low

	•  desired project role

	•  actions desired

	•  messages needed

	•  actions and communications.
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[image: ] INDEPENDENT RESEARCH ACTIVITY

(1 hour)

Visit this website and read the article there: http://tinyurl.com/hezyr26

Consider the stakeholders at your school or college and perform a stakeholder analysis for the senior management team. Devise and complete a table using the above headings.
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Meeting stakeholder needs could have both benefits and drawbacks for a company (Table 1.7).

Table 1.7 Benefits and drawbacks of meeting stakeholder needs



	Benefits
	Drawbacks



	Gaining a better understanding of each stakeholder’s individual objectives
Communicating with stakeholders, listening to their thoughts and concerns, and involving them in decisions will build up trust, better understanding and appreciation of the decisions that will be made from both sides

Understanding and appreciating which stakeholders could have the most influence on the business

Stakeholders may have access to different resources, which could enable a business to benefit from these contacts

	Listening to all stakeholder groups can take time. Businesses may therefore have to select which groups they discuss issues with. It is important to understand the needs of all the different stakeholders, as certain aspects of business will not affect or directly affect all stakeholders
If the advice is not implemented, stakeholders may become annoyed, which could distract from business activities








5.4 The consequences to a business of not listening to its stakeholders

Stakeholders can influence and change the way a business operates in a competitive world. They can be a key element in decision making, but if a business gets things wrong, there may be consequences for its stakeholders.

Access to technology and the popularity of social media mean that any mistakes can be viewed worldwide in a very short time. This can have huge implications for both immediate and future business prospects, so it is important to be proactive rather than reactive to stakeholder needs and objectives. Any controversial decisions should be clearly justified, when and if required, to the various stakeholder groups.
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KNOW IT [image: ]


	1  Who might be the external stakeholders of a car repair business?

	2  What is the role of a mediator?

	3  What are the key elements of a stakeholder analysis?

	4  What are three consequences of a business not listening to its stakeholders?
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LO6 Understand the external influences and constraints on businesses and how businesses could respond



[image: ]

GETTING STARTED [image: ]

(10 minutes)

Think about your favourite shop. It could be online, a big chain or a small independent store. What do you think are the main factors beyond its control – the external influences – that impact on its success?
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6.1 The factors which comprise the external business environment


Social factors

As a society, we are continually changing the way we work, the way we play, and our values and beliefs. In particular, we are going to investigate the following social factors.
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[image: ] KEY TERMS

External influences – factors outside of a business that are beyond the owner’s control.

Social factors – things that affect our lifestyle, e.g. demographic issues, attitudes to work, disposable income, social trends, cultural beliefs.
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Demographic issues

This refers to the study of a population based on age, race, gender, economic status, level of education, income level and employment, etc. In the UK the main demographic issue is the ageing population; this has implications for businesses in terms of choice of goods and services to provide, and how to reach their target market.

Here are some examples of how manufacturers tap into the ageing population.


	•  Fashion brand Sotto e Sopra uses materials that help women to feel comfortable during temperature changes that come with age.

	•  Harley-Davidson, the iconic motorcycle manufacturer, launched a three-wheeled motorcycle in Europe.

	•  In Europe, it was found that the main demographic group that eat out are the over-fifties. This influences not just what food to serve in restaurants, but also the design and font size of the menu itself.





Attitudes to work

The following paragraph shows the findings of recent research carried out by the government on people’s attitude to work:


Managers and professionals were more likely to agree that it was usual for people to work when they are feeling quite unwell (77 per cent) and also less likely to say that it was usual for people to call in sick when there was nothing the matter with them (24 per cent). For respondents in manual and routine roles the comparative responses were 67 per cent and 42 per cent, respectively.

Source: www.gov.uk



What are the implications for businesses looking to get the most from their employees? The result seems to suggest that perhaps making the work less routine may improve attendance.

Another finding suggests that, if businesses take an active role in helping people with long-term illnesses back to work by adapting the working environment, then they are likely to get a positive result.

Further results of the survey are presented in Figure 1.10.


[image: ]

Figure 1.10 The results of a government survey of attitudes into sickness and work

Source: www.gov.uk



The conclusions we can draw from these findings are that there is generally a positive attitude to work, with the majority interviewed considering it good for people’s physical and mental health. The majority also would consider going to work if they were ill. The last diagram is perhaps the most important one for businesses as it suggests actions that employers could take to reduce absenteeism.



Disposable income

A person’s disposable income is the total income earned less all the taxes that person pays. It is the amount of money people have available to spend on goods and services.

Knowing how much their customers have to spend helps businesses to decide:


	•  what type of product to stock or service to provide – if the disposal income of their customers is relatively high, high-end or branded goods can be stocked

	•  which pricing strategy to use – a fish and chip shop in an affluent area will be able to charge a much higher price than one in an area of high unemployment

	•  where to locate a shop – this depends on the product/service being sold, whether it is high end or not; a business selling cheap plastic household goods would expect to be located where people have low disposable incomes.





Social trends

Social trends relate to the value system, beliefs and practices of a population as a whole. They show what our society is like and how it is changing in the long term. Businesses should identify social trends for long-term survival.

For example, Nintendo’s Wii Fit was developed because we are more concerned about children spending too much time on their computers and not getting enough exercise. Other examples include the growth in sales of organic and ‘free from’ foods, as we are now more aware of the benefits of eating healthily. More businesses turn to social media to market their product/service as social media usage continues to increase.

Kodak, once a big name in image technology, went bankrupt because it failed to adapt to the changing trend in digital photography technology. This can also be seen as an example of technological change - often, more than one factor influences a company’s success.
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PAIRS ACTIVITY [image: ]

(20 minutes)

Find out why and how farmers markets have become so successful, in terms of social trends. Share your findings with the rest of your class.
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Cultural beliefs

To succeed, businesses must have a thorough understanding of the cultural beliefs of their target market. This is especially important when a business invests overseas. Extensive research on language, values and cultural practices must be carried out before decisions are made on product/service, as well as on how the product/service chosen is marketed. For example:


	•  Dunkin’ Donuts had to apologise and redesign its ‘charcoal’ doughnuts campaign completely when it was deemed to be racist

	•  eBay lost out to Taobao, a local competitor in China, because it failed to understand that sellers and buyers there want the chance to establish personal contact via instant messaging before a deal is struck.
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GROUP ACTIVITY [image: ]

(20 minutes)

Investigate the secret of Starbucks’ success in China using this link: http://tinyurl.com/z33r87j

You can present your findings in a poster or as a PowerPoint presentation.
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Technological factors

We live in an era where technology is advancing at lightning speed. Compared with just 20 years ago, we learn differently, we play differently, we shop differently, we work differently and, most of all, we communicate differently. Businesses need to take into account these changes – technological factors – and adapt the way they operate in order to succeed.
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[image: ] KEY TERM

Technological factors – these include machines used to automate the production process in a factory, hardware and software used for communication, purchasing and sales, and mobile technology.
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Automation

This can be easily seen in factories where machines are used for repetitive tasks. The advantages are significant as machines are more accurate, reducing waste and thus minimising costs. Machines are also faster and can be set to work 24/7 to meet demand. In the developed world it is much cheaper to use machines than employ workers. Apart from the initial investments, running costs are much lower, enabling businesses to compete on a global scale. However, the main disadvantage besides the high initial costs is the human cost of fewer jobs and redundancies when a factory introduces automation.



Communication

Good communication is vital to the smooth running of a business, especially if it is a large multinational with headquarters, branches and employees across the world. Businesses need to have good communication networks not just within and among employees – it is also important to have effective communication with suppliers, contractors and customers.

For example, Jaguar Land Rover transformed its IT from a UK-based operation to a globally scaled facility, providing secure IT resources to its engineers worldwide. Its new communication system means engineers all over the world can work collaboratively.



Purchasing/sales

Many businesses have an inventory control system that triggers a need to re-order stock. This is translated into orders, which are transmitted to suppliers automatically. This system ensures a continual supply of stock to meet demand. Businesses also need to be aware of how technology has changed the way consumers purchase goods and services, and adjust how they market and distribute their products accordingly.

According to the Consumer Barometer Tool, 60 per cent of consumers in the UK and USA carry out research on the internet before making their purchasing decisions. The implication of this for businesses is clear, as it has become essential not only for businesses to have a web presence but that their websites are browsed before those of their competitors.
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[image: ] THINK ABOUT IT

Consider the findings from a recent survey:


	•  59 per cent of respondents say they would consider allowing retailers to know where they are in-store in exchange for promotional offers

	•  73 per cent use promotional offers they receive via email

	•  42 per cent use promotional offers they receive via social media

	•  62 per cent say their desktop computer is the device they use most often to redeem digital promotions, 27 per cent their phone and 10 per cent their tablet.



Imagine you are a retailer selling branded trainers, how would you advertise your products given the findings above?
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Mobile

There has been a surge in mobile service providers. Banks now provide mobile contactless payment systems, where consumers can pay for goods and services by merely tapping their mobile phones onto a reading device. Will this new technology end debit and credit cards? Businesses must consider the growing popularity of this new technology and change the way they accept payments.

Besides using their mobile phones to make purchases, consumers are also increasingly using them to carry out research before making a decision. A 2015 survey by Blackhawk Engagement Solutions suggested that 38 per cent of customers go to Amazon first when comparing prices on their smartphone, 32 per cent use Google and 17 per cent other retail websites. This has serious implications for businesses, especially e-commerce businesses.




Economic factors

Economic factors affect consumer spending, which in turn has an impact on demand for goods and services. If economic factors are favourable, businesses can look forward to high levels of revenue and profit. At the same time, businesses need to be prepared for times when economic factors are unfavourable so the ability to forecast economic trends is vital in long-term decision making.
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Economic factors – changes in the economy that affect the price and cost of goods and services – the level of interest rates, exchange rates, unemployment rate and taxation.
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Interest rate

This is the cost of borrowing money from financial institutions such as banks. It is also the return or reward on savings. The rate of interest is set by the Bank of England based on the level of economic activities in the UK. Businesses want interest rates to be as low as possible so they pay less in interest repayments on the loans they borrow, thus keeping running costs down and increasing profits. However, individuals or businesses with money invested in savings benefit from higher interest rates because they get more of a return on their money.

The level of impact depends on how highly geared (this is the amount of debt) a business is, and whether the business is selling high-end or low-end goods/service.
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INDIVIDUAL ACTIVITY [image: ]

(15 minutes)

Describe and explain the impact of high interest rates on the following businesses:


	•  estate agent

	•  travel agent

	•  budget retailer.
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Exchange rates

This is the value of one currency as compared with another. The impact of changes in exchange rates depends on the type of business activity undertaken. For a UK manufacturer hoping to export its goods overseas, a weak pound is favourable as it means that its goods are cheaper on the global market and therefore more competitive. For a business that imports goods from abroad a strong pound is favourable as it means they are able to buy more goods with the same amount of money.

In 2011, even though McDonald’s sales in Europe increased, its yearly profits were actually down as a result of a weakening euro. This is because when the amount of profit was converted to US dollars it was worth less than it had been.



Inflation

This is the rate of increase in the price of goods and services. The rate of inflation is calculated by looking at how the prices of hundreds of things we usually buy, including food and entertainment, have changed over time.

When inflation increases this is generally unfavourable for businesses and consumers. Businesses will find that the costs of providing their goods and services such as gas and electricity will rise, reducing their profits. Consumers, having to pay a higher price for everyday goods and services, will have less money to spend on anything else. This in turn reduces demand and is bad news for most businesses.



Unemployment

This is the situation of people who do not have a job but are able to work. The rate of unemployment affects businesses in two ways. When unemployment is high people generally have less money to spend. This will decrease demand and sales revenue. However, businesses will also have more people to choose from when recruiting. This means that they have a wider pool of labour supply to choose from and, at the same time, wage levels will tend to be lower than when unemployment is low.

Long-term unemployment can have serious effects on businesses. If the unemployment rate is high over a prolonged period of time, businesses will start making their workers redundant due to lower sales and profit. This will increase the unemployment rate, which will lower sales and profit further.



Taxation

This is the amount of money paid to the government on earnings (income tax, national insurance, corporation tax) or goods and services purchased (VAT, import duties). An increase in income tax and national insurance will mean that people generally have less money to spend on goods and services. This is bad news for businesses as they will see a fall in demand and sales, especially if they are selling non-essentials. An increase in corporation tax means that businesses will have less retained profit to invest in the future, which is again an unfavourable condition for them.
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Retained profit – the money remaining within a business once all costs, taxes and dividends have been deducted.

Environmental factors – green or sustainability issues that exist in a business’s surrounding area.
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Environmental factors

Environmental factors are all the issues that businesses need to consider to reduce the impact of their business activities on the environment. These issues are becoming more important as we become aware of the damage we have done to our planet. The UK government has imposed legal constraints that require businesses to cut down on energy consumption, reduce waste and dispose of waste responsibly. Businesses also face pressure from consumers and pressure groups to strive for sustainability.


Energy management

This basically means saving energy in the workplace. Businesses need to save energy not just to meet legal requirements but because effective energy usage leads to lower costs, especially when energy prices are high. So how can businesses save energy?
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PAIRS ACTIVITY [image: ]

(20 minutes)

Suggest ten ways in which a business can save energy in the workplace.

Share your ideas with the rest of your class.
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Carbon emissions

This refers to the amount of carbon dioxide that is released into the atmosphere as a result of business activities. This greenhouse gas causes global warming. The most effective way of reducing carbon emissions is to cut down on the use of fossil fuel. The UK government has introduced environmental taxes, reliefs and schemes to encourage businesses to reduce their carbon footprint.



Waste reduction

A business can reduce waste by getting things right first time (quality control). Waste reduction can take place in the office environment, such as by using less paper or printing on both sides. Manufacturers could find ways of reducing packaging materials.

The benefits to a business of reducing waste are not just cutting costs – it can also potentially improve the reputation of the business as one that cares about the environment.



Recycling

This is the process of converting waste into useful materials. For a business, there are many advantages to recycling. It can reduce the cost of handling waste, reduce spending on buying materials and even decrease landfill tax imposed by the government. Businesses should recycle as much as possible to increase profitability and improve their reputation in the eyes of their customers.



Pollution

This can take the form of air, land, water and noise pollution, depending on the nature of the business activity. While cost saving is one of the main reasons for reducing pollution, businesses can benefit from a better reputation as well as reducing the risk of paying compensation as a result of pollution.



[image: ]

[image: ] INDEPENDENT RESEARCH ACTIVITY

(15 minutes)

Read about how Somerset cheese producer Wyke Farms has become the first national Cheddar brand to be 100 per cent self-sufficient in solar and biogas energy. You can find out more from the link below or by searching on the internet.

http://tinyurl.com/hojkkvz
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Political factors

Political factors are government policies and practices that affect a business.


Political instability

This refers to the chances of the collapse of a government. Businesses prefer to operate in a politically stable country as instability could lead to riots, demonstrations, strikes or a coup d’état. Political instability can cause economic downturns, affecting business revenue and profits.

Many businesses’ suppliers are located in countries where there is political instability. This is risky as if riots or violence break out in these areas there could potentially be a disruption to the supply chain, halting business operations. This could lead to businesses not meeting demand, and losing revenue and profit. To minimise the risk of this eventuality, businesses must have contingency plans in place to reduce the damage of any potential crisis.



Change of government

Businesses tend to be concerned about a change of government – for example, before a general election. With a new government come new policies and new practices, which might not favour certain businesses. New policies mean changes and changes can be costly, reducing profits for businesses.

Another example of the possible impact of a change in government is when Royal Bank of Scotland and Lloyds Banking Group threatened to move out of Scotland if it became independent.



Government initiatives

These can be legislation, actions or projects introduced by the government to benefit the population. A recent example of a government initiative is the 2015 Enterprise Bill, which included:


	•  new measures to speed up insurance payments to business and give further powers to government for broadband investment

	•  the introduction of a Small Business Commissioner to help small businesses resolve late payment disputes with larger firms

	•  using regulators to contribute to cutting £10 billion of administration costs.
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PAIRS ACTIVITY [image: ]

(20 minutes)

Read the following article about the New Enterprise Bill: http://tinyurl.com/punvkeq

Identify and explain:


	1  who the winners are and how they benefit

	2  which businesses will lose out, and in what way.
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Legal factors

Legal factors are laws that affect how businesses are run.
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Legal factors – anything to do with the law.
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Business framework

Business framework legislation shows how a business is structured and organised, including how it is run. Here are two examples.


	1  Companies Act – elements relevant to private companies include reducing the amount of administration – for example, by making annual accounts available to shareholders electronically. Companies must state their name, place of registration, registered office and registered company number on their website, order forms and emails. Smaller companies benefit from not having to appoint a company secretary and not having to hold an AGM.

	2  Partnership Act 1890 – a business partnership can be formed through working together, oral agreement or a written contract. The minimum number of partners is two and there is no maximum. Each partner is allowed to participate in management and get an equal share of profit. In England partners are jointly liable for the debts and obligations of the firm. The partnership is dissolved if one partner dies. The Partnership Act can have a huge impact on anyone wishing to run a business with other people.





Consumer protection

This involves ensuring the rights of consumers are upheld. Laws aim to make sure that goods supplied by businesses are safe to use, are of reasonable quality, and that consumers are not misled by the description of goods and services before making a purchase.


	•  The Sale and Supply of Goods Act and the Supply of Goods and Services Act were replaced by the Consumer Rights Act in October 2015. This act covers what should happen when goods are faulty, there are unfair terms in a contract and what should happen when a business acts in a way that isn’t competitive. As before, businesses must not give misleading prices. A business may have committed a criminal offence if it gives false or misleading information about a price for goods or services or if the price is not displayed but is key to making a decision to buy. The act gives consumers a clear right to the repair or replacement of faulty digital content, such as online films and games, music downloads and ebooks. If a service is not provided with reasonable care and skill, or as agreed, the business that provided it must make sure the service meets what was agreed with the customer or give some money back.

	•  Consumer Protection Act – the law states that:

	•  businesses must not manufacture and supply unsafe goods

	•  the manufacturer or seller of a defective product is responsible for the damage it causes

	•  local councils have the right to seize unsafe goods and temporarily stop the sale of goods that might be unsafe.
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Case study: Volkswagen

In 2015, the German car manufacturer Volkswagen (VW) admitted cheating emissions tests in the US. Some cars had devices in diesel engines that could detect when they were being tested, changing the performance accordingly to improve results.

When this was discovered, group chief executive Martin Winterkorn resigned and said his company had ‘broken the trust of our customers and the public’, and recalled 500,000 cars in the US alone.

VW can be fined up to $37,500 for each vehicle that breaches standards, so it may have to pay $18 billion in fines, as well as being sued by consumers and shareholders.

It is unclear whether managers wilfully misled others internally or outside the company. More managers could resign.

Although diesel vehicles were thought to be better for the environment, the latest scientific evidence suggests that is not the case and diesel car sales have already fallen.

Although the American diesel car market is proportionally tiny, there may be a big impact in Europe if customers switch to petrol cars in large numbers.


	1  What issues emerged when VW launched a huge marketing campaign trumpeting its cars’ low emissions?

	2  Summarise the consequences to VW of this scandal.

	3  Analyse the effects of the scandal on stakeholder groups of VW, to include customers, shareholders, employees and suppliers.
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Employee protection

The UK government has passed laws aimed at protecting people at work. These ensure that employees are treated equally, the working environment is safe, employees are not forced to work beyond 48 hours a week and that they are paid a minimum wage. Here are some examples.


	•  Equality Act: this encompasses equal pay, sex discrimination, disability discrimination, age equality, race relations, religion or beliefs, and sexual orientation. There are implications for employers during recruitment, training, development and transfer, during dismissal, as well as the day-to-day management of employees. Employers risk financial penalties and damage to their reputation, as well as worsening employer–employee relationships.

	•  Health and Safety at Work Act: this ensures that the workplace is safe and healthy for employees, customers, visitors and the general public. It sets out the duties that employers have towards their employees, as well as the general duties of employees while at work. For example, employers must start with a risk assessment of the workplace to identify potential hazards. Protective clothing must be provided if necessary and hazardous materials must be stored properly. Employees are expected to take reasonable care at work.

	•  Working Time Directive: according to this law no one is allowed to work for more than 48 hours a week, but you can opt out if you want to work more hours. For under-18s, working more than 40 hours a week is not allowed. The law protects employees from stress and illness as a result of too much work. The law also specifies that employees are entitled to an uninterrupted 20-minute break if the daily working hours are more than six. In addition, almost all workers are legally entitled to 5.6 weeks’ paid holidays every year.

	•  National Minimum Wage Act: the main purpose of this law is to ensure that employees are not exploited by earning low pay. It is against the law for an employer to pay its employees below the minimum wage level. The rate of minimum pay depends on an employee’s age.





Data Protection Act

This is designed to protect personal data kept by organisations for different purposes. It states that the data should be:


	•  used fairly and lawfully

	•  used for limited, specifically stated purposes

	•  used in a way that is adequate, relevant and not excessive

	•  accurate

	•  kept for no longer than is absolutely necessary

	•  handled according to people’s data protection rights

	•  kept safe and secure

	•  not transferred outside the European Economic Area without adequate protection.



Everyone has the right to find out what data organisations hold about them. Every organisation processing personal information has to register with the Information Commissioner’s Office (ICO), unless they are exempt. Businesses should have a policy on what data is kept, how it is stored and a procedure should be put in place to ensure that it is updated regularly. Good information handling improves a business’s reputation, while non-compliance may lead to criminal charges and huge fines.



Copyright, Designs and Patent Act

This deals with the legal rights granted to the designer and creator of a piece of original work. Only the person owning the copyright will be able to use and distribute it in any way. This protects the interests of the creator, who has invested time, effort and money in creating an original piece of work. Copyright law applies to music, books, videos, software or artistic work. An infringement of the law may lead to prosecution and fines.

The most obvious implication of this law for businesses would be when photocopying or scanning into a computer, a common day-to-day activity in many offices. Businesses need to make sure they have licences for software before it is installed on their intranet.



Planning permission

Businesses need to apply to their local council before making alterations to their premises. Alterations could include change of use (e.g. from shop to office), extensions, changes to shop fronts, erecting signs, and installing new external security shutters or grilles.

Making alterations without prior permission could lead to an enforcement notice being issued by the council requiring things to be put back to how they were.




Ethical factors

Ethical factors are moral issues that businesses should take into account when carrying out their business activities. It has become more and more important for businesses to do beyond what the law requires to build on their reputation and meet stakeholder expectations. Some of the ways in which a business can act ethically have been covered earlier.
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Ethical factors – moral issues, doing what is right.
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Ethical employers
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	•  TO SUPPORT producer partners’ efforts towards economic independence and control over their environment and to challenge the power structures that undermine their rights to a livelihood.

	•  TO PROTECT the environment and use natural resources sustainably throughout our trading and to promote environmentally responsible initiatives to create new models to promote sustainability.

	•  TO SUPPLY customers with good quality products, with friendly and efficient service, and build awareness to empower customers and producers to participate in Fair Trade and environmentally sustainable solutions.

	•  TO PROVIDE a supportive environment to all stakeholders and promote dialogue and understanding between them.

	•  TO SET AN EXAMPLE to business and the government of a Fair Trade model of business based on partnership, people-centred values and sustainability.
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	1  Level one: promoting employee well-being and preventing distress, including tips on the company intranet and management training.

	2  Level two: identifying distress and intervening early through online stress risk assessment and companion training for line managers.

	3  Level three: support and treatment for people experiencing mental health problems, including producing ‘advance directives’ to identify early warning signs and establish a plan of action for how someone can be supported if becoming distressed.
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	1  Identify and explain how the following stakeholder groups of BSkyB benefit:

	a  employees

	b  managers

	c  shareholders

	d  local community.



	2  Evaluate the advantages and disadvantages to BskyB of implementing the scheme.
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Consequences for a business and its stakeholders of not operating ethically



	•  Loss of customers and sales: as more consumers are critical about what they buy and from whom they buy things, any unethical behaviour will cause them to shop elsewhere. This leads to a decrease in sales revenue and market share. The impact is more severe if competitors adopt ethical practices.

	•  Damage to reputation: if a business is discovered to operate unethically and this is publicised, as seen in recent cases, the damage to reputation is more long term and can affect the continued success of a business. Not only does it affect a business’s ability to attract new customers and keep existing ones, it will be difficult and costly to regain the trust that customers once had.

	•  Damage to employee motivation and productivity, especially if it directly affects the working environment or arrangement: unproductive employees mean higher costs and lower efficiency, affecting a business’s ability to compete. Demotivated employees lead to absenteeism and high staff turnover, pushing up costs and decreasing profits.






Competitor factors






	Competitors
	A
	B
	C
	D



	Features:
	 
	 
	 
	 



	Operating system
	 
	 
	 
	 



	Size
	 
	 
	 
	 



	4G
	 
	 
	 
	 



	Front and back cameras
	 
	 
	 
	 



	Benefits:
	 
	 
	 
	 



	Ease of use
	 
	 
	 
	 



	Price
	 
	 
	 
	 



	Quality
	 
	 
	 
	 



	Guarantee
	 
	 
	 
	 








Conflict




Competition




Co-existence




Co-operation




Collusion






6.2 Identify how the external environment can impact on a business and its stakeholders




6.3 How businesses can respond to changes in their external environment
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	1  Understand the factors that make up the external business environment.

	2  Be able to identify how the external environment can impact on a business and its stakeholders.

	3  Know how businesses can respond to changes in their external environment.
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LO7 Understand why businesses plan
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7.1 Why do businesses plan?



	•  to survive and avoid business failure

	•  to develop business ideas

	•  to avoid unnecessary risk

	•  to meet key objectives.
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	•  setting objectives for managers

	•  explaining business objectives to management and employees

	•  sharing a business strategy, priorities and specific action points with other people

	•  deciding whether to buy/rent extra space

	•  ascertaining personnel requirements

	•  developing new business alliances

	•  supporting an application for finance for business growth.





	•  flawed business plans

	•  poor financial control

	•  lack of knowledge of the market and competition

	•  concentration risk (for example, by relying on a single customer to provide the majority of their income)

	•  lack of a clear and unique selling point.






7.2 Determining appropriate sources of finance for businesses



	•  start up as a business organisation, to pay for premises, equipment, machinery and advertising

	•  operate on a day-to-day basis, and have sufficient cash to pay wages and suppliers

	•  expand and grow the business.






	•  internal sources of finance – funds found inside the business, e.g. retained profit

	•  external sources of finance – funds from outside the business, e.g. bank loans.








	Source of finance
	Definition
	Advantages
	Disadvantages



	Savings
	An owner of the business may provide their own money as part of the start-up capital when a business is being set up


	Savings contributed by the owner do not have to be repaid. No interest is payable to the owner(s)
	There is a limit to the amount of money an owner can afford to invest



	Retained profit and reserves
	Reserves are generated when profits are ploughed back into the business

	Reserves do not have to be repaid

	New businesses will not have built up reserves yet




	Overdraft
	This is where a business is allowed to overdraw a current bank account, i.e. withdraw money even if it does not have enough money in the account, up to the overdraft limit

	It can be used for day-to-day running costs, and to cover the period between money going out of and coming into a business

	Interest is payable on the amount overdrawn




	Loan
	A loan is an amount of money borrowed at an agreed rate of interest for a set period of time


	Payments are spread over a long period of time, which is good for budgeting
	A loan can be expensive due to interest payments making the repayment much more than the initial amount




	Mortgage
	A mortgage is a long-term loan secured on a property; it is repaid in instalments over a period of time, typically 25 years

	Throughout the mortgage period the business will have the use of the property

	This is an expensive method of financing compared to buying with cash




	Credit card
	A plastic card issued by banks, building societies or other providers to purchase goods or services on credit
	It is a convenient source of finance for smaller purchases


	Interest charges are high if not repaid within the interest-free period




	Hire purchase
	Hire purchase allows businesses to obtain assets without the need to pay a large sum of money up front


	Businesses can use up-to-date equipment immediately that it might not otherwise be able to afford


	Due to the extra charges and interest, hire purchase is more expensive than paying cash in full



	Trade credit
	Trade credit is a short-term source of finance; it is often referred to as ‘buy now, pay later’

	Businesses are able to buy the goods and pay for them later


	Discounts offered for early payment will be lost if it is not paid back on time



	Venture capital
	A venture capitalist is a person who invests in a project in which there is a substantial element of risk; they usually fund new or expanding businesses
	In addition to financial backing, venture capitalists often offer considerable business advice, as the venture capitalist usually has considerable business expertise


	Loss of control for the business owner, as the venture capitalist typically wants to shape the business’s decisions




	Share issue
	Share issues are available only for limited companies and are a long-term source of finance

	The funds received from a share issue do not have to be repaid

	Profits leave the company because they will be paid out as dividends to all shareholders




	Crowdfunding
	This is the practice of funding a project by raising many small amounts of money from a large number of people, often via the internet; it is most widely used by musicians, artists and film-makers
	Crowdfunding provides an alternative to funding from conventional means


	Crowdfunding is mostly unregulated
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	•  Jazzy Jumpers Ltd sells unique and customised jumpers for children aged 3–12 in three retail outlets across the north-west of England

	•  The company was founded in 2012 by Amina and Philip, who at the time agreed to each own 50 per cent of the shares.

	•  Jazzy Jumpers Ltd has decided that the time is right to expand. Amina and Philip have set the objective of doubling their turnover in the next three years, while improving day-to-day cash flow.

	•  To meet the objective, they need to purchase a £50,000 printing machine that will enable them to double their current output, print multiple designs at the same time and print more sophisticated designs.

	•  The printer will allow Jazzy Jumpers to launch a premium range of jumpers, which can be sold at a high price.

	•  Although profitability has been increasing, Philip is worried about their cash flow position as the company has already had to extend its overdraft with the bank twice.

	•  Over the past 12 months, more competitors have entered the market, so Amina and Philip need to raise the finance for the new machine as soon as possible in order to protect their market share.





	•  loan – five-year term with 5 per cent interest per annum

	•  venture capital – an individual is prepared to lend the money required in return for 3 per cent of the shares in the company

	•  hire purchase – £500 per month for five years with a deposit of £20,000.








	Net profit
	Outstanding debtors
	Bank balance
	Share capital



	£100,000
	£200,000
	(£100,000)
	£50,000
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7.3 What may be included in a business plan




Contents of a business plan



Executive summary


	•  What is the business?

	•  What is the business potential?

	•  What is the market?

	•  Funding requirements

	•  Prospects for attracting investors/lenders

	•  Predicted profit data

	•  Priority of business objectives





General business description


	•  Brief description of the business idea

	•  Previous history, if relevant

	•  Information about the owner’s qualifications, experience and financial status

	•  Business location





Products and services


	•  Identification of the product or service

	•  Unique selling point

	•  How the product/service is to be protected, e.g. patent or copyright





Financial plan


	•  Break-even calculation

	•  Cash flow forecast

	•  Forecast income statement

	•  Forecast statement of financial position

	•  Plans for growth and development

	•  Contingency plans

	•  Possible sources of finance to approach





Resource requirements


	•  Location

	•  Finance

	•  Number of employees

	•  Premises requirements

	•  Fixtures and fittings

	•  Equipment





Marketing


	•  Size and predicted growth of the market

	•  Results of market research

	•  Analysis of market segments

	•  Identification of target segments

	•  Competitor analysis

	•  Potential customers

	•  Distribution channels





Operational plan


	•  Physical location

	•  Production process

	•  Facilities

	•  Equipment

	•  Quality control measures

	•  Material requirements





Management and organisation


	•  Organisational structure

	•  Senior management details

	•  Staffing requirements

	•  Key personnel

	•  Recruitment and selection

	•  Training

	•  Labour relations
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	1  Explain the difference between a cash flow statement and a cash flow forecast.

	2  Explain why it is important for businesses to plan.

	3  Identify and explain three sources of finance suitable for a sole trader.

	4  List the resource and financial requirements for a business plan.
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LO8 Be able to assess the performance of businesses to inform future business activities
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	Financial factors
	Non-financial factors
	Short-term factors
	Long-term factors
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Factors affecting the success or failure of a business



	•  is still relevant in the marketplace

	•  maintains a real competitiveness within the market

	•  can identify if there are any potential trading issues

	•  strives towards future plans within the overall business aims and strategic business objectives that have been set.





Financial factors
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	•  What is the current profit and turnover?

	•  Which areas are currently failing?

	•  Are the business’s pricing strategies suitable for our current target markets?

	•  What is the business’s current debt position?

	•  Which areas could be scaled down in terms of cost-saving measures?







Non-financial factors
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8.2 How to conduct a SWOT (Strengths, Weaknesses, Opportunities and Threats) analysis





	Strengths [internal]
	Opportunities [external]



	Weaknesses [internal]
	Threats [external]
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Strengths




Weaknesses




Opportunities




Threats
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	•  Apricot Dance Studio opened five years ago in your area, employing a small team of specialised dance teachers.

	•  The studio operates from 7.30–11.00 am and from 2.30–8.30 pm, which has proved popular.

	•  The studio is now in a position to expand due to increased demand from all age groups for dance classes.

	•  It is considering diversifying into new markets to compete with other dance-related businesses and general fitness organisations.
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8.3 How to interpret business performance



	1  financial analysis

	2  assessment of non-financial information

	3  comparisons with industry and business in various forms.
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Financial analysis




Assessment of non-financial information





Comparisons with industry and business in various forms
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	1  Which of the following statements describes the main difference between a private limited company and a public limited company? (1 mark)

	a  Private limited companies have limited liability but public limited companies do not.

	b  Public limited companies can sell shares on the stock exchange but private limited companies cannot.

	c  Private limited companies have shareholders but public limited companies do not.

	d  Public limited companies are owned by the government but private limited companies are owned by private individuals.




	2  Which of the following best describes the functions of a customer service department of a hospital? (1 mark)

	a  It sources raw materials.

	b  It pays suppliers.

	c  It deals with patient complaints.

	d  It organises recruitment and selection.




	3  What does a cash-flow statement show? (1 mark)

	a  Profit and loss

	b  The profit margin of a product

	c  The flow of money into and out of a business

	d  Margin of safety



	4  Which of the following is not an economic factor? (1 mark)

	a  Level of consumers’ disposable income

	b  Unemployment rate

	c  Exchange rate

	d  Taxation




	5  Mark runs a market stall selling flowers. On a particularly busy Saturday, his revenue was £600 and he paid £50 for renting the stall for the day. Calculate the amount of profit he made on this Saturday if the cost of his stock was a third of his revenue. (1 mark)

	a  £150

	b  £250

	c  £350

	d  £450







	1  Describe the main purpose of a third-sector organisation you have researched. (2 marks)






	2  Explain the key features of a public-sector business you have researched. (2 marks)






	3  a  Describe how a business you have researched is organised by geographic location. (2 marks)





	    b  State one advantage and one disadvantage of organising a business by geographic location. (2 marks)





	4  Explain two possible impacts on a business that you have researched of not listening to the concerns of its local community. (4 marks)








	5  For a business you have researched, analyse one legal implication and one non-legal implication of failure to comply with the Consumer Protection Act. (6 marks)











	1  a  What is meant by the term ‘break even’? (2 marks)

	    b  Explain two advantages and two disadvantages to Mark of calculating the break-even level of output required before deciding whether to invest in a shop. (8 marks)

	2  a  Besides fair trade, identify two ways in which Mark could operate ethically. (2 marks)

	    b  Analyse the advantages and disadvantages to Mark of operating as an ethical trader. (9 marks)



	3  Suggest whether Mark should go into a partnership with Steve, justifying your answer. (12 marks)
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Dolphin's Bakery Sells a range of biscuts

The biscuits sell for £1.20 each.

This reflects their unique selling point of low sugar content.
The bakery sells 5,500 biscuits on average per month.

Variable costs

The ingredients, boxes and staff wages cost 60p per biscut
Fixed costs

The biscuits are sold from a smallretail outlet on Deansgate in
Manchester. This costs £800 per month for rent, £450 per month
for heating and lighting, and £250 per month for insurance:

I

Break-even output

Break-even output = Total fixed costs + variable costs
Break-even output = £1,500 (per month) + £0.60
Break-even output = 2,500 biscuits per month

Profit / Loss

Profit /loss = total revenue — total costs

Profit / loss = total revenue — (total fixed and varizble costs)
Profit /loss = (5,500 x £1.20) — (£1,500 + [2,500 x £0.60])
Profit /loss = £6,600 - £3,000

Profit = £3,600 per month






