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These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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The External Environment

The External Environment

While a business may have control over many factors, it is important to remember that they operate in an
ever-changing environment and there are many things they have no control over. Some external factors may
have a positive impact on the business, while the effects of others may be negative.

A business will never be able to control these factors, but it is important that they take them into account in
their planning and business strategy.

Activities of competitors

We know that businesses operate in fast-moving and competitive environments, and it is essential
that they monitor their competition and market trends in order to stay competitive.

Read the news article below and answer the questions that follow.

UK supermarket chain Morrisons, the UK’s fourth  He said this would be a priority for newly appointed

largest supermarket group, has said its sales trading director Casper Maijer.

over Christmas were disappointing. It said that in

the six weeks to 30 December sales fell 2.5% The Bradford-based chain is in the process of

compared with the same time last year. improving its advertising, having announced at the
end of last week that it had signed Ant and Dec to

Morrisons said the figures showed it needed to front its commercials.

improve its promotions. It also said that they
showed the importance of online shopping, which
Morrisons does not offer.

Morrisons’ chief executive Dalton Philips said that
his company was not getting over its points of
difference - its skilled butchers, bakers and
fishmongers.

“We do so much more than anyone else and we
aren’t getting that message across.”

Adapted from www.bbc.co.uk/news/business

It is clear from this article that Morrisons failed to take into account the activities of its competitors when
planning its business strategy, and lost valuable customers as a result.
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The External Environment

Rank, in order of importance, the reasons for Morrison’s disappointing performance.

hoonmoroiosms | M
ookrromecoey | W
hoproncomerive | M
ranrsoromotspomsoraorrcs |
e B [
Lovatycarss ooy comorios | M
Doesn’t offer wide range of services (e.g. opticians) I-
korztrowcponns | W
Lackosorespor rangearsororomars |
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The External Environment

Imagine you are the newly appointed Trading Director.
Draft a plan outlining three ways in which you will turn around Morrisons performance

and begin to challenge Tesco, Asda and Sainsbury's.
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The External Environment
Past Paper Examination Question - 2006

David and Jane Chang run a guest house at a resort on the North Wales coast.

A theme park is to be opened within five miles of David and Jane’s guest house.
Assess the likely impact that this will have on their business.
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The External Environment
Past Paper Examination Question - 2003

Giorgio makes his own ice cream. During the summer he sells his ice cream from his van
parked on the quayside at Oldford.

Giorgio has just discovered that someone is planning to open an ice cream parlour close to

the quayside in Oldford. Evaluate the possible effects that this ice cream parlour will have on
Giorgio’s business.

(8)
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The External Environment

The Changing Use of ICT in Business

Many businesses have taken the opportunities that information and communication technology (ICT) has
offered them. ICT began to significantly change the way in which many businesses operated in the 1980s and
new inventions and innovations are continually being offered for business use.

When mobile phones were first launched, they were aimed solely at business people and were designed for
business use. However, mobile phone companies soon spotted the opportunity to reach out to a large
market segment and set about designing phones that would appeal to the general public, to boost
profitability.

The creation, storage and retrieval of data

ICT allows businesses to...
* Create (write)
» Store (keep for future use)
» Retrieve (find when needed)

+ Edit (change and add to when necessary)

... a variety of types of documents and data
This can be achieved through the use of specialised software involving:

« Databases

» Word Processing

Spreadsheets

Desk Top Publishing

Tasks which can be carried out are shown in the table on the next page:
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Database

* Maintaining stock records
» Customer contact details
+ Staff records

* Mail merge data in to word processing software

Word Processing

* Produce individual letters and letter templates
* Create memos
» Draft agendas for meetings

* Record minutes of meetings

Spreadsheet

» Create cash flow forecasts
* Produce financial accounts e.g. profit and loss
* Model scenarios using formulae

» Create graphs from data

Desktop Publishing/Graphics

* Produce promotional materials
* Design logos
» Create staff newsletters/customer magazines

Design websites
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ICT to communicate

ICT and production

The External Environment

Many businesses use ICT in order to communicate in a more personalised
and meaningful way with their customers.

For example, a website may track the products a particular customer
purchases frequently and send an email when items they have bought are
on special offer.

Text messages can be sent to update customers on the status of their
order or to let them know when they can expect a member of staff to visit.

Social networks can be created, to allow customers of a particular product
or brand to stay informed of the latest updates, or contact the business to
request the solution of a problem or a query.

ICT has allowed businesses to market their products more effectively
to their particular market segment, on media such as Twitter, Facebook
and so on.

ICT has also impacted on the way a business communicates with its
employees and how staff communicate between different locations. It is
common in many businesses for staff to have business mobile telephones
that allow them to access emails on the move and be contacted easily by
their managers or customers.

Laptops, and now tablet computers, are also a continuation of this trend.

Businesses have also been able to make cost savings on staff travelling
between offices/sites through the use of video-conferencing, which
allows ‘virtual meetings’ to be held between offices without the need for
employees to travel physically.

Computer Aided Design (CAD) is a process whereby designs are displayed digitally, often in 3D, and can be
viewed from all angles. CAD allows the design team to edit and test their design on the computer with minimal
cost and correct any problems before they arise in the production process. CAD can also be used to estimate
production costs for the final product. Once the designer is fully satisfied with the design they have produced,
the plans can be fed into a computer for the product to be manufactured.

Computer Aided Manufacture (CAM) is a process whereby designs are input into a computer system and the
computer then controls the production of the item through automation and robotics.
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The External Environment
Past Paper Examination Question - 2008

Ifor Williams Trailers Ltd aims to produce high quality trailers using a Computer Aided
Manufacturing (CAM) system.

Outline one advantage and one disadvantage for Ifor Williams Trailers Ltd of using a
Computer Aided Manufacturing (CAM) system.

(4)

Advantage
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The External Environment

Consequences of ICT in business

ICT has allowed businesses to use technology to produce goods quicker and with greater accuracy.
The use of ICT in the business environment has a number of implications:

Innovation

Developments in ICT are rapid and customers are always seeking the most up-to-date
equipment. Businesses need to be aware of consumers' ever more demanding requirements
as well as the rapid changes in production processes.

Investment

Rapid developments in ICT mean that businesses are constantly trying to adopt the latest technology, in order to
gain an advantage over their competitors.

Constantly updating ICT systems can become very expensive.

Marketing

Consumers need to be kept informed of new products on the market. Traditionally, keeping customers informed
of new developments was expensive. However, new technologies such as social media have allowed businesses
to reach a wide audience for relatively little cost.

New technology has also allowed businesses to market their products in new and innovative ways.

Employment opportunities

The increased use of ICT in the workplace has had a human cost, particularly in some aspects of production
and customer service. Computers have replaced staff in areas such as banking, insurance and
manufacturing. However, the growing demand for ICT, software and hardware, has created many additional
employment opportunities.

Threats

Some of the threats posed by the use of ICT have been suggested above, but in addition businesses need to
be aware of the importance of computer security.

Systems need to be protected from people trying to use the Internet to gain confidential information
about businesses and their customers.
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The External Environment
Past Paper Examination Question - 2012

Ruby and Frank have always wanted to start their own business. They have decided to set up
their business, called Retro, on the outskirts of Swansea. Their shop will meet the increased
demand for goods fashionable between 1950 and 1980. Some of the goods will be from the
actual time and others will be reproductions.

Ruby and Frank appreciate the importance of ICT to their business.

Suggest and explain two ways in which they can use ICT in the operation of their business.

(4)
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The External Environment

Environmental Factors

Businesses producing goods take natural resources like wood, oil and metals and transform them into products
that make our lives easier, like chairs and cars.

The natural resources available to us are limited, we only have them available to us on our planet and once
these have run out it will not be possible to create more.

In addition, the production of goods and services has other negative effects on society.

These social costs include:

* Noise pollution + Litter
» Air pollution » Congestion
* Water pollution + Waste

Light pollution

Human beings are never satisfied with what we have — as soon as we have a new pair of shoes we think
about the next pair we are going to purchase. Our wants are described as being unlimited; we constantly
demand new clothes, high-tech cars, the latest gadgets etc. We consume more and more products while
being unconcerned by the environmental impact of our lifestyle.

Businesses are under increasing pressure from consumers and governments to act in a responsible manner
and to ensure that our environment and resources are available for future generations to enjoy. This is often
referred to as sustainability.

There are many ways that businesses have responded to this pressure:

* Reduced the amount of packaging on products (e.g. Easter eggs).

* Increased recyclability of packaging and the introduction of biodegradable packaging.
* Promotion of recycling schemes (e.g. old clothes and electronic products).

» Encouraging the re-use of carrier bags.

» Energy saving schemes (e.g. low-voltage lightbulbs and energy saving equipment) and encouraging us to
switch off lights and computers when they are not in use.

» Using alternative sources of energy (e.g. solar panels).
* Reduced water consumption (e.g. concentrated fabric softeners).
* Reducing their carbon footprint (e.g. through the miles products travel).

» Encouraging smarter use of transport, e.g. asking employees to walk or cycle to work, or use car sharing if
cars are necessary.

* Introducing ‘plant-a-tree’ schemes.
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Past Paper Examination Question - Specimen paper

In 2007 a report by The National Consumer Council placed ASDA Supermarket behind three
other supermarkets based on their eco-friendly policies.

(a) Suggest two ways in which ASDA Supermarkets could improve its eco-friendly policies.

(2)
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The External Environment

Acting ethically

In addition to environmental pressures, businesses are also facing pressure to act ethically, this
means knowing what is morally right from wrong and ensuring the business act in a manner that is fair

and right.
Ethical awareness has influenced businesses in many ways, for example, some businesses only seek to

purchase products from Fairtrade producers in order to ensure suppliers receive a fair price for their goods.
Other businesses have sought to raise wages to improve living standards for their workers in poorer countries.

Businesses who act in an ethical and/or environmentally friendly way will be viewed in a better light by
consumers, which in turn may result in consumer loyalty. The business may see its sales increase, or may be
able to charge a higher price for its products, as a result of its ethical/environmental credentials.
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The External Environment
Past Paper Examination Question - 2011

Greggs plc has adopted a number of environmental and ethical policies. These include
donating unsold food to charities for low income families, selling fair trade products, reducing
packaging for products, cutting food waste and reducing the amount of energy used in
production.

(e) Discuss the advantages and disadvantages to businesses, such as Greggs plc, of
adopting environmental and ethical policies.
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The External Environment
Past Paper Examination Question - 2013

The Virgin Group was set up by Sir Richard Branson in 1970 and he is a major shareholder in
all the companies. The Virgin Group is generally regarded as a business with strong ethical
policies meaning that it treats its stakeholders such as suppliers, workers and customers with
honesty and fairness.

(e) Evaluate whether or not it is good for the business to have such ethical policies.
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The External Environment

Government Legislation

British businesses are ruled by laws set by the UK Government and the European Union. In Wales, businesses
are also ruled by the laws set by the Welsh Assembly Government. These laws govern how the business
should act and determine the punishment if laws are disobeyed.

Such laws include:

Employment law

There are a number of different laws that regulate how people in work are treated, covering issues such as pay,
contracts of employment and equality.

In general, employees are legally entitled to:

1. A contract of employment

A contract of employment details the terms and conditions of employment for an employee (for example,
hours of work, holiday entitlement, sick pay and notice).

2. Regular payslips

The payslip should show what pay has been awarded and what deductions have been taken.

3. Holidays

Full time employees are entitled to 28 days holiday per year.

4 Maximum working week

Workers have the right to work a maximum working week of 48 hours.

5 Redundancy pay

If an employee has worked for a business for at least two years they are entitled to redundancy pay if they are
being made redundant.

6 Work until they are ready to retire

7. Claim unfair dismissal

Employees have a right to claim compensation if they have been unfairly dismissed.

8. Minimum wage

Minimum wage is a legal minimum wage that workers are entitled to receive.

9 Equality laws

Equality laws make it illegal for businesses to discriminate against their workers, particularly with regards to
gender, race, age or disability.
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The External Environment

Environmental law

Environmental law covers many of the issues already discussed, but in addition:

1. Government regulation

There are a number of laws that restrict the pollution of the environment by business activity.

2. Compensation

Business can be forced to compensate those affected by their pollution.

3. Government grants

Businesses can be offered grants and tax allowances to encourage them to reduce their pollution or increase
their recycling processes.

Health and Safety law

Health and Safety legislation gives employees the right to work in an environment where they are safe and not
at risk of getting hurt or ill. The law gives responsibilities to both the employer and the employee in keeping the
work place safe.

Consumer law

There are many laws that control how businesses behave towards consumers, these laws cover a range
of areas including:

1. The quality of goods sold

Goods must be:

+ of satisfactory quality i.e. fit for sale.

« fit for purpose i.e. do what they are supposed to do.

» as described on the packaging or by the sales person.

If they are not all three, the customer can demand a refund.

2. Weight and measures

The weight and measurement of goods should be as purchased by the consumer. Under weight or short
measure goods are illegal.

3. Food consumption

Food meant for humans must be fit for human consumption.
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The External Environment

4. Paying for goods

People cannot be forced to pay for goods that they have not ordered.

5. Product description

Businesses must not make false claims about the products they are selling or advertising.

Suggest two reasons why it is important for the business that the quality of goods meets
customer expectations.

Competition law

Competition laws aim to ensure that firms compete fairly, so that consumers benefit from fair prices and a
competitive market. Businesses cannot force customers to buy goods solely from them.

No business is allowed to become too big and dominate the market to the disadvantage of its competitors or
customers.

Businesses can be fined if they are found, as a result of an investigation, to have acted in a way that prevented
or restricted competition. In some cases businesses can be ordered to sell part of their business if their

market share is deemed too large.

Copyright law

Copyright laws protect people who have created original pieces of work, and give them rights to control
how their work is used by others. Examples of such work include:

* Music (including lyrics and the music itself)

Written word (including books, poems and plays)

Artistic works (such as sculptures, drawings, paintings and photographs)
* Films, videos and broadcasts

+ Software and games

As soon as something has been created and put to paper it can be protected by copyright, this means that the
law prevents:

» Unauthorised copying of the work
* The resale, redistribution or rental of a piece of work

* Unauthorised performance or display of the work

For example, if your local drama club wanted to perform “My Fair Lady” they would need to apply to the owner
for permission to use their work. Usually, the owner of the material would charge a fee for its use.
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The External Environment

Draw a line to match each key term with its definition.

Employment law

Competition law

Copyright law

Consumer law

Health and

Safety law

Environmental law

Regulates how people use the work of other
people, such as music, films and plays.

Ensures that goods are as described and fit for
the purpose for which they are sold.

Ensures that employees are kept safe and
healthy in the workplace.

Aims to ensure that firms compete fairly so that
consumers benefit from fair prices and that
goods are freely available.

Ensures that the environment is not damaged as
a result of business activity.

Regulates how people in work are
treated, covering issues such as pay,
contracts of employment and equality.
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The External Environment
Past Paper Examination Question - 2012

Ruby and Dean have always wanted to start their own business. They have decided to set up
their business, called Retro, on the outskirts of Swansea.

Ruby and Dean are aware that their business will be regulated by laws which will affect the
operation of their business.

(e) Suggest and explain (i) one legal responsibility Ruby and Dean have to their customers
and (ii) one legal responsibility they have to their employees. (4)

(i) customers
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The External Environment

The Macro-Economic Environment

There are a number of economic factors that can affect a business, these include tax rates, interest rates,
exchange rates, inflation, employment levels and the general health of the economy. Each of these economic
factors will be examined in turn below:

Taxation

There are several different types of tax payable in the UK:

* Income tax
* Value added tax (VAT)

» Corporation tax

1. Income tax

Income tax is a tax on a person’s income, this form of tax is a statutory deduction from an employee’s wages

2. Value added tax (VAT)

VAT is a tax on the purchase of goods and services. VAT is charged on most goods and services that consumers
purchase (such as trainers and cinema tickets) and on goods and services that businesses purchase (such as
accounting services and printer ink).

3. Corporation tax

Corporation tax is a tax on company profits, it is paid before shareholders are paid their dividend.

Income tax is a statutory deduction from an employee’s wages.
What does this mean?

The pay employees receive from their employer is after income tax has been taken.
What is this pay called?

The system for collecting income tax from workers is called PAYE.
What are these letters short for?
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The External Environment

Effects of changes in tax

The Government can change its policy on taxation each year, it can raise taxes to increase the amount of
money it receives (to spend on the NHS, schools etc.), or it can decide to reduce taxes to encourage more
spending in the economy.

Any changes will affect both consumers and businesses alike, as the article below shows:

Government Changes VAT ... AGAIN!!!

The UK government has today increased the rate  This is only the latest in a long line of VAT

of VAT to 20%. VAT is payable on most goods and changes. In December 2008 the government

services we purchase, and so any change affects  dropped the rate of VAT from 17.5% to 15% in

the amount of money in your wallets and purses. response to the recession. However, this was only
a temporary measure and VAT returned to 17.5%

Today’s news means that people will now be worse on 1st January 2010.

off as the things we purchase become more

expensive. Business leaders are worried that the latest
increase will lead to a fall in demand for goods and
The increase means a £500 laptop now costs services, damaging companies across the UK.

£510.34 and t-shirt that previously cost £9.99 now
costs £10.20. More expensive items, like a £15,000
car now rises to £15,319.15. 4 January 2011

How do you think the increase in VAT in January 2011 might have affected the following
stakeholders in businesses?

Customers
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The External Environment

How do you think the increase in VAT in January 2011 might have affected the following
stakeholders in businesses?

Workers
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The External Environment

Evaluate whether each of the following statements are true or false:

Employees can choose whether or
not they pay income tax.

True . False .

Everybody in the UK is charged the
same rate of income tax.

True . False .

VAT is currently charged at 20%.

True .

False .

If the government reduces taxation
on income, consumers will spend
less on goods and services.

True . False .

The money earned from taxation is
used by the government to provide
public services like schools and
hospitals.

Some people do not have to pay
income tax in the UK.

True . False .

VAT is a tax on beer and alcohol
only.

True . False .

Corporation tax is a tax on company
profits.

True . False .

If the government increases tax on
company profits, it is likely that they
will invest less money in expansion

or new technology.
False .

True [

All goods have VAT charged on
them, including books, magazines
and children's shoes.
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The External Environment

Interest rates

Interest rates are the charges made to a business or individual for borrowing money, this money could be an
overdraft, credit card, loan or mortgage. Interest rates are essentially the cost of borrowing money from a bank
or building society.

What does a change in interest rates mean for borrowers?

Interest rate increase

If interest rates rise, more money than expected is needed to pay back any loans, borrowing becomes more
expensive.

Interest rate decrease

If interest rates fall, less money than expected is needed to pay back loans, borrowing becomes less expensive.

However, interest rates can also be the return savers get from having savings in a bank or building society
account. In relation to savings, this means that interest rates are the reward the saver receives from having
money saved.

What does a change in interest rates mean for savers?

Interest rate increase

If interest rates go up, more money than expected is received on any savings in banks and building societies.
As interest rates increase, saving becomes a more attractive option for consumers.

Interest rate decrease

If interest rates fall, less money than expected is received on any savings in banks and building societies.
As interest rates fall, saving becomes a less attractive option.
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The External Environment

Fill in the blanks

Fill in the blanks below with the following words:

Borrowing Saving
More More expensive

Consumers and businesses

Invest

Increase

Less

Rate of return Goods and services

Interest rates are the cost of money from banks or the return you get
from money in a bank.
If interest rates go up, then borrowing becomes . This means that

consumers and businesses have to pay more towards their loans and so have less money available to spend.

Consumers decide to spend less on and save money instead as they will

get a better on their savings. Businesses will have to watch their cashflow

carefully to ensure their costs do not exceed their earnings.

If interest rates fall, borrowing becomes less expensive for . Consumers will
also decide to save as they get less back for every pound in the bank.
Consumers demand as they have more disposable income and so
businesses see an in their sales. Businesses are more likely to borrow

money to in new technology and new premises.
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The External Environment

Exchange rates

Each country has its own currency, for example Japan has the yen, Mexico has the peso, the UK has the
pound and Poland has the zloty.

If goods or services are being bought from foreign businesses they will expect to be paid in their own
currency, and so we would need to change our British pounds for the currency needed.

Exchange rates are simply the cost of switching from one currency to another.

The price of currencies do not stay the same — every day many different currencies are exchanged and their
values can go up or down.

For example, you are going on holiday to the USA and you need to swap your British pounds into US dollars.
You go in to the ‘Bureau de Change’ and see they are offering 1.5 dollars to the pound. You have saved £100
for the trip and so the £1: $1.50 exchange rate means that your £100 will buy you $150.

Using our example above, suppose the exchange rate increases to £1:$1.60. This would mean that our same
£100 would now buy us $160.

However, if the exchange rate decreases to £1:$1.40 then £100 would now only buy us $140.

Exchange rate Amount available to spend
for every £100
£1=$1.40 £140
£1=$1.50 £150
£1=$1.60 £160

Any change in the exchange rate will affect the amount of money we have to spend.
It is not just consumers going on holiday that will need to exchange their money for different currencies.
Any UK business trading with a foreign business (and vice versa) will need to use the correct currency.
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The External Environment

Inflation Rates

Inflation is a general increase in prices across the economy. The word general is very important here, as it
means that nearly all goods and services bought in the economy are rising in price.

Inflation is usually shown as a percentage, for example 2%. If inflation is currently 2% it means that prices are
2% higher than they were this time last year - a basket of goods bought last year for £100 would today cost
£102 even though the goods bought are identical.

What does inflation mean for businesses?

Businesses need to purchase a variety of materials, as well as energy, water and premises, in order to run
their business.

If the inflation rate is above 0%, it means that costs are rising.

For example, a clothes manufacturer will have to pay more for the cotton it uses and the energy it needs to
power the sewing machines. A pay increase for company employees may also be required.

If costs are rising, most businesses would want to increase their prices, so they can maintain a certain level of
profit. Under normal circumstances, if a business raised their prices then consumers would simply shop
elsewhere. However, inflation affects all businesses and so they are all raising their prices - consumers do
not have the option of shopping for cheaper goods elsewhere.

Employment levels and economic activity

Employment levels (the number of people in work in an economy) tend to rise and fall as the economy grows
and declines, this has both benefits and drawbacks for business:

Economic growth

» Consumer demand for goods and services is high.

» Businesses need employees in order to meet consumer demand.

* Most people who want a job are already employed.

* In order to attract new employees businesses have to offer higher wages.

» Businesses will find it increasingly difficult to recruit someone with the right skills and qualities for the job.

Recession/slump

« Consumer demand for goods and services is low, as people have less disposable income to spend.

* Alarge number of people are unemployed and looking for work.

+ If businesses decide to take on new workers, they will be able to choose from a wide pool of applicants.

* Wages will remain low as long as unemployment remains high.
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Past Paper Examination Question - 2010 - Adapted

Great Gates and Co Ltd has a factory in South Wales. In this factory they produce wrought
iron fences and gates. Some are made for supply to garden centres and do-it-yourself
(DY) shops.

Problems in the UK economy have meant that sales have fallen.

The Government can give help and support to businesses when there are problems in the
economy.

(d) Below are two government policies. Suggest and explain one effect each might have on
Great Gates’ business. ()

(i) A cutin the rate of income tax paid by Great Gates’s customers.
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The External Environment

The Impact of Unforeseen Events

While a business may be able to predict a rise in interest rates or a new piece of legislation, it is sometimes
affected by events that could not have been predicted.

The table below gives some examples of ‘unforeseen events’ that have affected the UK economy in recent

years:
Year Unforeseen events

Severe winter weather
Horse meat scandal

Schmallenberg Virus
Winter flooding

BA cabin crew strike
Post Office workers strike

Ash cloud
The big freeze

Swine Flu pandemic
Earthquake and tsunami in Japan

Global credit crunch
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The External Environment

In each of the scenarios below, how might the ‘unforeseen event’ impact on a business and two of
its stakeholders?.

State which type of stakeholder and mention a positive and a negative impact in each case.

Scenario 1:

A well-known fast food chain has sourced meat from America that has been contaminated by a highly infectious
virus sweeping through cattle.

It has not yet been confirmed that this virus is not transmitted between animals and humans.

Positive Negative

Business

Stakeholder 1:

Stakeholder 2:
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The External Environment

Scenario 2:
A global electronics manufacturer has its television manufacturing base centered in Bristol, but imports
all materials and components from China.

An earthquake destroys nearly all of their supplier's production facilities.
Positive Negative

Business

Stakeholder 1:

Stakeholder 2:
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The External Environment

Scenario 3:

A UK based travel firm sends on average 200,000 tourists on holidays across Europe each week.
The sudden eruption of a volcano in Iceland has sent an ash cloud across European airspace and ground all
flights in to, and out of, all major airports.

Positive Negative

Business

Stakeholder 1:

Stakeholder 2:
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The External Environment
Past Paper Examination Question - 2011

Businesses are affected by factors over which they have no control.

Explain how each of the following might affect businesses in the U.K.

(a) Anincrease in income tax. (2)
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Business Finance and Control

These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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Sources of Finance

All businesses need money or finance to be able to operate.
Finance allows:

* The setting up of the business - this is often known as Start Up Capital.

» The expansion of the business - this usually involves extending buildings, buying new sites, purchasing
machinery, vehicles and equipment i.e. Capital.

» Businesses to pay their day-to-day bills.

Where do businesses get their money?

¢ [nternal sources

* External sources

Internal sources are sources of money from within the business, from the owner or from previous business
income.

External sources are sources of money from outside the business, from other people putting money into the
business.

Internal sources of finance

1. Owners’ funds

This is money that is put into the business from the private savings of the owners. Many businesses are started
using the owners’ own savings, an inheritance or redundancy pay from a previous employer.

2. Reinvested profits

When businesses make profits, the owners can decide to spend these on themselves or to use some or all of
the profits to expand and improve the business. Such profits are also called:

RETAINED PROFITS or PLOUGHED BACK PROFITS

as they may not be used straight away and are available for future investment.
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3. Selling assets

Some businesses will have possessions that they no longer need. These can be sold off to raise money
needed for other investments. Such assets may include:

MACHINERY— which is still usable. It is sold to competitors or to businesses just setting up. If it is not
usable it is sold for scrap.

LAND—property and buildings no longer required.

PARTS OF THE BUSINESS—perhaps a brand or whole factory may be sold to a rival because the business
wants to concentrate on producing a smaller range of goods.
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External sources of finance

1. Borrowing from banks

For most businesses the main source of finance is commercial banks such as Barclays, HSBC, RBS and
Lloyds.

These organisations look after the money for depositors - individuals and businesses - knowing that these
people will not want the money straight away, they will lend this money to other individuals and businesses.

The two main types of finance banks provide are:

e Loans

¢ Overdrafts

Loans

These are provided to businesses:

» Usually for a fixed number of years—often around 5 to 10.

* For large sums of money.

» Usually to buy capital goods.

» Usually with a fixed rate of interest.

* Repayment is often made in instalments, at set times of the month\year.

« Includes mortgages, which are loans secured against property or land.

* They are long term liabilities of the business. (Find out about this later).

Overdrafts

Overdrafts allow businesses to take more from their accounts than they have in them. The business is allowed
to overdraw up to a certain limit.

Features of overdrafts include:

» They can be brought to an end at any time if the bank is not happy with the way the business is being run or
are uncertain about whether debts can be repaid.

» Usually for smaller sums of money.
+ To pay for day-to-day expenses.

* The interest rate may vary but, if the overdrawn amount is reduced as money is paid in, the amount of
interest may be low.

+ They are short term liabilities of the business. (Again, find out about this later).
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2. Share issues

Limited companies are able to raise extra finance by selling new shares.

What is the difference between Public Limited Companies and Private Limited
Companies on where they can sell their shares?

3. Taking on new partners

A sole trader, or a partnership, may invite people to become a partner in the business. The new partners would
invest their own money into the company.

Fill in the table below to show two advantages and two disadvantages to a business of taking on extra partners.

Advantages Disadvantages

1. 1.






&:c GCSE Business Studies

Business Finance and Control

4. Hire purchase (HP)
This is a type of finance used to fund a specific purchase such as a machine or vehicle where:

* Money is borrowed from Finance Houses - many of these are owned by banks.
» Finance Houses charge fairly high rates of interest.

» Adeposit has to be paid.

* Payments are made in regular instalments.

+ The item purchased remains the property of the Finance House until the final payment is paid, at which time
when ownership passes to the borrower.

» Goods can be reclaimed by the Finance House for non-payment.

5. Leasing

This involves renting machinery, equipment and vehicles. The business never owns these items but it makes a
regular payment to the owners of the asset. The main advantages of this are that:

* Maintenance and repair costs are paid by the owner of the asset rather than the owner of the business.

* Updated equipment will be provided by the owner of the asset.

Explain why HP and leasing are external sources of finance for a business.
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The owner of a printing business needs a new printing press. Would you advise the
owner to purchase the machinery through HP financing or leasing? Give reasons for
your choice.

6. Grants
There are a whole range of grants made available by a wide number of organisations including local and
national governments and the European Union, to persuade businesses to settle in a particular region.

The area usually has high levels of unemployment and/or land available and has the potential for growth.

The grants can take a number of forms such as:

* Money given to support specific projects
* Rent free land or factories
* New business training and support

» Tax breaks so that the business has reduced or no tax payments for a certain length of time. There may be
no need to pay corporation tax nor business rates nor employers national insurance.

These grants obviously cut the costs of setting up businesses and encourage firms to move into a specific region.

7. Trade credit

» This is a short term method of financing a business.

» Trade credit is used to buy stock or materials from a supplier who allows up to 30 days of interest free credit
to other businesses.

* The buyer is often able to sell the goods before they need to be paid for to be able to make a fairly quick profit.

8. Venture capital

Venture capital is money provided by investors, mainly to new businesses with potential for growth but in fairly
risky markets. The investor supplies the money and has part ownership of the business.

Businesses at least partly-funded by venture capital tend to be in high-tech industries, such as biotechnology, IT
and software design.
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Past Paper Examination Question - 2012

Below are examples of types of finance which may be required by businesses.

Select those which are external forms of finance.

()

Bank loan Retained Profit
Government Grants Selling assets
Personal Savings Selling shares on the
Stock Exchange

External Finance
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er Examination Question - 2008 - Adapted

Fred Little and Carol Taylor are business partners who sell walking and cycling equipment
in their shop in a Mid Wales town.

Suggest and describe two sources of finance Fred and Carol may use to gain the money to
buy and equip the shop. @
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Choosing the Right Finance

Businesses have a number of types of finance to choose from. The decision on where to obtain the money will
be based on a number of factors.

1. Availability of finance

Banks or Finance Houses may not be willing to lend to certain businesses.

Sole Traders and Partnerships cannot sell shares.

The business may be in the wrong location for government grants.

2. Interest charged

Some sources of finance will charge higher rates of interest than others but the total amount of interest paid
may be lower.

The rate of interest is often based on the possible risk to the lender so less risky businesses will usually pay
lower rates of interest.

3. Time for repayment

Some borrowers will be given a long term to repay, other loans may need to be paid back sooner.

Suggest a type of finance which would need to be paid back sooner.
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4. Amount of money needed

Some types of finance are more suitable for borrowing small sums of money, others for large sums.

Which of the following are likely to require large sums of borrowing and which will require small sums?

Extending a factory Buying materials

Large sums . Small sums . Large sums . Small sums .

Paying the electricity bill Financing a lorry

Large sums . Small sums . Large sums . Small sums .

5. Capital and revenue finance

Some finance is needed to buy capital goods, some to cover day-to-day running costs of the business.

6. Long and short term finance

Some finance is needed for the short-term and some for the long-term.

Which of the following are likely to be needed short-term and which long-term?

Extending a factory Buying materials

Long term . Short term . Long term . Short term .

Paying the electricity bill Financing a lorry

Long term . Short term . Long term . Short term .
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7. Effect on business ownership

Some types of finance may have an impact on the ownership and running of the business, whereas other
types of finance just provide money and will not affect ownership.

Suggest three types of finance which may affect ownership.

8. Liability

The type of finance may be determined by the effects of limited and unlimited liability.

What is meant by the statement above and how will the type of finance be influenced by
the liability of the business?

9. Administration charges

Sometimes it costs businesses to arrange finance. Such charges pay for the costs of the clerical workers
who arrange the finance and for the legal costs which need to be paid to administer the finance.
These charges may influence where the finance is obtained.
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Obtaining finance from banks and selling shares

There are differences between obtaining finance from banks and from selling shares.

Consider the differences between the two under the following headings:

Payment to lender :

Shares

Repayment time :

Control over business :

Shares
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Past Paper Examination Question - 2004

Halen Mon is natural Welsh sea salt, harvested from the waters around Anglesey.

The Anglesey Sea Salt Company Ltd. has developed processes to obtain this traditional
product. Halen Moén salt is suitable for kitchen or table use, and is particularly delicious
with fresh raw vegetables and salads. The salt is sold by food shops and food catalogues
throughout the United Kingdom.

Suggest and evaluate ways in which The Anglesey Sea Salt Company Ltd could raise finance
if it wishes to expand production. ®)
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Business Plan

To be successful, businesses should have a plan for their development. This is particularly true if they need to
borrow money from financial institutions such as banks or if they want to persuade potential investors or
shareholders to put money into the business.

Iltems which may be found in a business plan include:

Legal details:

Such as the business name and address.

Suggest a reason why legal details should be included in a business plan.

Current owners:

Current owners’ details, including possibly their CVs.

Suggest a reason why current owners’ details should be included in a business plan.

Type of ownership:

Whether this is sole trader or partnership or limited company.

Suggest a reason why type of ownership details should be included in a business plan.
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Purpose of loan:

Loans and other finance are most likely to be given for projects involving the expansion or profitability of the
business rather than for day-to-day expenses. However, a business plan may be needed if the bank is
being asked for an overdraft.

Type of product/service:

Suggest a reason why type of product/service details should be included in a business
plan.

Current and projected financial information:

Details such as:

* Cash flow forecast *
* Profit and loss account*

« Balance sheet*

Details of market research:

Market research shows whether there is a market for the good or service so that sales, revenue and profit can
be estimated. Research results can also help a business when considering the type of marketing and promotion
needed.

* These will be explained in detail later
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Past Paper Examination Question - 2012

Ali has set up a juice bar in a busy town centre location. Here he uses fresh fruit which is
processed to create a healthy drink.

Ali competes with a number of other — mainly larger — businesses in the town. He is thinking
about expanding his business and realises that he will need to draw up a business plan.

(i) Why will Ali draw up a business plan if he is going to expand the business?

(ii) Apart from name and contact details, suggest two items Ali will need to include in his
business plan.

(2)
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Past Paper Examination Questions - 2006 and 2009

Mohammed Quereshi is applying to his bank for a loan. He has been asked to send a
business plan. List three pieces of financial information that Mohammed could include in his
business plan.

()

Freda Bassett owns a small shop selling old fashioned sweets. She wants to expand by
buying the shop next door.

Outline two pieces of information Freda should include in her business plan. (Do not include
Freda's name, address or telephone number in your answer).
(4)

(i)
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Cash Flow Forecasts
All businesses and people need cash.

Cash is made up of notes and coins found in the cash boxes and tills of businesses and in the pockets, wallets
and purses of people. To save us from carrying large amounts of cash on our person it is often kept in bank
accounts. Cash can be easily accessed from ATM’s, using cheques, making purchases on debit cards and
internet money transfers.

Cash allows individuals to pay their day-to-day expenses and their bills. Businesses will also need to pay
their day-to-day expenses and wages to their employees.

Without cash in the long-term, suppliers of materials will not provide materials, electricity will not be available
and workers will not work. However, businesses will be able to survive in the short-term without cash by using
short-term loans.

Suggest a type of short term lending provided by the banks.

Suggest a method by which one business can allow another business a short amount
of time to pay its bills.

Flow

Cash is not held for its own sake. It flows into and out of businesses all the time.

oo g

Qo g

It is the money which enters the businesses tills or bank account as a result of selling goods and services.

Inflow :
This may also be known as Income OR Revenue OR Turnover.

Outflow :
This is expenditure, it is money which leaves the business to pay for the day-to-day costs of the
business.
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What might some of these costs be?

Write a list.
Expenditure List
1. 6.
2. 7
3 8.
4. 9
5 10.
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Businesses will try to ensure that the amount of money flowing into the business will be greater than
the amount of money flowing out of the business. In time this should give them a positive bank
balance.

List three stakeholders and suggest what might happen to each if outflows are greater
than inflows.

Remember that too much cash can also be bad for a business. Suggest reasons why
this might be so.
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Forecasts
A forecast is a prediction: it is an estimate of the business’s position in the future.
The estimates need to be realistic.

The Inflow needs to take into account the market conditions at the time the predictions are made.

When would you expect each of the following to have the greatest number of sales?

Summer  Autumn Winter Spring

Ice Cream
Overcoats

Tree Lights

Sun Cream
Birthday Cards
Umbrellas
Bedding Plants
Tomatoes

Root Vegetables

Strawberries

The Outflow figure must also be realistic.

Every business will have different costs to include in its cash flow forecast. Banks often provide templates
or outlines of what to include in a cash flow forecast but these can be very complicated.
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Costs may have to be paid each month, every three months (quarterly) or once a

year. Below are some of the most common categories found in cash flow forecasts.

1. Withdrawals

This is the money taken by the owner from the business to cover personal needs. Sometimes, in the early
days of the business, the owner will not plan to take any money out as personal wages.

2. Cost of materials or stock

These may vary throughout the year and will be based on expected output or sales. Estimates that are too
high will show that cash is being tied up in stock and too low an estimate suggests that shortages will be
expected in production or sales.

3. Rent
This is paid to the owner of the property or land for the right to use that property or land for a length of time.

4. Business rates
These are paid as a tax to government based on the value of property.

5. Wages

Businesses need to estimate the number of workers to employ. The estimate will be based on the type of
good or service being produced and the number of customers expected at various times. Too few workers will
mean that goods cannot be produced in large enough quantities or that there will be a lengthy delay in serving
customers. Too many workers means that they are being paid but they are not being given any work to do.

The cost of the workers will depend on the type of workers. Unskilled workers may be paid the minimum wage.

What is meant by minimum wage?

Highly skilled or qualified workers will be paid considerably more. The number and skills of the workers should
be reflected in the cash flow forecast so for example a business employing 2 minimum wage employees for a
forty hour week will have a wages bill of around £500 per week.

Businesses will also have to pay other costs for each worker, such as National Insurance contributions, and
these should be included.

What is meant by National Insurance contributions?
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6. Utility bills
Utility bills are the costs of heating and lighting paid to gas and electricity companies as well as water costs and
telephone bills.

The costs of utilities will vary and will depend on the type of goods being sold and produced and the time of year.

7. Other selling costs
There are other costs incurred; such as insurance, advertising, postage etc.

Cash Flow Forecast

Once the business has estimated its revenue and costs it can draw up a table showing its predicted cash flow.

Such tables will differ but most will look very much like the one shown below.

CASH FLOW FORECAST FOR A GIFT SHOP OCTOBER 2013 TO MARCH 2014

Inflow 6000 7000 8000 2500 4000 6000
Outflow

Cost of sales 4000 2500 3000 1000 1500 1500
Rent and Business 1000 1000 1000 1000 1000 1000
Rates
Gas & Electricity 500 500
Wages 1000 1500 1500 1000 1000 1000
Other costs 500 500 500 500

Total Outflow 6500 5500 6000 3500 4000 4000
Net Cash Flow -500 1500 2000 -1000 0 2000
Opening Bank 0 -500 1000 3000 2000 2000
Balance
Closing Bank -500 1000 3000 2000 2000 4000
Balance
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What does this forecast show?

* The time period covered by the forecast.

* When the business expects to take in the most money.

Which month has the greatest revenue?

* When the cost of sales is greatest.

Suggest a reason why cost of sales is greatest in October.

» Payments for rent, heating and lighting, wages and so on.

Why do you think expected payments for gas and electricity are not made every month?

Then come the calculations...
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Total outflow

Total outflow is calculated by adding all the costs

Net cash flow

Net cash flow is inflow - total outflow

Opening bank balance

Opening bank balance is the money the business expects to have in the bank at the start of the month.

Closing bank balance

Closing bank balance is the money the business expects to have in the bank at the end of the month. It
is calculated by:

Net cash flow + opening bank balance.

This becomes the opening bank balance for the next month.

Notice that in October the closing bank balance is a negative number.
How do you think the business can finance this?






&:c GCSE Business Studies

Business Finance and Control

Improving cash flow

So far we have looked at cash flow forecasts, but businesses will also need to keep a watch on their current
cash flow situation and take action if their outflows of cash are becoming greater than their inflows.

Their actions could involve:
* Trying to increase revenue
+ Cutting costs

» Rescheduling of payments and receipts.

1. Trying to increase revenue

This usually takes the form of attempting to increase sales by carrying out strategies involving the marketing
mix.

Name each of the 4 Ps and suggest a strategy aimed at increasing revenue.
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Your strategies may have increased revenue, but discuss whether each may
have worsened cash flow.

1. P
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Cutting costs

Cutting costs will reduce the outflow of cash. The table below shows a number of costs.
For each cost shown below suggest how the outflow of cash can be reduced. In each case also suggest

the negative effects of the cost-cutting.

How to cut Negative effect

Cost of stock

Gas & electricity

Owners’
withdrawals

Wages for
employees

Other costs
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Rescheduling of payments and receipts

All businesses owe others money and are owed money either in the short-term or the long-term.

Suggest how businesses can improve their cash flow in terms of the money they owe
and the money they are owed.

1. Money they owe
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Past Paper Examination Question - 2010 - Adapted

Bill Stanley produces handmade greetings cards which are sold to customers at craft fairs
and through craft shops. Bill has drawn up a cash flow forecast for the rest of the year.

BILL’S CASH FLOW FORECAST JUNE TO DECEMBER 2010

JUN JUL | AUG | SEPT | OCT | NOV | DEC

Receipts £ £ £ £ £ £ £
Turnover 2000| 2000 2000 2200 2500
Payments
Materials 450 500 550 500 550
Wages 1500| 1500 1500 1500| 1500) 1500| 1500
Electricity 300
Business rates 5100
Insurance 50 50 50 50 50 50 50
Total Payment 7050 2250 2100| 2100 2100
Net cash flow 0 50 -100 100 50
Opening bank balance 6000 950 1000 900 1000 1050
Closing bank balance 950 950 1000 900 1050

(a) Study the cash flow forecast and complete the shaded areas. (12)

(b) (i) What is a cash flow forecast? (2)
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(b) (ii) Suggest one way in which a cash flow forecast might be useful to a business such as
Bill’s. 2)

(d) Bill would like to further improve his expected cash flow position. Evaluate ways in which
he may achieve this. (8)
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Profit and Loss Account

The aim of any business is to earn a profit or, to be more precise, to make as much profit or least loss as
possible. Every year businesses will draw up a table to show how their profits were achieved.

This is essential to:
» Show how well the business is doing to satisfy its owners (shareholders).
* Calculate its tax liabilities.

* Use in a business plan when applying for finance.

Harry Sanders owns a newsagents shop, called Newsround, in the small market town of Kenilworth. In
his shop Harry sells newspapers, stationery and sweets.

His profit and loss account for 2013 is shown below:

NEWSROUND PROFIT AND LOSS ACCOUNT FOR 2013

£ £
SALES REVENUE 200 000
Cost of newspapers 60 000
Cost of stationery 20 000
Cost of sweets 20 000
COST OF SALES 100 000 -100 000
GROSS PROFIT 100 000
Wages 30 000
Gas & electricity 1 000
Rent 12 000
Rates 12 000
Other costs 1 000
EXPENSES 56 000 -56 000
NET PROFIT 44 000






&:c GCSE Business Studies

Business Finance and Control

To summarise, the profit and loss account will calculate the final profit or NET PROFIT.
GROSS PROFIT = SALES REVENUE - THE COST OF THOSE SALES.

NET PROFIT = GROSS PROFIT - EXPENSES.

The Net Profit will be shared by a number of stakeholders:
» Some will be taken as tax by the Government.

» Some will be distributed to the owners.

+ Some will be ploughed back into the business.

» Some will be kept in reserve for future use.

Percentage profit

Gross profit and net profit will often show how successful a business is but the figures don’t always show the
true picture.

Two businesses with net profits of £100,000 will appear to be equally successful but if one has sales of £1m
and the other sales of £200,000 this is not the case. Therefore, to measure the success of a business it is
more useful to calculate the profit as a percentage over sales revenue.

GROSS % PROFIT = GROSS PROFIT x 100

SALES REVENUE

NET % PROFIT = NET PROFIT x 100

SALES REVENUE

These calculations are sometimes referred to as gross profit margin and net profit margin.
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Calculate the gross profit margin and net profit margin for the following business:

2012 2013
Gross profit £10 000 £20 000
Net Profit £5 000 £10 000
Sales Revenue £100 000 £160 000

1. The gross profit margin is (show your workings).
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Improving profit/reducing loss

As with cash flow, strategies are needed to increases sales and/or to reduce costs.

1. Increasing sales
The marketing mix is a good place to start.

What negative effect might a change in product quality have on revenue and costs?

Revenue
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Place could involve moving the business to a more popular location or introducing
internet sales. Would this work to increase revenue? Explain your answer.

Promotion should increase sales but may also impact on costs and so not lead to an
increase in profit.

Explain why television advertising might be good for sales revenue but bad for costs.

Sales Revenue
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2. Reducing costs
Clearly businesses wanting to increase profits or reduce losses should aim to cut costs.

Suggest one way in which businesses could reduce the cost of sales.

Expenses might also be reduced.

Suggest one way in which businesses could reduce their wages bill.

What negative effect might attempts to cut gas and electricity costs have on the profits
of a shop?
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Give two examples of “Other Costs” which businesses may pay and consider the effects
of cutting each of these on profits.
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Past Paper Examination Question - 2009 - Adapted

De La Rue plc is the world’s largest security printer and papermaker.

PROFIT AND LOSS ACCOUNT DE LA RUE PLC 2007
2007 2006
£million £million
Turnover 687.5
Cost of Sales 597 1 543.9
Gross Profit 66.9
Expenses 18.6
Net Profit 51.8

(a) What is meant by the term turnover as used in profit and loss accounts such as the one
above? 2)

(b) Complete the shaded areas in the profit and loss account above. (4)

(Continued on next page)
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(c) Calculate the gross percentage profit and net percentage profit earned by De La Rue

in 2006 and 2007. (Show your workings). (8)

2006

Gross % Profit

2007

Gross % Profit

(Continued on next page)






&:c GCSE Business Studies

Business Finance and Control

(d) Identify two stakeholders who would be interested in the profit and loss account and
explain why they have an interest.

(6)
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Balance Sheets

Everyone has possessions. It should be possible to add up the value of everything we own to find our total
wealth.

List your 5 most prized possessions and suggest how much they are worth in
money terms.

We may also have debts which reduce our wealth. In addition, some of our possessions last a long time,
whereas others are used up very quickly. This means that our wealth changes every day.

We gain possessions with money earned from work, or from gifts received, or we take out loans to buy items.

Business wealth

Businesses need to calculate the value of their wealth at a particular moment - usually on one date each
year - so that they can calculate whether or not they are becoming more profitable. This is particularly
valuable information for those who provided the money to set up and run the business and for those
considering investing or lending money to the business in the future.

The value of a business at a particular time is known as a balance sheet. To be able to read the balance sheet
we need to understand the meaning of the following terms:

* Assets
+ Liabilities
ASSETS are anything that a business owns and add value to the business.

LIABILTIES are anything that the business owes and subtracts value from the business.

ASSETS and LIABILTIES can be further divided into:
» Short-term or CURRENT which can change quickly—usually in less than a year.
» Long-term which are unlikely to change in the year (In the case of ASSETS these are said to be FIXED).
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Assets and liabilities

Fixed assets
These are the possessions of a business which are not going to be sold. They generally last a long time and
are used in the production of goods and services. They are producer goods.

Examples include:

* Land and buildings
* Machinery

¢ Vehicles

None of these assets are easily turned into cash.

Current assets

These are possessions used in production. They are always changing, and generally held for a small period of
time.

Examples include:
» Cash (both in-hand and in bank accounts).

« Stock (made up of materials, semi-finished goods and finished goods).

* Debtors (people who owe the business money).

All these assets are said to be fairly easy to turn into cash if necessary.

How might some of these assets be more difficult to turn into cash?
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Current liabilities

These are owed by the business and will need to be paid in the near
future. They may include:

+ Short term loans (including overdrafts).
* Money owed to suppliers (known as creditors).
» Taxes owed (particularly corporation tax).

« Dividends owed to shareholders.

Net current assets
NET CURRENT ASSETS =

CURRENT ASSETS - CURRENT LIABILITIES

Long term liabilities
These are owed by the business but repayment will not be required for some time— usually more than one year.

Such liabilities usually involve long-term loans needed to buy fixed assets. As long as the business can keep up
the repayments and interest costs, the owners will face few problems with these liabilities.

Net assets
We are now in a position to calculate the overall wealth of the business, using the formula:

NET ASSETS =
FIXED ASSETS + CURRENT ASSETS - CURRENT LIABILITIES - LONG TERM LIABILITIES

Where’s the balance?

Balance suggests that at least two things should be equal. The balance is determined by considering
where the money to buy the net assets came from. The finance is mainly from:

» Share capital (the amount originally invested by shareholders and by debenture holders).
* Reserves (mainly made up of profits not distributed to shareholders in the past).

» Profits from the current profit and loss account not distributed to shareholders.

Together these three different sources of money are known as CAPITAL EMPLOYED.

The balance refers to the fact that: NET ASSETS = CAPITAL EMPLOYED.
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The balance sheet

Having looked at the different parts of a balance sheet, we can now see how the whole thing pieces together.

Raga plc manufactures a range of products used in domestic kitchens and by catering businesses.
The balance sheet for the business for 31 December 2013 is shown below.

£million £million
FIXED ASSETS 220
CURRENT ASSETS
Stocks 61
Debtors 103
Cash at bank and in hand 52
TOTAL CURRENT ASSETS 216 216
CURRENT LIABILITIES
Creditors 100
Short term borrowing—such as overdrafts 2
TOTAL CURRENT LIABILITIES 102 -102
NET CURRENT ASSETS 114
LONG TERM LIABILITIES -52
TOTAL NET ASSETS 282
CAPITAL AND RESERVES
Share capital 92
Reserves 38
Profit and loss account 152

282 282
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Working capital

Businesses need to be fairly certain that they have sufficient resources that can be converted into cash to
cover their current liabilities. If the business could not cover these liabilities then stakeholders may be affected.

What would be the effect if the business could not cover the following?

Short term loans including overdrafts:

Businesses will therefore need current assets. The difference between current assets and current liabilities is
known as working capital.

WORKING CAPITAL = CURRENT ASSETS - CURRENT LIABILITIES

If the answer is a positive number then the business is fairly safe. However, remember that it may not be as
easy to convert current assets into cash as business owners may think.
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Suggest and explain one example of a situation whereby it may be difficult to convert
current assets into cash.
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er Examination Question - 2011 - Adapted

Greggs plc is a leading bakery retailer serving 5 million customers per week. The business
sells bread, cakes and savoury products such as pies, sandwiches and pasties through its
1400 shops.

Below is the Balance Sheet for Greggs plc.

GREGGS PLC BALANCE SHEETS AS AT JUNE 2009 AND 2008

fm June 2009 June 2008
Fixed Assets 208
Stocks 12 11
Debtors 25
Cash 15 8
Total Current Assets 42
Total Assets 240
Current Liabilities 84
Long Term Liabilities 33 16
Total Liabilities 114
Total Net Assets
Total capital employed

(b) Complete the shaded areas in the balance sheet above. (10)

(Continued on next page)
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(c) What is meant by the term Fixed Assets? (2)
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Business Performance

The cash flow forecast, the profit and loss account, the balance sheet and other information are used to
judge business performance. The stakeholders all want to know how the business is doing now and how it
is likely to look in the future.

Suggest why the following stakeholders will be interested in the performance of a
business.

Shareholders:
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Judging Performance

Business performance can be judged in a number of ways.

Performance over time

Businesses need to compare certain aspects of the business (such as profit) over a number of years. If profits
(or sales or number of employees) are rising the owners will consider the business as being successful. The
business will also be considered a success if costs are falling. The balance sheet may indicate growth or
decline of the business.

Other than profit, sales, costs and nhumber of employees suggest 2 factors that may
change over time to show the success of a business.

Against set targets

All firms will have targets for sales, profits and growth. They will consider the relative success of
the business based on these targets. The cash flow forecast itself is a prediction or target.

Against other firms’ performances

Comparing with similar firms will help to determine how successful a business is; are competitors making
greater percentage profits? Are they selling more? Are they growing faster? Market share is another important
aspect when considering the success of a business.

If managers/owners do not see an improvement in performance year-on-year, then they will need to look at the
reasons why they failed to meet their targets and develop strategies for improvements.
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Past Paper Examination Question - 2010

Bill Stanley produces handmade greetings cards which are sold to customers at craft fairs
and through craft shops.

Suggest and explain three ways in which Bill could measure the success of his business.

(6)
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Key Term Revision - Finance

Match the terms below to the definitions on the following pages.

Opening bank balance
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Taking more from a bank current account
than is in the account.

The profit earned by a business after all
costs and expenses have been paid.

Partly-finished goods are examples of this.

Assets made up of the money owed to a
business by others.

Details about a business and its
development used to attract finance mainly
from banks.

The total of all the capital which has been
put into a business.

The amount of cash a business has at the
beginning of each month.

Long term assets which are used over and
over to produce goods and services.

Borrowing from the suppliers of materials
to be repaid within one month.

Liabilities consisting of money owed to
others.

A record of all the assets and liabilities in a
business at a particular date.

The profit made by a business before
expenses have been deducted.
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An estimate of the money which is
expected to enter and leave a business.

Costs of a business which often have to be
paid even if the business doesn’t make or
sell anything.

A calculation of the profit or loss earned by
a business usually within one year.

The amount a business owes to be repaid
within one year.

A system of borrowing where the lender
owns an asset when the final payment is
made.

These are paid as a tax to government
based on the value of property.

The value of sales by a business.

Those items owned by a business that are
changing from day to day.

Money needed to set up a business.

The net amount of current assets a
business has i.e. net assets minus current
liabilities.

The profit of a business as a percentage of
the income from sales.

The difference between money into a
business and money out during a month.
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These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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Recruiting Workers

The recruitment process

The business will identify a vacancy in the organisation.

There are certain steps in the recruitment process, which must be carried out in the correct order.

1. JOB DESCRIPTION

The job description is a written statement about the job. It provides details such as:

Job title. This gives an indication of the nature of the work to be done, as well as the duties and responsibilities
of the role.

The superiors i.e. who the worker will be responsible to.

The subordinates i.e. workers the individual will supervise.

Pay which will be based on the hours worked or work completed.
Days and hours worked, whether the job is part or full-time.
Holiday entitlement.

Location of the work and / or the address of the business.

Date to start.

2. PERSON SPECIFICATION

The person specification is a written statement about the ideal person for the job, it provides details such as:

The qualifications held by the person applying.
The relevant experience of the applicant.
The skills of the applicant.

The personality of the applicant i.e. is he or she pleasant and friendly?

The interests of the applicant.
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Imagine that you are the owner of a small café called ‘Snack Attack’. Recently the business has
become a lot busier and you need to employ a part-time member of staff.

You need to identify the job vacancy.

JOB DESCRIPTION

Waiter/Waitress
Part time work- 16 hours per week
£6.50 per hour

Snack Attack, 16 The High Street,
Merthyr Tydfil, CF48 2BW

THE JOB DESCRIPTION IS ABOUT THE JOB NOT THE PERSON

You need to decide on the type of person you want to employ and what the job requires in terms of the person's
skills, qualities, qualifications and experience.

PERSON SPECIFICATION

Experienced waiter/waitress
Friendly and polite
Good communication skills

THE PERSON SPECIFICATION IS ABOUT THE PERSON NOT THE JOB
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By combining the person specification and the job description the business is able to create a JOB ADVERT.

Here is the Job Advert for the Snack Attack waiter/waitress. This might go into the JOB CENTRE or the local

WANTED

PART TIME

WAITER / WAITRESS

SNACK ATTACK,
16 The High Strect,
Merthvre Tvdfl,
CFag 2BW

£6.50 per hour for 16 hour
week
Overtime possible

Applicants must be experienced and must
have a friendly, polite manner when dealing
with customers

Contact the proprietor, Mrs R. Phillips
for an application form or phone:
01685 724834

Can you recognise elements of both the job description and person specification in the advert?

In the table below list two of the requirements for the job which come under the heading job description and two
under person specification.

Job Description Person Specification
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3. APPROPRIATE ADVERTISING

Where might you see a job advert? Try to think of at least 4 different places you may see
a job advertised.

It is important to note that where the job is advertised will largely depend upon the actual job.

If it is unskilled or low skilled job then the advert will probably be local e.g. the local newspaper or the local
Job Centre Plus. If it is a specialist job and, quite likely, highly paid, the job will be advertised in the
national newspapers or through specialist agencies.

4. APPLYING FOR THE JOB

This might be done by completing an application form, sending a letter of application or providing a
potential employer with a copy of your CV.

A CV (curriculum vitae) is a short history of yourself, concentrating on your qualities and work experience.
You prepare it yourself. Again it might be sent with a letter of application and/or an application form.

Application forms are provided by the business for the applicant to complete with relevant details for the
business owner to decide whether the person meets the job description.

Letters of application allow the applicant to write in their own style to show whether they are the right person.
Sometimes businesses ask people to complete an application form and to write a letter.
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Here is an application form for the Snack Attack waiter/waitress job which you have seen advertised previously.
Complete this application form as if you were applying for the job.

S k A k SNACK ATTACK
nac ttac 16 The High Street, Merthyr Tydfil
CF48 2BW
Personal Information

Name:

Address:

Post code:

Current Employment Information
Job Title:

Place of work:

Describe your current duties:

Education Information

Name and Address of Secondary School:

Page 1 of 2
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S A . SNACK ATTACK
nac ttac 16 The High Street, Merthyr Tydfil

CF48 2BW

Educational Information (continued)

Qualifications at Secondary Level:

Title Grade

Name of Higher Educational Institution:

Qualifications at Higher level:

Title Grade

Explain why you think you would be a suitable person for this particular job:

Page 2 of 2
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5. SHORTLISTING

Let’'s assume that 20 people sent in an application form for the job of waiter/waitress for the part-time job in
Snack Attack. The business will need to narrow these applicants down to about 5 people before asking them to
come for an interview.

Narrowing down is called SHORTLISTING. Which of the following do you think is appropriate to use in the
shortlisting process.

Appropriate

He/she has blonde hair Inappropriate

Appropriate

He/she could not spell ‘Snack Attack’ correctly | ,.05r0priate

Appropriate

He/she wrote their application form in pencil e

Appropriate

He/she has not had any experience Inappropriate

Appropriate

He/she wants to work full time .
Inappropriate

Appropriate

He/she is from a minority ethnic group

Inappropriate

Appropriate

He/she is 50 years of age Inappropriate
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6. REFERENCES

When the business has shortlisted say 5 people, they will hold interviews to see who will get the job.
Before the interviews are held and probably just after shortlisting they will ask for REFERENCES for each
of the candidates they intend to interview.

The REFEREES will be people who will give character statements and also provide information about the
working standards of the applicant. Referees will usually be past employers and professional people such as
solicitors, teachers and doctors.

7. INTERVIEWS

The shortlisted candidates will then be called for an interview so that the business owner can judge who they
believe to be the best person for the job.

The people being interviewed also have the opportunity to meet people in the business and decide whether
this is the place they would like to work.
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Which of the following do you consider to be good or bad behaviour/characteristics if you want to get a job
at Snack Attack:

You arrive 10 minutes early for the interview

You are wearing, jeans, trainers and a jumper

You have prepared questions to ask the owner of
Snack Attack

Your finger nails are dirty

You slouch in the chair

You sound confident and cheerful

You swear during a conversation with the owner

The only question you ask is about pay
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You are the owner of Snack Attack. Decide on four questions you will want to ask at the interview and
decide the best sort of answer you would be looking for.

Questions Best Answers

8. OFFERING THE JOB

The owner of Snack Attack will then decide who is the most appropriate applicant and offer them the

job. The appointment of the most suitable applicant is the final stage of the recruitment process.
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Complete the flowchart of the recruitment process by placing the steps in the correct order:

Person specification Shortlist
Identify vacancy Appoint applicant

References

Interview

Job description

Advertise the job vacancy

o pectcaen
e—
[ ]
@
@
@
@
@
@
@
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Training of Workers

Induction training

At the start of a new job, training is called INDUCTION. The sort of areas new workers need to be trained in
when they start a new job include:

» Training on how to use the machinery.
* Health and Safety training.
» Training about what to do in emergencies — Where’s the fire escape?

+ Training about shift patterns, breaks and so on.

In-Service training

IN-SERVICE training comes after you’ve been in a job for some time. Workers who have been employed in
one place for 10 years may need in-service training because the firm needs to update workers on new
technology or needs to move workers to a different area of work.

Training can be expensive for the firm, but it is necessary.

Decide which of the following is a reason why a firm needs to train workers.

Need Training .

To motivate the workers
Don’t need Training .

Need Training .

To make sure machinery doesn’t get dusty
Don’t need Training .

Need Training .

To make sure workers know what they are doing
Don’t need Training .

Need Training .

To stop workers leaving the firm
Don’t need Training .

Need Training .

To update workers on new technology
Don’t need Training .

Need Training .
Don’t need Training .

To please the government
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On the Job and Off the Job Training

Some training is done ‘on the job’; other training is done ‘off the job'.

If it is ‘on the job’ then the training takes place in the business amongst co-workers. It is sometimes called
internal training as it is done within the firm. Often a more senior worker will undertake the training.

‘Off the job’ training takes place when it is away from the place of employment - perhaps in a conference room
at a local hotel or a special training venue. This is called external training.

There is much debate about which is best for the business and its workers.

Training ‘On the job’

Workers do not feel special. This is a cheap form of training.

The trainer might not be Workers get to know their colleagues
professional - bad working practices | quicker.

can be passed on.
Training is ‘hands on’.
The firm’s machines can get broken.

sabejueApy

Workers do not get to meet their Production is not held up.
fellow workers.

Disadvantages

This motivates the workers.
This is an expensive form of
training. Trainers are likely to be very good -
often a higher quality training.

Not as practical.

Training ‘off the job’
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Past Paper Examination Question - 2013

Radsonic plc produces car radiators, which are supplied to car manufacturers. The expansion of the
business and the introduction of CAM may mean that more workers will need to be recruited. As part
of the process Radsonic plc will need to write a person specification.

(d) (i) What is a person specification? (1)
(ii) Suggest two items which might appear on a person specification. (2)
L3 i
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It is likely that the new recruits and existing workers will need to be trained to use the new CAM system.
Radsonic plc could use on the job or off the job training.

(e) By considering the advantages and disadvantages of each, advise Radsonic plc on

whether on the job or off the job training is preferable for the firm and its workers. (10)
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Roles, Responsibilities and Relationships between Employers and Employees

It is very important that employers understand that they have legal responsibilities when it comes to
employing workers and that employees have rights and responsibilities.

These rights and responsibilities are found in a number of areas:

1. Contract of Employment

Once a person is given the job they are entitled to a CONTRACT of EMPLOYMENT. This is a legal document
which contains information such as:

» The place of work.

» The duties/responsibilities of the job.

* The hours of work.

* The pay.

The holidays.

2. Fair and Unfair Dismissal of Workers

Employers have the right to INSTANT dismissal if workers are stealing, having sexual relationships on the
premises or are suffering from substance misuse. Other forms of fair dismissal include continual absenteeism,
continual lateness in arriving for work and inability to complete the work. Employers must give both verbal and
written warnings before dismissal of this nature takes place.

Unfair dismissal will mean that the employer behaved unfairly in dismissing a worker- perhaps there was a
personality issue or the employer was racist or sexist.

In cases where there is unfair dismissal the worker may take his/her grievance to an Industrial Tribunal
to decide whether there is case to answer. If the independent tribunal finds that the worker was
wrongfully dismissed then the worker receives compensation and their job is offered back to them.

3. Health and Safety

Employers must provide a healthy and safe working environment for their employees. Machinery must be
inspected and have guards provided, toilets must have hot and cold running water, heating must be adequate
and so on. The number of accidents and injuries in the workplace is reduced as a result of Health and Safety
rules and guidelines.
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4. Equal Opportunities

Employers cannot discriminate against possible workers because of their gender, age, race etc.
Discrimination means to treat unfairly. The main areas of discrimination which employers need to be aware
of are:

It is illegal to discriminate against a person because of the
colour of their skin, their race or nationality. This includes
getting job interviews and getting promotions.

Sex/Gender Discrimination

It is illegal to discriminate against a person because of their
gender. Both males and females should be treated the same
in the workplace including getting job interviews and
promotions.

Disability Discrimination

It is illegal to refuse to interview or to allow a disabled person
to have a job on the grounds of their disability so long as the
employer only needs to make a ‘reasonable’ adjustment to

the workplace.
Age Discrimination

It is generally illegal for employers to only want to employ
people of certain ages. Job adverts should not say ‘young
person required’ and application forms should not ask for a
date of birth.
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Past Paper Examination Question - 2012

Below is a draft advertisement drawn up by the Human Resources Department of Anvil Engineering plc.
Some changes are being considered before the advertisement is published.
Read the advertisement and answer the questions below.

PRODUCTION WORKERS REQUIRED BY
ANVIL ENGINEERING PLC

Anvil Engineering plc is a large multinational company producing engineered products for a variety of

markets. Expansion of our wind turbine division means that additional workers are required.

No formal qualifications are needed, but experience in similar work is desirable.
Applicants must be between 25 and 40 years of age.

Write or telephone for an application form and for a job description to:

Mr Jones
Human Resources Manager
Anvil Engineering plc
Wrexham

(a) Businesses produce goods or services. Does Anvil Engineering plc produce goods or
services?

(1)

(b) Suggest and explain one way in which a fall in interest rates might have led this business
to recruit extra production workers. 2)
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(c) Explain one way in which the advertisement can be improved (i) to make it legal and
(ii) one way to make it easier for applicants to apply.

(4)
(i) To make it legal.
(ii) To make it easier for applicants to apply.
(d) Suggest three pieces of information you would expect to see in a job description for
people applying for this job. (3)
(1) rrmmmm s
[ IR e R L e e L ELEEEELELEEEEEEEEE
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Trade Unions

One worker in a big organisation is unlikely to be regarded as important. Employers are not likely to listen to
individual requests or complaints. However, when many workers get together and talk as one body and one
voice then those workers become important.

There is power in the group!

Therefore many workers are willing to pay a subscription to belong to a trade union. A trade union represents
the views of employees to the employer.

Most unions are ‘industrial unions’ which means that they only accept people who work in certain industries.
For example the ‘National Union of Teachers’ (NUT) only accepts teachers and the ‘National Union of
Mineworkers’ (NUM) only accepts mineworkers. However, there are very large unions such as Unite, Unison
and GMB that accept workers from many different occupations. These unions are called ‘General’ unions.

In which areas would you expect your union to be actively working on your behalf?

Getting more pay Arranging the Christmas dance

Disagree

Agree .

Disagree

Agree .

Improving working conditions

Disagree

Agree .

Getting deals for members in
shops and restaurants

Agree .

Disagree

Advising the employer at
interviews

Agree .

Disagree

Arranging bank loans for the
business

Agree .

Disagree

Fighting against redundancies

Disagree

Agree .

Negotiating with managers
on behalf of all its members

Agree .

Disagree
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Sometimes good relations between the union and the employer will break down and ‘industrial action’ takes
place. Imagine that you work in a large engineering company and your employer has decided to force all
workers to take a shorter break.

The union members are not happy and ask their union to negotiate on their behalf.

To talk things through and try to come to an agreement.
This is sometimes called ‘collective bargaining’.

Very often both sides have to compromise which means
they have to back down a little.

Perhaps the union tries to negotiate but the business refuses.
The union now decides to go a stage further and have an overtime ban.

Workers refuse to do overtime even if the employer has
a big order and is prepared to pay extra.

OVERTIME BAN

The employers refuse to give in and so the union moves to the next stage which is a work-to-rule.

Workers only do just enough to fulfill their Contract of
WORK-TO-RULE Employment. All goodwill is stopped.

The final stage is for the unions to take an all-out strike. This is now a serious situation and it means that
workers will not come in to work at all.

Workers refuse to work altogether.

Most employers will try to avoid arguments with the unions. Time lost by strikes and overtime bans will cost
the business money and future orders from customers who did not get their products on time.

Even when workers return to work morale may be low in the business and there may be an ‘us and them’
feeling between management and the workers.
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Draw a line to match each key term with its definition.

Key Terms:

Negotiate Workers refuse to work

Unions will fight on behalf of their members
for this

This is the money you pay to belong to a union
A union for a specific occupation
The union speaks on behalf of its members
Subscription Talking and compromising between unions
and employers
A union will hold this so that the members
can decide whether to go on strike

Unions require members to only do what is
contained in their contract of employment

A trade
union

Better working
conditions

A strike

General
Union

Ballot

This is a union which takes in members from
many different occupations

An organisation representing workers

Collective
bargaining

Industrial
Union
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Past Paper Examination Question - 2011

In October 2009, 12 000 postal workers employed by the Royal Mail went on strike in protest
against the increased use of technology and because of new working practices e.g. reducing
the number of rounds covered by postmen and making the remaining rounds longer.

Many postmen found that they could not finish their rounds in time.

(a) Suggest and explain how the new technology and new working practices might affect
(i) the workers and (ii) the customers as stakeholders of the Royal Mail.

(4)

(i) The workers
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During the dispute, postmen were represented by the Communication Workers Union.

(c) Apart from going on strike, outline one other form of industrial action trade unions
can take.
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Organisation Charts

If the business is small with few employees it is likely that the owner(s) can easily oversee the work of their
employees.

Here is the organisational chart for Snack Attack which is owned by Rebecca Price and is a small café.

The business employs three people apart from Rebecca.

Rebecca Price
Sole Proprietor of
Snack Attack

Amy Black Phillip Martin
Waitress Cook

Sharon Thomas
Kitchen Assistant

This chart illustrates the SPAN OF CONTROL of each employee.

The span of control is the number of employees a person is directly in charge of.

* Rebecca’s span of control is 2 people- she has Amy and Phillip directly below her.
» Phillip’s span of control is 1 person- he has only Sharon directly below him.

* Amy has no one in her span of control- there is no-one underneath Amy.

The chart also shows the CHAIN OF COMMAND which goes from top to bottom.
Rebecca has more control, more say and more pay compared to anyone else in the business.
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Look at the organisation chart for Cards R Us Ltd which manufactures cards for special occasions.

This type of organisational chart is often described as ‘hierarchical’ i.e. it has a hierarchy since there are many

levels and more people at the bottom levels than at the top levels.

The further you go up the chart the more responsibility and pay you will receive.

Managing
Director
Admin Sales Production Finance Human
Director Director Director Director Resource
Director
2 Admin 2 Sales 3 Production 1 Finance 2
Managers Managers Managers Manager HR Managers
2 2 3 2 1
Supervisors Supervisors Supervisors Supervisors Supervisor
4 4 50 Production 4 4
Clerks Sales Reps operatives Assistants Assistants

1. Who is in overall control of the business?
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Why do businesses have organisation charts like this?

» Everyone knows who to go to if there is a problem and who is their line-manager.

* There is clear accountability- those at the top get the most pay but since they are ‘in charge’ they are
accountable and must deal with the problems of the business as well as the successes.

» Workers become specialised in certain departments which increases the efficiency of the business.
» Higher level workers are able to delegate and train people for new job roles.

* There is a definite career path for those on lower levels to follow and this can be motivating.

BUT
* Those on lower levels may feel demotivated - they feel that those on higher levels do not appreciate
their efforts.

» Communication channels can get distorted. In large organisations with several levels, rumours are quick to
develop and the business must make sure that employees at all levels receive appropriate information and

messages.
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Below is an organisation chart for Autotronics Ltd. This is a company which produces parts
for cars in its factory in south west Wales.

ORGANISATION CHART FOR AUTOTRONICS LTD

Managing Director

| |
Sales Director Production Director Accounts Director
| |
| | | ]
Sales Marketing Costs Income
Manager Manager Manager Manager
| ]
Works Personnel
Manager Manager
6 Sales 4 Marketing 2 Cost 4 Accounts
Staff Employees Accountants Clerks
20 Factory 4 Office
Workers Staff

Use the chart to answer the following questions.

(@) Who is in overall control of the business? (1)
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Communication in the workplace

Internal Communication

Internal communication takes place within the business. It's where people in the same organisation pass
information both verbally and in written form between themselves.

External Communications

External communications take place between the business and the outside world. Where a person within an
organisation communicates with another person outside the business.

Which of the following are internal communications and which are external communications??

The Finance Manager needs to The Managing Director needs to
contact the bank for a bank loan inform all directors of a change in the
date of the next board meeting

Internal . External . Internal . External .

The Sales team need to contact past The Sales team need to contact the
customers to see if they are interested in | Production Manager with the results of
the latest product the customer survey

Internal . External . Internal . External .

Job vacancies are available for the The canteen is putting on a new menu
business with immediate effect

Internal . External . Internal . External .

The Marketing Director wants to spend The Production Manager needs to
£1,000,000 on a new TV advertising contact suppliers for extra materials
campaign

Internal . External . Internal . External .
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How do businesses choose the appropriate communication method?

There are many different sorts of communication methods. Below is a list of some of the most commonly used

communication methods:
Verbal Communication:
Telephone calls

Written Communication:
Notices
Letters

Emails

Video conferencing

Faxes

Newsletter

Written communication

The choice of method depends on several factors:

» Speed of communication is often very important. If a business needs extra supplies of materials or
components it will not send a letter to their supplier because a letter takes too long and there is a danger
that production will grind to a halt. Instead the firm will probably send an email or fax requesting the extra
materials/components. Faxes and email are often preferred since a receipt of sending (fax) and an
acknowledgement of receiving (email) would be available to the business.

* If confidential information is to be sent from the firm to an employee, for example, a personal letter may be
the best option especially if it is marked ‘private and confidential’.

« If information is to be shared between a large number of people then group emails or notices may be more
appropriate.

* Another very important factor to take into account is the cost to the business of the communication method.
Emails have virtually no cost and neither do fax machines once the initial outlay for equipment has been
made. Letters have become relatively expensive.

Verbal communication

If there is a need for confidentiality then there’s nothing better than face-to-face communication, this allows
difficult information to be passed without anyone else being involved. An extension of this are meetings and
committees, but in order for everyone to have a chance of having their say the meeting must be undertaken in
an orderly fashion and sufficient time allowed.

Video conferencing is becoming quite popular and allows employees in different locations to take part in
meetings via video-link. This allows participants to read ‘body language’ as well as to communicate verbally.

However, calls via mobile phones are more convenient and significantly cheaper than traditional landline
phone calls.
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The Impact of ICT developments

It is fair to say that communication, whether verbal or written, has been revolutionised by the
development of ICT.

We now have cheaper communication methods which are available 24 hours per day and are much more
convenient to use.

In the following activity some communication has to be made. You need to choose ONE method of
communication AND give one reason why you have chosen that method of communication.

Communication Method Reason

The Finance Director needs

to inform all the finance staff
that in the future the price of
all products made by the firm
will be increased by 10%

The Production Director
needs to inform one of the
production workers that his
constant absenteeism is a
serious concern

The Managing Director wants
all workers to accept a cut in
their hourly pay in order to
save the business from
bankruptcy

The Production Manager
needs to order urgent
supplies of components
before the end of the week

The Personnel Manager
needs to inform the Job
Centre that there are 5
vacancies for production
workers
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Draw a line to match each key term with its definition.

Internal An electronic form of communication
communication which is virtually cost free and can be sent
simultaneously to a number of people

External A hard copy form of communication which is
communication relatively slow and expensive

Communication is taking place between the
language business and outside agencies

Video The use of body movement and gestures as a
conferencing means of communication

Linking people visually and verbally together by
means of ICT

Communication is taking place within the
business

Letter An electronic form of communication which
allows hard copy to be received anytime
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Motivation in the workplace

Businesses want workers who will be ‘productive’ and make good quality products or provide good quality
services as efficiently as possible.

Businesses want workers to stay with the firm for some considerable time so that their training costs pay off for
the business.

In motivating workers the leadership styles of owners and managers is important. Basically there are two
important styles of leadership.

There is the Democratic Manager There is the Autocratic Manager

The democratic manager is prepared to listen
to the employees and take their advice.

The autocratic manager does not want to
listen to employees or take their advice and
ideas.

Responsibility is delegated which means

others are allowed to ‘run with a project or
idea’.

They think that they are the boss and always
right.

Workers are very motivated but decision
making can take a long time.

Workers feel resentful and demotivated.
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The following are the consequences of which of the two leadership styles?

Workers are more likely to be motivated There will be a high level of staff
turnover

Democratic . Autocratic . Democratic . Autocratic .

Loses out on good ideas Workers are able to feel part of the
business and contribute ideas

Democratic . Autocratic . Democratic . Autocratic .

Everyone knows who the boss is No delegation and training up for the
future

Democratic . Autocratic . Democratic . Autocratic .

Decisions will take a long time to reach Workers need direction all the time

Democratic . Autocratic . Democratic . Autocratic .






&:c GCSE Business Studies

Human Resource Planning
Past Paper Examination Question- 2012

Fran Blake is a sole trader designing and producing greeting cards. Fran
started the business in May 2007 and five years later she is employing ten
people and her net profit has increased from £10,000 to £100,000.

Under Fran’s leadership the business has been successful. She believes this is
because she makes all the decisions without consulting her employees and she is
in complete control.

She has found it difficult to pass responsibility to her workers and often argues

with anyone who has ideas and suggestions about how the business should be

run. Some of the employees feel undervalued and believe the business could do
even better.

Assess Fran’s leadership style. (8)
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Paying Workers

The way in which businesses pay workers can be motivating or demotivating.

Before we look at different types of payment systems, let's make sure that you know the difference between a
wage and a salary.

» Wages are usually paid weekly and salaries are usually paid monthly.

+ Wages can vary; salaries are a fixed amount per year.

* Workers can work extra hours and get paid overtime with wages. There is no overtime paid on a salary.

* Wages are usually paid to manual workers and salaries to office staff.

The following are different ways to earn your wage. You have to calculate what the person would earn.

Mary works in shop and gets paid on a
TIME BASIS.

She is paid £5.00 an hour for her basic 40 hour

week and if she works overtime, she’s paid £7.00
an hour.

Sheila works in factory. She has to put the printed
circuit board into the hard drive of a computer.

For each board she inserts she gets paid 50p.

This is called PIECE RATES or PAYMENT BY
RESULT.

Rashid works in a second hand car show room.

He receives a basic wage of £200 per week plus
COMMISSION which is 1% of the value of each
sale.

How much does Mary earn if she
works 42 hours this week?

How much will Sheila earn on Friday
when she manages to put 250 circuit
boards into computers?

How much will Rashid earn if he works
the full week and sells cars to the value
of £30,0007?
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Which of the above payment methods would you prefer if:

1. You were an efficient worker.

Some workers are offered a BONUS if they complete a certain amount of work. For instance assume Ellie
Brown works in a factory and her job is to pack cartons of drink into cardboard boxes. Her pay is based as
follows:

Her target number of boxes to pack daily is 500 during an
8 hour working day at £7.00 per hour. If Ellie packs more
than 500 boxes per day she gets a bonus payment of
20p per box.
If she packs less than 500 then her hourly rate per day
falls by 5p per hour for every box less than 500.
Left is Ellie’s performance during the last week.

How can we calculate Ellie expected GROSS earnings for
last week?

Compared

VORI P I P N
[ P I e P
N D I P P

£279.00
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Calculate Ellie’s pay for the following week:

Here is Ellie’s work per day:

200 boxes
512 boxes
505 boxes

Compared

to target Hourly Rate

Thursday 480 boxes

Friday 496 boxes
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Non-Monetary Incentives

Commission and bonuses are examples of performance related pay — how much workers earn is based on
how well they work.

Paying an employee a bonus is an example of a financial incentive.

Employers can also offer employees non-monetary incentives to motivate their workforce, these are sometimes
referred to as fringe benefits.

Examples of non-monetary incentives include:

» Company car » Subsidised health club membership + Parking space

* Pension * Optical care * Annual health screening
+ Share ownership » Dental care * Child care vouchers

+ Private medical assurance * On site créche

+ Subsidised cafeteria * Lunch vouchers

Some people are also motivated by knowing that there are promotion opportunities within the business and so
will work hard to impress the boss.

Match the most appropriate non-monetary incentives from the list above to the following employees
(you may choose more than one if you wish):

Employee Incentive(s)

Area manager of a large
retail company

Production workers in a
medium sized company

Workers in a locally owned
restaurant

Shop manager of a
small chain of retail
outlets
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Gross and Net Pay

In all the cases above the earnings you have calculated will not be what these workers take home as
their actual pay. That is because there will be DEDUCTIONS taken from their GROSS pay to get to
their NET pay.

* Your GROSS wages/salary is what you earn in total.

* Your deductions e.g. national insurance (NI) and income tax (collected through a system called Pay As You
Earn or PAYE) are what are taken out of your gross pay.

* Your net pay is what is left for you to ‘take home’.

Gross Pay | work 40 hours at £8 per hour each week.
My GROSS PAY is 40 x £8 = £320

Less Deductions | pay £50 in PAYE and £30 in NI

My DEDUCTIONS are £50+30 = £80
Net Pay/ My NET PAY is £320-£80 = £240
Take home pay

Why do workers pay PAYE and NI?

The government needs to collect the money for state services such as the NHS, police and fire service. The
government must also pay for pensions and other benefits. The money for these public services comes from
the taxes we pay and National Insurance contributions, known as STATUTORY DEDUCTIONS.

Statutory deductions must be paid if incomes are above a certain level.

Sometimes workers ask their employers to take other money from their income, this money may be to pay for
insurance or to donate to a charity. The employer passes the deducted money on, such deductions are known
as VOLUNTARY DEDUCTIONS.
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Past Paper Examination Question- 2011

Jenny Jones works in Artek Biscuits ‘on the line’ as a packer. This means she packs the
finished biscuits into cardboard boxes. She was recruited by Artek Biscuits by means of a
Job Description and Person Specification which was placed in her local newspaper in the
form of a job advert.

Here is Jenny’s last pay slip:
ARTEK BISCUITS

Jenny Jones Pay Number 08978 @ Deductions This week:

NI: YW-24-21-0D

Pay Week:10 PAYE £ 50.00
NIC £20.00

Hours worked this week = TOTAL £70.00
38 basic hours at £5.00 per hour

Overtime this week = .

5 hours at £7.50 per hour Net Pay this week=
£YYY

Gross Pay this week =

£XXX

Calculate Jenny’s Gross Pay this week (marked £XXX) and her Net Pay for this week
(marked £YYY).

Explain why PAYE and NI (National Insurance) are deducted by the government from a
worker’s pay.
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Explain, using examples, the difference between a Person Specification and a
Job Description. (5)
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Past Paper Examination Question- 2011

Fred is paid £8 per hour and works a 40 hour week. His deductions are income tax and
National Insurance Contributions, which amount to £60 per week.

(a) What is Fred’s pay per week? )

Tick one box only

(a) National Insurance is an example of which type of deduction from pay? )

Tick one box only

Statutory
deduction

Voluntary
deduction

Charitable
donation
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Past Paper Examination Question - 2012 and 2013

Byron Edwards is a skilled worker who is paid £12 per hour for a 40 hour week. He pays £44 in
income tax and £36 National Insurance contributions as well as £10 to his favourite charity.

(a) Which of the following is a voluntary deduction: Income Tax, National Insurance or charity
donation? (1)

Total deductions

(b) Complete the shaded areas for this pay slip. 3)

Which two of the following are non-monetary rewards received by workers?

Tick two boxes only 2)
Bonuses Medical
Insurance
st
Company Salaries 7 & 2
Car =¥
NN
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Draw a line to match each key term with its definition.

Key Terms:

A special payment for working above target
level

A deduction from pay for income tax

A payment for workers which is fixed and is
usually monthly

A payment from wages which the worker decides
to make

A payment for workers which is usually per hour
and can be more for overtime
Voluntary Usually a percentage of the sales value
deduction given to the person making the sale
PAYE A fixed payment for each specific product made

Salary

Commission

Piece rate











Technology

Ethical Influences

Environmental Influences

Economic Influences

Types of technology used by businesses:
. Databases
. Spreadsheets
. Word Processing
. Desktop Publishing

Businesses can use technology for:
. Administration
. Stock Control
. Communication
o Recruitment

CAD (Computer Aided Design): When a business uses ICT in the design process.
These are then fed into a computer for the CAM process to begin.

CAM (Computer Aided Manufacture): When a business uses CAD to automatically
produce products using automation.

Automation — the use of technology in place of humans by business, when
producing goods and services.

Buying and selling on the internet:
E-Commerce: The buying and selling of good, electronically, using the Internet
M-Commerce: The buying and selling of good, electronically, using Mobile Phones

Buying and selling on the internet
Benefits Drawbacks
v' Advertising x  Jobs
v' Loyalty x  Shops
v'  Targeted adverts x  Cost
v' Social media x  Security

Ethics: Distinguishing between what society believes to be right and wrong.
How can a business behave ethically?

Supplier — ethical ‘supply chain’. Example ‘Fairtrade’.

Workers rights —above minimum wage, use of child labour, safe factories etc.
Environmentally — dumping of waste, emissions, carbon footprint etc.

Taxes — Don’t avoid taxes!

Food labelling — label food correctly and offer lots of information

Human Rights — promote human rights

Health — To promote good health in society

All these go beyond the legal requirements of businesses.
Reasons for acting ethically:

. Brand image

. Attract better employees

. Reduced change of legal issues — cost!
. Attract investors

. ‘Future Proof”

. Be good!

Reasons for not acting ethically:

. Increased cost of raw materials
. Constantly under scrutiny — if the business does something ‘bad’ it is
highlighted!

. Consumers may not care!
. May be difficult to advertise and communicate
. Profits may be affected

Pressure Group: An organisation that pressurises businesses to act in an ethical
manner. Example - Greenpeace

Sustainability: Ensuring the Earth’s resources are indefinitely (forever) productive and
will not be depleted (run out).

Impact on the environment:

. Noise Pollution

. Light Pollution

. Water Pollution

. Air Pollution

. Climate change

. Congestion

. Depletion of resources
. Dumping of waste

. Overuse of water

What can businesses do:

. Fairtrade

. Water Efficiency

. Reduced the amount of packaging on products (e.g. Easter eggs).

. Using alternative sources of energy (e.g. solar panels).

. Reducing their carbon footprint (e.g. through the miles products travel).

Disposable Income: is the amount of money that households have available for spending and saving after income
taxes and other mandatory costs have been deducted.

Income Tax: is a tax on a person’s income, this form of tax is a statutory (this must be paid) deduction from an
employee’s wages.

National Insurance: Individuals have to pay National Insurance contributions in order to pay for state benefits
(NHS, welfare, unemployment, pension, disability benefit).

VAT: VAT is a tax on the purchase of goods and services (20%). VAT is charged on most goods and services.
Corporation Tax: is a tax on company profits, it is paid before shareholders are paid their dividend. UK
corporation tax is 20%.

Business Rates: are a tax paid by businesses which is based on the property where the business takes place.

Indirect Taxation: tax on spending — examples include VAT and business rates.
Direct Taxation: tax on income — examples include national insurance, income tax and corporation tax.

Unemployment people looking for work but for some reason they are unable to get a job.

Impact of Unemployment:

. Consumers — reduction in income if they become unemployed
. Businesses — fall in sales
. Government — a fall in revenue from Income Tax, VAT and Corporation Tax and an increase in

welfare payments

The interest rate is the price of borrowing or saving money from a bank, building society or other lender.
Examples: Cars, Mortgages, Overdrafts, Loans

Impact of interest rates on businesses

Interest rates increase Interest rates decrease

. Cost of borrowing increases . Cost of borrowing decreases

. Consumer demand falls (pay more for . Consumer demand increases (pay
their mortgages) less for their mortgages)

. Businesses borrow less for . Businesses borrow more for
investment investment

Inflation is the rate at which the general level of prices is rising. It is measured through the ‘basket of goods’
which reflects the spending habits of consumers. UK target — 2%

Economic Influences — The Business Cycle Legislation Globalisation EU
Legislation: laws set by the UK government that businesses must follow.
Business Cycle: This is the cyclical change of ‘good times’ and ‘bad times’ that businesses Employment Law: regulate the relationship between employers and employees. International trade is the buying and selling of exports and imports between countries. European Union (EU):
experience — it is something that happens nationally, sometimes globally, and is out of their Consumer Law: This is aimed at making sure that businesses act fairly towards their consumers | Imports are goods/services bought from other countries
control. The measure of the business cycle is GDP. — especially since consumers are sometimes in a much weaker financial position. Exports are goods/services sold to other countries . An economic and political union
GDP: Gross Domestic Product — the total value of all goods and services traded. Intellectual property refers to creative work such as inventions, literary and artistic works and . 28 member states (2013)
designs, symbols, names and images used in business. Why does international trade take place? . Established in 1993
Types of Employment Law ] Some products we can’t produce ourselves . Operates as a single market
Boom Boom Health and Safety Employers have a legal responsibility to ensure that working . Other countries can product products cheaper than us o Free movement of people, goods, services & capital
Law environments are safe and that employees are able to understand . Consumers receive a wider choice of products . Euro was introduced in 1999
:g and are trained to deal with the risks involved in their jobs. . 19 countries use the Euro
<] Employment Employees have to be provided with a written statement of Advantages of international trade Disadvantages of international trade . Approx. 7.3% of world population
n?: Rights employment within two months of starting employment. Employees 4 Access to new markets x Language barriers
8 Recession Recove \?95955'0“ are also protected against unfair dismissal. v" Increased sales and profits x Issue with suppliers
very The National The National Minimum Wage is the minimum wage per hour a v Spread risk x Currency issues Impact of EU on customers
Minimum Wage worker is entitled to in the United Kingdom. When first introduced v Benefit from economies of scale
in April 1999, the National Minimum Wage intended to boost the Benefits Drawbacks
pay of very low-paid workers. Exchange rates are simply the cost of switching from one currency to another. v Increased choice x UK spends money to be in the
Slump Types of Consumer Law v Lower prices EU
Consumer Rights All goods must be of satisfactory quality, fit for the purpose for SPICED WPIDEC v More employment x Less independent/local
Act 2015 which they were bought and must correspond with any description S Stron Y Weak opportunities in EU countries businesses
1. BOOM: When the business cycle is at a peak. Lots of goods and services are being produced . g PP
en’ given. P Pound P Pound
employment is high. Consumer Businesses can be prosecuted and fined for engaging in these | | t | | t f busi
2. RECESSION: Two consecutive months of falling output, consumption and employment. . . . mports mports Impact of EU on businesses
3. SLUMP: When the busi leisi hoL o d X bei duced Protection from practices, such as making untrue statements about a product or C Cheap D Dear
. : ent ? u51-ness cyF els |‘n a trough. Less goc? san serwce} are being pro uced. Unfair Trading service, using aggressive sales techniques such as harassment or E Exports E Exports Benefits Drawbacks
4. GROWTH: When inflation begins to increase — demand increases and in turn, the price of Regulations 2008 isleadi bout the pri P duct .
goods increases. egulations 200 misleading consumers avout the price of @ product or service. D Dear C | Cheap v Increased demand % Smaller businesses can lose out
Consumer Credit This controls the way that businesses lending money operate. These v Lower costs — economies of to large European businesses
Impact of an economic boom Impact of an economic recession ACtS;ggg and ltiwzrebc:um(ebthe credi)t(t))r ilendj‘r) to gtive tt:e'rtaindkey information to Globalisation involves the increased interdependency of people around the world as a result of scale % EU has set employment law and
€ debtor {borrower) betore the contract Is made increased trade and cultural exchange. It has led to an increased worldwide production of goods and V' Lower costs — cheaper raw consumer law
Types of Intellectual Property Law services materials
. Decreased unemployment . Increased unemployment - — - " o X i
. Rising wages R Falling wages Copyright Protect people who have created original pieces of work, and give Multinational Corporations (MNCs): businesses that have their headquarters in one country but v Larger amount of potential
. them rights to control how their work is used by others. operate in many countries, this means that they may have offices and factories around the world. employees
. Increased demand for . Falling demand for goods and - - "
d i i Trademarks Aright granted to the owner of an invention that prevents others Impact of MNCs on the UK
800 s/serw'ces services from making, using, importing or selling the invention without their Positive Negative
. Higher profits . Lower profits permission - Provid I British busi h
High interest rates Low interest rates — TR - - " rovide employment x ritish businesses may shut
: Prigces are rising  inflation : Low inflation — brices are Patents A trademark is a distinctive deslgn, graphl?,‘logo, symbol, figure, ' v Pay taxes to UK government x Jobs could be low paid
g = stable P letter words or phrase that uniquely identifies a business and/or its v Increased customer choice x Profits won’t stay in the UK (will
goods or services. 4 Help the UK economy grow go back to the MNC home
country).







Ethics

Understanding Consumers

Market Research

Marketing Mix - Price

All marketing and advertising in the UK must be:
. an accurate description of the product or service

. legal

. decent
. truthful
. honest

The Advertising Standards Authority (ASA) enforce marketing codes of practice
that describe how businesses should advertise.

Anyone who thinks advertising rules have been broken can complain to the ASA
within 3 months of the advert appearing.

Coca-Cola Example

. Coca-Cola labelled one of its drinks nutritious.

. They said it was nutritious because it contained 100% of the
recommended daily allowance of vitamin C and other vitamins.

. ASA said that they would not expect a nutritious drink to contain 5 tea
spoons of sugar.

. ASA banned the advert.

Market Segmentation: is a part of the market which contains a group of buyers
who are similar.

Market Segmentation Methods

Age - businesses often target certain age groups. E.g. Toothpaste (look at the
variations of toothpaste products for children).

Gender - male and females want different types of the same products. E.g.
clothing, hairdressing and magazines.

Income - many companies target rich consumers with luxury goods (e.g. Lexus and
BMW).
Others focus on appealing to low incomes consumers (E.g. Lidl and Aldi).

Where they live - dividing the market based on geography. E.g. countries, regions,
cities.

Cultural and Ethnic backgrounds- different cultures/ethnicities want different
products. E.g. Kosher food and Halal food.

Mass Vs Niche Market

Mass Market products targeted at all consumers as most people are interested in
them. A high volume of sales can be made.
Example — Baked Beans

Niche Market different products that appeal to a small segment of consumers.
They are often supplied by smaller businesses.
Example — Gluten Free Food

Market Research: is the way in which information and data is gathered about
consumers, competitors and market trends.

Primary (Field) Market Research: involves collecting original information for a specific
purpose: this is often called field research.
Examples: Surveys, Interviews, Consumer Panel, Focus Groups, Observation

Advantages Disadvantages
v Uptodate % Can be difficult to
v' Specific collect
v' Original data x Expensive to collect
v' Data can be collected quickly % Can provide inaccurate

results if sampling is
small

Secondary (Desk) Market Research: involves using information which already exists, this
is often called desk research.
Examples: Accounts (Internal), Internet, Newspaper, Census, Data

Advantages Disadvantages
x Can be outdated
Information already available x Widely available so may

Cheaper than primary research
Conducted regularly so can show
trends x

not provide a
competitive advantage
May be inaccurate

SNENEN

Qualitative Data is descriptive information found by experiences or in textbooks or
newspapers or reports. It can include opinions and cannot be quantified by numbers.
Quantitative Data deals with measurements and figures perhaps shown in tables and
graphs. It includes numerical data that can be given values and is easier to interpret and
evaluate compared to qualitative data.

Cost-Plus Pricing involves the business adding a sum of money (the profit per good)
to the cost of producing goods to determine the selling price of the good or service.
+ Easy to determine the price / - Price may be unsuitable

Competitive Pricing involves the business offering goods for sale at a price at or
below that set by competitors.
+ Enables a business to compete / - Price may be unsustainable

Loss Leaders are products put on sale, usually in supermarkets, at prices which make
no profits and may even make losses in order to attract customers into the shop to
buy other goods.

+ Can increase market share / - Unsustainable as a loss is made

Psychological Pricing involves offering goods at prices below whole number such as
£5.99 or £499, or using words such as "only". It is hoped that the consumer will
believe that the product is much cheaper than if the price had been £6 or £500.

Penetration Pricing involves setting a low price for a new product to encourage sales.
The price may be increased later with customer loyalty and growing market share.
+ Build loyalty / - Higher price may put of customers

Price Discrimination involves setting different prices to different market segments.
+ Target different market segments / - May be seen as ‘unfair’

Price Skimming involves selling a product at a high price in order to earn high initial
profits. Prices are then reduced at a later stage.
+ Can recoup R&D costs / - Customers may delay purchases

Factors affecting price:
. Cost of production
o Competitor activity
. Consumer income
. Supply and demand

Marketing Mix - Product

Marketing Mix — Product (Product Life Cycle)

Marketing Mix - Place

Marketing Mix - Promotion

Product is the good or service provided by a business.

Product Design this is what the product looks like, the features it has and how it differs from
the competition.

Innovation is commonly described as 'the commercially successful exploitation of ideas'.

Product Features: Reliability, Quality, Design, Flavour, Image, Packaging.

Product Portfolio the collection/range of all the goods and services offered by a business.

Wide product portfolio

Benefits Drawbacks
v Spread risk x Drain marketing resources
4 Increased revenue x Requires significant
4 Appeal to different market investment
segments x Bad publicity of one product
could affect others

Product range businesses offer a range of products, this is called the product range. E.g. a shop
may sell a range of soft drinks.

Product mix the product mix is part of a company’s total product range. Many businesses
produce or sell more than one type of product. E.g. A shop may sell a mix of different
products.

Product Differentiation this means making the product different from its competitors. It can
be achieved through:

° Distinctive design—e.g. Dyson; Apple iPod
° Branding - e.g. Nike, Reebok
° Performance - e.g. Mercedes, BMW

Unique Selling Point what makes a product different from ones sold by competitors. It may
involve the lowest price, the best quality or the first of its kind.

A brand is a product with unique character, for instance in design or image. It is consistent and
well recognised.

Own Brand - A product which is sold under the brand name of a supermarket chain or other
retailer, rather than under the name of the business which manufactures the product.

Product Life Cycle shows the stages that products go through from being introduced to leaving
the market.

INTRODUCTION - Product is launched, supported by advertising campaign and promotion to
increase product awareness (expensive). Sales will gradually increase during this stage.
GROWTH - Sales and profits rise, the product is sold in more places now. Advertising continues
to be focused on increasing product awareness.

MATURITY - Sales reach their peak. All research, development and advertising costs have been
paid. Marketing focuses on persuading repeat purchases.

SATURATION - the point in the product life cycle where the market is full as competitors
introduce similar products.

DECLINE - Big fall in sales and sometimes the product is withdrawn.

Sales

Maturity
Maturity Saturation

Growth

Decline

Intraduction

Time

Extension strategies extend the life of the product before it goes into decline. Again
businesses use marketing techniques to improve sales. Examples:

. Advertising — try to gain a new audience or remind the current audience

. Price reduction — more attractive to customers

. Adding value — add new features to the current product, e.g. improving the
specifications on a smartphone

. Explore new markets — selling the product into new geographical areas or

creating a version targeted at different segments
. New packaging — brightening up old packaging or subtle changes

Marketplace is the place where buyers and sellers come together and can exchange payment in
return for goods and services.
Distribution Channel involve the routes which

goods follow between the manufacturer and the | Manhfacticer |
consumer. The route may be direct between the I T
. e R
two but the interaction of middlemen is more 1) I 2) @ ) a)
et >

likely.

|th|esa\er | | Wholesaler ‘

Manufacturers is the maker of products. Also
known as producer.

Wholesalers buy goods from the manufacturer
and sells these goods in smaller quantities to
retailers.

Retailers sell goods to consumers. Small retailers
buy their stock from wholesalers but large-scale \ f \ f V7 i
retailers buy directly from manufacturers. \ f ‘V" \/ \/
Consumers are the final users of goods and

services. They are at the end of the distribution |
channel.

| [ rewie ]

Consumer |

Multi-Channel Distribution involves a business using more than one channel to distribute its goods
perhaps through traditional shops and catalogues and online.

Benefits of multi-channel distribution:
. Increase number of potential customers
. Increase sales and profits

Drawbacks of multi-channel distribution:
. Increased costs

. Could lose money if not successful

Choosing the right channel(s) of distribution will depend on many things:

. the type of product or service
. the nature of the market

. the type of customer

. the size of the business

E-Commerce involves the buying and selling of goods and service via the internet.
M-Commerce involves buying goods and services through hand held mobile devices such as
smartphones.

Promotion involves information and techniques used by businesses to make consumers aware of
products and to persuade them to buy those products now and in the future.

Promotion involves:

. making the customer aware there is a product for sale
. explaining to them what the product is
. making the customers aware of how the product will satisfy their needs

. persuading them to buy it

Promotion Methods:

Advertising Media are the various places where advertisements may be found. Examples -
television, newspapers or the internet.

Sales Promotion sale incentives that attempt to give a short-term boost to sales. Examples —
BOGOFF, Loyalty Cards, Free Gifts.

Direct Marketing describes a range of promotional activities that are aimed directly at the
customer, so bringing the promotional message straight to the target audience. Examples —
telemarketing, direct mail.

Growth of Direct Marketing:

. Personalised message for specific customers
. Cost effective
. Success if easy to measure — through response rate and sales

Advertising Media Examples: Local Newspaper, National Newspaper, Websites, Radio, TV, Cinema,
Point of Sale, Leaflets, and Directory Listings.

The type of media used will depend on:

. The target audience — it is important to use the media that customers and potential
customers use

. The size of the market — local and small businesses will use different media to large
and global businesses

. The size of the advertising budget — advertising is expensive and a business must use

media that it can afford







Nature of Business Activity

Producing Goods & Services

Business Enterprise

Business Planning

Business: An organisation that legally trades goods and services
Good: An item that is for sale. E.g. A Television, Drink, Car

Service: Something a business does for you. E.g. Haircut, Car wash,
Plumbing

Businesses can differentiate from their competition through;
. Cheaper prices
. Better design
. Better quality
. Advertising
. Promotional activities
. Make it available to buy in more places
o Attractive packaging

Why do businesses change?
. Economic factors — wages, employment...
. Technological factors — new inventions, computers...
. Society factors — age, tastes, fashions...
o Market factors — such as new competitors, pricing...
. Environmental factors — pollution, deforestation...
. Political factors — government, laws...

Business Scale:

. Local: A business that operates in a limited number of towns,
usually just one area. Example — Amigos

. National: A business that operates on a national scale and
has shops in a large number of towns/cities. Example — River
Island

. Global: A business that operates in a number of different
countries. Example - Nike

Sectors of Industry:

. Primary Sector: Acquiring raw materials e.g. Coal, Wood, Oil

. Secondary Sector: Production of Goods and Services e.g. Manufacturing

. Tertiary Sector: Provision of services e.g. Health Care, Insurance, Teaching
The three sectors are dependent upon one another in order to produce and sell products.

Factors of Production:

. LAND — The natural resources that a business use

. LABOUR — The people a business will use to farm / produce / sell
. CAPITAL — The money invested and the manmade tools a business needs to be

able to operate

. ENTERPRISE — The person who brings all of the ideas together, the entrepreneur.

Goods and Services:

. Consumer: The person who uses the finished product
. Customer: The person who buys the finished product

. Producer: The business who produces the product
. Personal Service: Service provided to the Consumer

. Commercial Service: Service provided to the a Business who will use it to produce

a good / service

. Producer Good: Product sold to a Business who will use it to produce a good /

service

. Consumer Good: Product sold to the Consumer
. Durable Good: Products that can be used more than once, with a lifespan of over

three years

. Non - Durable Good (consumable): Products that are used a few times before
being discarded within three years

Public & Private Sector:

. Public Sector: Business owned and controlled by the government.
. Private Sector: Businesses owned and controlled by private individuals.

Enterprise Skills:

. Risk Taker

o Initiative

. Decision Making

. Organisational skills
. Creative

. Hardworking

. Determination

Entrepreneur Rewards:

. Profit

. Turn hobby into business
. Control

. Help the community

. Make a positive difference

Risks of being an entrepreneur:

. Cost
. Competition
o Economy

. Lack of Skills

New businesses need to put together a plan for their business idea.

Business plans:

Help in decision making by showing the aims and objectives of a business
and the strategies and requirements needed to achieve these.

It also provides information to banks and other possible providers of
finance to persuade these to grant loans and other monies to the
business.

They include:

Business Description — What is your business idea — summarise!
Products and Services — What will the business sell? Give details of what
makes you stand out from existing businesses.
The Market — Who are the customers? Who are the competitors? How
will you target them? What scale will your business work on? Give reasons
for each of your choices.
Market Research — What research will you need to carry out? What
information do you need to know?
Marketing — How will you get people to buy the products / services you
are offering?

o Price

o Product

o Promotion

o Location — online or shop?
Operational Strategy — What will you need in order for your business to
run?

0  Technology?

o Equipment?

o Buildings?

O  Vehicles?
Human Resources — Who will work at your business? What skills will they
need to have? How will you get the workforce to be motivated?
Financial strategy — What costs do you need to take into account? What
will you need to buy in order for the business to run?

Business Objectives & Stakeholders

Business Ownership

Business Growth

Location

Business objectives must be SMART.
Specific
Measurable
Achievable
Realistic
Timed

Example - Decrease the time to resolve customer issues from 2 hours to
1.5 hours by July 2018.

Business Objectives:
. Survival
. Profit Maximisation
. Customer Satisfaction
. Growth
. Ethical & Environmental
. Increase Market Share

Stakeholders are groups that have an interest in the success of a
business. They affect and can be affected by business activity.

Employees Customers

Managers Owners

Shareholders Pressure groups

e

The government suppliers and

lenders

The local community

Unlimited Liability: This is the case for Sole Traders and Partnerships — the owner is responsible for the

debts of the business

Share: This is a part of the business owned to the shareholder (i.e. 25% share in the business)
Debt: Money that a business owes to someone else
Limited Liability: This is the case for Public Limited and Private Limited Companies — the shareholder
(owner) can only lose what they invest into the business

Liability: Another word for responsibility for the debts of a business

Shareholder: Someone who owns a share in a Limited Liability business

Deed of Partnership: The document that sets out the details of a partnership. It may include, the share of

each partner, the profit share etc.

Sole Trader

A sole trader is a business that
is owned and run by one
person. Although a sole trader
is owned by only one person,
the owner can employ people
to work for them.

v’ Own boss

v Keep all profit

x Lack skills

x Long Hours

Partnership

A partnership is an agreement
between two or more people
to take joint responsibility for
the running of a business, to
share the profits and to share
the risks.

v Cheap and easy to

setup

v' Shared workload

x Shared profits

x Disagreements

Public Limited Companies (plc)

A Public Limited Company (Plc)
is usually a very big business

with a large number of
employees, owned by
members of the general public.
4 Limited Liability
v Easier to raise
finance
x Expensive to set
up
x Unwanted
takeovers can
happen

Private Limited Companies (ltd

Private limited companies
(Ltds) are usually small/
medium size businesses,
although can be large.
v Limited Liability
v' Shareholders have
to agree the sale
of shares.
x Expensive to set
up
x Can be difficult to
raise finance

Co-Operatives

Co-operatives are run
according to a set of values and
principles, such as democracy
and equality.

Consumer co-operative is
where a group of local
consumers get together for
mutual benefit.

Worker cooperative is a
business that is owned and
controlled by the whole
workforce.

Charities

Charities are organisations that
aim to raise money in order to

support a cause, such as
cancer research or wiping out
poverty in third world
countries.

It is a non-profit organisation.
Many charities employ paid
workers to undertake specialist
work, but also rely on
volunteers in order to minimise
wage costs.

Unit cost: Cost to produce one item

Economies of scale lead to lower costs from an increase in size. They happen when the cost per unit
falls as output increases.

Types of Economies of Scale:

. Purchasing: Bulk Buying raw materials can lower the unit cost.

. Marketing: As there are more products being sold, the Marketing cost is spread across
more products.

. Technical: Increased size means more can be invested in machines to produce more and
cut the unit cost.

. Financial: Banks are more likely to lend larger sums of money to bigger businesses, at
better interest rates.

. Managerial: Bigger businesses are more likely to be able to attract better managers, who
can lead the business better and create more growth, through better decisions and
expertise.

Reasons why businesses grow:
. Increase profits
. Improve market share

Franchisor: the owner of the main business

Franchisee: the individual who sets up a business, in the name of the franchisor i.e. McDonalds
Franchise: A business model that allows businesses to use the name, products and branding of a
franchisor, in return for royalty payments

Benefits Drawbacks

Control (franchisor)
Decisions (franchisee)

Help with training (franchisee)
Royalties — received (franchisor)

Internal Growth (Organic): takes place when a business expands its own operations. Such as selling
more products, launching new products.

External Growth: merger (two businesses join to become one) or takeover (one businesses buys
another and takes control).

Horizontal Backwards Vertical Forwards Vertical Conglomerate
Two businesses in the Business takes over a Towards Customer Integration
same industry join supplier Business takes over (Diversification)
Same product / v Access to customer Unrelated businesses
service supplies v Understanding 4 Spreads risk /
4 Economies of x May not of customers New customers
scale understand the x New market x No experience
x May be product /
disagreements market

Location Factors:

The location of raw materials: Some businesses need to locate close to
where the raw materials, or the components to make their products, are
available.

The supply of labour: The availability of a workforce with appropriate skills
is another important consideration when deciding where to locate.
Infrastructure: All businesses need good sources of energy and water,
efficient drainage and waste disposal and good transportation.
Communication links: Good telephone, internet and postal services are
sometimes needed — built up areas are often well established in comparison
to rural areas.

The Market: Being close to the market (the customers) is vital for a number
of businesses.

Cost of Land: The amount and cost of land will affect the choice of location
of the business.

Government Factors: Businesses create jobs and prosperity, therefore
attracting business to an area can be very important to a local council or a
government.

Siting a business:
Once an area has been decided upon, a business then needs to decide where it will

locate.

Cost of site

Size of site

Footfall — the amount of people who will walk past
Accessibility

Closeness to competitors

Personal reasons
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Producing Goods and Services

These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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Producing Goods and Services

Producing Goods and Services

Goods and services

Businesses produce goods and services.

Goods are products which can be seen, handled, turned on, lived in, driven and so on. They are produced by
manufacturers who buy raw materials from producers and then add value to turn the materials into
something else.

Other producers of goods combine manufactured goods to construct new products.

Goods can be divided into two kinds:

1. Consumer goods
Consumer goods are goods bought and used by the final consumer.

Consumer goods can themselves be divided into two types:

» Single use — They are mainly used just once or by just one consumer and will generally have no other value.

» Durable goods — These will generally last a long time and may have a second-hand value which may be
greater or less than the original purchase price.

2. Producer goods

Producer goods are goods used by businesses to help to produce goods for other businesses and for
consumers.
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What type of goods are the following?

Oil tanker

Producing Goods and Services

Wrist watch

Single use
consumer good

Consumer
durable good

Producer
good

Single use
consumer good

@&

Consumer
durable good

Breakfast cereal

Producer
good

Single use
consumer good

Consumer
durable good

Producer
good

Single use
consumer good

Consumer
durable good

Producer
good

Single use
consumer good

Consumer
durable good

Producer
good

Single use
consumer good

Consumer
durable good

Producer
good

Pair of men’s shoes

Single use
consumer good

Consumer
durable good

Producer
good

Single use
consumer good

Consumer
durable good

Producer
good
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What type of goods are the following?- continued

Chocolate bar Loaf of bread

Single use Single use
consumer good § N\ consumer good

Consumer 2 . Consumer
durable good n-4| durable good

Producer Producer

Speedboat

Single use Single use
consumer good consumer good

Consumer 1\ Consumer
.| durable good " z durable good

Producer ~ : - Producer

Single use , Single use
consumer good — consumer good

Consumer Consumer
durable good durable good

Producer Producer
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Producing Goods and Services

Past Paper Examination Question - 2009

Which three of the following are usually regarded as examples of consumer durable goods?

Tick three boxes only (3)

Home —
Dellvery t} washing g
3 machine

=1

Family
Box of holiday
chocolates
‘,H Living room
Personal furniture

Music Player
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Producing Goods and Services

Services

Services are also said to be produced but they cannot be handled or seen. A service is a non-physical item
that can be purchased.

Services can be divided into two kinds:

* Personal or direct services - aimed at consumers.

« Commercial services — aimed at businesses.

What type of services are the following?

Images of services are listed below, identify the service and state whether you think they are personal services
or commercial services.

Exampl Servie Type

Personal -
Commercial -

Personal .
Commercial -

Personal -
Commercial .

Personal -
Commercial -

) W A\
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Producing Goods and Services

Growing importance of the service sector

Two hundred years ago most workers produced goods, mainly food, close to where people lived and were sold
at local markets. The clothes and household goods people needed were also manufactured locally. Anything not
produced in the area was transported around the coast or by pack horses. A small number of goods not made in
this country were imported.

As agricultural practices became more efficient fewer workers were needed, but more food was produced.
People moved to the towns, the population grew and most workers were involved in manufacturing cloth,
machines, coal and iron.

Over the past fifty years more countries have been producing goods so we have been able to import more of
these from abroad. Improved standards of education and technological developments have lead people to move,

in increasing numbers, into the same sector. There is particular global demand for our banking, insurance and
design services.

Which three of the following are likely to be providing goods rather than services?

Lorry driver

Bank clerk
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Producing Goods and Services

Private and Public sectors

Goods and services can be produced by:
» The private sector and/or

» The public sector

Public Sector Private Sector

These are set up by public organisations to These are businesses run by individuals or
provide a good or service not provided by the groups for their own benefit.

private sector, or provided by the private sector
at too high a price. Their main aim is to make a profit for the
owners.

Most goods and services in Britain are produced by the private sector by businesses big and small.
Individuals set up the business, people pay for the goods and services, the income is used to produce more
and the profits provide a return to the owners or enable the business to expand.

However, because private sector businesses are not always willing to produce at a price the majority of people
are able to pay, the public sector provides many goods and services. The goods and services are paid for

by taxpayers and by government borrowing. Sometimes the users will also contribute towards the cost. Any
money earned goes to the government or local councils to add to their income and to further improve services.
Public sector organisations are not generally expected to make a profit.
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Producing Goods and Services
Past Paper Examination Question - 2008

Which three of the following workers are usually found in private sector jobs?

Tick three boxes only (3)

Farm Soldiers
Workers

Police Bank
Officers Clerks

Paramedics Hairdressers
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Producing Goods and Services

Which services are most important?

Number the services from 1 to 8 in order of their importance to society,1 being the most important and 8 the least.

The Armed Forces Leisure facilities

Libraries Tourism

*-"-t

Health Transport

w7
N
'\
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Producing Goods and Services

It is important to note that goods and services do not have to be provided exclusively by either the private or the

public sectors.

Until the 1980s many businesses operated in the public sector, but they were sold into private ownership

(privatisation), these included:
* British Gas
* British Telecom

* British Airways

In 2013 the government announced plans to privitise the Royal Mail.

Public sector services also provided in the private sector

There are examples of services provided mainly in the public sector which are provided on a smaller scale in

the private sector e.g.

Leisure facilities

There are private leisure gymnasiums and
sporting clubs.

Health

People can be treated by private doctors and
hospitals.

Social care
There are private nursing homes.

Education

There are private schools-some, oddly
enough, are called public schools.

Transport

The road network is mainly provided by the
Public Sector but toll roads such as the M6
Toll and the Severn Bridge are owned by the
Private Sector.

Emergency services

Factories might have their own fire engines
and private security firms exist.
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Job / Batch / Flow Production

There is no one way to produce goods and services.

Your auntie’s favourite vase was probably produced by a person sitting at a potter’s wheel, your doughnuts
were produced at the bakery one hundred at a time and you family car was produced at an enormous factory
by thousands of workers.

What do you think would happen to the price and quality of the car if it were made in the same way as the
vase? Suggest a reason in each case.

What would happen to the price of the car?

Reason?

What would happen to the quality of the car?

Reason?

Each of the products mentioned above was manufactured using either job, batch or flow production.
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Producing Goods and Services

Job production

Job Production is a method of production whereby businesses use all their factors of production to complete
one job at a time. Job production processes are usually used when the products are all different, non-standard,
made-to-order goods. The items are often produced on a very small scale and in workshops, for example, your
auntie’s favourite vase, made-to-measure suits, sailing boats etc

The main problems associated with this style of production are:

» Costs per good tend to be high because production runs are short and the workers
are highly-skilled and will demand higher wages.

Specialist equipment will tend to be underused - the worker can only use one tool
at a time.

There is often a lengthy production time.

Advantages for consumers include:

* Products will match consumer tastes and individual requirements.

» Goods are exclusive/unique so few other people will have similar products.
 Will fit in particular space or be a specific size.

» Goods will generally be higher quality as goods are made with greater care.

Disadvantages for consumers include:

» Goods tend to have higher prices than mass-produced products, as more attention
is paid in the manufacturing process. Workers tend to have higher skill levels.

Need to wait for goods as they take longer to produce due to the the greater
attention to detail and high quality.

Replacements will be difficult to find as the products were made for a specific
purpose to a particular design. This also means that spare parts may also be more
difficult to find.
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Producing Goods and Services

Batch production

Batch Production involves the manufacture of different versions of the same basic product in batches, e.g.
different colours, different types of paint, different varieties of jam tarts.

Advantages to producers include:
Workers can specialise in performing set tasks.
Specialist machinery may be used.
Costs for producing each good are lower.

Production is more efficient.

Disadvantages to producers include:

Production is not continuous and short production runs increase costs per good to a
level greater than would be the case under flow production.

Parts have to be stored in large quantities - this is expensive.

Machines have to be cleaned and re-set before producing a different batch - this
takes time and adds to costs.

Workers can be demotivated by doing the same job every day.

Auntie’s favourite vase was produced using job production at the potter’s wheel.
It was then fired in a kiln to finish production.

In which way might this involve batch production?
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Producing Goods and Services

Flow production

This is where production takes place as a continuous process. The product flows from one process into the
next. This will usually happen where the products made are identical and can be made using a production line
method. Each worker adds one part of the finished product as it passes them on the production line, so they
become specialised in what they do. Specialist machinery will greatly assist the workers.

This is sometimes called MASS PRODUCTION (benefiting from ECONOMIES OF SCALE ) and involves
DIVISION OF LABOUR.

Advantages of flow production:
Many more goods can be produced than when using other methods.
With long production runs costs per good will be low.
This means that goods can be sold at lower prices than if they had been produced

under job or batch methods.Workers can be very skilled at what they do as they are
doing the same job over and over.

Short training periods are required as workers need to be taught only a small
number of skills.

Disadvantages of flow production:
The high cost of machinery when setting up flow production.

The workers are doing the same job all the time, this is boring for them and they
may make mistakes, so the quality of the final product is reduced.

Stocks of materials and partly finished products are stored, storage is expensive.

* A breakdown in one part of the production line can lead to a complete shutdown of
the factory.

Cars are manufactured using flow production. In which way might batch production
be involved?






WJEC

ceac GCSE Business Studies

Below are a number of products, decide whether each is likely to be produced using job, batch or flow methods.

Washing machine

False teeth

Fork-lift truck

Poster showing well-known band

N -

Sets of saucepans

Loaf of sliced bread
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Producing Goods and Services

Below are a number of products, decide whether each is likely to be produced using job, batch or flow methods.

Shirts sold in well-known chainstore
Motor cars

A landscape painting

Television sets

Windows for an individually-designed house

Job . Batch . Flow

A designer dress
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Producing Goods and Services
Past Paper Examination Question - 2009

A British car manufacturer is The Morgan Motor Company which has been producing cars
since 1909. They build handmade sports cars for customers wanting to buy individual cars
very different from those sold by the larger mass production makers such as Honda.

Production takes place in a small factory in Herefordshire where 155 workers are employed.
Output is nine cars a week and each car takes three months to build.

(a) Honda’s assembly line operates using flow production. Which type of production is
likely to be used by Morgan? (1)

(b) Suggest and explain one advantage and one disadvantage to Morgan customers of their
handmade cars. (@)

Advantage

HINTS: In (b), remember to mention one advantage and one disadvantage but then explain what you mean by
each i.e. write an additional point about each.
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Past Paper Examination Question - 2010

In each case below tick whether the goods mentioned are most likely to have been
produced using job, batch or flow production. (2)

(i) A florist making a bouquet ordered for a wedding.

Tick one box only

Job Batch Flow

(ii) A small bakery making loaves and rolls for a local supermarket.

Tick one box only

Job Batch Flow

Great Gates and Co Ltd. has a factory in South Wales. In this factory it produces gates. Some
are made to supply garden centres and do-it-yourself (DIY) shops. These are made to
standard sizes and designs. Some gates, however, are made to meet individual orders based
on sizes and designs provided by customers.

Suggest and explain the method of production Great Gates and Co Ltd would use for making
(i) standard gates and (ii) individually designed gates.

() Standard gates. (2)
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Producing Goods and Services

Specialisation and Division of Labour

Specialisation involves people concentrating on what they do best. Some people are good at gardening, others
at making things or with words, music, numbers or sport. Specialisation applies to countries and
businesses as well as individuals.

There are many ways in which specialisation can take place, but in business we are mainly concerned with
how specialisation can be used in producing goods and services. specialisation involves division of labour i.e.
splitting up the production process so that workers perform the tasks they do best. When this happens

more goods can be produced at a lower cost to everyone’s benefit.

ALSO

» Use of machinery means less physical effort.
» Tasks are simple to learn, so workers can develop many skills.

» Wages tend to be higher.

BUT

disadvantages for businesses and workers include:

* Work is boring.
» Worker boredom means mistakes by workers and lower quality goods.
* Workers may have less pride in their work.

» Factories are larger so there may be greater separation between workers and managers. Industrial
disputes are more likely.

» Workers become interdependent so breakdowns lead to bottlenecks.
» Improvements in technology mean that some skills are no longer needed, unemployment may follow.

» Workers do not feel that they are creating the finished product, they have less pride in their work.

+ Workers may feel vulnerable as their jobs may be moved elsewhere to be done by lower paid workers.
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Producing Goods and Services

Minimising waste

Businesses aim to maximise profits. In order to achieve this, costs should be kept as low as possible.
Costs can be kept down by reducing the wastage of materials and finished products, this will involve:

» Stock control

* Quality control

Stock control

Stock is very important in a business, it can be one of three kinds:

1. Materials needed so that production can continue

These have the same problems regarding storage as the finished goods i.e. they are costly to keep.

Why are materials expensive to keep?

Some businesses are able to cover the cost of storage by purchasing materials in bulk thereby gaining price
reductions. However, if materials are not available then production may have to stop, a fine balance needs to
be kept between having too much and too little in stocks of materials.

2. Partly finished goods

Partly finished goods are goods that were being worked on at the end of the previous day. Partly finished
goods are particularly important with flow production, workers do not have to wait for production further down
the line. Goods will generally be stored within the factory.

3. Finished goods awaiting sale

Finished goods are expensive to keep and, depending on the type of goods, may need special care involving
refrigeration or protection from the weather. All finished goods will also need a secure storage place.

Finished goods should be placed on the market as soon as possible, not just to reduce storage costs, but
also to earn money for the business.
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Producing Goods and Services

How to control stock

The traditional method of holding stock was to use a warehouse, filled with the materials needed for
production. As goods were produced stocks were run down until an estimate was made as to when new
materials should be ordered. There was a fine balance between saving storage costs and deciding how much
stock to keep.

What would be the consequence for production of holding too little stock?

Stock was often bought in large quantities to reduce the congestion of deliveries at the factory and also to
benefit from price reductions for buying in bulk.

Suggest three possible disadvantages of holding too much stock.
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Just in Time (JIT)

Japanese producers realised that the costs of building, maintaining and securing large warehouses were high
and so the idea of Just in Time was developed.

Just in Time (JIT)

Supplies are delivered directly to the factory only when they
are needed. This means for example, that a computer
manufacturer may receive the exact number of cases
required for one or two day’s production.

The suppliers will be expected to deliver the right goods, in
perfect condition, to the correct part of the factory, at a
particular time.

Advantages of Just in Time Disadvantages of Just in Time

» There is little room for mistakes as stock
levels are so low.

Less storage space is needed so rent,
security and other costs are reduced.

Less money is tied up in stock. * Production depends on suppliers and if
stock is not delivered on time due to

There is less chance of stock being unforeseen circumstances e.g. traffic

damaged or going out of date.

JIT also applies to the stocks of finished
goods so there is less chance of a build-
up of stocks of completed products, which
can occur with sudden changes in the level
of demand.

Less time is spent checking deliveries as
the supplier is expected to get everything
right.

congestion or bad weather, production can be
held up.

* There are no spare finished products
available to meet unexpected demand.
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Quality control

Producing quality goods is important to all businesses.

» High quality promotes and maintains sales and increases profits as customers want to buy quality products.
* Reputation of the business is further enhanced.

+ |t saves waste as faulty products do not have to be replaced or repaired or refunds given.

Controlling quality takes place at all three stages of production:

Production Finished Good

Anything used to produce the final product must be of the best quality.

Worker quality can be ensured by making sure that workers have the
right qualifications, that the correct recruitment processes are used to
find the best workers for the job, and that workers’ training provides them
with the appropriate skills.

Quality is ensured by finding suppliers who are themselves keen on
keeping the same high quality standards. This may involve finding
suppliers with good reputations and/or awards for quality, inspecting
suppliers' factories and checking deliveries as they arrive from
suppliers.

Machines need to be bought from suppliers with good reputations, these
can be expensive but may be less likely to breakdown and hold up
production.

Firms still need efficient specialist workers to maintain and repair
machines. However, advances in technology may mean that machines
have to be replaced frequently, so good quality machines may need to
be replaced before they are fully worn out.
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Production

Finished Good

Producing Goods and Services

Every stage of the production process must be carried out to the highest
possible standards.

Workers need to be supervised during the production process to ensure
that they are working correctly, skillfully and safely.

Sometimes production will be tested to make sure that the goods meet
the required standard.

It becomes very expensive to allow faulty partly finished goods to
continue along the production line. Faulty goods will be returned to a
previous stage for correction, or will be scrapped. Whatever happens
delays can add to costs significantly.

In some workplaces, supervisors are not used. The workers need to
motivate themselves to work to the highest standard. This responsibility
gives the workers a sense of worth in the work place, a pride in their
work and a sense of belonging in the business.

Businesses that provide bonuses for good quality work, or a share in
the ownership of the business, will often save money in not supervising
production.

The final product must be of the best quality and ready for sale to the
final consumer.

Checks are carried out on the finished goods to ensure that they appear
to be fit for sale. On larger items each individual product is checked, for
example televisions are switched on and cars are driven from the
production line. On large quantities of small goods this is more difficult
so a sample of goods is checked.

Selling faulty goods can be expensive for businesses. Consumer
laws mean that customers can obtain a refund, a replacement or a
repair when they are sold a faulty product. Whichever replacement
option is chosen, it will add to the cost to the business.
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Producing Goods and Services
Past Paper Examination Question - 2010

Tapio is a Japanese business which produces a range of electronic products including
computers and mobile telephones in a number of countries around the world.
Tapio has a reputation for producing high quality products.

Outline two ways in which Tapio can ensure that it maintains its reputation for high quality
products.

(4)
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Producing Goods and Services
Past Paper Examination Question - 2013

One way in which the manufacturers of audio and video equipment can maintain sales is by
providing quality products.

Suggest and explain three ways in which the manufacturers of audio and video equipment
can make sure that they can provide quality products. (6)
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Inter-relationship between Functional Departments

Suggest 4 skills the owner of a sole trader business should have.

Partnerships are sometimes set up so that a variety of skills are brought to the business, but even then other
workers will need to be employed or other businesses may be used to perform certain tasks.

As businesses grow it becomes difficult for a small number of people to run them as a whole, and so these
businesses are restructured into specific departments. Each department employs specialists who are
responsible for completing work within their small part of the business.

All businesses differ in terms of which departments they have and the names they give them. The main
departments may include:

Purchasing
The purchasing department is responsible for buying anything required by the business, for example, for
production or administration.

Production
The production department is responsible for all aspects of producing goods, from the input of raw materials
through to the finished product.

Marketing
The marketing department is responsible for managing all aspects of the marketing mix and market research.

Sales
The sales department is responsible for finding new customers and looking after existing customers who have
ordered and received goods.

Personnel or Human Resources
The human resources department is responsible for all aspects of the relationship between the business and its
workers from before recruitment until after the employee has left the firm.

Finance or Accounts
The finance department is responsible for all money-related aspects of the business, including paying the bills,
receiving payments, keeping records and drawing up accounts.
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Departmental organisation

In the table below are the departments commonly found in many businesses. On the next page is a list of
tasks that must be performed by businesses. Place these tasks in the correct department.

Sales Department Finance Department

Marketing Department Personnel Department

Purchasing Department Production Department
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Collecting debts
Organising staff rotas
Drawing up profit and loss accounts
Keeping financial records
Storing finished goods
Employing sales staff
Ordering materials
Setting the prices of goods
Dealing with staff welfare
Supervising production
Contacting advertising agencies
Paying tax to the Government
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No department can operate in isolation. Departments have to work together to ensure the success of the business.

Some of the links between departments will be stronger than others, and some departments interlink with all other
departments.

Purchasing

Finance

Production
Personnel

Marketing

Which 2 departments are likely to interact with all the other departments?
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Suggest how each of the following departments might co-operate with another.

Production Department with Purchasing Department

Sales Department with Marketing Department
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Past Paper Examination Question - 2006

Which three of the following are the responsibilities of a company’s personnel or human
resources department?

Tick three boxes only (3)
Customer Completing
complaints the accounts oA 1.
Looking “
Advertising after the ‘ /
jobs welfare of Y/
workers 5
Selecting
new job Planning
applicants production
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Producing Goods and Services
Past Paper Examination Question - 2003

The Castlé Group is a Hotel chain which owns 5 hotels.

The Castlé Group is divided into departments to try to make sure that the business is well
organised. Describe the work of the Finance/Accounts Department and the Personnel
Department at businesses such as the Castlé Group.

(i) the Finance/Accounts Department (4)
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Break Even

The main aim of most businesses is to earn a profit for their owners, the simple way to earn a profit is to
take in more money from sales (total revenue) than it costs to produce (total cost) those goods or services.

The point where:

Total Revenue = Total Cost

Is that level of output where break even is reached.
Produce one less good and the business makes a loss, produce one more and it makes a profit.
To understand break even we need to look a little more closely at cost and revenue:

Cost

This is the money the businesses spends to buy products and services.
There are two types of cost:
Fixed costs

. Variable costs

Fixed costs

Fixed costs remain the same no matter how many goods a business produces or sells. If a business makes
one good or if it produces 1000 goods it will still have to pay for the rent on the building or for the machinery it
uses.

Suggest two other fixed costs a business may have to pay.

(In the longer term fixed costs may increase, for example if the factory is extended, but ignore that for now.)

Variable costs

Variable costs change according to how many goods a business produces or sells. Materials have to be
bought for each good made; a 30cm ruler will require a certain amount of wood, 10 of these will want 10 times
as much and 1000 a 1000 times as much and so the costs will rise with all the extra wood bought.
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per Examination Question - 2009 - Adap

Joe Gerrish had taken early retirement from his job as a civil servant. He had always wanted
to run his own business. Joe discovered the right business for him hiring out rowing boats on
the River Usk.

He borrowed £50,000 from the bank to buy the business which helped him to rent a building
alongside the river to store his twenty boats and to buy other equipment. Joe employed one
worker who was paid £250 per week.

Joe has to pay fixed costs.

(i) What is meant by the term fixed cost? (2)
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Fixed costs
A particular ice cream seller may have to pay £100 per day no matter how many ice creams are sold.

Complete the table below to show the fixed cost

Number of ice Fixed cost
Id (£) Your answers can be shown on a graph.
SEae=e Complete the graph below to show your answers.
0
50
100
150 Label your graph FIXED COST
200
250
300
350
£350
£300
£250
£200
8 £150
O
£100
£50
£0

0 50 100 150 200 250 300 350
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Variable costs

A similar exercise can be carried out for variable cost. Carrying on the example from above, it might cost the
ice cream seller 50p for the materials to sell one ice cream.

Complete the table below to show the variable cost.

Number of ice Variable cost
duced (Number x 50p) Your answers can be shown on a graph.
creams pro Complete the graph below to show your answers.
0

50

100

150 Label your graph VARIABLE COST

200

250

300

350
£350
£300
£250
£200

2 £150
&)

£100
£50
£0

0 50 100 150 200 250 300 350

Number of Ice Creams
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Total cost

Now we must add our calculations so far to find total cost as :
Total Cost = Fixed Cost + Variable Cost

So using the same figures from above we have:

Number of ice Fixed cost Variable cost Total cost

creams produced (Number x 50p)
0

50
100
150
200
250
300
350

Using your figures complete the graph below by drawing lines showing fixed cost, variable cost and
total cost.

Label each of your lines with FIXED COST, VARIABLE COST and TOTAL COST.

£350

£300

£250

£200

£150

Cost

£100

£50

£0

0 50 100 150 200 250 300 350

Number of Ice Creams
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Revenue

Earlier it was stated that break even was found where: Total Revenue = Total Cost.

Total cost has been calculated in our example and now total revenue (the money taken from selling goods)
needs to be worked out.

Using the same example from above, if we assume that the ice cream seller sells his goods at £1 each we can
calculate how much revenue he takes in from selling ice creams.

Number of ice Total revenue . ,
Again, a graph can be drawn to show these figures.
creams produced (Number x £1) Complete the graph below.
0
50
100
150 Label your graph TOTAL REVENUE
200
250
300
350
£350
£300
£250
£200
2 £150
o
£100
£50
£0

0 50 100 150 200 250 300 350

Number of Ice Creams
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Break Even

To find the number of ice creams the seller needs to sell to break even, that is to make no profit or loss, we need
to combine the graphs showing total cost and total revenue.

£300- In this example, the BREAK EVEN Point is at
Total Revenue 200 ice creams.
Total Cost
Q&
©)
£250- <
How much profit is made if 200
ice creams are sold?

£2004
(0]
>
e
(0]
>
¢ £150-
3 How much profit is made if 300
o Fixed Cost .

£100 ice creams are sold?

&
~
esod /0 —"""""""""""" """
£0 1 ] L] L] L]
0 100 200 300 400

Number of Ice Creams
Complete the table below to suggest what you expect to happen to the break even point and to the profit from
selling 200 goods if each of the following happens:
* Price goes up
* Variable cost falls

* Fixed cost rises

Break Even Point Profit from Selling
200 Goods

Price Goes Up

Variable Costs
Fall

Fixed Cost
Rises
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per Examination Question - 2012

Ali has set up a juice bar in a busy town centre location. He uses fresh fruit which is
processed to create a healthy drink.

Ali wants to find how many drinks he will need to sell in order to make a profit. To do this he
has drawn up a break even chart showing weekly costs and revenue. This break even chart is
shown below.

£1200
Total Cost

5
> £800
w
>
w
4
a
Z
<
0
&
O £400 Fixed Cost
O

£0

0 200 400 600 800 1000 1200

NUMBER OF DRINKS

(a) The drinks sell for £1 per glass. Draw and label the total revenue line for Ali’s business.

(2)

(b) (i) How many glasses of juice will Ali have to sell each week to break even? (1)

() How much profit (or loss) will be made each week if 1200 juices are sold? (1)
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Ali is considering selling ‘smoothies’ in the juice bar. This involves adding yoghurt to the juice
to produce a refreshing drink. This will add to the variable cost of the business.

(c) (i) What is meant by the term variable cost? (1)

(ii) Apart from yoghurt, give one other example of a variable cost Ali’'s business
will pay.
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Business Growth
Nearly all businesses started as small businesses—usually as sole traders or partnerships.
Think of how each of the following started:

* Marks and Spencer - a market stall in Leeds

* Boots - a chemist shop in Nottingham

» Tesco - a market stall in London

+ Virgin - a record shop in London

» Facebook - a social network at Harvard University, USA

* Microsoft - 2 computer “geeks” in the USA

Over time these businesses grew to become the very large-scale businesses that they are today.

They have enormous sales — revenues — profits resulting from enormous capital, marketing budgets and
workforces.

Why did they grow?

To increase profits

Bigger businesses make larger profits. The owners of small businesses want to earn more to improve their
own lifestyles. Think of some of the owners of the firms mentioned above, they are now very rich themselves.

To improve market share

Market share is the proportion of the market that you control. For example, Tesco controls about 30% of the
market of goods sold in supermarkets. Sainsbury’s was once the market leader but at one stage the owners
and managers of Tesco wanted to grow faster to overtake Sainsbury and become the market leader.

To reduce competition

As some businesses grow their competitors are unable to keep up, in terms of the goods supplied or the price
charged, and so they drop out of the market. Think of how the number of specialist greengrocers and butchers
has fallen with the growth of supermarkets.

To secure the market

Strength in the market means that as businesses become bigger they become better known and are more
likely to keep their customers. Their reputation is all-important.

To secure supplies

Bigger businesses are also likely to have the trust of their suppliers and so they will always have goods to sell
or materials to produce. Large companies can even control the suppliers by determining the prices they pay for
goods, owning the sources of materials or by having goods made for them (own brand goods).
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To spread risks

Bigger businesses can operate in a number of markets in terms of where they sell or what they produce. A fall
in sales in one market can be offset by continued sales in another.

To benefit from internal economies of scale

The more a business produces or sells, the less it costs to produce or sell each good.

Economies of scale

As businesses grow they have higher costs, but these costs can be spread over a large number of goods
produced. It is said that the unit cost is lower, this comes about because of economies of scale.

There are 5 types of economies of scale.

1. Purchasing 2. Marketing 3. Managerial

1. Purchasing

Money is saved because other businesses are willing to charge less per good the more you

buy. Supplies want to encourage larger sales as it costs less per item to deliver larger quanti-
ties.

Explain two reasons why small businesses find it difficult to buy in bulk.
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2. Marketing

Large businesses have large marketing budgets and can afford to advertise on the television,
to sponsor big events and sports teams. The marketing costs can be spread across all the extra
sales made from this marketing. Small firms cannot afford to do this but they market through
leaflets and local media, which cost less but are not seen by so many people, and so the cost
per extra customer is higher.

3. Managerial

Big businesses can afford to employ specialists such as accountants, marketing, human
resources departments, lawyers, production workers and so on. This means high wages and
salary costs, but these can be spread over the large number of goods produced so that the cost
added for each of these workers is small. In smaller businesses tasks tend to be carried out by
the owners, or services may be bought in at high cost when needed.

4. Technical
Large firms can afford to buy expensive machinery and build large factories to produce many

goods. The cost can be spread amongst all the customers. Small firms cannot afford to do this.
This is linked to Financial Economies.

5. Financial

Large firms are able to negotiate cheaper finance deals with banks. Interest rates are often
lower for large companies than those charged to smaller businesses.

Why are small firms likely to be charged higher rates of interest?
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Producing Goods and Services
Past Paper Examination Question - 2009

Read the article below and answer the question which follows.

Honda is a Japanese business which produces a range of products including cars.
They have had a factory in Swindon since 1989. Since then the factory has grown so
that today it is capable of producing up to 250,000 cars every year. Alongside this
factory is another which assembles up to 1000 car engines per day.

Adapted from www.mfg.honda.co.uk

Honda operates on a very large scale. Suggest and explain two economies of scale from
which large businesses benefit. @)
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Producing Goods and Services
Past Paper Examination Question - 2008

WH Smith plc has 672 stores across the UK. They employ 23,120 people across the UK and
they sell 1.5 million magazines every week and over 40 million books per year.

WH Smith plc benefits from economies of scale.

(i) What is meant by the term economies of scale? (2)
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How businesses grow
There are 2 ways in which businesses can grow:

* INTERNAL GROWTH - This involves using resources from within the business to expand in steady stages.

+ EXTERNAL GROWTH - This involves buying up already existing businesses.

Both kinds of growth may require a business to:

» Expand the site in which it operates.
* Move to different locations, even becoming multinational and operating abroad.

* Increase their product range/mix—this is called diversification.

Diversification

Diversification involves producing a different range of goods that may appeal to similar, or totally different,
markets.

Businesses diversify for a number of reasons:

¢ to increase their sales from different markets.
* in the hope of greater profits.

» to spread the risks amongst a range of products. A fall in sales in one market is made up for by sales in
another.

 to allow customer satisfaction with one product to lead to sales of others.

» to become bigger, gain a better reputation and gain customer loyalty.

Diversification may have its problems:

Bigger premises and more equipment may be needed. This increases costs such as interest
on loans, which in turn may increase the liabilities of the business.

More workers may be needed.
New workers will have to be trained, as will existing workers dealing with the new products.
A bad reputation gained in selling one product may affect the sales of others.

Existing customers may resent the business entering different markets.
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Past Paper Examination Question - 2010

Associated British Foods plc (ABF) is a British company.

ABF has diversified into four areas. These are Grocery, Sugar, Ingredients and Retail.

ABF produces ingredients
for food & non-food products.

ABF is the second
largest producer in the
world operating in nine

countries. (INGREPIENT )
)
( suearR )& ABF ¥ RETAL
GROCERY ) ABF has 184 stores in

ABF is a major producer the UK, Republic_ of Ireland
and Spain.

of grocery products j *

e.g. Kingsmill, Ovaltine
and Ryvita

( i.e. Primark
Explain why businesses, such as ABF, diversify into a variety of different goods and services.

(6)
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External growth

External growth involves a business buying or joining existing businesses, there are two ways in which this can
be achieved:

+ MERGER
+ ACQUISITION

MERGER ACQUISITION

Two or more businesses join One business buys another
together to be one. business.

This can involve the business
buying the whole business
(sometimes referred to as a
takeover) or buying part of a
business.

The businesses tend to be of
similar size.

The bigger business can benefit | The bigger business can benefit

from economies of scale and from economies of scale and
can be more able to compete can be more able to compete
with other businesses. with other businesses.

Duplication and waste can be Duplication and waste can be

reduced. reduced.
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Producing Goods and Services
Past Paper Examination Question - 2007

COSI was set up in South Africa in 1992 as a packaging company. Its early success led to it
winning contracts to package products made by Ponds cosmetics. In 1998 it became
interested in the British market and this led to the acquisition of two manufacturers in
England. These produced cosmetics and toiletries for a number of businesses such as Body
Shop. In 2001 COSI took over Revlon’s cosmetics and toiletries factory in South Wales.

(a) State what is meant by the term acquisitions? (1)
(b) Give two reasons why an acquisition might take place. (2)
(i)
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Producing Goods and Services
Past Paper Examination Question - 2010

British Petroleum plc may be considering taking over another business owning a number of
oil refineries.

Explain one possible effect on each of the following stakeholders if the takeover happens.

(6)
(i) BP workers
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Horizontal and Vertical Integration

Mergers and acquisitions result in an integration of businesses, this can involve businesses who operate in the
same, or completely different, markets.

Horizontal integration

Horizontal integration is when businesses at the same stage of the production chain join
together. For example, a shoe manufacturer buys another shoe manufacturer.

Vertical integration

Vertical integration is when a business joins with another business that operates at a different
stage of production. For example, a shoe manufacturer buys a factory producing the leather or
a chain of shoe-selling shops.

Complete the diagram below with a suitable example.

Vertical
integration

Example:

Horizontal integration
joins with

joins with

Example:

I

Chain of production
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Why are there so many small businesses?

Despite all the advantages of operating as a large organisation, the vast majority of businesses still operate
on a small scale. Why is this so?

* Many businesses are set up each year, most are small even if their owners would see growth as one of their
aims.

* Some businesses do not have the capital to grow, they have not made enough profit in the past, or bank and
other financial institutions are not willing to lend to them.

* The owners of some businesses have the skills to run a small business, but not a large-scale organisation.
* The owner may be happy to run just as a small business.
* There may be a limited market for the goods made or sold.

* The business may operate in a small locality.

Small businesses find it difficult to compete on price and so they have to offer products that meet the needs

of their customers and provide a more personal service to distinguish them from their larger competitors.

Suggest 3 ways in which a small business may offer a more personalised service.
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Past Paper Examination Question - 2004

Read the following newspaper story about the takeover of Buzz Airlines by Ryanair and
answer the questions which follow.

Ryanair swoops on Buzz

Ryanair has revealed plans to buy its rival Buzz for £15.6m. Ryanair immediately gains 21
routes from London Stansted Airport to Germany, Holland, France and Spain. It will also
take over 14 aircraft.

Ryanair has so far avoided acquisitions because they prefer internal growth, but “there are
a number of features of Buzz which makes this a favourable move at this time,” commented
Mr Michael Leary, Ryanair Chief Executive.

Mr Leary said it would close a number of Buzz’s unprofitable routes, while increasing the
frequency and reducing the cost of other routes. This will mean 400 job cuts representing
two-thirds of Buzz’s current workforce. It predicted it would be able to double Buzz’s
passengers and improve its performance.

“The management believes that by applying Ryanair’s low fares/low cost formula, the traffic
in Buzz can be increased this year from under 2 million to over 4 million passengers and the
losses will be eliminated and profitability achieved” said Mr Leary.

What impact will the deal have on air fares? It should increase competition between Ryanair
and easyJet in important markets, which is potentially good news for consumers. The two
companies now dominate Europe’s budget air market so there is likely to be no let-up in
price-cutting tactics from either firm.

(a) What type of integration is involved in the takeover of Buzz by Ryanair? (1)

(b) What type of integration would be involved if Ryanair were to take over a chain of
travel agents?

(Continued on next page)
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(c) What do you understand by the terms (i) acquisitions and (ii) internal growth? (4)

(i) acquisitions

(Continued on next page)
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(e) Assess the effects of the takeover on the various stakeholders of Buzz. (8)
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Location of Business

When businesses are set up it is very important that they are located in a place which is best for them i.e.
where they can keep costs at their lowest, take in the most money and therefore make the greatest profit.

In general this means that businesses need to be as close as possible to their materials, labour or source

of power, and / or to their market. Historically, the best location for an organisation has depended on
whether the business:

(a) Needs lots of materials that are reduced in size (bulk reducing) for example, the making of steel
OR

(b) Is selling products where the product is bigger than the materials (bulk increasing) for
example the making of furniture

Over time, the need to be close to materials or to the market has been reduced by improvements in transport
and developments in ICT.

It is unusual for a business to find the perfect site, and so in reality a business must find the best location for
them by balancing the relative importance of the different factors.

Every business is different and so they will each have to consider different factors. A small business may only
need to consider a few factors, while larger businesses may have to balance a complex mixture of location
factors.

The main factors of location are:

e Land and Premises
* The Market
» Raw Materials and Power

e Labour

» Government Assistance

» Others
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Land and premises

This is to do with the:

* Availability of land

* Cost of land

Availability of land

Britain is a fairly overcrowded country; it has roughly the same population as France, but is about one third of
its size, and so land is in relatively short supply. The land that is available needs to be used as efficiently as
possible for the benefit of all.

Another consideration may be is whether there is room for expansion?

Why might this be important?

Greenfield sites

Manufacturers may locate in GREENFIELD sites, specially-developed on rural land that should be close to
good infrastructure.

What is “infrastructure”?
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Why should greenfield sites be close to good infrastructure?

Brownfield sites

Buying land in a town or city that has already been built on is called a BROWNFIELD site, and these tend to
be more expensive.

Why is land on brownfield sites likely to be more expensive than that on greenfield sites?

Brownfield sites are often considered to be on regeneration land.

The London 2012 Olympic Park was built on brownfield land. Suggest two arguments for, and two against, the
site which may have been considered when trying to find a suitable location for the games.

I S AGAINST

1. 1.
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Cost of land

As businesses want to keep their costs low the purchase price or the rental cost of land is also important.
Business rates for the location are also an important factor.

Premises costs tend to be higher in some places than in others. Around the country retail premises will cost
more in city centres or major shopping centres. Costs will be lower in outlying shopping areas around a town
or city.

Retail or office premises that are on the ground floor of a high street will be more expensive than those above
street level or located away from the high street.

The cost of industrial or warehouse premises will be affected by how close the premises are to major
motorway and rail networks.

Rank the following retail sites from the most expensive (1) to the cheapest (6).

Cardiff City Centre Small Town High Street

Swansea Market
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The Market

Being close to the market (the customers) is vital for a number of businesses. A retailer, for example, sited on
a high street or in a retail shopping park, is likely to sell more than a shop in a small town.

There are a number of industries, in addition to retailing where being near to the market is vital. For
example, in personal services, such as hairdressing or the restaurant trade, location is important. Banks
also need convenient locations for their customers although this is less true today.

There are now fewer bank branches than previously around the UK. Why is it now less
important for banks to be close to their customers?

Perishable foods that cannot be processed, such as fish and lettuces, are often produced close to their
market, although improvements in transport and growing methods have meant that they can now be
transported longer distances.

Tick the box to identify which of the following businesses need to be close to their customers?

Hairdresser Camera Manufacturer Supermarket
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For some businesses it is important to be close to the customer because the finished product is bulkier than
the ingredients put into the product.

These are called bulk increasing businesses.

Why is it cheaper to locate the factory near to the market?
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Raw Materials and Power

Today, in the United Kingdom, there are fewer heavy
industries than there were more than one hundred years
ago. When factories were built close to the sources of
raw materials. Towns such as Swansea and Merthyr
Tydfil grew as a result of this. As these resources ran
out, factories were located close to good transport links.

Increased competition from abroad and with the
increased costs of production in the UK, many of those
factories went into decline.

Even though the power station at Aberthaw in South
Wales depends very much on coal from the local coal
mines, being close to the source of materials is
generally not so important in the UK today. Materials can
be imported from other countries.

The source of power tends not to be as important
today because the National Grid is able to transport
electricity around the UK to where it is needed.

However, some businesses may decide to relocate outside the UK as wages for low-skilled jobs may be
cheaper in less-developed countries.

Consideration of the availability of labour is only relevant for large businesses or when highly-skilled labour is
needed. For small businesses (which represent most of the business activity in the UK) who employ only a
few people the availability of labour is not a major concern.
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However, some businesses may decide to relocate outside the UK as wages for low-skilled jobs may be
cheaper in less-developed countries.

Consideration of the availability of labour is only relevant for large businesses or when highly-skilled labour is
needed. For small businesses (which represent most of the business activity in the UK) who employ only a
few people the availability of labour is not a major concern.

All businesses need good sources of energy and water,
efficient drainage and waste disposal and good
transportation.

Generally, in a developed country such as the UK
energy, water and waste services are very good and can
be supplied to most parts of the country.

Many manufacturing firms need good transport
facilities in order to obtain materials and components
and to move the finished goods to the customer.

Good transport facilities are important to retail business
for numerous reasons; it is important that goods can be
delivered to customers over long distances, and also
vital to allow easy access to the store both for customers
and employees. This is often an issue in older town
centres that were not designed with modern transport
needs in mind.

The pedestrianisation of town centres has improved
areas for customers, but has made making deliveries
more difficult.

Out of town shopping facilities have been developed
close to roads to the benefit of both suppliers and
customers with their own transport, or within easy
access of public transport. The success of out-of-town
shopping centres has been at the expense of town
centre traders.

Many firms have moved away from town centres and
cities to less urban locations, near to motorways,

to avoid traffic congestion. Major airports have also
attracted businesses that have close connections with
other

countries.
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Government Assistance

Businesses create jobs and prosperity, therefore attracting business to an area can be very important to a
local council or a government.

In the UK businesses may receive help from a local council, the UK Government or the European Union.

In Wales, businesses may also receive help from the Welsh Government.

Help may be in the form of grants to businesses who set up in areas of high unemployment, in run down urban
areas. Businesses can also receive help through tax breaks or loans with low or no interest to pay.

There is also help available in the form of advice and training for new staff.

Examples of regional aid include:

Enterprise zones

Mainly in inner city areas that have

high unemployment. Businesses are Regional selective assistance

charged lower rent and rates.
Available in certain areas, grants are
available to help businesses to buy
machinery and train staff.

Regional development agencies

A number of regions in the UK have
these agencies who try to attract
businesses to set up in their region.

European Union grants

Urban development loans Available to areas which meet certain

conditions like high levels of

Available to certain businesses who unemployment.

help to regenerate urban areas.
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Other Location Factors

Historical factors

Sometimes the reasons for an
industry developing in a
particular area in the past are
no longer relevant and yet the
industry remains because it is
well established and the costs
of moving are high.

An example of this is the Cumbria pencil
industry, which originally relied on local
supplies of graphite, but now uses
synthetic materials.

Climate

Some businesses can only
locate in certain areas.
Examples include agriculture —
no banana farms in the UK and
very few vineyards.

Personal reasons

Owners and managers may
want somewhere nice to work

; and live so they might locate

their business in an area they
like.

Near to competitors

Sometimes being near to your
competitors is a good idea as

i there will be lots of local skilled

labour and your customers
know where to come.

Your suppliers will also want to locate near
to you which can reduce transport costs and
delays.

Linkages

Some businesses depend on
others or may need to be in
%' = close personal contact with
& similar types of businesses.

This can be seen in the City of London where
there is a tremendous concentration of
financial businesses close to the

Bank of England and the Stock Exchange.
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per Examination Question - 2010

Jane Budge is planning to set up a shoe shop in a small market town. She would like to
concentrate on selling more expensive shoes to attract better off customers with high paid
jobs.

Jane is considering a number of different locations to set up her shop.

Outline two factors Jane should take into account when deciding on the best site to locate her
business within the town. 4
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International Trade

Businesses and consumers around the world buy goods and services from other countries.

Goods and services bought from
other countries are called IMPORTS.

Goods and services sold to other
countries are called EXPORTS.

International trade takes place because:

* We cannot produce some goods ourselves as we do not have the necessary raw materials in this country.
» Other countries can produce some goods and services more efficiently than we can.

* We may buy some goods from other countries so that they have the British money to buy goods and services
from us.

Suggest an example of a product that we cannot produce ourselves

Suggest an example of a product or service that other countries can produce/provide
more efficiently

Sometimes countries do not like foreign goods being brought into their country as they can produce similar
goods themselves.

The Government can reduce the likelihood of foreign goods being bought in to this country by forcing the im-
porter to pay customs duties (taxes) or TARIFFS.
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Why is international trade important to business?

Below are some of the reasons why international trade is important to Britain and its businesses. Rank the
reasons why international trade is important to BUSINESS in the order 1 to 9, 1 being the most important and
9 the least.

It provides foreign
currency.

It provides a
market.

It provides cheap
raw materials.

It allows foreigners
to holiday in this
country.

It provides
producer goods
to be bought from
abroad.

It provides a
variety of raw
materials.

It shows
possibilities in
technology.

It allows British
people to holiday
abroad.

It provides a range
of consumer
goods.
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Problems with international trade

Despite the benefits, there are a number of problems faced by businesses involved in international trade,
these include:

Different languages

There are issues related to translations between languages, that may include:

* Problems in understanding consumer needs; foreign customers may not fully appreciate what British firms
have to offer and British firms will not understand what is available abroad.

« Difficulties in communication - speaking on the telephone or writing by letter, text or email.

» The need for translation of instruction books leads to high costs for the producer and misunderstandings by
the customer.

Distance to transport

This may not be such an issue for trade with Western Europe as distances within the UK may be just as great,
but with the newly emerging markets in Brazil, Russia, India and China this is an increasing problem.

Cost and difficulty of transport

Costs will tend to rise, particularly when speed of delivery is important and air transport is needed. However,
durable goods can be transported by less expensive sea transport. Sometimes special packaging or
refrigeration may be needed.

Customs, traditions and religion

Exporters must be aware of the needs of local communities both in terms of the finished products and in the
materials used. Some countries may ban the import of certain goods.

Changing currencies

Different countries use different currencies and changing money incurs costs.

Changes in the value of currency may also affect how much businesses are paid and how much they pay
when trading abroad. Regular changes in exchange rates can lead to great uncertainty.

Arranging payments

Payments have to be made remotely. International banking systems will reduce the likelihood of problems but it
may be difficult to chase up bad debts due to differences in legal and political systems around the world.
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Different technical specifications for products

Different countries have different rules about the sale of goods. Exporters have to conform with these rules
and this adds to costs. Examples include:

* In France they use a two pin electrical plug whilst in the UK we mainly use a three pin plug.

 Electrical voltages vary around the world. Trying to sell goods with the wrong voltage means that electrical
goods might not work.

 Differences in television and DVD systems in different countries may cause problems.

Different laws

Driving provides the best example of differences in countries’ laws; in the UK we drive on the left, while in
most of the rest of the world drivers travel on the right. Driving on the opposite side of the road adds to the
costs of motor manufactures in Britain and producers abroad wanting to sell to British markets. Laws may also
cover packaging, labelling, ingredients and so on.
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Past Paper Examination Question - 2004

Suggest how British vehicle producers might gain from trading in international markets and
outline the problems they might experience.
(8)
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Past Paper Examination Question - 2011

Jo Downs Handmade Glass Ltd sells some of its goods abroad.
Should Jo Downs Handmade Glass Ltd try to sell more of its goods abroad? Justify your
answer. (8)
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Multinationals

Multinationals are businesses that have their headquarters in one country but OPERATE in many countries,
this means that they may have offices and factories around the world.

N.B. Many firms will buy and sell goods around the world but this does not make them Multinationals,
they are just trading in other countries.

Multinationals operate in a world market and can overcome some of the disadvantages of businesses that just
trade abroad. Advantages for Multinationals may include:
* Multinationals are well-known around the world.

* |tis easier to compete in foreign markets as multinationals are in effect local businesses being managed by
local people.

+ Multinationals can take advantage of economies of scale, due to their size.

» Multinationals may benefit from lower production costs. For example, labour costs may be lower in foreign
countries than in the UK.

» To take advantage of exchange rate movements. Setting up as a multinational means that there are few
concerns caused by changes in the value of money if the business is selling locally or buying materials locally.
Indeed there may be advantages gained when selling to other countries - even the home country.

» Taxes on businesses may be lower in other countries.

» Grants may be available in other countries to encourage multinationals to set up, this means that capital
costs may be lower.

» Multinationals can overcome trade restrictions that limit imports, as they already produce in the particular
country.

» Transport costs may be reduced as goods and materials do not have to be moved as far. For example,

+ Coca Cola sends the syrup used to make their drinks to factories around the world, where water and gas are
added locally to produce the final product.

Name 5 large businesses you know that may be Multinationals

Your suggestions above should show that their name helps to promote the business. This leads to
enormous incomes and therefore profits and greater dividends for the owners.
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Suggest an economy of scale from which multinationals might benefit.

Disadvantages of multinationals

Disadvantages for multinationals might include:

* Multinationals are very big businesses, this makes them very difficult to manage over long distances. There
may be communication problems, not just in terms of languages but, due to technology issues, physical
distance and time zone differences. All these factors lead to higher costs.

* Laws in other countries will not be the same as in their home country. Different legal systems will cause
problems as will issues related to consumer rights, labour laws, planning, the environment and so on.

» Political systems may cause problems. In some countries there may be the threat of the business not
being approved by the government, and in extreme cases the government may take over the business with
no compensation. Political unrest may also cause problems.
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Past Paper Examination Question - 2003

Which two of the following are most likely to be multinational businesses?

Tick two boxes only.
(2)

Building
societies

Companies
making cars

Hairdressers Flower shops

Television set

manufacturers Potteries
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per Examination Question - 2010

Associated British Foods plc is a British company operating in the food and retail sectors. It
has annual sales of over £8 billion and it employs over 96,000 workers in 44 countries.

(a) What is the name given to a business which operates in many countries? (1)

(b) Suggest and explain two benefits which Associated British Foods plc might gain from
operating in so many countries. (4)

(c) Outline one disadvantage Associated British Foods plc may experience from operating in
sO0 many countries. (3)
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Foreign firms in Britain
As well as British firms setting up abroad many foreign firms want to have offices and factories in Britain.
These businesses benefit local areas, but there are also disadvantages.

Below are a jumble of advantages and disadvantages of foreign firms setting up in Britain.
Write the advantage or disadvantage in the correct column of the table on the next page.

Local businesses gain from the increased
income of workers and increased Taxpayers’ money used
spending by foreign firms. to attract firms.

New production techniques / skills Opportunities to learn
introduced e.g. Just in Time. and develop skills.

Higher paid / skilled jobs go to workers
More jobs available in area. from the business’ own country to begin
with.

Factories which are easy to set up may be Opportunities for greater incomes for
just as easy to close down when the workers with extra skills and/or
foreign firm sees advantages in other promotion.

countries or products.
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Disadvantages Advantages
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European Union

The European Union (EU) developed out of the European Economic Community, that was set up by six countries
in 1957 with the Treaty of Rome. The EU has since grown, so that by 2013 it had 28 members.

The United Kingdom joined the EU in 1973.

Growth of the number of members of European Union

1973 v
v

1957

Today the EU has a combined population, and
therefore market, of over 500 million people or 7.3%
of the world population.

In 2011, EU countries produced 20% of the wealth
created in the world.






G:c GCSE Business Studies

Producing Goods and Services

The European Union is a common market or Single Market, this means that:

* There are no customs duties to be paid when goods move from one member to another.
» There are no border posts, so goods pass easily between member countries.

* There is easy movement of workers from one European country to another.

Investments also move easily across European borders.

Britain and British firms may gain or lose from this Single Market.
Members follow common policies, there are rules set out to ensure that no country or business gains an unfair

advantage from the common market. Examples of common policies include:

A Common Agricultural Policy

A Common Agricultural Policy to set out the quality of food we eat and the quantity which is available. It pays
money to farmers to encourage them to grow the right kinds of crops and to make sure that Europeans do
not go hungry: this payment is called a subsidy.

Sometimes the payment of subsidies to farmers have led to too much food being produced, this has meant
that food has had to be kept in expensive storage or it has had to be thrown away.

These days the common agricultural policy also covers care for the rural environment.

A Fisheries policy

In order to preserve fish stocks a limit is placed on the quantity of fish each country is permitted to catch.
Fishing stock limits have had adverse effects; a large number of boat owners have lost their business and, as
a result, employees have lost their jobs.

Competition policies

Competition Policies exist to encourage competition between businesses and reduce unfair business practices.

Regional policies

Regional policies provide financial support to deprived areas of member countries, this support helps
in the development of infrastructure and social facilities in less affluent areas.
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Past Paper Examination Question - 2006 and 2008 - Adap

Which three of the following have happened as a result of the United Kingdom’s membership
of the European Union?

Tick three boxes only. (3)

Less trade between British business |
and European Union countries

Workers from other European Union
countries find it easier to find work

in the United Kingdom

More trade with China which is not
in the European Union

No customs duties paid when
moving goods between European
Union countries

More trade with other European
Union countries

Ifor Williams Trailers Ltd is selling more trailers in European Union countries.

List two benefits gained by Ifor Williams Trailers Ltd as a result of the United Kingdom’s
membership of the European Union?

(2)
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The Single Currency

Seventeen of the member countries of the European Union belong to a single currency, the Euro.
The benefits of a single currency are:

» Asingle currency saves the time and expense of changing one currency into another when trading with
other Euro countries.

» Asingle currency leads to price transparency so that people know what they are paying for goods, wherever
they buy them in the Euro zone. Think about the problems of trying to work out how much you are paying
for goods when travelling abroad.

The United Kingdom does not belong to the single currency because many people think that it takes away
many of the rights the British government has to rule the country, in terms of taxes, interest rates and
government spending.

Suggest and explain one possible effect that adopting the single European currency
could have on British vehicle manufacturers.
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These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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The Business Framework

The Business Framework

Why and how businesses start

People who set up and run their own businesses are often called ENTREPRENEURS.

There are a number of reasons why entrepreneurs choose to become self-employed and run their own business.

Reasons for starting a business include:

» Self employment may be an appealing option following redundancy as it provides employment and an income
for the owner.

* Running a successful business can provide personal satisfaction.

* The ability to be their own boss and make all the decisions, for example, entrepreneurs can choose their hours
of work to some extent, to fit in with their lifestyle.

» Continue to run an existing family business.

+ Self-employment provides the opportunity for business owners to earn a living from a hobby or particular
interest.

» Entrepreneurs aren’t necessarily motivated by profit, some develop social enterprise schemes to benefit their
local area.

The functions of an entrepreneur

An entrepreneur is a person who uses their initiative to start a business enterprise.

To succeed and achieve their aims, entrepreneurs need to be able to:

» Find and combine the human, physical and financial resources needed to start a business and organise
production of a good or service.

» Take risks, as they are investing their own money into a business which may fail.
» Show initiative as the business environment is constantly changing.

* Be innovative and develop new ideas.

» Overcome any problems they may face.
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What other skills and qualities are needed to be a successful entrepreneur?

Starting and running your own business requires different qualities to those of a good employee. Successful
business people have a range of skills and qualities, these include those shown above as well as:

Planning skills

People skills Discipline

<
SO
<
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Case Study: Creative Designs

Carra Robinson had worked for a bank for 6 years since completing her university
degree in Graphic Design. Although Carra received a steady wage from her

job with the bank she did not feel challenged, and longed to put her expertise in
design-work to use.

Carra offered to design a promotional leaflet for a friend’s new business, she
produced the leaflet on her home computer and printed 200 copies. Carra’s friend
was so impressed with the design and quality of the leaflets that she asked her to
produce a business card and newspaper advert to complement the leaflet. This
gave Carra the confidence to promote her services to other small, local
businesses and she managed to obtain a number of orders to design and print
promotional materials.

More orders

Cara was soon receiving regular and repeat orders, she completed these in the evening after her days work in
the bank. It was difficult holding down a full-time job, looking after her young family and completing the orders,
but she enjoyed the creative aspect of the work and wanted to give up her job in the bank to become
self-employed.

Carra was nervous about giving up the regular wage from her job at the bank, she realised that starting her

own business would be a risky decision as she also needed to invest money into purchasing a better computer,
design software and printer to enable her to provide a professional service. Carra saved all the income she made
from her design work until eventually she had enough money to upgrade her equipment and software.

Showing initiative

One day a regular customer of Carra’s complained that the delivery people they were using to distribute the
leaflets door-to-door in the local area were not providing a reliable service; a box of Carra’s leaflets had been
discovered discarded in an alleyway. Carra realised that there was a gap in the market and decided to provide
an optional leaflet distribution service for local businesses, for an additional charge. Carra involved her husband
and other family members in the distribution of leaflets, but realised that if her business was to continue to grow
she would need to give up her work at the bank.

Carra sent samples of her work, together with a price list, to larger businesses in the area and contacted a local
printing shop to negotiate favourable printing costs to further improve the quality of her leaflets and enable her
to complete bigger orders.

Big break

Carra’s big break occurred when a local businessman, who owned several convenience stores, asked her to
design a 4 page leaflet not just for the local area, but also for convenience stores in other nearby towns as well -
her largest order to date. Carra was nervous about accepting the order but decided to take the risk. The customer
was pleased with the work and placed further regular orders.






&xc GCSE Business Studies

The Business Framework

Success

Carra admits that her workload is far heavier than she expected - she works longer hours than she did at the
bank. Carra has also found that running a business has required that she develop new skills not
previously required in her job at the bank.

As Carra’s business has grown she has needed to develop people-management skills in order to lead her new
employees, book-keeping skills to complete her tax returns correctly and time-management skills to ensure her
customer orders are managed efficiently.

On the whole, Carra describes running her own business as challenging but rewarding and does not regret her
decision to become self-employed.

Suggest what you think are the two motives Carra had for starting her own business?
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Past Paper Examination Question - 2013

Ryan Davies has been a keen reader since childhood. After being made redundant from a
travel agent business, where he had worked for a number of years, he decided to set up a
shop selling new and second-hand books.

Suggest and explain two reasons why people such as Ryan want to set up their own business.

(4)
i
(ii)
Suggest two aims Ryan might have for the business. (2)
(i)
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What is a stakeholder?

A stakeholder is an individual or organisation that has an interest in, or influence on, a business organisation.

Stakeholders of organisations may include:
» Shareholders/Owners

» Customers

» Workers/Employees

* Managers

* The government

* Pressure groups

* Local community

» Suppliers and Lenders

Stakeholder expectations

Each stakeholder group will be interested in the performance and actions of the organisation and will have
different expectations.

Owners

The owner of a business has contributed their own money to developing the business and will have a great
influence on the actions of the business as they are highly involved in decision making. Owners will be
concerned with the survival and the financial success of the business.

Shareholders

The owners of limited companies are known as shareholders as they have invested money into buying a share
of the organisation. Most shareholders are not involved with the running of the business, but will instead elect
directors to control the company on their behalf.

Shareholders will be concerned with the financial performance of the organisation and will expect the value of
their shares to increase (so that they can sell them for a higher price than they bought them). If shareholders
are unhappy with the performance of the organisation they can sell their shares.

Customers

A business cannot survive without customers, their purchases provide income for the business. Therefore,
customer behaviour will influence how the business operates.

Customers will expect good quality products and/or service, a good choice and value for money. If customers
are unhappy with the actions of the business they may take their custom elsewhere.
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Workers/Employees and Managers

Employees and managers will want the business to succeed as their future employment will depend on the
business surviving. They will be concerned with receiving good pay, job security, good working conditions and
job satisfaction.

Employees tend not to have any influence over the owners and are not usually involved in the decision making.
However, managers will make the day to day decisions about how the business is run.

Government

The government wants businesses to succeed as the better the financial performance of the business, the more
taxes it will pay to the government and the more employment opportunities it will offer.

The government influences a business in a number of ways. A government can create laws and regulations that
affect the business directly and a government’s general economic policies will also have a considerable effect.
For example interest rates and minimum wage levels will influence how a business is run.

Pressure groups

Pressure groups are groups of people who get together to express their objections to a particular government
policy, business decision, or the effects of an organisation’s actions. An example of a pressure group would
be an environmental organisational established to complain about the high pollution levels caused by industry.
Pressure groups can persuade organisations to change their actions.

Local community

Businesses provide employment and facilities for the local community. Sometimes the actions of the
business may inconvenience the local community through pollution, traffic congestion or business closure.

Large businesses will have a greater impact on the local community than smaller ones.

Suppliers and Lenders

Businesses rely on suppliers to provide them with the materials they require to provide their customers with
goods and services. Suppliers will want businesses to be successful so that they will continue to receive orders.

It is important that a business has a good relationship with its suppliers so that they can rely on them to deliver
good quality supplies, on time and at a good price. Lenders will expect the business to repay its debts.
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Stakeholder interests
Stakeholder What are the main interests of this stakeholder?
(Why are they interested in the business?)

Owners and
Shareholders

Customers

Workers/Employees
and Managers

Government

Pressure Groups

Local Community

Suppliers and Lenders
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How does the business respond?
Stakeholder How does the business respond to these stakeholders?
(What must the business do to keep these stakeholders happy?)

Owners and
Shareholders

Customers

Workers/Employees
and Managers

Government

Pressure Groups

Local Community

Suppliers and Lenders
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Stakeholder influence
Stakeholder How do these stakeholders influence the business?
(What might they do if the business does not meet their needs?)

Owners and
Shareholders

Customers

Workers/Employees
and Managers

Government

Pressure Groups

Local Community

Suppliers and Lenders
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Stakeholder conflict

Some stakeholders have a far greater influence than others and the business will not be able to satisfy all its
stakeholders all of the time.

There will sometimes be conflict between stakeholder groups because they will each have different
expectations.

Directors and managers will want the business to maximise profit.
How will this affect customers?

Pressure groups may be concerned with how business activities affect the environment.
How will this affect shareholders?

The local community will be concerned with traffic congestion.
How will this affect managers?
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The Business Framework

Types of business organisation

There is not just one kind of business, the diagram below shows the main types.

Business
Organisation

Limited Social

Partnership company enterprise

What is a sole trader?

A sole trader is a business that is owned and run by one person. Although a sole trader is owned by only one
person, the owner can employ people to work for them.

Sole traders usually finance the business through the owner investing their own savings, money borrowed
from friends or family, or a bank loan. There is a lot of financial risk in running a business as a sole trader due
to unlimited liability. This means that the owner is responsible for all business debts and may need to sell
personal possessions to repay these debts if the value of the business is not enough to cover the amount of
debt owed.

What are the aims of a sole trader business?

The aims and objectives of sole traders will vary according to the type of business, but most sole traders will
focus on increasing income and profit to allow the owner to make a living from their investment. Many sole
trader businesses will aim to survive in the initial stages of setting up and during difficult economic times.

Many sole traders will operate on a local level; often their main aim is to provide a good product or service to
the local community and provide customer satisfaction.
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The Business Framework

Advantages of setting up as a sole trader:

» Decision making is straight-forward, the sole trader being able to make instant
decisions without checking with someone else.

The sole trader is their own boss and does not need to follow the instructions of
somebody else.

A sole trader business is easy to set up because there is no complicated paperwork
to complete as there may be with other types of business.

Some sole traders may be able to operate the business to suit their lifestyle with
more flexible working hours.

Any profit is kept by the sole trader and does not need to be shared.

Disadvantages of setting up as a sole trader:

« It can be difficult to raise the required capital, as only one person is investing in the
business. Banks are not keen to lend money to sole traders due to their high rate of
failure.

A lack of the necessary skills and experience required in owning a business can
increase the risk of failure.

Fewer ideas are put into the business as there is only one owner. The sole trader
doesn’t have an opportunity to share ideas with any business partners, family and
friends are often relied upon for advice.

The owner may need to work long hours as there may be no one to share the
workload. It may be difficult to take time off.

Unlimited liability is the main disadvantage of this typre of business, it can be very
risky for the owner - a failing business could cost them their savings and their
personal possessions.
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The Business Framework

Advantages and disadvantages of sole trader ownership

There are a range of advantages and disadvantages to sole trader ownership.
Show your understanding by explaining each of the advantages and disadvantages listed in the table below.

Advantages

Easy to set up

Greater owner control

Keep all profit

Flexibility of
working hours

Easy to run

Disadvantages

Unlimited liability

Long working hours

Problems in raising
capital

Lack of
specialisation

Impact of iliness
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The Business Framework

Sole trader: Agree or Disagree?

Tick the relevant boxes to show whether you agree or disagree with the following statements.

Sole traders are usually small, local businesses

Agree . Disagree .

Sole traders have limited liability

Disagree .

Sole trader businesses are easy to set up

Disagree .

Sole traders are required by law to publish their accounts

Agree . Disagree .

Sole traders are responsible for all business debts incurred

Agree . Disagree .

Sole traders keep all the profit made by their business

Agree . Disagree .

Sole traders often work extremely long hours

Disagree .

Sole traders have unlimited liability

Disagree .
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The Business Framework
Past Paper Examination Question - 2012

In recent years people have taken up the hobby of designing and producing their own
greetings cards. They buy packs of materials which are used to make birthday and
Christmas cards.

Some have developed their hobby into businesses; selling at craft fairs and through the
internet. One such person is Fran Blake who operates her business as a sole trader.

Outline two benefits Fran gains as a result of operating as a sole trader. (4)






&xc GCSE Business Studies

The Business Framework

What is a partnership?

A partnership is an agreement between two or more people to take joint responsibility for the running of a
business, to share the profits and to share the risks. By law a business can have between 2 and 20 partners.
Typical partnership businesses include professionals such as solicitors, accountants, doctors and vets.

A partnership is almost as easy to set up as a sole trader; if no formal agreement is drawn up everything is
split equally between the partners.

Deed of Partnership

It is advisable for partners to draw up a special agreement, called the Deed of Partnership which will outline
the following:

» How profits or losses will be shared amongst the partners.
* How much money each partner invests.
» Voting rights and the number of votes each partner has.

» Arrangements for ending the partnership due to the leaving or death of a partner.

The details of each partner’s duties and responsibilities — who does what?

What are the aims and objectives of partnerships

The aims and objectives of partnership businesses will vary according to the type of business. However, most
partnerships will focus on increasing income and profit to allow the partners to make a living from their
investment.

Many partnership businesses will aim to survive in the initial stages of setting up and during difficult economic
times.
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Advantages of partnerships:
Partnerships are cheap and easy to set up.
There is no complicated paperwork to complete in order to set up the business.
Extra capital is available, as more than one person is investing into the business.
The workload is shared between the partners.
There is less stress for the owners as decisions and workload are shared.

Each owner will bring their own skills and ideas to the business, meaning that more
expertise is available within the business. Partners can specialise in particular
areas of the business.

Disadvantages of partnerships:
Profits must be shared among partners.

There may be disagreements between partners when making decisions or over
workload.

Partners have to share the control, and work as a team, they will not be their own
boss.

Partners still have unlimited liability.

If a partner dies or becomes bankrupt, the partnership must come to an end.
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Advantages and disadvantages of partnership ownership

There are a range of advantages and disadvantages to partnership ownership.
Show your understanding by explaining each of the advantages and disadvantages listed in the table below.

Advantages

Easy to set up

Shared responsibility
for debt

Shared responsibility
for workload

Increased contribution
of capital

Increased expertise
and skills

Disadvantages

Unlimited liability

Disagreements over
direction of business

Shared profits

Workload
distribution

Need for a Deed of
Partnership
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The Business Framework
Past Paper Examination Question - 2009

Billy Matthews and Terri Gates are very enthusiastic about computer games and anything to
do with technology. They have decided to go into partnership to set up their own computer
shop.

What is a Deed of Partnership and why is it a good idea for Billy and Terri to have one?
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The Business Framework
Past Paper Examination Question - 2011

Which two of the following apply to partnerships?

Tick two boxes only.
(2)

They are owned
by shareholders

They are owned
by one person

There must be at
least two owners

Owners may sign
a Deed of
Partnership

Gallops is a business selling horse riding equipment in a small shop in a mid Wales town. It is
owned by Sam Fudge and Mary Matthews.

Suggest and explain two advantages to Sam and Mary of being in a business partnership.

(4)
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The Business Framework

What is a limited company?

Limited companies are owned by shareholders, these are people who have invested money in order to buy a
share of the business. The more shares a shareholder owns, the more control he or she will have within the
business.

There are two types of limited company:

* Private Limited Companies (Ltds) — shares are sold privately, usually to family and friends. Shares can
only be sold if all the shareholders agree.

* Public Limited Companies (Plcs) — shares can be sold to the general public via The Stock Exchange.

Why are they called limited companies?

They are called limited companies because their owners have limited liability, this means that people who
invest in the business only risk losing the amount they have invested. If the company goes out of business,
leaving debts, the owners will only lose the money that they have put into the company (the value of their
shares). The owners will not be forced to sell their own personal possessions, like a house, to pay the company’s
debts. Having limited liability is the main advantage of forming a company.

Limited companies have a separate legal identity from their shareholders, this means that the company can buy
assets, make contracts and take legal action against other businesses in its own name rather than that of its
owners. A limited company can also be sued.

All limited companies must hold Annual General Meetings (AGMs) and produce an annual report and accounts
for shareholders, to keep them informed of the company’s performance.

What is a private limited company?

Private limited companies (Ltds) are usually small to medium size businesses, although some large firms are
private companies. A private limited company is owned by shareholders approved by the other owners, they
are sometimes family businesses.

The profits of a private limited company are sometimes paid to the shareholders in the form of dividends, but are
sometimes reinvested back into the business.

The aims of a private limited company

The main aims of a private limited company will be to increase income and maximise its profit in order for the
shareholders to receive a good return on their investment.

Many private limited companies will also aim to achieve growth by expanding their business and opening more
outlets, producing a wider range of products or employing more staff. Growth sometimes leads to the business
“going public” and becoming a public limited company.
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Advantages of private limited companies:
The owners have limited liability.
Additional capital can be easily raised by selling more shares.

The company can keep trading even if a shareholder dies, shareholder’s shares
can be transferred to someone else.

The private limited company has its own legal status, separate from the
shareholders, it can sue and be sued. A private limited company can also own
property.

* Private limited companies are relatively cheap to set up in comparison with Plcs.

» Private companies cannot be taken over, as shareholders must agree the sale of
shares to others.

Private limited companies are usually run by the major shareholders and so there
are few arguments regarding the aims of the business.

Disadvantages of private limited companies:

» The company has to publish its accounts every year. These are available for the
general public and competitors to see.

» There is separation of ownership and control, directors are elected to run the
business, which means that the owners no longer make all the decisions.

It may be difficult to raise additional finance as it can be difficult to find suitable new
shareholders, or banks may not be keen on lending money to smaller businesses.

The owners of a private limited company have limited liability. What does this mean?
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What is a public limited company?

A Public Limited Company (PIc) is usually a very big business with a large number of employees, this type of
business is owned by members of the general public who have invested their money into the company by
buying shares on the Stock Exchange. People buy shares in the hope that the business will perform well,
leading to an increase in the value of their shares.

As with private companies, the profits of this type of business are sometimes paid to the shareholders in the form
of dividends and are sometimes reinvested back into the business.

To become a public limited company the business must issue at least £50,000 of shares to the public.

The aims of a public limited company

The main aims of a public limited company will be to increase and maximise its profit in order for the
shareholders to receive a good return on their investment.

Many public limited companies will also aim to achieve growth by expanding their business and opening more
outlets, producing a wider range of products or employing more staff.
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The Business Framework

Advantages of public limited companies:

« Similar to private limited companies, Plcs have limited liability, this means that
shareholders personal assets are protected and they only risk losing the money they
have invested in the business in the form of shares.

Additional capital can be easily raised by a Plc; more shares can be sold as there is
no upper limit to the number of shareholders.

Public limited companies are usually well-known organisations with a good reputation,
that makes it easier for them to raise finance. Banks are more willing to lend to large,
established companies.

A public limited company can keep trading even if a shareholder dies, shareholder’s
shares can be transferred to someone else.

A public limited company has its own legal status, separate from the shareholders, it
can sue and be sued, and it can own property.

A public limited company can take advantage of its size to benefit from economies of
scale (find out about this later).

Disadvantages of public limited companies:

» Itis expensive to set up a Plc, at least £50,000 of share capital has to be available
and legal paperwork needs to be produced.

The company has to publish its accounts every year, and these are available for the
general public and competitors to see.

Unwanted takeovers are possible as shares can be bought by anyone; the
shareholder who owns more than half the shares controls the business.

There is separation of ownership and control as directors are elected to run the
business, this means that the owners no longer make all the decisions.

How might the aims of the shareholders be different from the aims of the managers?
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The Business Framework

Decide whether the statements below relate to private limited companies, public limited companies or both and
draw an arrow to the appropriate area of the diagram.

Shares are not on sale to the The owners only risk
public but are sold to friends losing the amount they

and family have invested in the
business

Usually a very large business
with many employees

Limited Liability The name of the business is

followed by the letters Plc

Private Public
Limited Limited
Company Company

Members of the public can
buy shares in the company
on the Stock Exchange

The business is seen as

legally separate from the
owners

Less privacy as annual The name of the business is

accounts and reports are followed by the letters Ltd
made available

Small to medium sized
business
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The Business Framework

Past Paper Examination Question - 2012, 2011

Which two of the following apply to public limited companies?

Tick two boxes only

(2)
Shares can be 'N LIMITE The name of the
bought on the ponse B company is
Stock Exchange HOLDINGS usually followed by

; the letters “Ltd”
d TP

The minimum
number of
partners is two

The name of the
company is
usually followed by
the letters “Plc”

Greggs plc is a leading bakery retailer serving 5 million customers per week. The business
was founded as a family bakery in the North East of England in the 1930’s by John Gregg. It
grew and spread throughout the UK and in 1984 Greggs became a public limited company.

Explain one advantage and one disadvantage to Greggs becoming a public limited company.

(4)

Advantage
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The Business Framework
Past Paper Examination Question - 2013

Underline the definition which best describes the term limited liability. (1)

(i) The company is limited to the number of shareholders it has.
(ii) The company must sell its shares on the Stock Exchange.

(iii) The owners do not have to sell personal possessions if the business fails.

Below are some examples of businesses. Which two are most likely to have limited liability?

Tick two boxes only
(2)

Jones and Co. Ltd Mix n Match Plc
(Builders) (Clothing Retailer)
Colin Edwards Quick and Wright

(Greengrocer) (Accountants)
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What is a social enterprise?

Social enterprises are formed to provide help within society, they may provide general support (for example,
consumer rights and worker enterprises) or deal with specific issues. A Social enterprise may also be
established in an attempt to raise awareness of or provide a solution to society’s problems, such as crime
and drug abuse.

In the UK social enterprises are mainly organisations such as co-operatives, charities and voluntary
organisations.

Social enterprises make a profit, but their main aim is to solve society’s problems.

Charities

Charities are organisations that aim to raise money in order to support a cause, such as cancer research or
wiping out poverty in third world countries. Charities will focus on minimising costs and organising fundraising
activities to maximise donations.

Many charities employ paid workers to undertake specialist work, but also rely on volunteers in order to

minimise wage costs.

Voluntary organisations

Voluntary organisations provide a service to society, there are many voluntary organisations in the UK,
examples include animal welfare groups, Girl Guides, Scouts and the RNLI. Voluntary organisations do not
aim to make a profit, but to cover the costs of running activities. All surplus funds are reinvested into the
organisation.

What is a co-operative?

A co-operative is an organisation that is owned and controlled by a group of people who have an equal say in
the running of the business, and receive a share of any profits the business makes.

The owners of a co-operative are known as members, there is no overall boss in a co-operative, all members
invest in and run the business in a democratic way.

There are two main types of co-operative:

* Aconsumer coa operative

* Aworker coa operative
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The Business Framework

Consumer co-operative

A consumer co-operative is owned by its customers, they usually pay a subscription and receive a share of
any profits made in return, based on the value of goods they bought.

Suggest ways in which customers benefit from owning the shop from which they buy
goods.

Worker co-operative

A worker co-operative is a business that is owned and controlled by the whole workforce. People who work
within the business are in control rather than outside shareholders and it is the most democratic type of
business; everybody plays a part in the decision-making process.

There are around 1,500 worker co-operatives in the UK, most of them are small, with only a dozen or so
members. Worker co-operatives may involve workers buying-out the business for which they currently work as
an employee, or workers may form a co-operative to start their own business with the aim of sharing all risks,
profits, decisions etc.

Suggest ways in which workers may benefit from owning the places where they work.
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The Business Framework

Advantages of co-operatives:
The members feel that they have a real impact in the running of the business.

Co-operatives often focus less on profit which leads to better customer service
and an emphasis on ethical business practices.

Profits are distributed fairly among the members.

Members enjoy working together and get great job satisfaction from working for
themselves and their colleagues, they are therefore more likely to be motivated to
succeed.

There is less likelihood of arguments as members share the same aims and
objectives.

Members are more likely to be aware of their responsibilities to the local and larger
communities.

Co-operatives are committed to the training and education of their employees.

The initial investment required in buying shares and becoming a member is less
than other ways of starting a business (sometimes just a pound).

Disadvantages of co-operatives

» Decision making can be difficult and may take a long time as everybody has a say
in the running of the business.

All members have an equal right to speak and contribute to the decision-making
process—even if they have little knowledge of the subject being discussed.

It may be hard for members to make tough decisions that will affect their
co-workers, such as job cuts.

A co-operative’s focus on fairness and ethical business practice may limit
opportunities for growth and maximising profit.

Workers in worker co-operatives may find internal promotion or career moves
difficult.

Co-operatives may find it difficult to recruit top quality management, the most able
candidates usually demand a very high salary.
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The Business Framework

Fill in the blanks

Fill in the blanks below with the following words:

Decision-making

Worker
=e[VE]
Ethics

Co-operatives Members

The aim of most private sector businesses is to make a . Some businesses

prefer instead to concentrate on providing benefits for customers or

These businesses are called . A co-operative is a business which is

owned by a group of people who all have an say in the running of the

business and receive a share of any profits the business makes. The aim of this type of business is to

the needs of its owners.

There are two main types of co-operative: co-operatives and

co-operatives. The owners of a co-operative are also known as

Sometimes can be difficult and take a long time, as all members have an

equal say. A co-operative may miss out on opportunities to make a profit as they focus on business
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The Business Framework
Past Paper Examination Question - 2013

Coa operative shops are found all over the country.

(a) Who are most likely to be the owners of these shops? (1)

Tick one box only.

1
Customers
2
Taxpayers
3
The Government
(a) What is the term for the share of the profits of co-operatives? (1)
Tick one box only.
1
Dividend
Interest 2
3
Shareholding






WJEC

csac GCSE Business Studies

The Business Framework

Selection of an appropriate business structure

Owners of a business will have to decide on the most appropriate business structure for the business and may
choose to operate as a sole trader, a partnership or a limited company. The most appropriate structure for a
business will depend on a number of factors.

The size of a business will have an impact on how the business is run; larger businesses may have different
aims and objectives to a small local business.

Some business owners may benefit from working alone as a sole trader, while others would require the
support and skills of other owners and investors. Some businesses may require large levels of investment,
best achieved by selling shares on the Stock Exchange as a public limited company. Some businesses do
not require large investment and are more suited to being run as small sole trader businesses.

Sole trader businesses tend to be easier to set up, requiring very little paperwork, whereas for a partnership to
run smoothly it is recommended that a Deed of Partnership is drawn up to protect the interests of the individual
partners.

A sole trader business has unlimited liability which is quite risky for its owner; if the business cannot pay all
its debts, then the owner risks losing personal possessions to repay the debt. Therefore, some businesses
choose to set up as a limited company in order to receive the protection offered to them by limited liability; it
protects the owners from losing any more money than they have invested in the business.

What happens to the profits is important. Sole traders are able to keep all the profit made by their business for
themselves, whereas partners will need to share any profits made and public limited companies may need to
pay dividends to its shareholders.

The management of a business will differ depending on the business structure. The owners of smaller
businesses like sole traders and partnerships tend to adopt a hands-on approach to running a business and
are heavily involved in decision-making. Within public limited companies there is a division of ownership and
control — shareholders elect directors to run a Plc on their behalf. Shareholders have very little involvement in
managing and running the business on a day-to-day basis.

As businesses grow the owners may want to change the type of ownership they have, generally this means:

Sole Trader Businesses change their type of ownership to gain
the advantages of the next level.
‘ However, some businesses stay at one level of

ownership due to the disadvantages of the next
level.

Partnership

}

Private Limited Company

}

Public Limited Company
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Comparison of different business structures.

Complete the tables below to explain and compare each of the 4 business structures.

Main advantages Main Disadvantages

Public Limited
Company (Plc)

Private Limited
Company (Ltd)

Partnership

Sole
Trader
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What aims and
objectives might
this type of
business set?

Describe how this
type of business is
formed

Explain the
ownership of this
type of business

Describe the
management and
control of this type
of business

Identify the liability
of this type of
business

What is the usual
size of this type of
business?

What are the main
sources of finance
available to this
type of business?

How are profits
distributed?

Sole Partnership Private Limited Public Limited
Trader Company Company
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Private or Public?

Groovz Ltd is a manufacturing business that produces a range of headphones and accessories. In a recent
meeting some of the shareholders discussed the need for expansion to allow the business to meet the needs of a
growing market.

One of the directors suggested that the business considers becoming a Plc and has drawn up a list of
advantages and disadvantages of changing the ownership from Ltd to Plc.

Sort the list below into advantages and disadvantages:

A higher business status which may Takeovers can occur if share sales are
encourage banks to loan money to the not carefully controlled
business

Separation of ownership and control as Further capital can be raised on the
directors run the business on behalf of Stock Exchange
the shareholders

Bigger business, so more expensive to Less control of the business
run

Access to further investors Economies of scale

Advantages Disadvantages
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Giving advice

James and Matthew have decided to start a small business producing and selling
children’s computer games. They have considered the main types of business

ownership but are unsure which would be most appropriate for their business and
have asked for your advice.

Discuss the advantages and disadvantages of each type of ownership and recommend
the most appropriate structure for their business.
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What is a franchise?

As businesses grow, they may choose to expand through franchising.

Franchising is an agreement in which one business (called the franchisee) buys the right to sell the goods or
services of another business (called the franchisor), and is allowed to use the franchisor’'s name.

The franchisee pays start-up fees and regular royalty payments to the franchisor and in return will have the
right to use the company name, logos, store design, processes, marketing ideas and products of the business.

The franchisee must agree to run the business according to the franchisor’s guidelines and purchase stock
from the franchisor, to ensure the franchisee upholds the franchisor’s standards.

The franchisee will also receive training from the franchisor to help them start the business.

The franchisee is responsible for all debts incurred, and if there are losses then the royalty payments must
still be paid and the losses covered by the franchisee.

Franchising can benefit the franchisor, as it provides an opportunity to expand without the need for extra
capital - the majority of the costs are covered by the franchisee.

It is important to understand that a franchise is a method of expansion, not actually a type of
business ownership, since a franchise can be operated and owned as a sole trader, a
partnership, or a private limited company.

Examples of franchised businesses include some large, well-known names such as Clarks shoes, The Body
Shop, McDonald’s and Burger King. There are many smaller, lesser-known franchises as well, including
businesses such as cleaning companies, pet care services and car valeting.

There are both benefits and drawbacks to running a business as a franchise for both the franchisee and the
franchisor:
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Advantages of being a franchisee:

There is a good chance of success and less risk for the franchisee because of the
well-known name, format and product.

The franchisee benefits from a ready-made reputation because the franchisor
controls the quality of all franchises.

The franchisor provides sound financial advice and support, so that cash flow and
management problems can be avoided.

The franchisor is responsible for costly activities such as market research and
product development.

Disadvantages of being a franchisee:

The franchisee will never feel that the business is theirs—for example the business
cannot be sold without permission from the franchisor.

The franchisee cannot make many decisions, all franchises must be run according to
the rules of the franchisor.

The franchise could be withdrawn at any time without any explanation or
compensation.

Fees, royalties and expensive stock make franchising a costly way to run a business.
Royalties must be paid by the franchisee, even if the business makes a loss.

If franchises are set up as sole traders or partnerships they still face unlimited liability.
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Advantages of being a franchisor:

The franchisor can expand quickly without the need for a large amount of capital.
The franchisor does not lose control of the business.

The franchisee has invested their own money and so will be motivated to make the
business succeed.

The franchisor receives fees and royalties from the franchisee.

The franchisor does not have a large workforce to manage.

Disadvantages of being a franchisor:

The company’s trade name and reputation can be ruined if franchisees do not
maintain standards.

The initial costs of setting up the franchise system such as training, legal advice,
documentation and marketing can be very expensive.

On-going costs of national advertising and continual support of franchisees can be
expensive.
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There are a number of advantages and disadvantages to franchising, both for the franchisor and the franchisee.

Read the statements below and write A to H in the correct area of the diagram.

Franchisor

Franchisee

Advantages Disadvantages

Advantages Disadvantages

Must run the business exactly as the
franchise agreement states.

Help and support provided to set up
and run the business.

Can use a tried and tested product
and business name.

An error made by one franchisee can
affect the image of the whole
franchise.

Loss of some control over the
business.

Franchise managers who are
motivated as they have invested
their own money.

Can only sell the products and
services of the franchise.

Can expand the business without
having to raise the capital.
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Start your OWN professional
mattress cleaning Gusiness, join...

Mattress Clean

¥# Tried and tested Gusiness idea with over 50 successful franchisees
% Business training and support provided
# Professional cleaning eguipment and materials provided
¥ £10,000 start-up fee
Low monthly franchise royalty payments
Franchigees Genefit from Nationwide advertising campaign
€xclusive protected tervitory for all franchisees

No experience needed

For a Grochure call: 01456 789546
or vigit our webgite: www.mattressclean.co.uk

What is a franchise?
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Why might a business person prefer to run a Mattress Clean franchise rather than start
their own mattress cleaning business?
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The Business Framework
Past Paper Examination Question - 2012

Ali has set up his own juice bar in a busy town centre location. He uses fresh fruit which
is processed to create a healthy drink.
Ali has seen an advertisement showing the benefits of becoming a franchisee.

Advise Ali on whether or not he should join this franchise or continue as he is. (10)
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Businesses and their customers

These documents are part of a larger blended learning pack, developed to support GCSE Business Studies.
Each document is complemented by a range of digital resources.

These digital resources could be used for whole class stimulus and discussion before directing the students to
the corresponding work in the PDF documents, or the students could be asked to work in groups on the paper
resources found in the packs and then the digital resource used for feedback and to check understanding.
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The importance of market research

What is market research?

Market research is concerned with finding out information about the market in which a business operates. It
involves collecting, presenting and analysing information about customers, competitors and market trends.

Market research will attempt to discover what potential customers need and want to buy, to enable the
business to make decisions which are more likely to lead to success.

There are several ways of collecting market research data. Some large businesses have their own marketing
departments, whilst others employ outside agencies to do the research for them.

The two main methods of market research are desk research and field research.

What is desk research?

Desk research is carried out using existing sources of information. Some research will already have been
carried out by other businesses and organisations and there would be no point in repeating it.

It is called desk research because it is information that can be collected whilst sitting at a desk. As it has already
been collected by someone else it is also known as secondary data.

The information may come from:

* Newspaper articles

» Office of National Statistics reports
* Magazine articles

* The Internet

* Libraries

* Government statistics

» Census reports

» Competitors’ reports

Desk research is quicker and easier to collect than field research and it is the cheapest way of collecting data
but it might not be specific to the business and could be out of date.
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Desk research

Identify the most appropriate forms of desk research for each of the business situations described

below (There will be more than one for each situation):
Market research Newspapers Yellow Pages
agency publications

Libraries Magazines Competitors reports Office for National
and accounts Statistics

Muzik, an online music download business would like
to find out if consumers music tastes are changing.

Thomas the builder, a local sole trader, wants to find
out how reliable a local supplier of building materials
has been in recent years.

Davies and Sons, a local plumber wants to research
the most reliable boiler to use for customers.

Italian Pizza want to find out if the increase in healthy
eating will affect their sales.

Hilary James wants to open up a day nursery in the
local area, she has little money but would like to see
how many competitors there will be and how long they
have been in business.
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What is field research

Field research involves collecting primary data, this is data from a new source collected especially for the
business for a specific purpose. Field research is useful as it provides the business with the exact information
it requires. However, there are disadvantages:

» Field research can be expensive to carry out.

* Field research is very time-consuming.

Field research can be carried out in different ways:

Observation involves looking at, and recording, what people do and how they behave. For example, a
supermarket may find that sales in one aisle in the store are very poor. By observing people it would be
possible to determine whether shoppers were avoiding the aisle. However, observation couldn’t determine the
specific reasons why shoppers were avoiding the aisle.

Observation can also be expensive as many people may be needed to carry out the study.

Surveys are a popular method of field research and collecting primary data. Surveys are carried out through
the use of QUESTIONNAIRES. There are different ways of conducting surveys:

Personal surveys - These are carried out face-to-face either in the street or through an interview in
an agreed meeting place. They are expensive to carry out and can take time to complete. The
interviewer can help people to understand the questions and often the interviewer rather than the
interviewee will fill out the responses to the questions.

Postal surveys - involve the sending of questionnaires through the post. It is a relatively cheap
method, but the response rate to postal surveys is poor; often only 10% or less

are returned. Questions tend to be short, so detailed questioning may not be possible. Questionnaires
must be well designed and easy to understand.

Telephone surveys can be expensive as interviewers have to phone many people. The response rate
is not as good as personal surveys as people do not want to be disturbed at home. However, telephone
surveys are cheaper than a personal survey and allow a wider geographical area to be covered.

Internet surveys are increasingly used due to the huge growth in the number of people with

Internet access. Online surveys are cheap to carry out and response rates are getting better.
Questionnaires have to be well-designed but a wide geographical area can be covered.

Focus groups are small, carefully-chosen groups of people who discuss products and services offered by a
business and are encouraged to give their true opinion. A cross-section of the public is chosen to ensure a
wide range of viewpoints are considered.

Focus groups normally involve a small number of people and are therefore a cheap method of research.
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Suggest one advantage and one disadvantage of field research compared with desk research.

Advantage:
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Field and desk research

Decide whether the activities listed below are field research or desk research.

Office for National Statistics Focus group
reports

Field research . Desk research . Field research . Desk research .

Census reports Observation

Field research . Desk research . Field research . Desk research .

Survey Newspaper articles

Field research . Desk research . Field research . Desk research .

Competitors’ reports and Internet research
accounts

Field research . Desk research . Field research . Desk research .
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Market Research Revision Questions

1. What is market research?

4. Complete the table below by identifying the 2 main methods of market research.

Method of Description Advantages Disadvantages

market
research
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Market Research Revision Questions

5. Identify 5 sources which may be used when carrying out desk research.

6. Explain the following methods of field research

Focus Groups

Test marketing

Consumer panels

Observation
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Presenting Data

Once market research has been carried out, researchers need to present their data and decide what the
information means.

There are a number of ways in which the data can be presented and each method has its own particular value.

The main methods of presenting data include:-

1. Pie charts
2. Bargraphs
3. Line graphs

Pie charts

A pie chart is named for its resemblance to a pie which has been sliced. It is a circular chart divided into
sectors or segments. In a pie chart, the area is proportional to the quantity it represents.

Add up all the slices and you get the complete pie.

For example, four coffee shops in a particular high street may sell 400 cups of coffee in a day. The sales for
each shop may be as follows:

Shop A 200
Shop B 100
Shop C 50
Shop D 50

This information may be shown in a pie chart as follows:

The complete circle represents 400 cups, so as Shop A
sells 200 or half of this number, it takes up half of the circle
and so on.

The chart shows how the market is divided between the
four coffee shops.
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Bar graphs

A bar graph or bar chart is a diagram with rectangular bars with lengths proportional to the values that they
represent. The bars can be plotted vertically or horizontally.

The information about the coffee shop shown above may be displayed as follows.

Shop

200

The graph compares the number of cups sold

by each shop. 150

100

Cups of Coffee

50

Line graphs

Line graphs show trends in data, so the coffee shop information shown above is unlikely to be displayed in line
graphs.

However, if we consider Shop A: in the previous graphs, although it is now selling 200 cups of coffee a day it
might have taken some time to build up to this number. The progress of coffee shop A may have been similar

to that shown in the line graph below:

250 —
200 -
150

100 -

Cups of Coffee

50—

2009 2010 2011 2012 2013 2014

Time
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Market segmentation

What is market segmentation?

If a business sells its products to a wide range of people - its market - it may divide these into smaller groups
called segments. This allows the business to make different products to meet the different needs of each
group.

The market segment at which a business aims its products is called its target market.

How are markets segmented?
The market is usually segmented in the following ways:

* Age

* Gender

+ Socio-economic

» Geographical/Location
* Income

+ Lifestyle

* Ethnic and cultural

Age
A business will offer products that will appeal to people of certain ages.

How are the following products targeted at different age groups? Give examples to help explain your answer.

Chocolate bars

Bicycles
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Businesses and their Customers

Gender

Some products are aimed at men and some at women. Some businesses will target a particular gender while
others will adapt their products to appeal to both genders to increase sales.

A business manufacturing razors wants to appeal to both the female and male market. How can they adapt
their product to boost their sales?

Male market

Income

People who earn different amounts of money will buy more expensive or cheaper products. Businesses know
this so they will offer a range of products at different prices.

Geographical/Location

Markets can be segmented according to where the customer lives. Businesses need to be aware of the
different tastes, preferences and lifestyles of customers who live in different areas of the UK, Europe and the
World.

For example, washing machines sold in Mediterranean countries have far lower spin speeds than those sold in
northern Europe because the washing is much more likely to dry in the open air.

Lifestyle

A person’s lifestyle is their individual pattern of behaviour. This is made up of their attitudes, beliefs and
habits. Lifestyle also includes people’s interests and hobbies, so businesses will target people who have a
special interest in a particular activity. Lifestyles are changing all the time and businesses need to keep up
with current trends.
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Ethnic and cultural

Some goods and services are aimed at particular racial or religious segments of the market. Different groups
can provide different opportunities to sell products and services. Equally, businesses need to be aware of
cultural differences when selling products.

Socio-economic groups

A more detailed way of segmenting the market by income is by socio-economic grouping, which looks at a
person’s occupation and assumes that people with similar jobs and income will have similar tastes and lifestyles.

Businesses assume that people in the higher socio-economic groups are more likely to buy more expensive
products and products of a certain type. Once again companies will try to offer products that will appeal to all
the socio-economic groups. Being a member of a particular socio-economic group is seen as an indication of
spending power. Socio-economic status is often used to group newspaper readers, car owners, holidaymakers
etc.

Some businesses will target the mass market with their products. A mass market is where a high volume of
sales can be made as most people will be interested in buying the product. Niche markets offer different
products that appeal to a smaller number of people.
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Suggest and explain two reasons why it is important for a business to identify its
target market.
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The Product Life Cycle

What is the product life cycle?

KS4 Business Studies

The product life cycle shows the stages through which a product passes through over time. The stages are:

Development

Launch/Introduction

* Growth
* Maturity
» Saturation
* Decline
The product | The new Retailers are
is being product is more likely
designed. introduced to | to stock the
the market. | product as
Sales brand
recognition
grows.
Development | Introduction Growth Maturity Decline

Time

All products start at the development stage, this is where the research and development takes place and can
take years for certain products. This is a very expensive stage for the business as it will invest a lot of money
but as the product has not yet been completed there will be no sales.

At the introduction stage the product is then launched on to the market. The launch is normally backed up
by an advertising campaign and other forms of promotion to increase awareness of the product, which can be
expensive. Sales will gradually increase during this stage.

In the growth stage sales and profits rise and the products are sold in more and more outlets. Marketing will
continue to focus on increasing awareness of the product.
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Businesses and their customers

In the maturity stage the product reaches a peak in sales. All the research, development and advertising
costs have been paid off. Marketing efforts will focus on persuading customers to make repeat purchases. The
product is profitable enough to finance the development of other products.

Towards the end of the maturity stage the market becomes saturated, this is where competitors bring out
similar products and take sales away. Eventually the product will go into decline when there are big falls in
sales and in some instances the product is withdrawn from the market.

All products will have their own life cycle, some are short, lasting only months, such as fashion, and some last
for many years.

Extension strategies

When a product is in the maturity or decline stage of its life cycle, the business may decide to take the
product off the market OR to prolong its life by carrying out an extension strategy.

Extension strategies include:

* Bringing out new versions
» Changing the packaging

* Lowering the price

* Finding new markets

* Finding new uses

Sales Product extension

Developmentl Introduction Growth Maturity |  Decline

Time
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Businesses and their customers

Fill in the blanks in the diagram below to complete the product life cycle, using the following terms:

Saturation; Introduction; Development; Maturity; Extension strategy; Decline; Growth.

Sales

Time
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The Marketing Mix

What is the marketing mix?

The marketing mix consists of four important factors needed to market a product or service successfully. All
of the factors begin with P - product, price, promotion and place - and so they are known collectively as the
4Ps. The 4 factors of the marketing mix combine to help the business sell as many of their products as
possible.

A successful marketing mix will:
» Sell a good product that satisfies a customer’s needs.

» At the right price which customers are willing to pay and which makes a profit for the business.
* In the right place to allow a customer to access it.

» With effective promotion which informs and persuades the customer to buy.

Businesses MUST make sure they get their Marketing Mix right if they are to succeed. If they get just one of
the 4Ps wrong, the business is more likely to fail.

The marketing mix will differ from business to business, depending on the product or service being sold.
Some products rely on advertising to sell, others carry out little advertising, some products are sold locally and
some globally.

Product

The product itself is often thought of as the most important of the 4Ps. Getting the product right is the basis of
the whole marketing process. It is important that businesses develop and design a product or service which
satisfies the customers’ needs or wants.

The main features that make up an attractive product include:
+ Reliability- is it fit for the purpose for which it was designed and does it do the job well?

* Quality - is the product top of the range or budget?

» Design — how does the product look, its size, colour, weight and shape.
» Flavour — how does the product taste?

* Image—the product needs to create its own identity.

» Features — what can the product do?

» Packaging — shape, size and design.

Product range

Businesses will often offer a range of products and not just one, this is called the product range. Most businesses
produce a range of products because different consumers want different products. A business can sell more and
make more profit by satisfying different consumers’ wants by targeting different market segments.

Product mix

The product range is part of a company’s total product mix. Many businesses produce more than one type of
product, for example drinks, foods and household cleaning products. The product mix is the complete range
of items sold by the business.
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1. Explain the term ‘product range’.

3. Investigate a local business and identify and describe:

BUSINGSS NaAM . e

Identify the different market segments this organisation is targeting with its products
and services.
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Product differentiation

Product differentiation is used by businesses to make their products different from other products they sell and
different from those offered by competitors. By altering the design, features, or some other aspect of their
product, the business can target certain groups.

Packaging

Most products we buy have some sort of packaging so it is an essential part of the marketing mix.

Why is packaging needed?

Packaging has a number of important functions:

To protect and contain a product

The main purpose of packaging has always been to
protect and contain a product. Packaging may protect
the product from damage or keep it fresh and clean.
Packaging may also be used to control the size of
portions. Some packaging is designed to deter
tampering, to ensure products reach the consumer in
good condition.

Convenience

Packaging often enables products to be transported
and displayed more easily. The shape and size of
packaging is carefully designed to ensure products can
be displayed effectively by retailers and easily used by
consumers.

To provide information

Packaging is used to provide product information to
consumers such as product ingredients, usage
instructions and recycling details- some of which are
required by law.

Branding and promoting the product

In a competitive market, branding and packaging are
important. We instantly recognise products by the size,
shape and colour of their packaging.
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Past Paper Examination Question- 2009 - Adap

Simon Duffy and Rhodri Ferrier have set up their own business called Bulldog
selling male toiletries.

The design of the packaging became important to the business.

Outline reasons why packaging is important in the selling of products by
businesses such as Bulldog.
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Branding

A brand is a named product which:

» Customers see as being different from other products.

* |s easily recognised.

+ Builds its image through the use of a recognisable name, logo and packaging.
* Abusiness may be able to charge a higher price for the product.

» May develop a loyal following of customers who are willing to make repeat purchases.

An own brand is a product which is sold under the brand name of a supermarket chain or other retailer,
rather than that of the manufacturer of the product. Own brands are usually cheaper than branded products.

Often own brand products are of a similar quality to that of branded products but can be sold for lower prices
due to savings made in promotion and packaging costs.
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Past Paper Examination Question- 2013

The Virgin Group has created more than 300 branded products. The Virgin brand
is very important to the business.

Why is the brand so important in the marketing of products? (4)
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Price

Marketing also involves getting the price right, so that the product is affordable to customers, but sold at a
price that allows the business to make a profit.

The price of the product must reflect the value the customers place on the product. Businesses want to sell at
high prices, but consumers want to buy at low prices.

What should a business consider when deciding on a price?

When pricing their product businesses need to consider:

Cost-plus pricing

A business will charge a price based on the production
costs and a mark-up to allow a profit to be made.

Market-led pricing

A business will charge a price based on an analysis
of the market and consideration of the price
customers are likely to be willing to pay. This
information can be found out by market research.

A higher price may be charged for popular, high
quality products. For products where there is a lot of
competition in the market then the business must be
careful and may need to lower their prices. Low prices
also tend to be set for low quality products.

Competitive pricing

Considers what competitors charge. If the price for
the same goods is higher in one business than others,
then customers are more likely to go elsewhere.

The role of demand and supply

The marketplace forces the price to be acceptable to
buyers and sellers. If the price is too low there will be
a high demand, as customers will be keen to buy the
product so there will be fewer goods available. If the
price is too high then customers will be unwilling to
buy the product and the producers will find
themselves with too many unsold goods.

Eventually, price comes to a point where businesses

get what they want for goods and consumers pay the
price they want to pay.
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Pricing strategies

There are a number of ways businesses can price goods in order to increase sales, particularly when
they are introducing new goods on to the market. These include:

Penetration pricing

Penetration pricing is the term used when a business charges a very low price for a product, in order to get lots

of people interested and to build up brand loyalty. When the product has become established the business will
increase the price. A problem that may arise when the price is increased is that consumers may refuse to continue
to buy the product.

Some good examples of the types of products that would benefit from the use of penetration pricing are
chocolate bars and magazines, as the markets are so competitive.

Skimming/Creaming pricing

Skimming or creaming pricing is the opposite to penetration pricing and involves setting a high price when the
product is introduced to the market, it will then be lowered later on. This strategy will result in high profits but not
high sales and helps to make the product desirable. The idea is to introduce products as luxury goods; charging a
high price for them so that only the wealthy or enthusiasts will buy them.

Eventually, the price drops after they have “skimmed” the market by taking off the top layer of consumers
who have more money to spend. When the price drops the products become available to the mass market
and attract a higher number of sales.

Loss leader pricing

Loss leader pricing is a strategy whereby a business sells a product at cost price, or at less than cost price in
order to gain a share of the market. Such pricing is used by businesses to attract customers into their stores.

Loss leader pricing is also used by businesses who know that the product they sell will lead to the consumer
having to make further, more expensive and profitable, purchases.

Discrimination pricing

Discrimination pricing is a strategy whereby businesses charge different prices to different customers for the same
product. Discrimination pricing can be based on:

* Geography - different prices are charged in different regions of the country / world.

» Time - high prices can be charged at busy times.

* Age - people of different ages are charged different prices for the same product.

» Concessions by market - different prices are changed to different markets, for example consumers may be
charged more than business customers.

Psychological pricing

Psychological pricing is a pricing method whereby the business wants the consumer to respond to their prices on
an emotional, rather than rational, basis. Examples of psychological pricing are:

+ The use of persuasive language when pricing, for example “only £1".
* The use of values which are slightly lower than a rounded figure, such as 99p or £995.
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Decide which methods of pricing each of the following small businesses should use. Give reasons for your
choices:

A nail bar

A shop that makes cakes to order for special occasions

A taxi firm
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Past Paper Examination Question- 2013

Evaluate ways in which the retailers of audio and video equipment can use pricing
strategies to maintain the sales of their products. (10)
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Promotion

What is promotion?

Promotion is a type of communication used to inform the public of a product and persuade them to buy it.

Promotion involves:
» Making the potential customer aware that there is a product for sale.
» Explaining what the product is.

» Making the potential customer aware of how the product will satisfy their needs.

» Persuading them to buy the product.

Promotional techniques

There are a number of methods or techniques a business can use to promote their products and services,
including:

» Advertising

» Sales promotion

+ Direct marketing
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Advertising

Advertising includes any paid messages sent to customers about a business or its products.

Advertising is carried out through the media. There are many types of media that can be used, the most
popular are:

Television advertising

Television advertising can reach millions of people in most households, it is very expensive both to book
advertising slots and to create the advert. Television advertising is generally used by larger businesses.
Smaller businesses may be limited to advertising during off-peak time slots that tend to be cheaper due to
lower viewing figures.

The use of music, famous personalities, colour, humour and appealing scenery makes television
advertising very effective.

Radio advertising

Radio advertising is cheaper than that on television, but is a very effective advertising medium. Radio
advertising can use sounds and music to appeal to the audience. The audiences are smaller than the main
television channels, although there are many commercial radio stations that are aimed at specific audiences,
allowing advertisers to target a particular market.

There are many regional radio stations - this suits local businesses as they can afford the advertising and
target their local customers.

Newspaper advertising

Newspaper advertising accounts for a quarter of all expenditure on advertising in the UK. There are several
different types of newspapers:

* National newspapers

* Local newspapers

* Free newspapers

Advertising in a national newspaper can be very expensive, costing up to tens of thousands of pounds for a full
page advert. However, local newspapers are fairly cheap in comparison, costing hundreds of pounds.

The cheapest form of advertising in newspapers is classified advertising. Free newspapers are very good for
small businesses with low advertising budgets. Free newspapers make their money from advertising revenue;
the bigger their readership, the more they can charge businesses to advertise.
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Magazines

Magazines may be weekly or monthly, and are even more effective than newspapers at targeting consumers.
Particular magazines appeal to particular segments of the market.

Adverts can be placed in the most popular mass-circulation magazines in order to reach the widest possible
audiences. A further advantage is that magazines tend to be kept longer than newspapers — just think of your
dentist’s waiting room!

Posters and Billboards

Posters and billboards have a very high visual impact and can stay in place for a long time, being seen daily
by a large number of people. However, billboards are often near roads and drivers only see them for a few
seconds, therefore they cannot contain much information.

The use of striking images and short catchy slogans are very important design considerations.
Posters and billboards are also vulnerable to wind, rain and graffiti. Outdoor advertising, particularly
billboard advertising can be very expensive. Small local businesses tend to advertise using posters
in their local area.

Transport

Transport is an effective way to advertise, at bus and railway stations and on the sides of vehicles etc.
Advertising is also prominent on racing cars.

Cinemas

Cinema provides a platform for businesses to produce effective adverts, with high impact. Businesses can
target certain types of films. Cinema advertising provides a captive audience. Cinema advertisements can
be longer versions of television advertisements or they may even advertise products that are not allowed to
be advertised on television. There are cinema slots available for local businesses.

Leaflets and flyers

Leaflets and flyers are cheap to produce and distribute, they are used by small businesses because of their
low cost and can be targeted at specific groups.

Direct or junk mail

Direct or junk mail involves sending advertising leaflets or letters directly to households or businesses through
the post. It is a way of targeting particular customers.

Many businesses now keep databases of customer details to enable them to contact them directly and
this allows direct mail to be personalised.
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Online advertising

Online advertising on websites has rapidly grown to become a major medium of choice for businesses.

There are many different types of online advertising including:

» Adverts on search engine results pages
* Pop-ups
* Adverts on social networking sites

» Directly to email, often called spam

Internet advertising is relatively cheap and is effective at reaching specific target groups searching for a
particular site.

There are clearly a wide range of advertising methods available to businesses, but they should
consider the aim of the advert, its target audience and the cost of producing and distributing the
advertisement.
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Complete the table below by assessing each of the advertising media. You will need to consider:

Cost Target market Reach Effectiveness

Advantages Disadvantages

Television

National
Newspapers

Local
Newspapers

Leaflet

Posters
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Sales promotion

Sales promotion is an attempt to give a short-term boost to sales and there are many methods a business can
use:
Buy one get one free (BOGOF)
A method of promotion used by many businesses, for a
range of products.

Discounts
A good way to get people to notice a product is to provide
money off deals using coupons or seasonal sales.

Better value

Better value offers are very popular and include
increasing the quantity of the product sold for the same
price.

Competitions

Businesses offer prizes in competitions to encourage
the customer to buy the product.

Free gifts

Free gifts may be given when a product is bought. It
may make the product more appealing, for example a
magazine with a free nail varnish.

Customer loyalty cards

Customers collect points every time they make a
purchase and are rewarded with money off deals or
cash coupons. Loyalty cards are meant to ensure that
customers will keep returning to the same store.

Product trials

Product trials are often used in supermarkets,
frequently for foods and drinks, in an attempt to attract
new customers who may not have tried the product
before. A product trial may involve the business setting
up a small stall in the store and inviting customers to
try their products for free.

Another example of a product trial would be a
prospective car buyer being taken out for a test-drive.

Point of sale material

Point of sale material is promotion that takes place
where the product is sold. Manufacturers will provide
posters, leaflets and displays to retailers to promote
the product. There may be large displays in prominent
places in shops to help sell the product.
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Direct marketing

A business can profile customers and build up a database of information that they can then use to directly target
specific groups who may be attracted to their products or services. Direct marketing usually involves sending
advertising leaflets through the post - it is usually referred to as direct mail. The Internet and email are also used
by many businesses to target potential customers.

Match the words to the correct definition.

m o e

A method of promotion which aims to give a short term
boost to sales e.g. BOGOF.

A paid-for form of communication used to provide
information or persuade an audience using the media.

A method of promotion which involves targeting
particular customers through sending advertising
leaflets through the post.

Type of communication used to inform the public about
a product and persuade them to buy it.
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Businesses and their Customers

Identify which business is most likely to use each method of promotion, a small sole trader business with a
low marketing budget, or a large Plc with a high marketing budget.

Daily television advertisements

Sole Trader .

Weekly advertisements in the local
evening newspaper

Sole Trader .

leaflets in the local are

Sole Trader .

Sole Trader .

Plc .

Plc .

Door-to-door delivery of promotional

Plc .

Celebrity product-endorsement

Plc .

Sponsorship of the local under 16
football team

Sole Trader . Plc .

A national cinema advertising
campaign

Sole Trader . Plc .

A one line listing in the Yellow Pages

Sole Trader .

A daily advertisement on
national radio

Sole Trader .

Plc .

Plc .
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Place

Place is a very important part of the marketing mix, and refers to how the product is made available and
distributed to customers. Businesses have to decide how to get their product to the customer.

For a product to sell it must be in the right place, at the right time. A product is unlikely to be a success
if consumers find it difficult to buy.

Channels of distribution
The way in which the product gets from the manufacturer/producer to the consumer is called the channel of
distribution.

The main channels of distribution are shown in the diagram below:

Wholesaler @ Wholesaler

Retailer Retailer

Consumer

The manufacturer or producer makes the product in large quantities and sells it on to another business,
or directly to the consumer.

The wholesaler buys from producers and manufacturers in bulk at relatively low prices.The main customers
for wholesalers are small shops and other traders.

The retailer is any outlet where the consumer can buy the product. Most retailing takes place through shops,
ranging from giant superstores to independent small corner shops. Other retail outlets include vending
machines, mail order catalogues and direct-mail selling, online shopping and telephone sales.

Traditionally, the retailer’s preferred location was in prime locations such as town centres, but in recent years
there has been a growth in the number of retail parks being established in out-of-town areas. A retail park
provides the customer with the benefit of a wide range of stores being located in a compact area with convenient
parking.
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Methods of distributing products

Internet

Buying and selling via the Internet is known as e-commerce. In recent years there has been a huge increase in
online shopping due to the growth in home Internet access. Many businesses that use mail order

catalogues now also have Internet shopping sites. Some businesses sell through a combination of retail
outlets and e-commerce.

Customers benefit from e-commerce as it allows them to shop from the comfort of their own homes, 24 hours
a day. Prices are often lower for online customers as businesses can make cost savings from not needing to
run retail outlets.

Door-to-door selling/telesales

Some businesses employ sales representatives to visit people in their own homes. The sales reps will receive
a basic wage, but will need to sell the products or services in order to earn a commission, no sales means
low wages. Typical products sold door-to-door include double glazing, telephone/internet services and energy
deals.

Many businesses use telephone sales to try to sell their products, this is very popular with financial products,
such as insurance, and mobile phone sales.

Mail order

Some businesses supply their goods using mail-order catalogues, whereby goods are delivered through the
post or by special delivery. Some larger businesses may have their own delivery vans.

Vending machines

Vending machines are increasingly used to sell a wide range of products, including confectionary and drinks in
leisure centres, personal hygiene products in public toilets and even reading glasses and electrical products in
airports.
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Past Paper Examination Question- 2009

Beth Jones owns and runs a shop called Cambria Grocer. The shop sells food
such as fruit, vegetables, cold meats and dairy products. Her customers are local
people, however, tourists and some customers are willing to travel to her to buy
her high quality goods.

Beth has realised the importance of using the Internet to sell her products.
Therefore, she is considering using the Internet to sell her goods on her own site.

Evaluate Beth’s plan to sell her products by using the Internet. (8)
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Past Paper Examination Question- 2013

Ryan Davies has been a keen reader since childhood. After being made redundant
from a travel agent business, where he had worked for a number of years, he
decided to set up a shop selling new and second hand books.

Shopkeepers such as Ryan are sometimes called retailers. Briefly describe
one function of retailers. (2)
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Sally is starting a new business, she wants to set up a sandwich bar in the town centre.

Sally will make fresh sandwiches to sell to shoppers and workers, and she wants to use fresh local produce to
make good quality sandwiches and rolls. Sally also wants to sell other healthy snacks and drinks.

Produce a marketing mix for Sally by completing the grid below.

Product Price

Place Promotion
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Marketing Constraints

Businesses use marketing to inform and persuade customers to buy their products and services, so that
they can make a profit.

Sometimes businesses may become over-enthusiastic or aggressive with their advertising and develop
marketing campaigns that are inappropriate or misleading. Boundaries must be set to define the limits of
acceptable behaviour.

Businesses have to carefully consider their marketing activities and ensure they are acceptable to:

* Customers
* Regulatory organisations

* Pressure groups

Customers
Consumers themselves will impose constraints on businesses in a number of ways, namely:

» Refusing to purchase goods that are overpriced or poor quality and that do not offer value for
money or meet their needs.

* Reacting negatively to aggressive marketing campaigns such as cold-calling activities.
* Not buying products that are deemed detrimental to the environment or their health e.g. contaminated food.

+ Complaining about advertising campaigns.
Regulatory organisations

Organisations must carefully consider the content of their advertising materials. It is important not to
offend different groups within society as offence may lead to complaints to the Advertising Standards
Authority.

The Advertising Standards Authority (ASA)

The Advertising Standards Authority monitors and controls advertising and judges what can be broadcast,
printed or displayed. The ASA has developed a Code of Conduct which guides advertisers on how to carry
out advertising activities. The ASA also responds to complaints made by consumers concerning advertising
content.

Trading Standards

Trading Standards Departments are operated by local councils. They aim to protect consumers and to
encourage honest business practices, as well as to target organisations that are operating unfairly and
illegally.

Trading Standards are also interested in the marketing activities of organisations and are concerned with
ensuring that advertising is carried out in a way that adheres to legislation such as the Trade Descriptions Act.
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Consumer legislation

Businesses need to be aware of, and understand, the various consumer laws that exist when carrying
out marketing activities.

There are many laws which protect consumers from being sold, namely products that are:

» Poor quality, so they break easily

* Wrongly described

* Incorrectly weighed or measured

* Advertised in a misleading manner

» Sent to the buyer without being ordered

» Sold on credit with misleading information regarding interest rates, repayment dates etc.

Businesses should ensure that products are described accurately in advertisements and that no misleading
claims are made about the product being advertised.

Pressure groups

Pressure groups are organised groups of people who may disagree with the sale of certain products, or the
advertising campaigns of particular organisations. Protests by pressure groups can sometimes influence the
marketing decisions made by a business as they want to avoid bad publicity.

Pressure groups may encourage the public to boycott a business's products or services until it changes its
policies.
A few examples of well-known pressure groups are:

» Greenpeace
* Friends of the Earth

* Mencap

e Earth First
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Businesses and their Customers

Marketing constraints

Decide whether you agree or disagree with the following statements:

All businesses can be relied upon to market their products fairly and

responsibly
Agree . Disagree .

The Advertising Standards Authority is an organisation that monitors

and controls advertising
Agree . Disagree .

Pressure groups are groups of people who use their collective power

to influence the actions of a business.
Agree . Disagree .

Consumers can complain to the Advertising Standards Authority
if they are offended by an advertisement
Agree . Disagree .

The legal restrictions on advertising have reduced in recent years

allowing advertising to be more controversial

Agree . Disagree .

Businesses are able to market their products with very few

restrictions
Agree . Disagree .

Consumers will often themselves impose restrictions on unethical
businesses by refusing to purchase their products.
Agree . Disagree .











Week Topics for Re-visit work Suggested activities
beginning revision
Business Understand why and how Use revision websites to refresh your memory and add to notes;
Framework businesses start - the functions

and qualities of the
entrepreneur

Demonstrate understanding of
the following types of business
organisations:
* sole traders
* partnerships
e private and public
limited
* companies
* social enterprises such
as co-operatives and
charities

For each of the above
methods, understand how
each of the following link:

* aims and objectives

¢ formation

e ownership

e liability

* size

* sources of finance

e distribution of profits

http://www.bbc.co.uk/education/subjects/zpsvr82
http://www.tutor2u.net/business
https://revisionworld.com/gcse-revision/business-studies
www.bized.co.uk
http://www.revisionguru.co.uk/business/textbook.htm
https://getrevising.co.uk/diagrams/business_studies

Download and use the revision resources from school revision
webpage for business:

Suggested revision activity: Create a mind map for the whole topic;

Definitions

Example

Benefits

Drawbacks

Link the following to each type of business;
o aims and objectives

formation

ownership

liability

size

sources of finance

distribution of profits

o O O O O O

All available past paper questions from:
http://www.wjec.co.uk/qualifications/qualification-
resources.html?pastpaper=true&subject=BusinessStudies&level=gcse

Work through the accompanying booklet — this has revision activities
and examples exam questions to work through.






Business &
Their
Customers

Appreciate the importance of
market research (desk and
field) in identifying customer
needs

explain how and why markets
are segmented

demonstrate an understanding
of the product life cycle and
the strategies that

might be used to extend the
life cycle of a product

demonstrate knowledge and
critical understanding of the
marketing mix

Use revision websites to refresh your memory and add to notes;

e http://www.bbc.co.uk/education/subjects/zpsvr82

e http://www.tutor2u.net/business

e https://revisionworld.com/gcse-revision/business-studies
e www.bized.co.uk

e http://www.revisionguru.co.uk/business/textbook.htm

*  https://getrevising.co.uk/diagrams/business_studies

Download and use the revision resources from school revision
webpage for business:

Suggested revision activity: Create a mind map for the whole topic;
*  Market Research
o Methods (primary / secondary)
o Benefits
o Drawbacks
* Market Segmentation
o Segments
o Examples
*  Product Lifecycle
o Label the diagram
o Examples
o Extension strategies — examples
*  Marketing Mix
o Price
= b6x strategies
= Benefits
=  Drawbacks
o Promotion
=  Examples — Media/Sales
= Benefits
=  Drawbacks
o Place
= Supply chain diagram
= Benefits
=  Drawbacks
o Product
= Key Terms






All available past paper questions from:
http://www.wjec.co.uk/qualifications/qualification-
resources.html?pastpaper=true&subject=BusinessStudies&level=gcse

Work through the accompanying booklet — this has revision activities
and examples exam questions to work through.










