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Businesses operate in dynamic markets. New opportunities arise and new businesses
and business ideas are created. Wherever there is a need for a product or service, an
entrepreneur may take the chance to meet that need with a new business venture.

Changing technology

As new technology develops, new business Society is constantly changing. These
opportunities arise. New technology can
often improve products and services, and money in different ways. New business
make them more desirable in a number of
ways. New technology can:

make products and services faster
make products smaller (more compact)
make products and services cheaper

make products and services easier to
use

make products safer.

Obseolescence

The introduction of new technology and the changing nature of consumer needs means that
products and services can become obsolete very quickly. Many products are designed to
only last a short time, and consumers are encouraged to buy newer and improved versions
of these products. This is called planned obsolescence.

Digital music downloads are an example
of how new technology makes products
and services obsolete. Physical CD sales
in the USA dropped by more than 75%
between 2005 and 2014.

Changing consumer needs

changes lead to consumers spending their

opportunities can arise because of new
consumer wants and needs caused by:

* changes in fashions
* changes in the economy
* changes in national demographics

* changes in lifestyle, such as the way
consumers spend their leisure time

* changes in technology.

e

Give two examples of the way in which new business
ideas can be generated. (2 marks)

1 A new idea, such as a new invention.

2 Developed from existing ideas, such as by
making slight changes and improvements to
an existing product or service (innovation).

A new business venture can be unique (the only &
one of its kind) or similar to other existing ideas.

Level of uniqueness: ‘

Laft highly uniaue ! Unoccupied Entrepreneur Market big

- dui storrsabebciing gap in the thinks they can  enough
market do it better  for another
competitor

1 Explain one opportunity that the introduction of new technology creates for a business. (3 marks)

2 Explain one way in which a gap in the market creates a business opportunity. (3 marks)
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Before an entrepreneur starts their own business or sets up their own company, they will
consider the risks and rewards associated with their business venture. Some businesses may
be considered higher risk than others, but they may also offer greater rewards to their owners.

Working out the risk

Risk is worked out by considering the probability of a negative outcome occurring and the
impact of the negative outcome. Starting any business will involve taking a risk because
there are so many unknown factors that affect long-term business success.

Rewards [ Risks _
| There are both
Business success — personal Business failure — through poor cash | rewards and
satisfaction, excellent products/services, flow, fall in sales revenue or the action | risks associated
growth, and awards and recognition . of competitors with starting a
. b § . ' business.
0
Profit — where revenue 8 Financial loss — an owner may lose the |
exceeds costs over a :_, capital they invest in the business if it fails.
period of time e This could include their personal belongings
T E if the business has unlimited liability
# L
Independence — many business owners Lack of security — not working for someone
will value the freedom of working for else means no quaranteed income, sick pay
themselves over working for someone else |\ or holidays
R —— b o
How can risk be reduced? What makes some businesses
* Carry out detailed market research (you riskier than others?

Y. * Seasonal demand, such as for ice cream.

. F'r'oduce a business plan (you can revise o A 5ma" market.

Sk ek deilln ol i i * A highly competitive market with lots of

* Ensure that the business is competitive competitors.

(you can revise competition on pages 13-14). . AT'I AT WhO kT'IOW5 |ltt|8 aboiit the

* Raise sufficient start-up finance (you can product or market.

revise finance on pages 23-24).

s Consider the factors that could lead
Worked example @ to business failure. Although Option D
might be a personal downside for
Sonia Fletcher set up as a sole trader selling cakes made Sonia, it is not likely to cause busin€ss
from organic ingredients. Which one of the following is failure. Option B is the correct answer

an example of a risk for Sonia’s business?
Select one answer:

[ ] A Sonia has estimated that demand will rise over the next six months
w B Sonia has calculated a negative cash flow for August

[ ] C Sonia is anticipating that the cost of flour will fall next year

[ ] D Sonia has estimated that she will need to work an extra 5 hours per week to meet demand for her products

_ (1 mark)

Explain one reason why someone might want to set up their own business. (3 marks)

as it is a risk for the business.
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goods and services to meet the needs of customers. A business might produce its own

goods or buy them from a supplier and sell them to customers.
What businesses do
SUPPLIERS

PRODUCTION CUSTOMERS / CONSUMERS

A
A

)

BUY
FROM

SELE
TO

BUSINESSES ‘ >

=

O T
O

Production: using raw materials, labour

EEE

DS,

Supplier: a business that
sells (supplies) products

and machinery to make products.
to another business.

that buys the product or service.

Consumer: the person that uses
(consumes) the product.

The purpose of all products and services is to meet the needs of customers, often in

order to make a profit.

Adding value

Customer: a person or organisation

1 £100 £30
Value
Successful businesses will be able to add value to their products and i
services. A business can add value to its product by lowering variable a B
c:fpsts or -addmg something that will make customers willing to pay a —
higher price.
More convenience Unique selling point Price il
2 Variable
Addmg v|a|ue| _ \ / cost
IS very closely - E W
| Ways fo add value 5 :
linked to profit. ol y e < r =
. Greater speed .
of service .f_
Sunaing Improved quality

B and E are things that customers

Worked example

o

would be willing to pay more for Option |

- Which two of the following might be the best ways in which an
oven-cleaning business could add value to its products?
Select two answers:

- [] A Employing an accountant to manage cash flow
w B Offering free after-care visits to check customer satisfaction
- [] € Making sure they have an excellent relationship with the
bank
] D Buying a van with the name of the company clearly
written on the side

w E Providing a weekend service so that customers do not
need time off work

(2 marks)

B would provide a better all-round
service, and Option E would improve
convenience. The other three options
might improve the business but would

not add value.

N;;V_ iry this

- Discuss why a business may find
it difficult to add value to its
products or services. (6 marks)
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Adding value is important to a business for a number of reasons. A business must decide
how best to combine the features of its products to add value.

The benefits of adding value Unique selling point

The added value of a product goes A unigque selling point (USP) is another
towards paying off a company’s fixed costs. way to add valve to a product. A USP will
The higher the added value, the sooner also help a business compete.

costs can be paid off and the quicker a

business will make a profit. The more value Developing a USP can be aided

a business can add to its products, the through understanding customer

more chance the business has of success, needs and market mapping.

survival and long-term growth.

Mix and match Well-designed @

packaging

c ient
Most products combine a range Uniaque combinstion : Aé ;;;emen
of ingredients s >
of features to add value and E . location
improve competitiveness. The -
most successful products are the . 8
Friendly @

ones that are able to keep costs

" <b Freshly
P handmade

down as they add new features or BTN L
beneﬁts- Good-quality@ﬁ'ee drink with A{} Or‘ganic
fillings every sandwich bread
Option C will add value through raising after- |
. sales service, and Option D will add value
i through a stronger brand image. Customers |
Worked example are willing to pay more for these things.

~ Which two of the following are strategies that a professional gardener might use to help their

business achieve high levels of added value? Select two answers: (2 marks) ]
- [] A Ensure a profit is made on every w D Develop a strong brand awareness
job completed in the local area
- [] B Give price discounts [ ] E Compare the prices of competitors every month -

| w C Visit every customer 48 hours after work is
completed to take feedback

Now t

~ Which one of the following is most likely to be a reason why a business would try to add value to its products?
~ Select one answer: (1 mark)

[ ] A To increase the materials it buys
" [[1 B Toadd a USP
- [] € To differentiate its product
[ ] D To improve its chances of survival in the long term
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An entrepreneur is a person who owns and runs their own business. Entrepreneurs are
risk-takers who have an initial idea and the willingness and confidence to see it through.

What do entrepreneurs do? Risk-taking Showing initiative

I
| Have an idea :>[ Take a risk ___‘>{ Organise the \ /

resources to set i

) | Up 8 businsss ' Enterprise skills
Establish i
and grow a {/[ T I
successful Make business

—
| business = decisions <:: Employ people

Willingness to undertake
a new venture

Approximately 40% of businesses fail
within their first four years of trading,

Entrepreneurs innovate

Entrepreneurs create new products through invention and innovation.

. S, ’ ] el
- l INVENTION | INNOVATION

RESEARCH AND POTENTIAL PRODUCTS PRODUCTS READY TO
DEVELOPMENT AND PROCESSES SELL TO CUSTOMERS

Benefits to the economy

Entrepreneurs benefit the economy by:

* creating products and services to Which two of the following are key features of

meet people’s needs ~ enterprise?
- Select two answers: (2 marks)

[ ] A Employing at least one worker
- [] B Having the right qualifications to run

* creating jobs

* generating economic activity through
consumer spending

i a business
* paying tax to the government [N C Being prepared to take risks
* exporting goods abroad. | w D Having a willingness to take on a new venture

[ | E Registering as a private limited company

Wher.l answering questions about enterprise, remember
that it involves the things required to start a new business, !

Now try this @
- Which two of the following are key enterprise skills? Select two answers: (2 marks) -
- [JA A willingness to take risks
[ 1B A willingness to employ at least five workers
- ] C A willingness to take the initiative

[ ] D A willingness to follow a course of study in business
[ ] E The ability to raise finance
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If a business is to make products and services that are desirable and profitable, they
must be able to meet customer needs successfully. A business that can meet customer
needs will encourage repeat purchase and attract new customers.

What customers want

When making decisions about products and

services, customers will make a decision based Ehaiee
on the balance of the four factors shown in the \
diagram. All of the factors are linked through

price, because a business’s ability to provide a | Price

product at the right price will depend on the level A

at which it meets the other factors. For example,

improving the standard of product quality by using / \
better-quality raw materials may increase costs, Quality Convenience

which will have an effect on the price.

Meeting customer needs

Customer need Example
Price i Charging a price that is 20% lower than competitors prices
[Choice A restaurant serving a menu that offers more than 30 different dishes
Convenience A business offerin-o_]_cu_stomérs next-day delivery on all items )
_Quality_ A clothes manufacturer using only thﬁéh;grad;of cotton in all garments

ﬁ?;;l;;d example @

Explain one reason why a business might sell a

- wide range of products. (3 marks) - (s anewer the stident starts by

. A business would sell a wide range of i identifying a reason linked to customer
products to give customers more choice. needs. The student then goes on to
If customers have more choice, it is i explain why providing customers with a i

more likely that they will find a product

- choice would be beneficial. They have
that meets their needs. As a result, the

" developed the reason with two linked

business will increase its sales because - strands of development. You do not need |
all customers will find something that to give context in an ‘explain’ question.
~ they like. ) —

State one way that a business could meet customer needs through providing high-quality products. (2 marks)
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A business cannot treat all of its customers the same way. Customers with similar needs
will be influenced in different ways by their personal circumstances and characteristics.
A business must understand the differing needs of its customers so that it can continue
to generate sales and survive.

Personal circumstances

Family needs Financial needs

People with different incomes

Customers with children will g
SR R U T will choose to buy products and
couple with no children services at different price points

| Understanding
Personal tastes and preferences / T customers

- Emotional needs
All customers have personal e \ Some customers may have

preferences based on style, colour, . 5 :
functi d ik strong emotional connections
S D R e S to certain brands and products

Customer needs and different products

A customer’s needs will differ for different

A — Customer preference B - Customer preference
types of PI"OdUCtE’. In some cases, the for a flight to Spain for a pair of hiking boots
right price may be more important than ,
choice. In other circumstances, it may be
the other way around.

For example, a customer buying a short-
haul flight to Europe may value price and
convenience over quality or customer

service. However, the same customer N '
buying a different product, such as a ‘ ! ] ]
pair of hiking boots, may be willing to PRl I G B & 9 88 98 &3
pay a high price if they receive excellent C_g;f g © .g +§ : g g « .g }Eg +
customer service (advice from a specialist) : ” : Ug 'n
and a high-quality pair of boots. 8 8
Worked example @ Now try thi
Which two of the following are likely tobethe ~~ Which one the following is a reason why customer
most effective methods that an office furniture service is important to the success of a small business?
business might use to meet customer needs? ~ Select one answer: (1 mark) -
Select two answers: (2 marks) [ ] A Customers are the ones who add value
- L1 A Securing repeat purchases by customers [ ] B A small business wants to get repeat purchases
| w B Fulfilling customer orders quickly ~ [ € Customers will buy a product if the price is right
[ ] C Setting non-financial objectives (] D It has to meet legal requirements

- w D Selling furniture at a competitive price - - — Ry o
[ ] E Advertising on local radio

Only Options B and D have anything to do with meeting customer needs. .
Option B is an example of convenience and providing good custome.r service.
Option D is an example of meeting customer needs through appropriate pricing.
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A business will carry out market research appropriate to its size and the nature of

its market. The purpose of market research is to help a business to understand its
customers, competitors and the market in which it operates, in order to make informed
decisions about its products and services.

Identify gaps in the g
market or opportunities Identify and understand

Identify and understand competitors

customer needs \

x‘“r The purpose of |
. market research
/ i,

Understand how well the business \ . Understand trends in
is doing, such as customers’ ] the market, such as
opinions of its products Inform business decisions and market growth

reduce the risk associated with

making business decisions
Lisa Gallagher believes there is a growing market for gardening services. She has
conducted some market research to test her idea and has summarised her findings.

ﬁ;;ked example

Type of household Percentage D S
Single — no children 7
Single — with children 11 [] service 2
Single — pensioner 28 D .
Couple — no children 9 - .
= = Combination of
Couple — with children 31 the 3 types
Couple — pensioners 14 Figure 1 of service
Table 1
Stl{dy Table 1 and .Flgure Ik {chordmg to this information, Quantitative I G Rl o s
which two conclusions can Lisa draw from the data? .
_ skills on what the
Select two answers: (3 marks)

data tells you. It is important
that you interpret the data
correctly before you begin to
choose the correct answers.
Once you are sure that you
understand the data, eliminate
the options that you know are
incorrect. Why are Options B,
C and E incorrect?

| w A 100% more single pensioners than pensioner couples are
interested in Lisa’s business

- [ ] B Lisa should not offer Services 2 or 3 as there is no demand

[] C Her main two segments are couples with no children and
' singles with children

| w D More than half of people prefer something other than
Service 1

- 1 E Couples with children are more likely to use Service 1

CED O

Discuss why a business may conduct extensive market research before it begins trading. (6 marks)
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Primary research (field research) is collecting

information that did not exist before. This

first-hand contact with customers is valuable

to a business in understanding its market.

Focu% groups

/
Surveys — e __H___ 8 _/

s |
Primary
research

Za—

Social media - Questionnaires

Observations

Experiments

* More accurate
Up to date
Specific to needs

Effective at collecting qualitative data

Direct customer contact

Market research questions

I Focus on... ] Example questions ’
| Customers | ® What do our customers value?
‘ * What benefits are offered by our
product?

* How can we improve our PI"OdUCt‘Ep

* How much are our customers
willing to pay?

| Competitors | * Who are our closest rivals?

* What is their market share?

* What makes them competitive?

Market * What is the price of existing
products or services? |
* How many people are buying these
products?
* |s the market growing or shrinking?
| * What are the latest trends?

Eo; try this

- [J A It adds value to the products
! M B It is less time-consuming

Investj
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Secondary research (desk research) is
the process of gathering secondary data,
which is information that already exists.

Inter'net sites

Sales data \

Secondary
research

Local newspapers

/

Telephone -
directories

" Government

reports
Market reports

* More general
* Less time-consuming
* Effective at collecting quantitative data

Many businesses use social media as a cheap way
to collect information on market trends, customer

opinions and the actions of their competitors. |

Worked example
- Which two of the following are the benefits of

conducting secondary market research instead of

Q

primary market research?
Select two answers:

(2 marks)

M C It offers a wider range of information

- [] D It is more specific to the target market
| [ ] E It will lower the costs of production

Ways of collecting market research data include: ¢
* multiple-choice questions
* yes/no questions

e sliding scales such as 1-10 L
* customer comments.

- Which one of the following would not be an appropriate method of market research for a new small business? -

Select one answer:

- [] A Employing a specialist market research company to carry out a survey of 10 000 people
- [ B Using published statistics about market trends

(1 mark)

[ ] C Asking customers to fill in a short questionnaire on the premises

[ ] D Conducting an interview
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There are two categories of market research data:
* qualitative data — information about people’s opinions, judgements and attitudes
* quantitative data — data that can be expressed as numbers and statistically analysed.

- Effective market research is likely
Size and scale to link quantitative and qualitative
Market research can be expensive and small information together. For example,
businesses may only do a little. Larger businesses it would help a business understand
may pay a market research company to carry a 20% fall in customer satisfaction
out extensive primary research. The greater the ratings if a focus group revealed
sample size (proportion of the population) used, that this was due to the layout of
the more accurate the research will be. | the business’s new website.

Bias Reliability
Bias is the inclination to agree with a particular idea. Market In order to make good

research data can be biased if customers give the answers that  business decisions, research
they think the business wants them to give, for example when a data should be reliable

small business owner collects the opinions of family. Bias also — it should come from a
occurs by not surveying a representative sample of people. representative sample of
For example, a cafe owner will receive different feedback on his people and the questions
menu from people eating lunch to those just wanting a drink, so  should enable people to
only asking those people will result in biased data. give accurate and relevant
X v |
) adree with the o l S _
This leads the customer to ld@be bioec Don’t you agree that this Tick your colour preference
statement so the data wou ' product should only be for this product.
. available in black? Yes/No D red D green D black
i cannot answer, e | i
People \gith O Orij;e?i:icur‘ate r How many pets do you have? | How many pets do you have?
so the data wou I : d .
Llr[]2[]3 [Jo[]12[]3+
TR Other meth
Worked example __ ods

include interviews,
__consumer panels or
b questionnaires/surveys.

- Apple produces home electronics, including the iPad and iPhone, for the
mass market. Product design is an important part of its success.

~ (a) Give one method of collecting qualitative market research. (1 mark) '

This is a good start

to a 9-mark ‘analyse’
| (b) Analyse the impact on Apple of using qualitative market research to question. The student

improve its understanding of customer needs. (O marks) 514 now develop
. Qualitative research will give Apple information about whether, @ their answer This may
consumers think their computers, iPads and iPhones are .|;'i'||rf Jl include at least two
~ good-quality products. This will enable Apple to change their = Jitterent reasons applied |
product design so that consumers will pay more. to the context of Apple.

. Focus groups

‘Now try thi

@ 1 Define the term ‘market research’. (1 mark)
2 Give one way in which a business might collect quantitative market research data. (1 mark)
3 Explain one way in which market research data might benefit a business. (3 marks)

10
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A market segment is a group of buyers with similar characteristics and buying habits.
Segmenting a market allows a business to understand its customer needs and to target its
customers better.

How o segment a market In order to accurately segment its [
market, a business must have a good

understanding of its customer needs
a through effective market research. !

A market can be segmented in many ways, based
on the characteristics and needs of customers.

Age — e.g. 18-25

e TR
e—— . Gender - e.g. female
7 g
T ——
e - T —————— lIncome - e.g. socio-
/’"'/ economic group
Demographics — s —————
e.g. young couple g T Location -
Lifestyle = - e.g. Newcastle

e.qg. adventurous

Benefits of segmentation Limitations of segmentation
Market segmentation allows a business to: % Targeting a range of different customers

) differentiate its products costly.

&) focus on a specific group of customers
% target its marketing activity
% develop a unique brand image

&) Focusing on one group of customers
can cause a business to miss another
opportunity.

@ Customer characteristics change
over time, such as lifestyle, income and
demographics.

&) build close customer relationships.

Businesses have to continuall |

. Y Update their understandin
of their customers as customer needs change over time.@ {

O R R S————

ﬁ;;lggd example @

- Explain one way in which effective marketing can L Make sure that you:
help improve the products of a business. (3 marks) * identify one way (for example,
If a business understands its customers' needs, its product development) |

B * make two further expansion

products and services can be developed to meet
points about the way that

these needs. This means that the products will be

' more attractive and desirable, leading to a greater you have identified. 1
- number of sales.

@ 1 Define the term ‘market segment’. (1 mark)
@ 2 Explain one reason why a business may choose to segment its market. (3 marks)

11
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Market mapping helps businesses to position their products by identifying gaps in the market.

Market maps High quality Fﬂy =
{©Marco’s Cafe

F 3

A market map is a diagram that can be used
et 5 ¢ G The Beach Hut
to position and compare products in a . .
i 3 . & - G The Village Cafe
market. It is also used to identify gaps in - O . High o A
< T € dellcatessen
the market, which are opportunities where  price __ " price _

i ; C L. Gap in the market
customer needs are not being met. A j — -
market map will compare businesses based
on two variables, such as price and quality.

A market map showing a
potential gap in the market
for a new cafe business.

Y
Low quality

Benefits of market mapping

&y Helps to identify potential gaps in a market
(opportunities).

Head-to-head competition

There doesn’t always have to
be a gap in the market for a

& Helps businesses to identify their closest rivals. biislees b b sriccesstil:

é’ Supports market segmentation. Businesses can target the same
&, Helps businesses to make decisions about customers as other businesses
marketing and positioning its brand. and still succeed:

Limitations of market maps (/ if there is enough demand in

the market (enough customers)
@-( if the business is able to
meet customer needs better |
than its competitors (by offering

more choice or better customer
&) Can be difficult to identify the most appropriate SSrAEe): |

variables.

@ Based on opinions and perceptions, rather than
on accurate data.

€’ Compares businesses based on only two
variables, which is simplistic.

le

Worked examp @
A High Price B According to the market map, which Outi
Gloria’s Styles 1 Tribes  Arkadia one of the following describes a gap in : LISl
Stylistic _ Toni and Guy the market? (1 mark) ° the only
Debonair | | |Belize Rt Select one answer: quadrant
Traditional < » Fashion L1 A High price/traditional :"I;e;e thtire |
X-men Barber Shop IR price A nekion bUSIr‘IO sind
) [ ] C Low price / traditional e55¢s.
o Today m D Low price / fashion
Grade One Men’s Cuts
| £ Low Price D
Which two of the following are most likely to be important in spotting a new business
 opportunity in the cycling market? Select two answers: (2 marks)
- [ A Being able to produce a product cheaply (] D Identifying the possible competitors
(] B Recognising a new gap in the market (] E Having a large amount of personal savings

[] C Being a keen cyclist

12
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A business might use a number of criteria to analyse the strengths and weaknesses of
its competition in order to adjust its business offering and differentiate its products
and services.

Better customer

Wider product range service / Stronger
/ brand image
£ /

~___———— More convenient

___—————— Ways to compete |

Lower prices -
ke location

Better design - " Higher quality

Differentiation

Product differentiation is about
making a product different from others
in some way. It helps businesses:

How to differentiate products
Instead of competing head-to-head,
businesses can try to differentiate their

ducts.
* to position their products and target products

different market segments

* to gain an advantage over rivals when BUSINESS | F'EI_C_E><=I'@ COMPETITOR..
faced with competition. EECEE i e

Head-to-head competition

Differentiation

It allows consumers to see clearly —
=] T

that their needs are being met more ' |

: BUSINESS i 1" |COMPETITOR |
effectively by one product than by | 6 2 |
bl - s e

another. omer seel

Worked example

- Which two of the following methods are mostly likely to differentiate a driving school from

its rivals? Eptljné’
 Select two answers: (2 marks) Al |
Vg . —t . . — v dre ways
| @ A Providing high-quality tuition [ | D Operating in a competitive T
[ 1 B Operating as a sole trader market 0 w 2
o X . e . business can
| w C Providing a personalised service [ ] E Providing a service for the : _
community differentiate

what it does, ¢

Which two are the most likely methods that a small independent music store might use to compete with a
~ large supermarket chain that also sells CDs?
 Select two answers: (2 marks)
[ ] A Lower its prices below that of the supermarket
- [] B Launch an advertising campaign on national television
[ ] C Provide an ordering service for hard-to-find CDs for their customers
[ D Open up two new stores in the town
[ ] E Focus on improving the quality of customer service

13
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What is a competitive market?

A market is competitive when there are a large number of
businesses relative to the number of potential customers.
Competition is also high in markets where businesses sell
very similar products and services that are difficult to
differentiate.

The market for sugar is highly competitive because there is little
difference between one producer’s sugar and another’s. This means

that businesses mainly compete on price, although guality may also be
considered. On the other hand, cakes and confectionary products can be
highly differentiated, allowing businesses to compete in different ways.

Competition and business Drawbacks of highly competitive
decision-making markets

Some of the decisions that a business A business that operates in a highly
might make in a highly competitive market competitive market might have to:
include:

* lower prices in order to compete
* improving efficiency * accept lower profit margins
* finding ways to improve competitiveness .

(see page 13 to revise competition)

cut back on expenditure
* be careful about how and when it expands

differentiating its products and services « monitor its competitors closely.

* lowering its prices

* giving customers special offers Consumers benefit from competition as it

B T encourages businesses to lower their prices and
also to improve quality and customer service.

- The student has explained how price

Explain one reason why a business might decide to lower the is one way that a business might

e (Bmarks) T compete against rival businesses. An _
. A business might decide to lower its prices in order - ‘explain’ question does not require
to remain competitive against other businesses. you to analyse the benefits and

If a business lowers its prices, it will seem more

_ appealing to customers compared to other
alternatives. As a result, customers may choose it
over rivals and its sales revenue may increase. 1

| drawbacks (e.9. the fact that the
: bu5m.655 might also lower its profit
margins by reducing its prices).

1 State one possible method a business could use to differentiate its product. (1 mark)
@ 2 Explain one reason why a differentiated product might benefit a business. (3 marks)

14
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All businesses set objectives. Sometimes these are financial objectives, which can be
expressed in money terms. Businesses also have non-financial objectives. These are more

personal and may involve helping others.

The objectives hierarchy

Aims are the general goals that a business sets. An
aim can be the purpose for a business’s existence.

Objectives are more specific than aims, but

Most businesses
will have an

@ overarching aim that .
is supported by a

they contribute to a business achieving its aims.
Objectives can be either financial or non-financial.

: r——E number of SMART 7
e e objectives, often _

spec'iﬂc to functions

of the business. i

Typical objectives for a start-up

Financial objectives

s sty
f”fffj/ \\ \R“‘“m

Survival Sales and Profit Market Financial

sales revenue share security

Non-financial objectives

7 AR

Personal lndependende Challenge  Social benefits  Customer Business
satisfaction and control or goals satisfaction awards and
recognition

&;)?lgd example

_ Both Option A and Option E [
Which two of the following are the most likely reasons why an are examples of non-financial

individual would want to start a business? objectives. Option A involves helping

Select two answers: (2marks)  others, while Option E is about
| w A To use the profits of a business to make a difference - independence and control (being

1B To wor.k fewej-r ha?urs each week your own boss). Options B-D are |
[ ] C To avoid paying income tax not really viable Objectives oo

- [ D To show their boss that they are as good as them - starting a business.
_ w E To control their own future

- Which one of the following is the most likely reason why Sonia decided to set up a business?

Select one answer: (1 mark)
- [ ] A She wanted to have more spare time
- ] B She wanted to have more independence when making business decisions

[] C She wanted to make a guaranteed profit

[] D She wanted to reduce the number of risks she had to take

18
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As a business develops and grows, so do the ambitions of the entrepreneur or owner who runs
it. This means that different businesses have different aims and objectives. It also means that
the aims and objectives of a business change, depending on its current stage of development.

Business A Business B

Business A has been running for six months.
It has started to gather a loyal customer
base and to receive repeat purchases.
Initial customer reviews are positive.

Business A's objectives are to:
* survive

* have independence and control

Business B is a chain of 15 stores
nationwide. It has been established for

12 years and in the last five years has
become the second largest of its type in
the market. It is a public limited company
(PLC). Turn to page 50 for more on PLCs

Business B’s objectives are to:

* become market leader
* achieve a sales revenuve of £200 million

* donate 1% of all profits to charity.

* achieve 100% customer satisfaction
* achieve financial security.

These objectives are appropriate for
Business A because many small businesses
fail within the first few years of opening. The
owner wants the independence of running
their own business. Customer satisfaction is
very important if the business is to grow.

These objectives are appropriate for Business B
because a large successful business may have

a realistic ambition to become market leader.

lts success over the last 12 years and its
shareholders will mean that the business will
have profit targets. As a large business, it may
also wish to give something back to society by
donating to charity.

{V_;;l_tgi example

Explain one reason why a business would set financial objectives.

The student has
explained why financial
performance is
important to a business
and how a financial
objective linked to
revenue would to help
achieve this.

(3 marks)

A business would set a financial objective because most
businesses are judged on their financial success. If the objective
is to increase revenue as a percentage of sales (units) then this
would be a quantifiable objective and easy to measure. Increasing
revenue increases the likelihood of the business making a profit.

@ 1 Give one example of a non-financial objective.
@ 2 Define the term ‘market share’.

16
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A business must understand the difference between the price it charges to customers and
the cost of producing its products. If it knows how many products it sells, it can calculate
its total revenue and its total costs. It can then calculate profit.

@ sQI:i:l:;ﬁtaﬁve Calculating revenue Fixed and variable costs

: @/ Fixed costs do not vary with
Revenue, sales revenue or turnover is the the output produced by a business
amount of income received from selling goods ’

or services over a period of time. It can be
calculated using the formula:

e.g. business rates.

@ Variable costs change directly
with the number of products made,

€.g. raw materials.
Variable costs = |

T! |
j LEKRN o5 Cost of one unit X
| Quantity produced

Fixed costs, e.g.

Quantitative : -
EEEEER Total cost il S

Total costs are all the costs of a business. TC = +

It can be calculated using the formula: EARN T _
L BEATTE

Total costs (TC) = Total fixed costs (TFC) + Total variable costs (TVC)

£900 = £400 + £500 = £400 + (£5 X 100) ol
e.g. wages
Worked example @
Hancock’s is a small pottery business that specialises in garden plant
pots. It has the following financial information for one month. L
Number of pots produced and sold: 150
Average price per pot: £10 Fixed costs per month: £500
Variable costs per pot: £2 @ Be careful.
skills You could
Which one of the following represents the total costs for Hancock’s arrive at an incorrect answer
Qusing Cieamontty to this question if you use
~ Select one answer: (1 mark) the numbers incorrectly in |
Bliasey m ol your calculation.
- [ B £650 [ 1D £1500 h
Now try this @
October November
- The following table shows the costs, revenues and Revenue £14000 £12000
~ profits of a cleaning company for a two-month period. Fixed costs £2000 £2000
Complete the table with the four missing figures. Variable costs | (i) (i)
(Ematks) Total costs £9000 | (iv)
Profit (i) £5000

17
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A business must be able to calculate whether it is making a profit or loss. It must also
understand how making a profit or loss can have an impact on the business and its owners.

titati Profit as an objective
uantitative :
@ stiIls Profit and loss Profit is the objective of
Profit occurs when revenues of a business are greater !'rlany bU5i”355§5 because
than its total costs. If a business’s costs are greater it allows a business to:
than its revenues then it will make a loss. Profit or loss * survive
can be calculated using the formula: * reinvest profits for
| Profit = Sales revenve — Cost of sales expansion
LEARN IT! iy .
* provide security and

There are two | savings
 different kinds
of profit: gross
profit and net

Profit or loss = £ * reward employees

* generate wealth for the

i I owner.
£1000 - £900 = £100 profit profit. You can
revise these on | Profit can also act as an
page 73, incentive to start the
— - business.
T Interest rates
uanil . -
@ Calculating interest on loans P Ty
In your exam, you may be required to calculate the total reward for 5aviﬂfa
interest to be paid on a loan. 5_avm
LEKRN T Interest (on loans) % = ! "
Total repayment — Borrowed amount % 100 Grrowing *
Borrowed amount Interest is the %

cost of borrowing

Worked example

- Which two of the following actions is most likely to increase a pottery L E ?;?;ﬁt‘ﬁ“ L
B - . i

business’s profit, assuming that it sells the same number of pots each month?

- Select two answers: (Bmarks) — Options B, C and D

(K A Buy cheaper raw materials to  [] C Buy more expensive raw would actually increase
make its products materials to make its pots the businesss costs.

- [] B Increase the number of [ ] D Increase advertising - Options A and E would -
workers employed over the expenditure lower costs.
weekend ﬂ E Relocate to cheaper premises

The business now buys its raw materials 10% more cheaply from a new

A business spent: 4 et
supplier. What effect will this have on profit?

* £10000 on raw materials

i Select one answer: (1 mark) ¢
* £30000 on fixed costs ;
£7500 on other variable cost TR _
il (o} variable S
sid hiada Risiover GEES0000. [ 1 A Increase by £2500 [ ] C Increase from £2500 to £3500
[ 1 B Fall by £2500 [] D Increase by 10%

18
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Break-even is the level of output at which a business’s revenue covers its total costs.
At this point the business is making neither a loss nor a profit. Break-even is an important
financial concept as it allows a business to make important decisions about prices, sales

volumes and costs.

The point on the graph
where total costs and
revenue meet is the
break-even point or
break-even level of
output. When total
revenue exceeds

the break-even point,
the business makes

-Revenue/costs
i
i

i

Break-even point

___';,_,_r/_‘:f:/_\’

Loss

/

Total revenue

a profit. When total |Mar'fgin
o
revenue falls below the :safety:
break-even point, the 1% F aay
i a loss.
business makes a lo -

@ Formulae to know [LEARN IT! |

Revenue = Price X Quantity

Total costs (TC) = TFC (total fixed costs) + TVC (total

variable costs) Fixed cost

Break-even point in units = (Sales price — Variable cost)
Break-even point in revenue / costs = |
Break-even point in units X Sales price !

w;r_k;d example

Using the information below, calculate Sony’s break-even point when its

- PlayStation 4 console was priced at £300. You are advised to show your workings.

Fixed costs: £2400000
~ Variable costs: £140 per console

. Break-even = Total fixed costs + (Price — Variable cost per item).
£2400000 + (£300 — £140)
15000 consoles

Break-even =

Break-even

(2 marks)

~ Total revenue is the
amount of money
earned by a business

: from selling products.
It increases directly
with the number of
products sold.
Fixed costs Total costs are the

:

sum of all the costs
at any level of output.

\ The fixed costs line is

horizontal because fixed
costs do not change at
any level of output.

The margin of safety is
the amount of output
between the actual

level of output where |
profit is being made

and the break-even level ¢
of output. This is how

much production could

fall before the business ¢
starts to make a loss.

@ Quantitative
skills

Make sure you:

* show accurate
workings

e calculate the
correct answer.

- Using the information below, calculate the level of profit or loss Sony would make if it sold 20000

PlayStation 4 consoles at £300 each. You are advised to show your workings.
Fixed costs: £2400000 Variable costs: £140 per console

(2 marks)

gating
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Tactice
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Break-even analysis is a useful tool to help a business make decisions, set targets and plan
for the future.

Break-even analysis is a useful tool for Lowering the break-even point
answering “What if?" questions such as:

what would be the impact of an increase in
variable costs on profit? A fall in fixed or
variable costs or an increase in price is likely

Break-even analysis can identify strategies
for lowering the break-even point and
increasing profit.

Revenue [ costs

to lower the break-even point. (£000)
30— 9 Total revenuve
i Increase price =
R t Lower
(285;'3‘)8 [ costa What if variable variable
30— costs increase 20 costs

I Total nevenlje by 80p? 1
| g 1 = Total costs

-

o "Eytal costs __ﬂ___f’“fﬂ
20- _ = e 04— Fixed costs
i _4// e \ Lower
o f__/ | : F : fixed
- fi ixed costs costs
10 L 04 i I|_ T T I 1
| o [¢) 200 400 600 800 1000 1200
| eoghissrs Output (number of units)
PDiﬂt would Uty numl o1 uny
I I rise A-business-can only lower the break-even point successiully so-long
L] T T _ll L - | - as productivity, quality and demand are not compromised. For example,
o] 200 400 600 800 1000 1200 although increasing price will lower the break-even point, some
Output (number of units) customers may be put off and choose a product from a competitor.
itati : Caution! The conc
@ i-mmimdd Interpreting break-even charts il
Skil's of break-even assumes
The break-even point: where the total revenue and total that a business will
costs lines intersect, read the number of units required to sell all the products
break even from the x-axis (e.g. 1000 units). it makes. In reality, if
The margin of safety: subtract the break-even point (in [ a business increases
units) from the actual or predicted level of output/sales price it will lower the
(e.g. 700 units). | break-even point, but
Actual or ' might deter customers
N IT! Margin of Break-even ; .
LEBR d g = budgeted — | fr‘om bUYlﬂg. |
safety sales | -
sales :
Worked example @
Discuss the reasons why a business might use a break-even chart. A business is using a break-even
chart to examine the effect of a
(6 marks) hart t the effect of
When launching a new product, a business could use a reduction in the price of its product.
break-even chart to identify the number of units it must 1 State one problem a business may
sell in order to cover its costs. Using this information, face as a result of reducing the

price. (1 mark)
2 Explain one limitation for a
$ business of using a break-even
chart. (3 marks)

a business can then make decisions on how many units
it will need to produce and carry out market research
in order to understand whether it believes there is
sufficient demand to sell this number as a minimum..

This student has identified a reason and developed their explanation.
They could now go on to develop a second reason with further development.
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Cash flow is the money flowing into and out of a business on a day-to-day basis. A cash-
flow forecast predicts how cash will flow through a business over time. A business can use
it to identify periods where it could have a cash flow problem.

Cash-flow forecasts

Inflows / receipts - e.g,
money from owners, bank
loans or cash from sales.

Outflows / payments —
e.g. wages, raw materials,
interest on loans.

advertising or bills.

Net cash flow (negative
or positive) — the
receipts of a business

minus its payments. Net B

cash-flow = cash inflows"
- cash outflows in a
given period (learn it) [

Wc;;l;;d examp

- Complete the table with the four missing figures.

SEPT |[OCT  [NOV | DEC

T Total receipts 8000 | &500| 13500 15000
FPayments 1
Machinery and | 10000 | o) 0 0

L | equipment l
Wages and 4400 4400 | 6000 4000
materials '

# Heating, 0| 3500 1000 0
lighting, and '
insurance |
Total payments 14 400 7200 7000 . 4000

Iy Net cash flow -6400 600 | 6500 11000
| Opening balance | 0! -6400| -5800 | 700
Closing balance | -6400 | -5800

le

O

700 | 11700 %@?

Opening balance
— the amount

of money in a
business at the
start of a month
(the previous
month’s closing
balance).

Closing balance
— the amount

of money in a
business at the
end of a month
(net cash flow +
opening balance).

E An exam guestion could ask
skills you to fill in the blanks on a cash-

LEARN IT!|

'.l;;w try thi

flow forecast. Use the following to help you.

* Receipts — Add net cash flow and total payments.

* Payments — A missing payment could be found
by adding up the rest and taking it away from

* Total payents — Add up all payments or subtract

Net cash flow — Subtract total payments from
receipts or deduct the closing balance from the

Closing balance — Add the net cash flow to the

(4 marks)
Jan Feb Mar
Receipts (£) 10000 8500 | 15000 total payments.
Payments (£)
Raw materials 2000 | 2500 3600 net cash flow from receipts.
Fixed costs 4000 4000 4000 ¢
Other costs 5000 5200 5900
Total payments | 11000 11700] 13500 ezl eltnes
S etoal fow Evee 0 DG . Opempq bal.ance — This is always the previous
: - month’s closing balance.
Opening balance 500| -500| -3700 o
Closing balance -500| -3700| -2200 opening balance.

A business has the following cash-flow information for one particular month.

Opening balance: £5000

Select one answer:
L]A -£12000

Cash inflow: £7000
- Which one of the following is the closing balance for the business at the end of the month?

[ 1B —£2000

Cash outflow: £14000

L1 C £9000

Cash flow is calculated as (Receipts — Payments =
Net cash flow) + Opening balance =

D

Closing balance

(1 mark)

L1 D £16000
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It is important for a business to understand the factors that affect its cash flow and also
how cash flow problems can lead to insolvency.

The importance of cash

Without sufficient cash within the
business, a business would become
insolvent. This means that it would be
uvnable to:

Cash versus profit

Cash is not profit. Cash is the given amount
of money that is available for a business to
use to pay its debts. Profit is an absolute
calculation involving total revenve and total

* pay its suppliers and other debts costs over a period of time. A profitable

* repay bank loans business can still fail if it experiences cash
* pay wages to employees flow problems. This is because revenue is
* buy raw materials and products to recorded before the business receives
sell actual cash. Similarly, cash does not have to

be spent on costs at the point at which the

* promote the business.
costs are recorded. '

Change in sales revenue / Change in costs

change in demand \ (e.g. commodity prices)
Credit terms can change : / Seasonality in sales

(e.g. period of time or ale:rhE‘\"\'\.\ =S —’ / (e.g. sun cream)

needed to pay a bill or invoice) What impacts on cash flow

Business expansion or

Change in stock
contraction

levels

Worked example @ Interpreting cash-flow forecasts
Which two of the following are the most likely ways that ® SER | May ! June ‘
PrintZone Ltd could improve its cash flow position? —|Receipts 3400 4500 5000
Select two answers: (2 marks) Payments 4000 | 4200 | 4200

- [] A Use a mind map to improve financial planning } Net cash flow -600| 300| &00
- [ B Carry out quantitative market research ! "ogﬂa‘@;ﬂce i -300| -900 | -600 |
ﬁ C Increase revenue by improving sales Closing balance | 900 -600 200

i H D Negotiate lower prices with suppliers 1 I
: A cash-flow forecast
- [ E Employ two more full-time members of staff

A negative net cash flow means that

_WhiCh oPtiO”?WOU'd either cash outflows are greater than cash
Increase cash inflows or ! inflows for that month. This means the
slow down cash outflows? business will have cash-flow problems

if it does not have enough cash in the

bank (its opening balance) to cover

its payments. A business must make

Discuss how a business could improve its cash flow. financial ar‘r‘ang-errlents to resolve cas'h-
(6 marks) flow problems if it forecasts a negative

closing balance.
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Small businesses need finance for a range of reasons. It might be needed to pay for
starting up the business in the first place or to expand the business. Sources of finance
can be categorised into short term and long term. A business’s choice of source will be

based on its requirements.

Reasons for finance

There are many reasons why a business
might need a new source of finance, such as:

* paying for expenses (e.q. wages)

* expanding the business

* investing in new products and services

* starting a new business

* paying for any
unforeseen
costs.

wt—n—i—'ﬂk

E
£
4
[ |
E

Short-term sources of finance

Source

Bank overdraft

{ covering short-term expenses that
can be repaid qu.ckly

Trade credit paying for stock or @oodﬁ later
(e.g. after 30 or 60 days), when the

goods have already been sold.

w;_r:_kred example

Which one of the following would be the most appropriate action
for a business in order to cope with its negative cash-flow forecast

for August and September?

Select one answer:

[ ] A Approach its bank to take out a loan

[ I B Sell more shares in the company

m C Arrange an overdraft with its bank

[ | D Seek out the services of a venture capitalist

Explain one reason why a business might use a bank overdraft.

Short-term versus long-term
finance

Short-term sources of finance are
repaid immediately or quite quickly
(usvally within a year) and are used for
costs such as buying stock or paying a
utility bill.

Long-term sources of finance are
vsually repaid over a longer time period
(even up to 25 years). Long-term

L sources would be used to finance a

new business or to expand a business.

A business that is expanding vsually requires
new sources of finance.

[ Good for —|

Finance and cash-flow problems

You should know the causes of cash-
flow problems and have some ideas
about how a business could improve its
cash flow. Short-term sources such as
trade credit and overdrafts are suitable |
solutions to help solve cash-flow |
problems.

(1 mark)

Negative cash flow is

an immediate issue, 50

it requires a short-term

source of finance to

resolve the problem. The

W overdraft in Option C is

= the only short-term source

of finance mentioned.

(3 marks)
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Different long-term sources of finance

Good for...
Personal savings | covering short-term expenses that can be repaid quickly.

Venture capital raising capital from investors to fund a new business idea.
| Share capital raising Iarge amounts of money by selling equity in a limited company.
Loan covering large expenses associated with starting or expanding a business, which will be repa“'ld
over a number of years.
| Retained profit:,- reinvestinﬁ a successful business to ensure that it keeps growing. a
Crowd funding raising money from a large number of people in return for some sort of rewar-c:i(_e,q?odztﬁ-, .

I involvement or ownership).

Selling shares Share capital (900 shares) Crowd funding
A share is a part-
ownership in a
business. A limited

Crowd funding is the process of raising
small amounts of money from a large
number of customers for a new project,

Shareholder |Shar‘&ho|der

X Y
company can sell 400 shares 400 shares PPOdUCt or start-up.
shares to potential allotted allotted
investors to raise (50%

capital. These ownership)

investors are then
shareholders in the

business and are entitled to
a share of any profits generated.

s Options B and D are

Worked example : shport-term sources of
finance (you can revise
short-term sources of 1
(2marks) _ finance on page 23). This

H A Profit [] D Trade credit leaves Options A and

[ 1 B Overdraft [ ] E Share capital
H C Bank loan

Which two of the following are long-term sources of finance for a sole
trader?
Select two answers:

C as correct long-term !
sources. Option E is not
an option for sole traders.

Now try this @
Which two of the following would be the most appropriate sources of finance for a hairdresser intending to
set up as a sole trader?

Select two answers: (2 marks)
[ ] A Personal savings [ D Retained profit )
[ B Selling the business’s assets [ ] E Bank loan

[ ] C Issuing shares to new shareholders
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The term ’liability’ refers to the legal responsibility of a business towards its debts.

Unlimited liability Limited liability

{stop
Owner and <"' > _
business Business-is-a separate-entity from |

are the same owner (it may only exist on paper)

(Giior)

Private limited companies (Ltd) have

50"-5 traders (or sole proprietors) are limited liability. The owners and the
businesses owned by one person. The business are separate legal entities. Any
owner has unlimited liability. The owner debts incurred by the business belong

is legally responsible for any debts of | to the business and the owners can only
for the owner to lose his or her personal have invested. Their personal belongings

belongings to pay off any debts. | are not liable. !

Differences between limited and unlimited liability ownership

I [Unlimited liability Limited liability |
| Risk Unlimited liability means there is more risk. | Limited liability reduces the risk for the owners.
| Control | The owner has 100% control of decisions. | The amount of control held by the main owner depends on the

proportion of the business sold as shares to other shareholders.

| Profits The owner keeps 100% of the profits. Profits are shared between shareholders in proportion to the
number of shares that they hold.

' F’rivacy_ Accounts do not have to be made public. Accounts are filed with Companies House and can be viewed
by anyone on payment of a small fee.

ﬁ;—;k:d example

~ Which two of the following might be the most likely reasons why
someone might set up as a private limited company?
Select two answers: (2 marks)

Option A is incorrect,
as a private limited
company is not allowed
i to sell its shares '

- [] A She wants to raise lots of money on the stock exchange

H B She believes the risk would be less than operating as a sole trader
[ C She wants to be the sole owner of the business
- [] D She would have access to limited sources of finance Jielbgld Pl Geee .

: tions C and
H E She would be liable only for the amount she invested if the business market. Option
failed 3 D do not apply to a |

private limited company.

No;' try this

- Which one of the following is a disadvantage of unlimited liability for a sole trader?

Select one answer: (1 mark)
[ ] A Needing to pay higher taxes [ ] C Sharing profit with other shareholders
[ ] B Less control of the business [ ] D Risk of losing personal possessions
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number of options for their business’s

legal status. Their choice may depend on a number of factors, including finance, size,

security and privacy.

Categories of ownership

Business ownershipw

1

1

i i |

You can revise | Limited liability

Unlimited liability

public limited | r, _ n .

companies (PLCs) == p—r O i oilpn. s o e = T s

on page 50. | Private limited | | Public limited Sole traders | | Partnerships
cempany (Ltd) company (PLC) A | —

Advantages and disadvantages of different types of business

Type of ownership I Advantages

Disadvantages

Sole trader I & Sole trader makes all of the

decisions.

% Quick and easy to set up.

é‘ Sole trader keeps all of the profits.
@nancial information is kept private.

Partaerehip & Owners may have wider expertise and

can share ideas and decision-making.
Owners share the risk.
Could be easier to raise finance to

| establish or grow the business.

& Unlimited liability.
%‘ Harder to raise money to start or grow the business.
% A lot of pressure on one person.

off.

% No longer exists if one partner leaves.
%’ Frofits are shared.
%’ Fartners may disagree.

Private limited
company

i& Owners have limited liability.

|. é; Customers may trust a 'Ltd” more
than other businesses.

& Continues to trade even if the

| shareholders change.

.% Could be easier to raise finance to

establish or grow the business.

%’ More complex to set up than a sole trader or
| partnership.
; %’ Shareholders may disagree.
| %’ Financial information is published and can be
accessed by others.

|$ More information must be reported to the
qovernment.

Wo_rl_t_é_d example

@

This student
understands the
benefits of running

%’ No one to cover when sole trader is ill or takes time |

%’ Decisions made by one partner can affect all partners.

- Explain one reason why a business owner may want to set up a partnership. (3 marks)

One reason why a business owner might want to set up a business as

a partnership is because they can share the responsibility of running

the business with someone else. This will reduce the risk of running the
business and make it easier for the business to succeed in the long term.

@ 1 State one drawback of running a private limited company.
@ 2 Define the term ‘limited liability’.

26
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A franchise is the right given by one business to other businesses to sell goods or services
using its name. The businesses that buy into a franchise remain independent businesses.

Whe's who?

@ Franchisor — the business that gives
franchisees the right to sell its product
or service.

@ Franchisee — a business that agrees
to manufacture, distribute or provide

a branded product under licence from

a franchisor.

What does the
franchisee get when
they buy a {franchise?
A franchise is like buying

a ready-made business in
a box.

brand name

support

Benefits of running a franchise

& Brand image and reputation is already
established.

% Expensive marketing costs are covered
by the franchise.

é Access to tried-and-tested products.
é May have an established customer base.
é Higher chance of survival.

&) Specific support and training provided.

ork

An established e O

Training —_—_

Equipment —

Ongoing /

The principle of franchising

Franchising is the expansion of an
established business by licensing the right
for entrepreneurs to set up their own
business using the name, equipment and
products of the franchise. In return, the
franchisee pays the franchisor a fee or
share of the sales revenue.

_~Access to goods
and services

et e | __——Advertising and

promotion

| FRANCHISE _
—— Operate in an
exclusive area

Drawbacks of running a franchise
% The cost of the initial investment can be
high.

@ The owner has little freedom to make
decisions.

& Franchisee will have to pay a fee or
royalty (percentage of sales revenue) to
the franchisor.

% Restrictions on where the franchise can
be set up.

- Which one of the following is a type of organisation set up “under licence’ to use an established business name?

Select one answer:
- [] A Sole trader
- [ B Enterprise

Explain one drawback of running a franchise.

w C Franchise
(] D Private limited company

(1 mark)

(3 marks)
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Location is a key decision when setting up a business. Location is more important for some
businesses than for others. The significance of different factors in the choice of location
also varies between businesses.

Proximity

The location’s proximity or nearness to various factors is a key consideration for most

businesses.
Market Materials

(e.g. where the customers are) — (e.q. resources)

Business
Transport / B - ‘/%\

(e.g. docks) | Labour
(e.g. workers)

L

Competitors

How the nature of a business influences lecation
The nature of a business will determine which factors of location are the most important.

Nature of business Influences
Manufacturing May require specialist resources to be transported to their site and specialist facilities for
| removal of waste, e.q. away from local residents.
__E;p;rting ! May need access to docks, rail or airports in order to distribute goods abroad.—_ )
Retailing May need to be situated on a busy high street to qain the benefits from passing trade and

being located in an area where customers tend to shop. ,

Tourism May need to be near popular tourist attractions such as beaches and famous landmarks.

Q-

Which two of the following are the most
important factors of location for a car
manufacturer? (2 marks)

Select two answers:

[ ] A Proximity to car insurance businesses
ﬁ B Proximity to suppliers

ﬁ C Proximity to labour market

All five factors are relevant to location, but - [] D Proximity to a city centre

Options B and C are the most important [ | E Proximity to competitors
for a manufacturer of complex goods LHat e AR e

is likely to employ a lot of workers.

ork

Location and the internet

Trading on the internet (e-commerce) removes
the significance of location for many businesses
because the place where they trade is virtual.
For some businesses, this allows them to save
costs, because the business’s premises do not
need to be in busy city centres or close to the
market that they serve.

1;]—0; .u:y this

Discuss why some businesses may choose a business location on the outskirts of a large city. (6 marks)
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Marketing involves identifying and understanding customers’ needs and wants. Businesses
then use the marketing mix (4 Ps) in order to provide products and services that meet
these needs while generating a profit for the business.

The 4 Ps

0 Product

The product itself has to meet the needs of
customers and have the correct attributes
and features that the customer wants. A
successful business will differentiate their
products from their competitors’ products.

You can revise the importance of product on pages 59-60.

e Promeotion

Promotion is communication between the
business and customer that makes the customer
aware of the business’s products, including:

* advertising

* sales promotions
* sponsorship

* public relations.

You can find out more about the importance of promotion on

page 63.
Worked &
~ Lisa believes there is a market for gardening services

and has carried out market research. Some of her
- research results are shown below.

_example

What is the most important factor in the decision to

choose a gardening service?
Number of responses
as a percentage
Price of the service 12
Quality of the work 41
Advertisement in the local 16
paper
Customer service 20

1 Explain one reason why a business would charge a higher price for a product or service.
2 Explain one reason why a business might choose to use social media to promote its products.

% The table shows that ‘quality of the

9 Place

Place is the way in which a product

is distributed (how it gets from the
producer to the consumer). Businesses
have to consider the channel (e.g. online
or through retail stores). For example, a
luxury suit might be sold in an upmarket
boutique on Bond Street in London.

See page 65 for more on the importance of place.

o Price

The price of a product must reflect the
value customers place on the product.
High-quality products have a high

price. Customers are also willing to pay
more for special features. Price is very
subjective because it depends on many
factors.

Turn to page 61 to revise the importance of price.

According to the table, which one element of
the marketing mix should Lisa focus on when
marketing her business?
Select one answer:

[ ] A Place

[ 1 B Price

ﬁ C Product

[ ] D Promotion

(1 mark)

work’ and ‘customer service' receive the
highest responses. These two factors
contribute to the ‘product’ that Lisa’s
gardening business provides.

(3 marks)
(3 marks)
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Balancing the marketing mix Changing needs

High-quality A business may adapt its marketing mix so that it
prestigious timepiece i o continues to meet the changing needs of customers
and the competitive environment, by:

* changing the features of a product to
incorporate new trends and technology

* adjusting the price of its products in response
to competitors’ pricing
* launching a new advertising campaign to boost

Lifestyle magazines, Approved jewellers, interest in response to falling sales
TV adverts and prime with centre position N
position billboards in display windows

selling its products through popular retailers

.+ allowing customers to return online products free

A business must develop an integrated marketing of char ge.
mix where each P complements the others. t

The impact of technology on the marketing mix

New technology demands i i Customers can easily compare
that products are constantly Product Price prices online — businesses
innovated, especially in tech have to monitor rivals to

industries that produce items such remain competitive.
as computers and smartphones.

Technology

Many businesses are switching
their focus from traditional

E-commerce not only provides
an effective channel for selling,
advertising mediums to forms but also the ability to customise
of digital communication such as products and services. Businesses
social media sites. must balance ‘clicks’ with ‘bricks’.

ﬁ:ﬁted

Promotion

exam ple

This answer includes a reason

Explain one reason why place is an important aspect of the i with two logical chains of
marketing mix. (3 marks) development to score all |
If a business gets ‘place’ right, it will make their products three marks. You do not

more accessible to customers. As a result, it is likely that | need to refer to a particular

business or context when
Q answering ‘explain’ questions.

there will be greater customer awareness, which could
lead to increased sales over time.

e

Chocolicious is a small business making handmade chocolates. It operates in a very competitive market
but one competitive advantage is the quality of its chocolates. There has been a recent rise in the price of
cocoa. In response to this, Chocolicious has decided that it needs to change its marketing mix.

Which two changes to the marketing mix would you advise, given what is happening in this market?

Select two answers: (2 marks) -
[ ] A Reducing its corporation tax payments [ ] D Making five members of staff redundant to cut
[] B Producing a new business plan costs

[] C Contacting supermarkets to seek new retailers [] E Finding a cheaper supplier for its ingredients
for its products
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A business plan is a plan for the development of a business, giving forecasts of items

such as sales, costs and cash flow.

The purpose of a business plan

A business owner may write a business plan to:
* convince a bank to loan the business money

* forecast financial projections

* identify the needs of customers

* formulate market research into important
information, e.g. about competitors

* provide information, e.g. about competitors

* provide the owner with a “plan of action’ that
will minimise risk.

Who uses a business plan?

Owners — as a

guide and working
document

7 =

Partners and employees — anyone
wanting to work with/for the business

W;r_k;d example

The contents of a business plan

The business plan links together

topics covered in different parts

of the specification. For example, a
business plan will include a cash-flow
forecast and business objectives.

It will also help an entrepreneur to
answer important questions about their
business, such as ‘what if?’ questions,
which will help to reduce the risk of
starting a business.

Lenders — e.g. banks will
want to investigate the
likely success and risk of
lending to a new business

Investors — to assess
the risk and reward of

I investing in the business

(e.g. Ltd or Plc)

Which two of the following would Marie have had to include in her business plan?

- Select two answers:

(2 marks) -

[ ] A All her invoices and receipts from purchases and sales

[ ] B A copy of the design of her business card
| m C A cash-flow forecast

[ ] D A record of all her profits from the business
| for the past five years

| m E An overview of the nature of the business

@

Now try this

In this answer, Options A and D are not
feasible, as Marie would not have this
information before she started her business.

Neither are these financial records necessary

in a business plan. Option B is irrelevant, as
a design of a business card would provide

little useful information. Options C and E
are both examples of relevant information |
normally included in a business plan.

Which two of the following are the most likely reasons to produce a business plan?

- Select two answers:
] A To show off the skills of the entrepreneur
[] B To get support from a bank

- [ € To show other people you can create a business plan

[] D To convince customers to buy from the business
[] E To help monitor actual sales against forecast sales

(2 marks)
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The contents of a business plan
Any good business plan should at least contain the following information.

Element of Details
business plan o
| Business idea An outline of the business idea and concept so that all stakeholders can understand the

owners' intentions.

| Aims and objectives | Aims and objectives that are SMART (specific, measureable, achievable, realistic and time-
bound). This means that the business can measure its success against these targets.

L

| Market research Market research that identifies the business’s target market as well as market conditions and

{ any other competitors.

_Fi%;:ia_l forecasts | For"ecas-{;of the businesss costs, revenue, profit, cash flow, budgets and break—e_&enﬁ)inp

| Sources of finance | How the business will be financed and how any borrowings will be repaid. i

._Location : [ The location of the business and the reasons for that choice of location.

FMarketinq, mix | How the business will use the marketing mix to develop a successful product or service.
Production | How the product will be produced, including suppliers.

Risk and planning An-entrepreneur can never be 100% certain

that they are making the right decisions
when starting a business. However,

5 detailed business planning reduces the risk
- - associated with unforeseen problems and

Detailed | o . )
research, | poor decision-making, and increases the

| L] & .
[|forecasting) likelihood of success.

business

Planning N Good forecasting and planning reduces the level of

This is just part of

———_ O

Discuss the reason why a business would include market

xample

The student has started by

research in a business plan. (6 marks) explaining one reason why market

One reason why a business owner would include market résearch is an important element
_ research in a business plan is that market research will __ of a business plan. This answer

show potential lenders that the owner understands has then been developed. The

\ Student has also given an example

the market they are selling to and this might reduce
to illustrate their point. This is

the risk of lending the business money. For example,

understanding customer preferences and what they a good approach to take when
- are willing to pay means the business is more likely to  — answering a ‘discuss’ question,
produce a product or service that customers desire.... The student could now go on
B to discuss how market research
g i will help the business owner
Now tt'y this @ understand the competition in the
: market in order to make relevant
Explain one reason why a business would include financial decisions when plan ning.

forecasts in a business plan. (3 marks)
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A stakeholder is an individual or a group that has an interest in and is affected by the

activities of a business.

Managers - want Pressure groups — want
Owners (shareholders) bonuses and long- to influence business o D A business has an |
- wa;:nt pr‘oﬁl;: a?nd term 5ucc655\ }ecisions and actions : impact UPOH and
a return on their L
investment \ / can be affected by
A o - its stakeholders. |
' Stakeholders S DR This means

Suppliers — want —— ) good pay and

reqular orders - / working conditions that business 1
) / / decisions must
/ take into account |

Government — wants ~

low unemployment and Local community — SR ——— stakeholder needs.

competitive markets wants local investment value for money

and limited pollution

The impact of stakeholders

Local community In order to maintain Business guarantees As a result, the
complains about profits for owners, employees’ bonuses business halves its
traffic congestion employee bonuses in-the following year usual order value
are withheld _ by raising prices from suppliers
Bad publicity ﬁ w Employees /_)/_'\] % Customers ﬂ
leads to ' are unhappy ; are unhappy °
falling sales with-fall-in with prices and
incomes sales fall further

All stakeholders are linked. The actions of
one stakeholder group are likely to have an
impact on other groups, and it is difficult
for a business to meet everyone’s needs.

worked example @ Each stakeholder is relevant to i

Jeremy’s business. The correct

The Elm Tree is a successful traditional pub in the village ali=iEt l? e beca;?iet:;zd
of Elmton and is owned by Jeremy Cousins. He has decided local resm‘jents ey be e acie {
to use land behind the pub to build a private function room that building work in thel.r wag

for weddings and events. could cause noise and disruption.

Which one of the following stakeholders is the extension most
- likely to have a negative impact on? Select one answer: (1 mark)
[ ] A Customers

[ ] B Government

w C Local residents [ ] D Employees

[Cantwell’s is a business that makes zips for clothing. It decides to make five workers redundant. ]

Which one of the following stakeholders is most likely to benefit from this decision?
Select one answer: (1 mark)

[] A Suppliers and the business because they will now sell more zips to Cantwell’s
[] B The local community because there will now be more spending in local shops
[] C The government because it will now collect more in tax

[ ] D The owners because their costs will fall
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Different stakeholders often have different perspectives and interests in a business.
Their interests can be in conflict and some stakeholders can have more influence on
decision-making than others.

Business stakeholders

Different stakeholders will have different
interests in the performance of a business.

Stakeholder

Key interests

5har;oner5

1 Profit, dmdends and growth

| Workers

Customers

Wao_}es Jjob security and good cond1t|or|5 ;

| Fair price, choice and good quality

Managers/directors

Pay, growth and power

Government

Competition and tax revenues

Local commumty

Jobs and clean environment

Pressure groups

Socially responsible and ethical business |

Stakeholder conflict

Conflicts are likely to occur between
stakeholders if they have different interests.

Shareholders a e,

want more profit 'ﬂ \ CONFLICT (F

paid in dividends | <—

,,:- 1A I\\\
T 5
Workers = = i
want higher 'ﬂj\ CONFLICT<__ 4
PE)( S — S

Managers
want to invest
profits to grow |

Customers
want lower
prices

behaviour

7 5
LT A &
Fe |

Possible positive effects on

stakeholders

& Shareholders receive a return on their
investment.

% Employees and managers receive income,
rewards, financial security and status.

&y Customers receive high-quality products
at reasonable prices with excellent service.

é The local community may benefit from

development and investment in the local area.

é; The government collects income tax and
corporation tax.

iﬁ};;iz:d exambple

Possible negative effects on

stakeholders

&’ The local community can suffer because of
pollution in the local environment.

@ The government needs to monitor and
requlate business activity that is unfair, anti-
competitive or illegal.

% Employees may lose their jobs and income
or face job uncertainty.

% Employees work under poor conditions.
&) Shareholders lose their investment.

% Pressure groups protest against
unethical business activity and damage the
business’s reputation.

Changed4Life is a government project that encourages people to adopt a healthier lifestyle. Part of the
project allows those aged under 18 and over 60 to swim for free in public swimming pools.

State two stakeholders that might benefit from the Change4Life project.

1 Customers

(2 marks) ]
2 Employees

environment would be “catastrophic’.

Gerrard PLC announced that it would abandon its plans to build a new chemical-processing plant near
West Walton, Teesside. This followed a protest by local residents claiming that the effect on the local

@ 1 ‘Define the term ‘stakeholders’.

(1 mark)

@ 2 Explain which group of stakeholders has the most influence on decision-making in this case. (3 marks)
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Businesses use technology to gain a competitive advantage over their rivals and often
invest in new technology in order to keep up with developments in their specific industries.

Social media
/

— /

| Types of technelegy that
| _influence business activity

/ i}

o (TR b Digital communication
ek (e.g. email and QR codes)
systems

E-commerce

Make sure you know some specific
examples of technology and how it
has influenced a business.

Usiness

Technology and change

New technologies are constantly developing.
This creates new opportunities, new
markets and new industries for businesses.
Investment in new technology can be a huge
cost for many businesses, but failing to keep
up with the latest technology can lead to
loss of competitiveness and business failure.
However, the development and adoption of
new technology can lead to a competitive
advantage for some businesses.

How technology influences business activity

New technology

w;:ked £

xample

e

Explain one reason why a business may choose to invest in the latest technology.

One reason why a business may choose to invest in the latest
technology is to increase its competitiveness. By having the latest
technology, the business may be able to make its products cheaper,
meaning that it can pass these savings on to the customer through
lower prices. This will lead to higher sales if prices are lower than

their competitors.

N;w try this

Costs — technology can be a huge investment for businesses, but in the
long term it can help a business improve efficiency and reduce costs.

Sales — innovating products with the latest technology can
increase demand from customers and boost sales. The means
by which a business sells its products can also evolve through
e-commerce and digital communication.

Marketing mix — technology influences all aspects of the marketing mix:
from lowering the costs of products, to making promotions easier through

social media, to allowing customers to purchase products anytime and
anywhere through e-commerce.

This is a good
answer. The student
has given a reason
and developed
their answer well by
using logical chains
of development
that explain the
consequences of
investing in new
technology.

(3 marks)

Discuss the likely benefit to a business of using digital communications to communicate with its

customers.

(6 marks)
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Consumer law governs all aspects of how a business interacts with its customers. The
purpose of this legislation is to protect consumers. It is worth learning some examples of
relevant legislation for use in the exam, but you do not need to know the specific details of

A EICat of Ieglslatlon. Consumers have the right to

Goods should be delivered

Products sold to consumers rebum-or-rejoct-goads: and installed safely.
should be of a good standard \
and quality. N
Principles of consumer law L‘"
2 — " Terms of contracts
Businesses should disclose full — / should be fair.

information about products and

SR Services should be provided

A SO The consumer protection |
law in the UK is the
Consumer Rights Act 2015.

Impact of consumer law

Drawbacks Benefits

& Businesses must know the law &) Compliant businesses are
and keep up to date. less likely to be fined or sued
by customers.

&\ Compliant businesses may
be considered professional and
caring, and may benefit from
increased customer loyalty.

é] Improved relationship with
stakeholders.

&) Good publicity, if followed.

&) Laws can restrict businesses
from operating as they would wish.
&) Changing products and practices
to comply with laws can be costly.
€ Bad publicity can result if
businesses do not comply with laws.

Drawbacks

Benefits

& Consumers can use law to take
legal action against the business.

Make sure you:

o * use the information
: provided in the exam to
support your argument
® Use your understanding
of consumer protection
law
* make a judgement with
clear justification,
The last part of this answer
has made good use of the
it depends' rule to show
balance in the conclusion.

Worked example

- Evaluate whether Pepsi is right to use the words ‘raw” and ‘natural’ in
relation to its new product. (12 marks)

...Ultimately it depends on how honest Fepsi is about its
_advertising of new products and whether customers feel that
it is acting ethically. This type of language is used all the time
" by drinks manufacturers and most consumers will understand
~ that a soft drink is never going to be as healthy as water
Therefore, Fepsi is not really doing anything wrong by using
- these phrases because the consumers are not being misled
and no consumer protection laws are being breached.

Y This is just part of |
a student answer |

Explain one disadvantage to a business of the government introducing new consumer protection
legislation. (3 marks)
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Employment law governs all aspects of how a business interacts with its employees.
The purpose of this legislation is to protect employees. It is worth learning some examples
of relevant legislation for use in the exam, but you do not need to know the specific details

of any piece of le‘a|5|atlon' All employees’ pay should be fair and

Recruitment meet minimum wage requirements. Groups of people, such as
procedures should . \ employees with disabilities,
be fair and prevent ﬂ\‘\l : should not be discriminated
discrimination. . . against.
Principles of employment law
- Redundancy procecdures
Health and safety S P
requirements in the Disciplinary issues and grievances

workplace should be met. should be dealt with fairly.

Examples of employment law include the Health and Safety at Work Act 1974, ‘Equality Act 2010,
National Minimum Wage (Amendment) Regulations 2017 and Employment Relations Act 1999. :

Impact of employment law

Drawbacks Benefits

@ Meeting health and safety
requlations can be costly for
businesses.

& A compliant business may be
considered a good employer.
&) Fewer employees will be
tempted to leave the business,
50 reducing recruitment costs.

& Paying the national living wage
will increase businesses’ costs.

Drawbacks
& Failing to comply may lead &) Employees may be happier
to unhappy employees, low and more motivated, leading
productivity and legal action. to high productivity and better

customer service.

Benefits

How businesses meet the requirements of consumer and employment law

_Costs — meeting legal requirements
means that businesses incur
additional costs.

Pay — all pay must meet the national
requirements for the living wage.

Administration — businesses must
|} use correct processes and record-
keeping systems, e.g. recording
health and safety incidents and
testing products.

_ Equipment — health and safety
| equipment is required to keep
employees safe.

~Licences — businesses must meet Training — employees must be

|/ legal requirements to be granted trained in health and safety rules

relevant licences, e.q. electrical and customer service guidelines.
installation licences for electricians. =

-

l;l_o;r try thi

Explain one disadvantage to a business of the government introducing new employment protection
legislation. (3 marks)
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The economic climate is the level of demand and spending within the economy. Many
variables contribute to consumer spending and demand, €.g. the level of economic activity
and interest rates. Economic activity is measured by gross domestic product (GDP).

The level of demand
in the economy

The level of demand refers to
spending that takes place in an
economy. Demand can come
from consumers, government,
business or overseas.

You need to know how the level
of demand can affect businesses.

DPemand Risk-may
rises be reduced

L { Business sales may benefit

1\
|
"ﬂ ] Business sales may suffer L) G

Demand Risk may
falls increase

Impact of high demand/

economic activity

What might change demand?

Demand in the economy may go up or down
because of:

@ The level of economic activity - if there is a
recession, demand will fall

(Y Interest rates — if interest rates fall,
borrowing and demand will increase

@ changes in exchange rates — if the pound
gets weaker, foreign demand will rise

@ consumer income — when the economy is
doing well, people earn more money and have more
disposable income

|
@ changes in taxation — an increase in most forms |

of taxation reduces consumers’ disposable income.
A fall in taxation will have the opposite effect and
boost consumer demand for most goods.

You can revise:

Impact of low demand/
economic activity

* Consumer incomes rise + inflation on page 39 ~_* Consumer incomes fall
* Inflation may rise + unemployment on page 39 * Inflation may fall
* Unemployment may fall * interest rates on page 40 |3 Unemployment may rise

* Interest rates may rise
* The pound may become stronger

Worked example @

- Which one of the following is likely to reduce consumer spending?

Select one answer:

" [] A A fall in interest rates [ ] C A fall in the rate of inflation
- w B A fall in employment [ ] D A fall in the value of the pound

* exchange rates on page 41.

* Interest rates may fall

* The pound may become weaker

Option B is the only answer |
that is likely to have the
direct impact of lowering
consumer spending. This
Is because fewer people
will have jobs. Note that
Option B refers to a

fall in employment, not
unemployment.

Explain one reason why a fall in consumer confidence might affect demand. (3 marks)
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Unemployment is a problem for the economy and can have an impact on businesses.
Inflation can also have a significant impact on businesses.

What is unemployment? Impact of unemployment on businesses
Unemployment exists when people

0 High levels of unemployment may make
who want to find work cannot do so.

it easier for businesses to recruit new

employees. However, over time, the number

of employees with the skills that businesses
need will fall,

High levels of unemployment lower consumer
demand for most businesses’ products and
services.

|_ 0 Economic activity falls when unemployment
f is high. This means that businesses’ sales
revenue will also fall.

Unemployment can be measured by counting
the number of people who claim unemployment
penefits or the number of people in a survey
who say they are looking for work.

What is inflation?

i : Impact of inflation on businesses
Inflation is the change in the
average level of prices in the @l A sharp rise in the rate of inflation will cause a
economy. It is measured using business’s costs to rise unexpectedly. This can have
the consumer price index a direct impact on profits.
(CPI). It measures changes in @( Consumers’ costs rise when the rate of inflation
the price of food, housing, rises. This reduces consumers’ disposable income,
clothing and other products. meaning that they buy fewer goods and services

from businesses. When an increase in inflation cauvses |
a business’s costs to rise, the business has two
choices. It can either absorb the costs or pass them
on to its customers by raising prices.

wc;;ked example @

lanation
Explain one effect of inflation on a business. (3 marks) There must bt’: a. clea.r exp gt
~— of how a rise in inflation can attec |

a business, Using links between
points. In this answer. the 5tugient
has explained how costs, profits and
prices are affected.

A rise in raw material prices can cavse a firm's
- costs to rise. Rising costs of production will ¢

reduce the firm's profits. This may result in the firm

increasing its prices to remain profitable.

CIID D

Explain one way in which a business might be affected by high levels of unemployment. (3 marks)
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An Interest rate is the percentage reward or payment over a period of time that is given
to savers on savings or paid by borrowers on loans.

The cost of borrowing

An entrepreneur or small business may
not have capital to start or expand a
business without borrowing. Typically

a bank will give a loan to a business

or allow it to have an overdraft. The
business will pay interest:

* on top of its repayments for the loan
* on any amount it is overdrawn.

This is the cost of borrowing money

Fixed and variable interest rates

Fixed interest rates do not change over the
life of a loan. A business could lose out on a
fixed contract if the rate falls.

Variable interest rates
change over the life of a -
loan. They can be more
risky and are hard for 2
business to plan against. |

and the incentive for a bank to lend it.

|+ S

Rising interest rates
A rise in interest rates will increase the
cost of borrowing.

@ Businesses on a variable rate may
struggle to repay loans.

@ Small businesses are less likely to
borrow money to start up or to expand.

|
@ Customers are less likely to spend ‘
money as borrowed money costs more,

|

so consumer spending falls.

rl;;é example

o

Falling interest rates

A fall in interest rates will lower the
cost of borrowing.

@ Businesses will have more money to
spend and cash flow may improve.

(Y Businesses may borrow money for a
start-up or expansion.

@ Customers are more likely to borrow |
and to spend their money. Consumer '
spending rises. |

During Sonia’s first year of trading, interest rates increased from 3% to 5%.

Identify two possible effects of this on her business.
Select two answers:

[ ] A A reduction in fixed costs due to lower repayments on her overdraft
- [] B A rise in sales due to higher levels of consumer spending

- [ € A greater chance of rivals entering the market
w D A fall in sales due to lower levels of consumer

(2 marks) An increase in

interest rates is
generally a bad
thing for small
businesses,

spending

: w E An increase in fixed costs due to higher repayments on her overdraft i F

1;1::; try this

Explain one effect on a small business of an increase

in interest rates. (3 marks)
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The exchange rate is the price of buying foreign currency. It tells UK people and
businesses how much foreign currency they get for every pound.

@ Calculating the cost of foreign exchange

Exports: Goods and services sold abroad: lmports: Goods and services bought from-abroad.

£1 = $2 $2 = £1 |
£500 of goods sold to a business in $600 of goods bought by a UK business ‘
the USA cost $1000 (500 X 2) cost £300 (600 + 2) |

The relationship between the exchange rate and importers/exporters

ﬁe effect of a fall in the value of the pound l The effect of a rise in the value of the pound
| Good for UK exporters of goods — price of exp_c;ts falls _Ii Bad for UK exporters of goods — price of exports rises
P cales increase. l P sales fall.

| i
Bad for UK tourism — prices more expensive to foreigners |

| Good for UK tourism — prices cheaper to foreigners map
B tourism falls.

touriam increases.

Bad for UK businesses — imports cheaper B people buy
fewer UK goods.

| Good for UK businesses — imports more expensive  mp
| people buy more UK goods.

Bad for UK importers of materials — imports more | Good for UK importers of materials — imports cheaper
expensive B costs rise. m costs fall.

e LBV LSRN In June £10000 of raw
Worked example 0 @ materials actually costs

$15000 (10000 X 1.5). In July the business

- A business has the following costs in June. still requires $15 000 worth of raw materials
e but as the pound is now stronger it will ,
Raw materials imported from USA | £10000 cost only £9375 ($15000 + 1.6). Costs

have therefore fallen by £625 (£10000 —

R'aw materials from UK £7000 £9375), Assuming everythinqj .
Fixed costs £11000 the same, this will increase profit by £625,
Exchange rate £1 =8§1.50

* In June the business makes £11000 profit. In July, the exchange rate has changed to £1 = $1.60.
- Assuming all other data remain the same, which one of the following effects does this change have on the
business’s profit level?

- Select one answer: (1 mark)
- [] A Decrease by £1350 m C Increase by £625
[ ] B Remain the same [ | D Increase by £1600

- If the pound weakens, which one of the following is most likely to occur?

~ Select one answer: (1 mark)
[] A International trade will cease [] C The price of imports will fall
[] B The price of imports will rise [l D The price of exports will rise
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Just as a business must adapt in response to internal influences, such as the development

of new products or recrvitment of new employees, it must also adapt to external influences.
These may include the economic climate, legislation, competition, technology and society.

Oppeortunity or threat?

A business can see any external influence as either an opportunity or a threat. Opportunities
could lead to business growth, whereas businesses may have to respond to threats by
adjusting their operations.

| External influence

[ == S|

. Opportunities Threats

* A rise in economic activity, leading to increased * New competitors entering the market

demand * New legislation that makes a business’s products

* New legislation that increases demand for a illegal
| business’s safety products * A fall in economic activity, leading to lower demand
| * New technology that lowers the cost of production * A new technology that makes a business’s products
| * Lower interest rates, making it easier for a business obsolete
! to borrow money

Stop producing a product line

Cut investment and spending that has become obsolete due Change company policy to
when economic activity is low \ to rise of new technology 2‘;::::":: lz’;gg:{:}:nt ar
e -
| — Lower prices to counteract the
__——"_'_F'_F_
Invest heavily innew _ | Resp onses fo Ifff’/ entrance of a new competitor
technology in order to external influences |

gain an advantage over A bUS]ﬂGSS can ei . |
asn o s a elt.her decide to
»respond to or to ignore external
P g influences. A business cannot adapt
new employees when economic to ever chan = itisi
forecasts look positive ki hy : 9c, S.O .lt SR ol )
make the right decision when choosmg
which influences to respond to, |

ﬁ;;i:d exambple

Which two of the following are likely effects on a small business of a ;
downturn in the business cycle?

Select two answers: (2 marks) @ Quantitative [IRER IV ATl
[] A Higher sales owing to rising [ ] D More difficulty recruiting skills there is likely

consumer incomes employees to be a fall in spending. This
H B Lower fixed costs owing to w E Lower demand owing to may result in closures and falls
lower interest rates business closures In prices. The government may

[ ] C Less risk of the business
becoming insolvent

act in a downturn by lowering
nterest rates.

O

Discuss how a business might respond to a fall in economic activity. (6 marks)
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In Sections B and C of Paper 1, you will have to review a full-page case study before
answering questions. You should aim to spend about 10 minutes reading the case study
before you attempt to answer any questions. Have a look at the sample case study below,
then look at the worked examples on the next five pages.

a N

The Wood Fired Pizza Company

Joe is the owner of The Wood Fired Pizza Company based in Sheffield. The company makes authentic
pizza and homemade food cooked on a portable pizza oven that provides catering at outdoor events.
The Wood Fired Pizza Company can be hired for a variety of events including festivals, corporate days,
parties and weddings.

The Wood Fired Pizza Company uses only the finest ingredients that are either grown
locally or imported from Italy. The menu lists about 20 different varieties of pizza and
customers have the option to design their own creation for a special event. Joe only
requires a small space to set up the oven, food preparation and service area. At full
heat, the oven can cook a pizza in two-three minutes, meaning that delicious fresh
food can be provided with a fast and simple service. The Wood Fired Pizza Company
is fully insured and all employees have the necessary food preparation and hygiene
qualifications.

Joe uses social media to promote his business and shares the positive reviews the

A . i . 1 Figure 1:
company receives. Figure 2 shows a customer review on social media. g

Company logo

‘We hired this company for our daughter’s christening. What can we say other than
absolutely fantastic!!! Lovely friendly guys. Extremely tasty pizzas that remind us of Italy.
Every single person kept going back for more. We would definitely use this company again
in the future and would highly recommend them to friends and family. Many thanks!’

Figure 2: A customer review

Joe has produced the break-even chart 7001 ‘ I .

shown in Figure 3, illustrating the costs c00- | : |

and revenues for a typical one-day event. | | ‘ !

The average price of a pizza sold at an SO0 e i e

event is £8. The variable cost to produce 4004 IFEE’_' '"e"e_ii’e_(_rm

one pizza is £2. o -
300- — .-

|_—— [Total costs (TC) |
200_”_- [ | = ~ T .
: I Fixeld costs (lFC)
100- i R
0 T ] ) 1 |
20 40 60 80 100

Number of pizzas

Figure 3: Joe's break-even chart

Read the case study above.

(a) Highlight all of the key business terminology in the case study.
(b) Identify three factors that might be a unique feature of The Wood Fired Pizza Company.
(c) List the benefits and the drawbacks of Joe’s business.
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‘Tdentify’ questions
An ‘identify’ question requires you to

Identify the break-even point for The Wood Fired interpret information from a source, such
~ Pizza Company. (1mark) | as a table or graph (in this case, the 1
- 30 pizzas | break-even chart presented in Figure 3
on page 43). |
Draw a dotted line ety The student has
@ skills vertically down from ¢ @ correctly interpreted
the point where TR and TC meet. This | the break-even point on the graph.
is the break-even point. Break-even is the point at which total
Make sure you check your answer by | costs are equal to total revenue. Note
using the calculation for break-even: ' that break-even is expressed in terms of
Fixed costs (FC) / Contribution per unit units (in this case, pizzas).
180 = 30

= | Gom Turn to pages 19 and 20 to

revise break-even.
: . Worked examp @
An answer to an ‘outline” question

should always give a point with some ~ Outline one way that The Wood Fired Pizza

form of development or explanation. Company meets customer needs. (2 marks)

. [
The answer must also be in the context | " The Wood Fired Pizza Company meets

of the pr'ovide_:d f:_ase study. | [P s o e i
The student has identified a relevant 6Xt6ﬂ5_'lve range of pizzas on its menu. This
way that the company meets customer helps it meet §U5tomer needIS becauvse
needs linked to the case study. They most people will be able to find a type

‘Outline’ questions ie

have then developed their answer with | | of Pizza'that they like, for example a
a point of explanation and an example. L vegetarian option.
Cm To revise customer needs, I
C. turn to pages 6 and 7. |
s ‘Calculate’ questions
d example
worke P | Always start your answer to a ‘calculate’
Calculate the profit that The Wood Fired Pizza question by writing down the r‘elevani-:
- Company would make if they sold 65 pizzasata formula so you know what you are doing.
~ typical event. (2marks) | Make sure that you learn all of the formulae

LEBRN T you need for Paper 1 and Paper 2. |

Profit = Total revenue — Total costs
Now

" Total revenue = 65 X £8 = £520
- Total costs = £160 + (65 X £2) = £290
. Therefore profit = 520 - 290 = €230

try thi

Outline one reason why it is important for a
- business like The Wood Fired Pizza Company
to provide a flexible service. > (2 marks)

om You can revise profit | . .
G on page 18. Your answer should be in the context of

The Wood Fired Pizza Company.
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‘State’ questions example

A ‘state’ question requires you to give a short

e

w;;ied

answer that is no longer than a sentence. Your State one way that The Wood Fired Pizza
answer will need to be in context. | Company might segment its market.
' (1 mark)

The student’s answer identifies a relevant method of The Weod Cined Pizzs  oipainy

: : iness. . !
segmentation appropriate to the context of the business could segment its market based

on the type of event it is catering

é)m Turn to page 11 to revise | | for, €.9. weddings.

market segmentation.

‘Define’ questions

‘Define” questions require you to give
the key terms you should understand
are highlighted in this revision guide. An
imperfect definition that is partly right
can still achieve both marks if a relevant
example is used in support.

[

~ Social media refers to websites and apps
that let people and businesses connect
- with each other to share information and ¢

pictures, e.g. Twitter %

The key term that you have to define willbe L = The student has given a clear and concise -
in the case study. If you are unsure of the definition of social media with at least two

definition, see how the term is used within
the context. This might give you a clue.

Gom Look at the glossary on |
@ page 93 for definitions

of key business terminology. i

relevant points and an appropriate example.

Worked example
Calculate the total contribution for 80 pizzas. (2 marks)
Total contribution = Total LEARN IT! | | Reading the question

- revenue — Total variable costs | Note that the question requires you

. Total revenuve = 80 X & = 640 | to caleulate total contribution, not the

contribution per unit (1 pizza). Students

often mix up contribution per unit and

Total revenue — Total variable costs = Total total contribution. Contribution per
. contribution { unit is used to calculate break-even.

640 - 160 = £480

) . The student has used
@ Always show your workings @ skills the information to first
skills clearly. Even if you give an  ~ calculate the total revenue if &0 pizzas t
incorrect answer, you may be awarded 1 mark were sold. They have then calculated the
for a partially correct calculation. " total variable costs and subtracted this

from the total revenue.

 Total variable costs = 80 x 2 = 160

" iv_;w try this

The Wood Fired Pizza Company would like to improve its cash flow.
State one way in which The Wood Fired Pizza Company could improve its cash flow. (1 mark)
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- Improving an answer

. Company having limited liability is

- that Joe is protected and can be

~ a limited company looks more

- still subject to the pressures that

- events market is very competitive and
_ there are likely to be many different

_ with low fixed costs. y.

‘Now try this

Had a look D Nearly there D Nailed it! D

‘Analyse’ questions

Analyse the impact of The Wood Fired Pizza ‘discuss’ question that you will answer in

Company having limited liability. (6 marks) Section A of Paper 1 and Paper 2. However,

the key difference is that an ‘analyse’
question requires you to answer in the
Limited liability refers to the legal )i context of the case study provided.
status of a business. A company has _
limited liability because the owner’s § This is not a model answer. It is a
liability is limited to the money that g sample answer for you to Improve. |

they invested in the company. The %
impact of The Wood Fired Pizza '

The opening sentence defines the term
‘limited liability’. This is a good approach to

that Joe cannot lose his personal an “analyse’ question as it demonstrates

- belongings such as his house or ¢ straight away that the student understands

car if the business fails. This means the concept mentioned in the auestion,

more confident about expanding the 7 This part of the answer explains the benefit
business, knowing that his personal of limited liability. However, although it
belongings are safe. Furthermore, mentions Joe, this paragraph contains little
- context. There are no significant issues

professional and trustworthy. This may drawn from the case study.

- help Joe attract customers to hire his -

business for events.

Having limited liability does not
guarantee that a business will be
successful. Customers may have more
trust in a limited company but it is

The second paragraph analyses the

limitations of limited liability. The student
has explained that limited liability will not
S Gt i il necessarily protect the business from

in context by referring to the competitive

businesses that provide a similar
service to The Wood Fired Pizza r
Company because it is relatively easy
to set up a business of this format

of business. The student has also referred
to the low level of fixed costs, which has

issues raised in the case study.

Om To revise limited liability, -
G turn to page 25.

How else could you improve this student's answer by linking it to the context of The Wood Fired Pizza
Company? Try to identify two issues that you might connect when answering this ‘analyse’ question.

An ‘analyse’ question is very similar to the

nature of the fast food market and the type

failure. The second paragraph is also placed -

. been interpreted from the break-even chart. -
A good answer will always be rooted in the
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Tustif y’ questions

A ‘justify’ question requires you

to consider two different options.
This might include considering the
relative benefits and drawbacks of two
alternative strategies. Your answer will
need to be in the context of the case
study and must finish with a justified
conclusion based on your analysis.

i |
The question mentions making the business |
‘competitive’. Always highlight the key |

terms in the question and ensure that you
address them in your answer.

W;;l:;d examp

Investj
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The Wood Fired Pizza Company can purchase its

~ ingredients via two options.
~ Option 1: Grown locally

Option 2: Imported from Italy

- Justify which one of these two options would

most help The Wood Fired Pizza Company to be
more competitive. (9 marks)

Improving an answer

- The benefits of Option 1 is that purchasing
locally grown produce will help support

local businesses. Many people who buy

m their pizzas might feel strongly about

This is not a model answer. It is a
sample answer for you to improve.

I' supporting local businesses, therefore
- this could attract potential customers.

~ Furthermore, some people may be willing

Always try to use business terminology
In your answers, e.g. ‘premium price’
and ‘contribution per pizza'.

The student has identified a benefit
(‘cheaper’) and explains why (‘not
have to be transported so far).

The student goes on to discuss the benefits -
of Option 2 in the next paragraph.

This paragraph gives the student’s
conclusion. In it, they have made a decision
and provided a justification for their
decision. They have also compared the
relative merits of Options 1 and 2.

G

Balance

Balance means identifying the benefits
and drawbacks in your answer. Using
balance is a good technique to include
when answering ‘justify’ and “evaluate’
questions.

You can revise the concept |
of tariffs on page 55. L

‘Now try this

' may include a tariff.

to pay a premium price for a Wood Fired

- Pizza Company pizza knowing that they will

be supporting the local economy. Another

- benefit of local produce is that it is likely
. to be far cheaper than produce grown

in Italy because it does not have to be
transported so far This could reduce unit -
costs and increase the contribution per

pizza...

...Overall, | believe it is better for The
Wood Fired Pizza Company to purchase
locally grown ingredients. Although

- tomatoes and ingredients from Italy

may be more traditional, | do not think

y they will have a significant impact on the
" quality of the pizzas in order to justify the

considerable costs of importing, which

Can you think of any reasons why
locally grown ingredients might be
more expensive than resources that
are imported from abroad?

Try to include the word ‘authentic’ in |
your paragraph and think about how  *
this word relates to the case study. |

Write your own paragraph about Option 2 in order to complete this student’s answer.
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An ‘evaluate’ question requires a

Evaluate the impact on the success of The Wood Fired Pizza clear and well-justified conclusion
- Company of its employees being fully qualified with the 1 based on the analysis developed
- necessary food hygiene qualifications. You should use the i in the answer. A developed

information provided as well as your knowledge of business. evaluation may also include an ‘it

(2 marke) oy depends’ statement, which shows
- Improving an answer | consideration of other factors not|
mentioned in the case study.

Having fully qualitied employees means that the

- employees of a business will be highly skilled.
For Joe’s business, this is important because all
of the pizzas are made by hand and this means

- that his employees will need the skills to do this.
Having food-preparation qualifications is also

- very important for The Wood Fired Pizza Company

. becavse it is a fast food business that prepares
food outdoors. Having these qualifications means

- that customers are far less likely to get food

~ poisoning, which could have a significantly negative
impact on the reputation of the company.

This is just part of a student answer.
It is not a model answer It is a

sample answer for you to improve.

The first paragraph offers a number -
of benefits of having employees

with food hygiene qualifications. The
answer is also clearly in context,
referring to ‘made by hand’ and

‘food poisoning'.

iy G neccesan ped ingisoe ke o Wil The student has failed to mention |

_ help reassure cg5tomer5 as they know the \Iemployel% that having food hygiene qualifications |
are properly trained, but it is not the most important might be a legal requirement of

- consideration for most people. Customers exPect the runring a fast food business and that

| food'the'y buy .to be 5afe and well cooked. This means there may be legal consequences if
that it will do little to give the company a .compehtwe these are not in place.

- advantage. Other factors such as the quality and

taste of the food or the experience of eating freshly ’9) Turn to pages 36 and 37
' cooked pizza may be more important in attracting the ¢ Gm to learn about the impact

most customers. _ of legislation on business. t

Writing a conclusion

Use the following criteria to write a conclusion. Draw a valid and well-reasoned

conclusion based on a thorough evaluation of business information and issues (AO3b).

@ Start by making a decision - is being @ Explain what your decision/choice may |
fully qualified in food hygiene key to the depend on. |
success of The Wood Fired Pizza Company? @ Provide The Wood Fired Pizza Company

@ Justify your decision by identifying with a recommendation based on your
what you think is the most important answer, such as how they should go about
factor. implementing what you have suggested. '.

Try to include a ‘depends on’ statement
in your conclusion to show balance.

-~ Write a conclusion to complete the student’s answer to the ‘evaluate’ question. Your conclusion should justify ¢
whether having food hygiene qualifications is significant. Identify what is the most important factor and anything
that the justification may depend on. Try not to simply repeat the information given in the first two paragraphs.
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Once a business is established and successful, most owners want it to grow. There are
different approaches to growth and you need to understand the difference between them.

Internal (organic) growth Methods of internal growth

@ New markets — changing the marketing mix
to find new markets or expanding overseas.

A business grows when it sells more
output over a period of time. Business

growth is often an important objective
because it may: @( New products — innovating (developing
an existing idea or improving an existing
product or service) or researching and
developing brand new products that are not

* help to increase market share

* lead to lower costs

* result in more profit. currently available.

Internal growth occurs when a business @/ New technology — large organisations
expands by itself, by bringing out new can benefit from investing in the latest
products or by entering new markets. technology or in the ability to develop new

technology themselves.

External (inorganic) growth

A faster way for a business to grow is

for it to join forces with another. There

are two approaches to external growth.

. Merger . wher'e two or more Backward vertical - business joins with
businesses voluntarily agree to join PR S P
up and work as one business. Conglomerate — ]

Methods of external growth

Mergers and takeovers can take place when
firms join at different stages of production.

Horizontal -

* Takeover — where one business buys businessez Wi,th il businesses at the
- - COmmon pusiness same stage jOiI"I
another. To take over a company it is interest join
Heceasary to gain control by buymg Forward vertical — business joins with
enough 5har‘es. one at a later stage (e.q. a customer)

Worked example

Other possible answers incl
State one reason why a business might - market share, or to dominat

e th
~ want to grow. (1 mark) € market.

Remember that YOu do not need to write ots
Higher profit

achieved one mark for stating one reason.

:E;w ¢ry this

-~ Which of the following is a definition of the term ‘merger’?
Select one answer: (1 mark)

- [] A Two or more businesses voluntarily join together

- ] B One business buys enough shares in another business to control it
[ ] C Two businesses work together to design a new product
[ D One business takes over another company

ude to get a bigger |

when answering ‘state’ questions — this student
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business

Public limited companies (PLCs) are able to raise capital through selling shares on a stock

exchange. This form of business ownership makes it easier for businesses to raise money
for growth.

Becomin a PLC 30% equity in the business 5 o
g sold to the public through A vaate limited Company
a stock exchange in order (Ltd) can Char‘rge into =
to raise share capital to PUbl]C limited company

finance growth

(PLC) through a stock

* market flotation. This is
where a business issues I

shares for sale on the

stock exchange.

The benefits and drawbacks of heing a PLC

% Ability to raise finance through share @ More complex accounting and reporting
capital. procedures.

é Limited liability. % Risk of potential takeovers.

é Considered more prestigious and reliable. % Increased public and media attention.
é May be able to negotiate better prices % Less privacy around financial

with suppliers. performance.

&’ Greater influence on decision-making by
external shareholders.

&) Greater public awareness of business

Becoming a PLC may enable a business ¥
to grow into a multinational and
operate in more than one country. f

Worked @
This is just part of |

| Discuss the likely benefit to a business of becoming a student answer.
a public limited company. (6 marks)

_example

- A business might become a public limited company

_ in order to finance growth. A PLC can sell shares When answering a *discuss’ question,
through a stock market, which a private limited )’OU’ must show good Under‘standiﬂg of
. company cannot. This means that it is able to business concepts and terminology. Look

raise capital from a wider number of potential through this answer and highlight the key
' shareholders without the risk of putting the térms and concepts that the student
| business in debt through taking out a large loan... 135 Us€d in this part of their answer, This
student should g0 on to explain a second
reason for transforming into a PLC or to
further develop their first point.

| ﬁ;; try this

Explain one disadvantage of becoming a public limited company. (3 marks)
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To finance growth, a business can use internal sources of finance from within the business

or external sources of finance from outside the business.

Sources of finance for business growth

Internal

|
|

1

External

[___,____75

—

Sale of assets Retained profit

This is the safest form
of finance because

A large business may have

assets that it no longer

needs, such as fixed

assets (e.g. machinery)

or excess stock. Selling

assets is a quick way

of raising capital, but

the business loses the

benefit of owning the
assets that it sells. !

it involves no risk or
debt. However, profit
is not guaranteed and
a business may require
a more substantial
investment than it can
make as profit.

Explain one disadvantage to the business of
borrowing money from a bank to finance growth.
(3 marks)

If a business borrows money from a bank,
it has to repay the loan on a fixed-term
* basis with interest. A business could then
struggle to make these reqular payments
and this could lead to cash-flow problems.

T‘he student has identified a drawback
( repay with interest’), then given two
linked strands of explanation.

Loan capital

A long-term bank loan
can be secured against
the business’s assets,
but interest will be
charged and the business
will have to make fixed
repayments to repay

the debt.

Share capital

A PLC can raise
considerable capital

by selling shares.
However, selling shares
puts PLCs at risk of
being taken over and
all shareholders are
also entitled to a share
| of the profits through

| dividends.

Comparing sources of finance

@ Risk — Selling shares may mean
owners lose control, or cash-flow
problems may result from meeting loan-

repayment terms.

@ Cost — The cost of borrowing varies
across different sources.

@( Availability — Some sources, such
as loans or share capital, might not be

accessible.

@ 1 State one internal source of finance that a business might use to expand.

@ 2 Explain one benefit to a business of using loan capital.

(1 mark)
(3 marks)
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a business may change i
its objectives to become |
more competitive. b rechno

: echnology
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As businesses evolve and grow, their objectives change, adapting to their internal needs
and the external pressures of the environment. Businesses will also find that objectives
need to change as they seek to grow or survive.

Factors affecting business objectives

As new competitors enter
the market or current
competitors grow and
become more competitive,

Objectives may be
linked to the adoption
of new technology

or the innovation

products made possible
by new technology.

Leadership

,-/’E_x?;em

Competition

Annual objectives reflect the
previous performance of a business.
A change in working culture or the

business’s leaders is also likely to
influence its objectives so that they
match the ambitions or personality

of its managjing director or chief
executive officer (CEO).

nay

erformance

Culture

\ Market conditions

and invention of new T

The economic climate may change

Legislation

\

the level of demand and spending

in the market. A fall or rise in

demand will influence a businesss
ambitions and objectives.

ﬁ;:ked e

xample

@

~ Explain one reason why a business might change its objectives

(3 marks)

A business might change its objectives because the market conditions

~ have changed. This may be caused by customers having less

~ disposable income to spend. As a result, the business might decide to

lower its profit objective in order to make it realistic and achievable.

try this

e

‘Now

Legislation may force
> a business to change

ts products and

services. This may
restrict the businesss
operations or create
new opportunities that
may be incorporated
into its objectives.

You can revise
business objectives on
pages 15 and 16.

Remember to
devebp your
reasons with
causes and
consequences
when you are

~ Which one of the following is an example of an internal factor that could influence the objectives of a business?

Select one answer:
[] A Market conditions [ B Legislation

[ ] C Culture

(1 mark)
[J D Competition

answering ‘explain’ |
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Targets for a growing business Targets for a struggling business

A growing business may set targets that A business that is struggling to survive may
focus on growth, such as: set targets that focus on survival, such as:
* expand the product range * decrease the product range

* enter new markets * exit markets

* increase sales * achieve enough sales to break even

* increase profits * improve efficiency

* gain a larger market share * maintain market share

* take over other businesses * reduce costs, e.qg. close stores or

* open new stores reduce the workforce.

* increase the workforce.

How business objectives react to the economic climate

Business objectives

Shrinking market Expanding market
and positive

economic climate

and neqgative << —

economic climate

Retrenchment Efficiency Profit Growth

Retrenchment is when a business downsizes the scale of its ope.rations, e.g.
by decreasing the range of products it sells or closing some of its stores.

e ; ' ]
Worked example The student has

discussed two

~ Discuss why a business might set objectives to reduce costs. (6 marks)  €asons why a
business might I

" A business might set an objective to lower costs if it is facing the
want to set an

 pressure of rising inflation, because rising inflation will increase its { o |
costs and therefore lower its profit margins. If a business can improve ?eéi(:twe )

- its efficiency, then it might be able to maintain its profits if it can keep - Afthcfue Eobf’tf’- L
costs low. Another reason is that a business might want to lower its 1oug C_)th
prices in order to be more competitive in the market. One way to do fgln?ﬁ;e I:ﬂked |

. this would be to lower costs so that prices can be reduced and profits Al t &
maintained. This may work if the business operates in a competitive are two different

market that contains many similar businesses. points and each is
well deveroped_

.;low t

Explain one reason why a business might set an objective to increase recruitment. (3 marks)

Ty this
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business

Globalisation is where businesses operate internationally and gain a lot of influence
or power. Globalisation changes the way businesses operate and creates considerable
opportunities and threats.

Imports: the flow of -
. . y _ goods and service
The impact of globalisation Into one country from another country. s

Globalisation affects businesses in three Exports: the flow of go0ods and services
main ways. out of one country to another country.

Globalisation
!

E |

| |
Imports Exports Location
Globalisation allows businesses Exporting opens up new Globalisation brings with
to import products and raw international markets for it the opportunity for
materials at lower prices than businesses and gives them the businesses to relocate
they would be able to produce potential to grow. However, operations to other
them for in the UK, either for operating in international countries. This may be to
resale or to produce their own markets can be very different benefit from lower labour
goods. However, importing to operating in the UK and costs, to be closer to raw
increases competition from businesses may face problems materials or to be closer to
foreign businesses that are able if they lack the necessary the markets to which they
to sell directly to UK customers. ! expertise or knowledge. J sell their products.

Benefits and drawbacks of
globalisation for businesses
&y New market opportunities.

Multinationals

A multinational is a large company with
facilities and markets around the world. They

are powerful businesses that can create & Access to technology and resources.
lots of jobs and growth when they enter a & Threat from foreign competition.
country. However, smaller local businesses | &) Challenge of adapting products and
can lose out, especially in less economically S .ices to meet the needs of foreign
developed countries (LEDCs). | consumers.

—— Bl This is a good way
Worked example @ to answer an ‘explain’
question. Give one
Explain one benefit of international trade for a UK business. (3marks)  method, reason or benefit
International trade allows UK businesses to enter new markets and then two linked points
abroad. This means that they have a greater number of potential of development. Be carefu

not to give two separate
methods, reasons or
benefits if the question
only asks for one.

customers to sell to and can therefore maximise sales.

1 Define the term ‘globalisation’. (1 mark)
@ 2 Explain one drawback of globalisation for a UK company. (3 marks)
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International trade is the exchange of goods and services between countries. Free trade
is when there are no barriers to trade between countries. However, some governments take
actions that restrict the flow of imports into their country. This is known as protectionism.

Quotas
Tariffs Physical limits Reasons for trade barriers
Taxes on imports on imports ¢ v . . .
i ] @( F’r'cftec;tmg jobs in domestic
Trade industries.
. barriersj @ Protecting emerging (infant)
Non-tariff barriers =~/ ““‘\\5 i industr-ies
Imposing quality or kit Preventing the dumping of chea
safety standards / Money given to \ 9 e P
/ help domestic goods on the domestic market and |
: producers the entry of undesirable goods. |
rade blocs Promotin e s |
A B Sma,"‘EI @ Raising revenue from tariffs. :

group of countries

Trade blocs

One barrier to international trade is a trade bloc. A trade bloc is created when the
governments of different countries agree to act together to promote trade among
themselves. These agreements give member nations of the trade bloc preferential treatment
in other countries within the trade bloc, to encourage trade between the countries.

4 (j The Association of
: Southeast Asian

""\a _ Nations (ASEAN)
A—Vietnam
: Carnbodla % Philippines —

Brunm
Malaysm ’* T T NN
£ f States American
Free Trade
Mexico Association
(NAFTA)
L‘i i
e e The student has identified |
Worked example a relevant trade barrier
and developed their i
Explain one trade barrier that might have an impact on a business when answer to explain the
~ trading internationally. (3marks)  impact this will have I

on a business trading )

One trade barrier is a quota. A business might be affected )
internationally. Remember,

by a quota if the limit is reached in a country. This means that ) -
they cannot sell any more of their goods to that country and t.ere ' no need to
give definitions when

. therefore sales revenues may fall. |
YOU answer an ‘explain’

= question, |
Now try this
@ 1 State two reasons for imposing trade restrictions. (2 marks)
@ 2 Explain one drawback to a UK business of a quota placed on imports. (3 marks)
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rnat

To compete internationally, a UK business may have to adapt its products or services in order
to meet the requirements of the country they are selling to and the needs of foreign customers.

E-commerce

E-commerce enables businesses
to access international markets
without the need to distribute or
sell their products through foreign
retailers. Furthermore, businesses
can trade 24 hours a day when
selling through e-commerce and
can promote themselves through
social media sites. However, trade Customers in different countries have different needs.

arriers may still a when sellin For example, in India consuming beef is illegal in many
b y still apply wh lling ple, beef is illegal in man
over the internet. states, so a Maharaja Mac is made from chicken instead.

Clocalisation

In order to sell to international
markets, businesses often have to
change their products in order to
adapt to other countries’ cultural
differences, tastes and legal
requirements. This strategy is
known as glocalisation.

How businesses change their marketing mix to compete internationally

Element Strateqy
Produét- - | * Change fechnoloqical components (e.g. sockets) * Change ;Jmponents to meet safety
Il * Change taste to meet cultu_rfl pﬁferen_ces regulations
Price [ Change price to consider tariffs * Account for currency conversions
* Comply with different tax laws * Account for incomes in foreign countries
_F-‘Iace ) * Change location of products in line with local preferen_ces—{e,@. which shops people visit and what
time they shop)

.—F'romotion * Revise ac@rtisinq camp_aiqnf; to take into account the fact that the meanings of colours, gestures

and phrases are different in different countries

@ This is just part of |
a student answer. The student has

identified a relevant
method (‘to meet legal

Worked example

Discuss how a business might change its products or services

in order to compete in international markets. (6 marks) s £
: . . : . réquirements’) and

A business might change its products to compete internationally les diven tio oo |

by changing the features of the product so that it meets the legal examples Examq -

requirements of other countries, e.g. adapting electrical components so ¢ 4 vseful wa Pof i

that they are compatible abroad. There may also be legal requirements illustrating you:/ o

for health and safety that a business is required to meet, such as This answer requfetf, SIE

providing certain information on a label. Providing this information would 52 development
ensure that the business was able to meet safety standards for that
country. This would mean more distributors and retailers would be
willing to stock their products as they would know they are safe.

and analysis to explain
how this will help the
business compete. {

Explain one benefit to a business of changing its product in order to compete internationally. (3 marks)
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Ethics are the moral principles that guide the behaviours of individuals and businesses.
When making decisions, businesses must consider the impact they have on all stakeholders.

Profits or ethies?

A trade-off is when something is
given up in order to gain or achieve
something else. Businesses must
balance the drive for profit with their
ethical principles.

Paying higher wages and using ethical
suppliers is likely to raise costs and
lower profits. However, acting ethically
can appeal to customers and motivate
staff, leading to higher productivity and
more sales.

Pressure groups

Pressure groups are organisations
that try to make businesses change
their behaviour or operations. Pressure
groups focus on issues such as animal
rights, workers’ rights, the environment
and world poverty. Pressure groups
can cause bad publicity for businesses
that act unethically, which can damage
the businesses’ reputations.

Is it right to
collaborate with

Is paying the

minimum wage fair?
competitors to keep

\A/ prices high?

@ - \

(%.UO °o®

How much waste
should a business
produce and how
should it dispose of Jl

Increase the

Ensure that price paid to

Use sustainable

r'esour'cf-:s all- products small suppliers
are safe \
) \f/f"Pay suppliers
Product Price fair prices
\\ i‘ where there
3 — is limited
The impact of pressure | competition

groups on the marketing mix | oreipplcs

/ ;Iacg

Promotion /

Obey advertising
legislation

Provide accurate
information on

Source local

products
packaging

W;;I;;d example

Examples of ethical behaviour
by businesses

@ Being honest with customers.

@ Ethical sourcing of materials.

@‘/ Investing in the community.

’C@( Meeting government requirements
and legislation.

@ Caring for the environment and
operating sustainably.

(Y Treating workers and suppliers fairly.

N

@ 1 Give one method a pressure group could use to persuade a business to act responsibly.
@ 2 Explain one disadvantage to a business of being ethical.

e

~ Which two of the following are not examples of

~ ethical behaviour by a business? (2 marks)
Select two answers:

- [] A Paying employees a fair wage
m B Paying a low price to suppliers

[ C Placing full details of product content on

| packaging
L] D Carefully disposing of waste

l | m E Using non-renewable resources

Paying suppliers a low price is unethical if the
su.ppliem have no choice but to accept the &
price. Non-renewable resources cannot be
replenished so their use is not sustainable,

(1 mark)
(3 marks)
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Most business operations will have short-term and long-term impacts on the environment.
All businesses have to minimise any negative impact that they have in order to achieve

long-term success.

Impact on the environment

Reducing the impact

impact of business. Other ways include:
@ using renewable energy

power.

Explain one way a business might limit its impact on the environment.
(3 marks)

One way that a business might limit its impact on the

environment is by minimising the amount of waste it produces.
- This means that less waste is going into landfill sites, which

ensures that there is less polluting of the natural environment.

58

Give two impacts a business might have on the environment.

Many businesses have set
UpP recycling schemes.
Waste paper is collected
and recycled for other yses.

i ’ :
The environmental impact of a

Short-term impaitf Long-term impacts business is closely linked to its
Traffic congestion through transport and | Climate change | growth, As businesses expand
deliveries they will normally have a bigger
Air, noise and water pollution through Depletion of land, food and impact on the environment
manufacturing and industry | natural resources ’

Business opportunities

S " i ! As consumers are becoming
Recycling is one way of reducing the environmental more environmentally aware,

there is an opportunity for
businesses to differentiate their

@ replenishing and conserving natural resources products to meet customer
@ using biodegradable packaging
@ reducing food miles

@ partaking in social enterprises.

needs and make them “greener’,
e.qg. the development of hybrid
cars. There are also growing
opportunities for businesses

in "green’ industries, such as
energy conservation and solar

this approach will reduce

the negative impact on the

environment. The student
used specific examples

(‘landfill sites).

(2 marks)

. The student has identified a
relevant way and developed
two points explaining how
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The variables that contribute to a successful design are function, cost and appearance.
In order for a business to successfully achieve this design mix, it may carry out scientific
research and development.

The design mix of a product can differentiate it from other Appearance
products. For a laptop, the design mix may include the A\
following. s
* Function — This is about how well a product does what it i
is meant to. For a laptop, this would include processing \
speed, memory and performance of the software. Function ~ Cost
* Cost — The cost is closely linked to price. Businesses Businesses must find the
will try to keep costs low, but improved functionality and right design mix in order
appearance will increase cost. The better the technology to make products that are
and screen size, the more expensive the laptop will cost to sles i moiec T

produce.

* Appearance - Style and elegance are important for many
products. Modern laptops can be found in multiple colours
and continue to be designed to be thinner and lighter.

The product life cycle

If the launch is successful Sales growth slows down, Eventually the product is

sales increase sharply and but repeat customers continve outdated and there is
The product is launched / the product may make a to buy and customers become a big fall in sales,
released onto the market. profit for the first time. loyal. The market becomes leading to withdrawal.

saturated as rivals bring
out competing products.

A [ | |
SALES Introduction Growth Maturit Decline
Y
| SALES
|
—— -
TIME
What promotion methods How can we meet How can we encourage How can we innovate products to
will encourage customers demand and maintain repeat purchase and build compete with competitors? Should we
to trial a product? customer service? customer loyalty? use extension strategies?

le

ﬁr_c;;ked examp

Define the term ‘product life cycle’. (1 mark)

A definition sentence
should be short and to
The product life cycle is a business model that represents i point,. i.ﬂormally el
the sales of a product through different stages of its life. _“Wo specific points, |

Explain one benefit to a business of balancing its product’s design mix. (3 marks)
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business

i

Extension strategies
Product life cycle

Businesses can increase the life of a Extension
product using extension strategies. This X i _  strategies
involves slightly changing the product so ; PR, I Tr ng__/”
that it has a fresh appeal to the target L
market or appeals to a new market 8 .
5egment. g ! Decline
| a |
Think about how the product S g S

life cycle links all aspects of | ki
marketing together,

g tog Extensiion strategies could include a new marketing I
campaign, a modlified product or a change of packaging —
anything that will create new interest and boost sales.

Product differentiation Differentiating a product
Product differentiation is about @ Unique and catchy product name
making a product different from other @ Quality

products in some way. It is important

i Design, formulation or function
because it helps businesses: @ -

@ Packaging

* to position their products and target @ i ;
-~ Customer service

different market segments

@ Differentiation across the value chain

* to gain an advantage over rivals when
faced with competition.

It allows consumers to see clearly that their
needs are being met more effectively by one
product than by another.

w;;iz:d exambple

A ‘discuss’ question
- Discuss the benefit to a business of differentiating its products and services. i can be answered by

(6 marks) d15cu55inc3 one issue,
with five or more
strands of discussion |

If a business can differentiate its products, then it may be able to

- create a unique selling point (USP). If the business has a USE it
will stand out from its competitors and may be more attractive to developed from

- potential customers. When products are unique, certain customers one or two points,

. may also find them more desirable or specific to their needs. If | cach with some |
a product meets the needs of a specific market segment, then development and

- these customers might be happy to pay a premium price for them. explanation. [

Give two methods that a business could use to differentiate its brand. (2 marks)

€0
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Price is a key part of the marketing mix. The pricing strategy adopted by a business has a

direct impact on customers’ perceptions of quality and value, the business’s profitability

and the demand for products and services.

The importance of price in the
marketing mix

* The price of a product gives
customers an indication of quality.

* In competitive markets, changes in
price can have a 5igniﬁcant influence
on demand.

* Branded products generally have
a higher price than non-branded
products because they are more
expensive to produce and promote.

Different types of price
/Bg:j Luxury brands can charge a
@ premium price for their

Many pricing decisions are based
on comparing the average market
price — what other businesses charge for
their products and services. This is known as
competitor pricing.

products.

A low price might be used by

or to encourage product trial
when a product is first launched. |

FEFFTa Price and profit

A business may try to improve its profits by
increasing the price of its products and services.
If this strategy is to succeed, customers must
perceive the business’s products and services
to be of sufficiently high value in relation to
competitors’ products. If they do not, the
business may find that its sales volume falls.

r_l Costs E Price

o __increase
price |

lower
costs

H

Wo—r_];;d example

~ Explain one reason why a business might lower its prices.

- A business might lower its prices in order to sell off unwanted
stock. If its prices fall, this would mean that their products would
~ be more desirable and customers may be willing to purchase more,

_ leading to a higher sales volume.

@ 1 Give one reason why price is important.

@ 2 Give one reason why a business might set a premium price for its products.

(3 marks)

The student has

7 9iven a valid reason
and clearly explained

) why this might work.

(1 mark)
(1 mark)

generic/non-branded products |

€1
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business

. keting
king mar
e decisions

2 Iﬁ

A business may adopt a volume strategy or a margin strategy. A margin strategy involves
setting a price that achieves a high profit margin. A volume strateqgy involves setting a
price with a low profit margin, which requires high sales volumes in order to be profitable.

VYolume and margin strategies

The choice of pricing strategy will often depend on the nature of the
product and the quantity of the product that a business intends to sell.

A business with a high volume low margin
strategy must be able to keep costs low
and have the facilities to produce and |
distribute large quantities.

A business can adopt a
pricing strategy anywhere
between these two extremes.

A

High! o soms margin

) A low volume high margin

2 Strategy might be

3 determined by the quality of

\ Low volume Ehe PI"OGfUCt and its brand
high margin image. Businesses using [

;oL = this §trategy will target the

Margin premium end of the market.

Competition — a business has to
consider its competitors and the

Technology — new technology - position of its brand in the market
can lower the costs of >

: g \ ™ / prices may be applied to
production and allow a business \ / Aioai e (inie | ey
r— _—

to set a more competitive price A
characteristics
Influences on

__—— pricing strategy

- Market segment — different

Branding - products witha _— S o
strong brand can demand a higher £ ~—Product life cycle = the
price due to the perceived valve . / ) product’s stage in the
and desirability Costs — a business may set itself a product life cycle will
profit margin target (e.g. 150%) that influence pricing decisions

it adds to the cost of the product
or service in order to set its price

Worked example @ This is a good answer. Another
_ Way to approach this question
Explain one method a business might use to increase its profits. would be to explain how
(3 marks) - changing the pricing strategy

could lead to increased sales
revenue. The student could have
referred to a volume or a margin
strategy.

A business could increase its advertising. This
could lead to greater awareness and interest in its
products and therefore more revenue through sales.

Discuss why a business might only need to sell low volumes of its products in order to be profitable. (6 marks)
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Businesses use promotion techniques to create customer awareness of, interest in and
desire for their products. Effective promotion will also allow a business to build a strong
brand image and help boost sales at various times.

Features of promotion methods

Method

Examples

Benefits

|

Drawbacks

Advertising

T\, radio, magazines, posters,
websites, point-of-sales
displays, leaflets and brochures

% Can have a big impact and
grab customers’ attention if the
advert is in the right place and
uses the right medium

@ Can be expensive and it can
also be difficult to work out the
impact of advertising on sales

Sponsorship

Sponsoring sporting events,
music festivals and good
cavses such as educational or
environmental causes

% Can provide a business with
a lot of exposure and associate
it with a2 good cause

? Communicates very little
information about the features
and benefits of products and
semnvices

Product

é Can encourage customers
to use a new product or
service that they might not try

% Can be expensive to give
away free products

% Can boost short-term sales
and clear stock levels

@ Not sustainable in the long
term as selling at a discount will |
reduce profits '

You can revise

customers remember it and

% Can encourage customers to
connect with the brand, trust it
and become loyal to it

Free miniatures, product testing
trials and samples given away with

other products

otherwise

Special Buy one get one free (BOGOF),
offers free prize draws and discount

sales
Public Using a recognisable logo on all
relations promotional materials so that |

' % Takes a long time to develop |
|2 strong brand and brand image
can be damaged quickly by bad

branding in
more detail on

associate it with the product/

ublicit
business i

page 64.

The choice of promotion technigque or medium will depend on the

characteristics of the market segment being targeted (the target market). -
This is just part of }

a student answer.  t

B —

xample

orked e

- Discuss the likely benefit to a business of carrying out i
extensive promotion. (6 marks)

The student has started their
answer by identifying a relevant |
benefit. They have then gone
on to link their answer to how
promotion can lead to a strong
brand image and the benefits
that this might have. Next, the
student could go on to explain
the link between promotion and
increased sales revenue, 1

Carrying out extensive promotion will benefit a business
because people will become far more aware of it and its
products. This awareness could lead to customers choosing
the business over other competitors. Consumers are more

likely to purchase and trust a brand that they have heard of
over a brand that they have not heard of before...

try this

No

Explain one benefit to a business of using product trials to promote new products.

(3 marks)

63



Building 2 Had a look D Nearly there D Nailed it! D
business

aking marketing
decisions

M

The value of a strong brand

A business may benefit from a strong
brand in many ways:

Branding

A brand is more than
a logo or a slogan.
Although customers will
remember a business’s
logo and slogan, a
brand also represents
the characteristics
and personality of a
business. For example,
customers may associate a brand with * customers may trust a strong brand
characteristics such as ‘sophistication’, |
|
|

* customers may instantly recognise
the brand and what it represents

* customers may associate positive
characteristics with the brand

* a well-known brand may become a
first choice for customers, increasing
brand loyalty

* a strong brand may allow a business
to charge a premium for their
products and services.

“fun’, “value for money’ or “premium quality’.
A strong brand can be created by investing
in successful promotion.

Apps — businesses’ apps for
consumers and the opportunity to
advertise through third-party apps

Social media — a cheap form -_
of communication that provides
opportunities for viral advertising

\H‘"\x ———

“ Techneology
| in promeotion

—

Email — communications such as —_— s Targeted advertising — website adverts
e-newsletters that can be tailored to that use cookies and are targeted at
the needs and interests of customers particular consumers or market segments

Through technology, businesses are able to reach a wider variety of customers at a lower
cost than most traditional forms of promotion. Some forms of technology also allow
businesses to deliver a personal message specific to individual customers.

Make sure you
@ know what a brand
— is and the benefits

of a strong
Bmarks) | brand. A strong
brand is one that
many consumers
recognise and |
have positive
associations with — |
1.e. they trust it, 1

le

orked examp

Explain one reason why a business may want to develop a strong brand.

A business may want a strong brand because customers trust brands
that they recognise and are familiar with. This means that customers
may be willing to buy from the brand without needing additional
reassurance about a product’s quality and features. As a result, a
business with a strong brand can expect to achieve more sales.

1 Define the term ‘viral advertising’. (1 mark)
@ 2 Explain one reason why a business may choose to launch its own smartphone app. (3 marks)
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Place is about making products and services available to customers when and where those
customers want them. There are a number of channels that a business can use to make it
easy for customers to access their products and services.

Channels of distribution
o Retailing: e Retailing:

ErEER N | T > i

Manufacturer Retailer Customer Retailer Customer

0 E-tailing: 0 E-tailing:

» Bl TEO AT W g
" R : Y] -
Cstamar Manufacturer Third Far‘ty Customer
e-tailer
Benefits of retailing Benefits of e-tailing
* Customers have the opportunity to * Businesses do not have to rent or own
browse and try products. expensive retail space.
* Retailing offers point-of-sale promotion * Customers can buy at any time of any day.
(e.g. displays). * Businesses can access customers around
* Retailers can provide customers with the world.
help and advice. * Small businesses are able to compete
* Many customers enjoy the experience of with larger businesses without needing
shopping in a retail store. retail space.

ﬁ;;ﬁed @

Explain one reason why place is an important aspect of
- the marketing mix.

Location example

When choosing a site at which to
locate a retail store, a business must

consider: (3 marks)
ricost If a business gets ‘place’ right they will make
* proximity to competitors - their products more accessible to customers.
* proximity to the labour market - As aresult it is likely that there will be greater

customer awareness, which could lead to

* proximity to resources and transport ' '
. increased sales over time.

links.

The importance of each factor will vary

for different businesses. When answering this question, the student

could have made reference to either
retailing or e-tailing. L

Now try this

* Which one of the following elements of the marketing mix does ‘online’ represent?

~ Select one answer: (1 mark)
] A Price ] C Promotion
[ ] B Product [] D Place
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The marketing mix consists of four different elements, but these elements should combine
to form one joined-up or integrated marketing strategy that the business uses to meet
the needs its customers’ needs.

Gate s Different products
Linking the 4 Ps e e
If one aspect of the marketing mix does not link up with the others,  Jifferent places,

it is highly likely that the business’s marketing strategy will fail. 25 some are more
; suited to e-tailing
Increaang the features and function of a product will | while others require
have a direct impact on the business’s pricing strategy. | the experience and

@ customer service
WP provided by retailers.

A product targeted at Product
a premium market must
be promoted using
appropriate channels (eg. |
magazines or online) to '
ensure that the message i \

reaches its target avdience

It a business uses a high

volume low margin pricing
strategy, it is likely that there |
will be very little budget
available for promotion,

The marketing mix and competitive _
A competitive advantage i5 an

advantage advantage that one businéss has over
An effective marketing mix can help a business a competitor. The advantage is unique
build a competitive advantage over its rivals. and difficult to copy.

* Product — a product with unique features and a

strong brand can be highly desirable. When reading a business case

* Price — a business that finds a way to set its prices study, always consider which
lower than its competitors’ will be more competitive. ‘P* might be the most important

* Promotion — a successful advertising campaign can for the success of the business
attract consumers’ attention and build a unique brand. in question. For example, in a

* Place — a highly visible and convenient business highly competitive market where
location can help a business attract customers that products are very similar, price
other competitors cannot attract. %may be the most important

element of the marketing mix.

le

w_t;;ke(_l examp

Explain one way that price is connected to place as
- part of an integrated marketing mix. (3 marks)

@ | The student makes the connection between |
place and price in their last seéntence. This

answer shows an understanding of how
e-tailing can help a business lower costs,

- Price is connected to place becavse some

products are suvitable to sell online as they
- are easy to package and post. As a result,
. they do not need to be sold in retail

stores and = be shipped directly to Discuss how the marketing mix can help a
- customers. This means that costs can be j ~ business gain a competitive advantage.
kept down and the price can be lowered. (6 marks)
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Operations is the business function that organises, produces and delivers the goods
and services produced or provided by a business. It is the key function that transforms
resources into finished goods (a physical product) and services (a solution or utility).

The production process oDesign

The production process involves a business
using its resources (e.g. raw materials,
finance and the skills and knowledge of its
workforce) to produce goods and provide
services that customers can buy.

Production methods

A business may use one of three different
production methods. The choice of method
will depend on the nature of the product
and the level of production.

Job production ] Batch production

E.g. a house
extension
__'_O_ne—off or bespoke produgﬁ - * Larger volume of products than job * High volumes a@ow margins |

* Focus on customer needs and production (with high productivity)

individual service * Some flexibility (e.g. different flavours) | * Standardised production
* Specialist skilled workforce increases | * Semi-skilled workforce * Low skilled workforce

costs * Some levels of automation * Highly automated process
* High profit margins * Productivity reduced when switching | * Setting up expensive
* longer production process | between batches ' machinery increases costs

: o mple

Production and competitive orked examp
advantage ~ Explain one benefit to a business of improving its
Operations is linked to productivity, productivity. (3 marks)
ﬂembl.hty, cost and -quahty. For example, if - If a business improves its productivity, it
= busmesg el pr‘om-de custom 'pr‘oducts ~ will have more products to sell that are
and i b this will make thelr: p-r'oducts produced at a lower cost. This means the
more de-35|r'able to c?.ustomer's. Similarly, - business can improve its profit margins
controlling production costs can allow | and will have more products to sell to its
a business to lower prices or increase | I customers.
PI"Oﬁt ma r‘gins. You can revise the definition of ! )
productivity on page 68. ' The student has made the connection

= between productivity, costs and profit.

ow 17 this Jre B

Define the term ‘job production’. (1 mark)
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Techneology used in business

operations

Examples of technology used in businesses’
production processes include:

@ computer-aided design (CAD)

@"/ supply chain management (SCM)

@ geographical positioning systems (GPS)
{@/ electronic point of sale (EPoS)

@(_SD printing

@ e-commerce.

Economies of scale

Economies of scale is
a term that describes
the situvation where
the average costs of
production fall as the
volume of production
increases. This is an

gain as they grow in size,

Cost per unit

Output

Factors influencing the use of
technology

There are several factors that need to be
considered when a business adopts the use
of technology in its operations. Technology
can have an impact on each of these factors
and they all need to be balanced. For example,
a technology that improves productivity may
have a negative impact on quality.

Productivity \ Cost

Factors affecting choice of technology

advantage that businesses -

The impact of technolegy

on operations

&y Speeds up the production process.
& Keeps businesses in touch with their
customers.

&y Lowers production costs.

&) Ensures fewer mistakes and defects.
& Can involve a costly initial investment.
& Can quickly become obsolete.

&’ Requires employees to be trained
to use new technology.

Productivity

Productivity is output per worker.

It measures how much each worker
produces over a period of time.

. Increasing productivity leads to
greater competitiveness in a market.
Productivity can be improved by
increasing output or by lowering the
costs of production (inputs) while
maintaining output.

w_r;l;ed example

- Discuss how investment in technology can help

improve the productivity of a business. (6 marks)

-~ One way that technology can help improve
_ productivity is by speeding up the

production process. Many businesses vse

- robotics and computer-aided manufacturing

to make their products. Although this can

- be more expensive, a computer-operated
. machine can produce more product5 than

a human can and with fewer errors..

5 = iy —  The student has used a | This is just
Flexibility Quality good example to illustrate part of a
—— — their point. How would you | student
Now try this @ finish this answer? = answer.
Give two methods a business could use to reduce costs in the production process. (2 marks)
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Managing stock is about managing the materials that a business holds in the most efficient
and effective way. Stock can include materials waiting to be used in the production process,
work in progress, and some can be finished stock waiting to be delivered to customers.

Interpreting bar gate stock graphs * The maximum stock level is the most
Stock level Stock that a business can hold.
L] ,
1000 {—— : —_— - Maximum The re-order level is the level of stock
=) - at which new stock will be ordered by I

\ stock

ok the business. The difference between
this level and the point at which stock

- Re-order increases is the time it takes for the i
level stock to arrive,
Minimum * Also known as buffer stock, the minimum
stock i
stock |
3 | o evel is the lowest amount of stock

3
i : ' ; :
o 3 2 3 & Widka the business will hold. It is a safety net in
case there is a surge in demand. E
Just in time stock control
Just in time (JIT) stock control is a stock management system where stock is delivered only
when it is needed by the production system, and so no stock is kept by a business. For JIT

to work, a business must have good relationships with suppliers, a well-organised production
system, and regular demand for their products.

Benefits of holding little or no stock:

Holding stock
Benefits of holding stock: =} @ Cost saving in not
= having to store stock.

() Any unpredicted surges i 53 3
in demand can be met. ML <SS (\Z( Less chance of damaged
or stolen stock.

’(P/( Damaged goods can be replaced.
(g Businesses can receive discounts @ Employees can focus on
tasks other than managing stock.

for bulk buying.
(Y Can reduce costs of production, which

@( Limited risk of problems supplying
v b e il makes product pricing more competitive. |

R Always show workings when ;
Worked examPle @ answering a ‘calculate’ question.
Stock level -
- The diagram illustrates the bar gate stock for Movin’ .
Mice at the Chipping Toy Box.
- Using the diagram, calculate how many weeks it will 60 JEONCE N | Re-order
- take for stock of Movin’ Mice to arrive at the Chipping level
Toy Box after re-ordering. You are advised to show your
- workings. (2 marks) - \ \
- Stock is ordered in week 3 and arrives in week
&. Therefore & — 3 = 5 weeks. 0 Number
0 5 10 15 of weeks

Using the diagram in the worked example, identify the number of Movin' Mice the Chipping
Toy Box holds as a buffer stock. (1 mark)
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Choosing the right supplier to work with is an important decision for a business. Suppliers
can have a significant impact on a business’s costs, flexibility, reliability and customer relations.

Working with suppliers

A business may use one supplier or
many suppliers. Suppliers are a key part
of a business’s operation and finding

What makes a good supplier?

@ A good price (value for money) on
products and delivery

the right supplier could be crucial @( Flexible deliveries
to a business’s competitiveness and @( Reliable deliveries
success. Businesses may consider @f Discounts for large orders i

several different factors when choosing
a supplier. One factor may be more
important than others due to the nature
of the products and the business.

@ High-quality supplies |
@ Availability of products (short lead times) |

The impact of logistics and suppliers

Suppliers and logistics can have a significant impact on the operations of a business.
A business needs a supplier they can trust.

Flexible suppliers can help ¢ Late deliveries can Foor quality can lead to
a business meet customer | hold up production. | dissatisfied customers and
needs more easily. products being returned

.'ﬂ'

ﬁ Supplier Business - . Customers & p ?
— o ' i
e =T __' [ )

] —CES Uk

| \ i : i

Securing good contracts and /
The services provided by a + supplier agreements can help | /
supplier can directly influence a business achieve economies Using a supplier to deliver

the reputation of the business [ of scale as it grows. products directly to
that uses its products. u customers can be risky |
- they are not reliable.

~ Explain one reason why a good supplier relationship is important for a business. (3 marks)

Worked example

A good supplier relationship could ensure that the supplier is willing to be flexible. This might
- mean that the business is able to change orders at short notice and get raw materials and
. products delivered quickly. As a result, the business will be better equipped to meet its
customers’ needs.

The student has made a connection between a good
supplier relationship and the impact this could have
on the ability of the business to satisfy its customers, |

1 Define the term “stock’. (1 mark)
@ 2 Explain one factor that a business may consider when choosing a supplier. (3 marks)

10
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There are two ways of achieving good quality in business: quality control and quality

assurance.

* Quality control is seen as one part of the chain of production. A quality controller will
examine and/or test for quality once a product has been made or a service has been

delivered.

* Quality assurance involves focusing on quality at every stage of the production process.
Everyone is involved and is responsible for contributing to the achievement of a quality
standard. As a result, there should be zero defects.

The benefits of good quality

@ Good quality allows for a premivm
price to be charged.

@ Good quality builds a strong brand
image.

@( Good quality is closely linked to
meeting customer needs and can help
provide a competitive advantage.

@ Quality is a way of differentiating
a product.

Quality also ensyres
that there is less waste
because there are fewer
faulty products, which
helps businesses to
control their costs.

\é;;ked example

Discuss the reasons why a business may choose to adopt quality

assurance in the production process.

- A business might choose to use quality assurance because

it ensures that every employee takes responsibility for the
quality of the products and services they produce, instead

- of a small number of quality control officers. Consequently,
there will be a lower proportion of faulty products and

- customers who are dissatisfied with the service they

~ receive. This will help a business build a solid reputation for
quality and avoid the costs associated with repairing or

- replacing faulty goods...

Explain one benefit to a business of producing high-quality products.

Quality assurance checklist

A guality assurance system requires a
business to:

@"/ have quality as the focus of every
process

@-( involve customers and suppliers at
the design stage

@ aim for zero defects

@ have quality as the responsibility of
every employee

@ have managers who ensure there are
systems in place to assure quality

@ meet a quality standard, such as
1ISO 9000

@( make good quality part of the

business’s culture, so it is something
everyone aims for and is involved in.

This is just part of a |
student's answer

The student has identified
a reason for using quality
assurance. They have then
gone on to develop their

(6 marks)

of reasoning to explain the
benefits the business might
receive. The student could
oW go on to explain a
second point, with several

more linked strands of
% development.

(3 marks)

answer with multiple strands |

Makingr ®Perationa]
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Many customers place the greatest value on the customer service they receive from a
business, even more than the price they pay or the quality of the product. Customer
service is one way that a business can add value to its products and services.

The importance of customer service

Good customer service leads to:
&) satisfied and loyal customers
& positive brand image and reputation

% differentiated products with a competitive

advantage

& increased sales and repeat purchasing.

Poor customer service leads to:

& poor customer satisfaction and low
customer loyalty

% poor brand image

% inability to differentiate products and to

charge premium prices

%’ falling sales and repeat purchases.

Factors affecting the sales

process

Some products have a short sales
process (e.g. a bar of chocolate), while
others may involve an extended sales
process over a number of months (e.g.

a house purchase). A business needs

to manage each stage of the process
effectively to ensure the sale is complete
and customers are totally satisfied.

Depending on the product or service
being sold, the business may need to
consider:

* the product knowledge of its sales staff

the speed and efficiency of its service
* customer engagement with its products
* its responses to customer feedback

* the post-sales service that it provides.

&>

- Give two drawbacks to a business
of poor customer service.

(2 marks)

The sales process

The sales process identifies the key
stages of buying a product or service
that contribute to customer satisfaction.
This means that it is an important part of
providing excellent customer service.

Customer

/Y o interest

Customer 5peed and
onalty The sales efﬁcnency
Ehece =S of service

Post-sales Cu5tomer'
O SR 3
¥ scrvice ¥ cngagement

Considering the sales process

Businesses may consider these questions
about the five stages of the sales process.

2]

(3

How can we grab the attention and
interest of potential customers? (e.g.
using emotive language in advertising)

How can we ensure that we respond
to customers’ needs promptly? (e.g.
ensuring all customers receive a call
back within 1 hour)

How can we build relationships with
customers and meet their needs?
(e.g. having reqular communication with
customers and inviting them to special
events)

How can we ensure that customers
remain happy after buying our
products? (e.qg. using follow-up surveys
to measure satisfaction levels)

How can we encourage customers to |
continue to buy and engage with our .
brand? (e.g. making customers aware of |
new product launches)
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When managing the finances of a business, it is useful to distinguish between two specific

measures of PI"Ofit — gross PI"Oﬁt and net PI“O'ﬁt. You may want to revisit profit on page 18 before you
revise gross profit and net profit on this page.

Calculating gross preofit and net profit

Income Statement: Year 1 A profit and loss account for ABC Trading Ltd |
Sales (Revenue)
Celebration cak'es 6979.00 Ouantifative Cross Pr‘oﬁt e PFOﬂt that a business |
Cakes stocked in store 2742.00 @ makes on its traqu activity before an |
S oA indirect costs have been deducted. ﬁ"ﬂ
Total sales 186100.00 I
Cost of sales: S _ Cost of sales |
Materials and ingredients 3216.00 Gross PFOfIt = Dalcaiicvenle < :

(or turnover)  (the cost of buying,
Gross profit 14 882.00 PFOdUCin@ and distributiﬂ@ I
Expenses (Costs) Pl"OdUCts and 56(‘\{1665)
Interest on bank loan 240.00 D
Rent, business rates etc. 1620.00 @ Net profit (also known as the |
Salaries 7400.00 skills bottom |in6) is the profit that a 1
Equipment & repairs 3317.00 business is able to return to shareholders (owners) or

| Electricity, water etc. 743.00 reinvest back into the business. 7
LEARN IT!
Total expenses 13320.00 W

Net income (profit/loss) (1562.00) Net profit = Gross profit — Other operating
expenses and interest 1

Improving profit £ 1 increase
: : : |
A business can improve profit by lowering costs or Profit il
increasing revenue. However, this can cause problems. T . Lowering costs
N : . % - and increasing
The problem with increasing revenve is that the lower 4 G e
methods used can also increase costs. costSl r ] " two ways of

* The problem with lowering costs is that doing so can i
detract from the value of the product or service, — Tads
reducing the business’s ability to make revenue.

Costs Revenue

orked examp le LTy The student
@ skills has clearly
- Using the profit and loss account for ABC Trading Ltd above, shown the steps they have i
calculate gross profit. (2 marks) taken to calculate the gross

Total - Cost of sales = Gross T | profit, starting with the |
sales (direct costs) profit LEBRN 4 fPormula. The direct costs in {

el = £3218 = £14882 this example are the materials
~ and ingredients of the cakes. I

Explain one reason a business might calculate its gross profit. (3 marks)

13



Building 2 Had a look D Nearly there D Nailed it! D
business

A profit margin is the ratio of profit compared to sales revenue. Businesses will calculate
the gross profit margin (GPM) and the net profit margin (NPM) of their products and
services. Profit margins give an indication of a product’s profitability.

Income Statement: Year 1
Sales (Revenue)

Celebration cakes 8979.00 ’ ]
Cakes stocked in store 2742.00 Qua.ntitative The GPM indicates the Pr‘OPOFtlon Of_

Cafe cakes 6379.00 @ sales revenue turned into gross profit.
Total sales 18100.00 For example, a 40% GPM indicates that 40p in every £1 of |
Cost of sales: 53165 becomes QI“OSS PFOﬁt' )

.Mater‘ials and ingredients 32186.00 Gross Pr'Oﬁt marq}in (cyo) = Gross PrOﬁt x 100 |

Gross profit 14 882.00

Expenses (Costs)

Sales revenve .
LEARN IT! |
Interest on bank loan 240.00

@ ITTUTPT The NPM indicates the proportion of sales
Rent, business rates etc. 1620.00 skills revenue turned into net PT"Oﬂt. For I

Salaries 7400.00 example, an &% NPM indicates that 8p in every £1 of sales |
Equipment & repairs 3317.00 becomes net PrOﬂt.

Electricity, water etc. 743.00 Net PFOﬂt mar@in (%) - Net PT"Oﬂt X 100

Total expenses 13320.00

Sales revenue LEARN IT! ‘-l_

Net income (profit/loss) (1 562.0_0)

@ Average rate of return (ARR)

Average rate of return (%) = Average annual profit (Total profit / No. of years) « 100
Cost of investment

A business will calculate the average return [ 7 TNzt cash flow (£)
that it receives on an investment over the Option A: New machinery | Option B: Extend factory {
investment’s life span as a percentage o (£600 000) (£1000000) |
of the initial cost of the investment. The 1 £200000 £300000 | ‘
Kulats H dt diff. t = £300000 £300000 |
calcvlation is used to compare different 3 22000600 £300000 | |
investment opportunities to identify which 4 £100 000 £300000 | |
is the most profitable. Table 1: Investment opportunities for ABC Trading Ltd
m——— e A number shown in brackets = .
Worked example is negative, or a cash outflow. |
- Using the information in Table 1, calculate the average rate of return for Option A. (2 marks)

. Average annual profit = (200000 + 300000 + 200000 + 100000) _ £ 200000 |
4
Average annual profit (Total profit / No. of years) x 100
Cost of investment

200000 t

| Average rate of return = 200000 X 100 W Quantitative An ARR of 33.3% |
1 skills 5quest5 that,on |

Average rate of return = 0.3333 X 100 = 33.3%

- Average rate of return =

average, this project gains a return of
' 33.3% each year based on the initial
investment of £600000.

Define the term ‘average rate of return’. (1 mark)

14
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Businesses use quantitative data from a wide variety of sources to make informed
business decisions. The accuracy and reliability of this data is extremely important in order
to help businesses make the Pight decisions. You can revise the use of data in market research on page 10.

Uses of data
A business will use quantitative data to:
* monitor the performance of the business

* compare its performance with that of its
competitors

* anticipate the needs of customers or
identify trends in the market

* make business decisions, €.g. production
volume and sales targets

* set business aims and objectives.

Graphs and charts

Graphs and charts can be created using
quantitative data to:

* demonstrate the relationships or
correlation between two sets of data

* represent proportions (percentages)
* show trends over time and make forecasts
* measure the performance of a business

* identify unusual factors or events, and their
impact on the business.

Make sure you
understand what the [
axes represent. Consider
whether the graph or |
chart shows any of the
factors listed above.

Sales

@ Interpreting graphs and charts

A graph is a visual
representation of
business data.

A chart is a very
€asy-to-interpret
visual representation
(e.g. a pie chart) that
shows differences in
information.

Age of

customer

Number of

purchases

o

Worked example
- The chart shows the sales volumes for a business
during its first three months of trading. The selling

price of its product is £250.
Calculate the business’s revenue for the first three

months of trading. (2 marks)

| Revenue = Price X Quartity | LEARN IT!

Jan revenve = 4000 x 250 = 1000000
i Feb revente’ = 5000 25080 — | 250000
- Mar revenue = 2500 X 250 = 625000

6000
5000
4000~

3000+
2000+
1000 —

Sales volumne

O_

January February March

Month

. Total revenue for first three months = £2 875000 &

Explain one way that a business might use its historical sales revenue figures.

(3 marks)

Quantitative 25 prepared to read financial data |
@ from tables and charts in your exam.

15
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ala

Quantitative data is information that can be expressed in numbers, such as percentages,
ratios, profits and indices. Financial data is a particularly important type of quantitative
data used in business.

Financiil Demographics Number of
Costs\ aicoun s _ Interest \ competitors
Sales figures/ — i / rates I
revenue Financial Tax Ma'rk.et"__d__.--f-"‘_" Size of
Cus.tome.r' data Fates data market
satisfaction ratings \ / T 5
> ; ~ Growth
Customer h__“__> Marketing | Types of data that businesses Zhocat
visits data

use to make decisions

Customer opinions

The limitations of financial data

There are several limitations of financial data that businesses need to consider when making
decisions that are based on financial information.

* It is historical — when using financial data, businesses will make decisions about the
future based on past performance.

* The reasons behind the numbers — the fact that sales revenue has fallen might not be as
important as understanding the market factors that led to the fall in revenue.

* Statistics can be manipulated - facts can be expressed in different ways to give them
a different emphasis.

* Business performance is not solely judged on financial performance — there are many
other qualitative factors that need to be considered, e.9. business reputation and

employee motivation.
Worked R
Smoothie sales throughout Smoothies: a snack

The diagrams show data on smoothie consumption. the day or a meal?

;.-xample

(a) Using the information in the diagrams, identify — 14% -
the most popular time to buy a smoothie. After
(1 mark) S5p-m
(b) Using the information in the graphs, identify
how the majority of people prefer to consume
a smoothie. (1 mark)

%o
.~ (a) After lunch (1 to 5 Pm) :;ter' lunch

During lunch rush

(b) As 4 énack (59070) (1to 5 p.m.) (1M a.m. to1p.m.)

" @ soku:i:l';tihﬁve ‘Identify’ questions require you to interpret information from a graph
chart or diagram. Make sure you practise reading these.

Discuss the reasons why a business should be cautious when using financial data to make business decisions.
(6 marks)
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Organisational structure is the way in which a business is structured to achieve its
objectives. This is normally through a hierarchy. A hierarchy is a structure of different
levels of authority in a business organisation, one on top of the other.

Hierarchical and flat structures

A business with a hierarchical
structure has a long chain

of command. This makes the
business easier to control

and provides opportunities

for promotion, but it can be
costly and slows down effective

#

Organisation charts

A business’s organisational
structure can be shown using an
organisation chart.

communication.

e
N,
.

#
A A4

A business with a flat
structure has few levels
of management but a wide
span of control. This
improves the business’s

A hierarchical structure

o Director
: 1 :

A 1
g @ | E}Line managers
S T DA U e s s
540 8 84 /A A AR
Subordinates - B
SPAN OF CONTROL

4

# &

flexibility but lines of
auvthority are not always clear.

Centralised or decentralised?

* Centralised decisions are made by senior
managers (normally at head office).

* Decentralised decisions are delegated
to regional employees at local stores and
branches.

Centralised Decentralised

A flat structure |

Line managers can pass on
authority to their subordinates
through delegation.

Size

As businesses expand they will naturally
employ more people, increasing the
chain of command and span of control.
The size and structure of an organisation
can have an impact on communication,
control and flexibility of a business.

Increased control and
standardisation

|

I local customers better

Decisions can be slow | Loss of control

Decisions devolved to branches
or divisions that may know their

A business can downsize (reduce size)
or delayer (reduce the number of
layers in the hierarchy) to:

* reduce costs

Worked example

©

- Explain one reason why a business might
~ choose to reduce the number of layers in its
organisational structure. (3 marks)

Making an organisation’s structure flatter
. can reduce costs and unnecessary
employees. As a result, the organisation

- could operate more efficiently and this could -

lead to increased profitability.

* improve efficiency

* improve communication.

- You need to give a clear benefit of reducing the

number of layers and then develop two arguments
about the knock-on effect of this (such as operating |
more efficiently and increasing profitability). i

N;W try this

1 Define the term ‘span of control’. (1 mark)

2 Explain one drawback to a business of having
a long chain of command. (3 marks)

11
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Good communication is extremely important in business. Effective communication ensures
that the business’s vision, mission and objectives are clear, that customers are able to
understand its products and services, and that employees feel motivated because they
understand their role within the business.

The communication process

. . Impact of poor communication
For communication to be effective:

Insufficient or excessive communication can

* the sender has to choose an have an impact on:

appropriate medium to reach the
i @ employee motivation

receiver 5

* feedback should also be available g customer service
to ensure the communication has \@/ the number of mistakes made
been successful. @ the understanding of employees

@ the efficient implementation of decisions
@( the image/brand of the business (through |

advertising). !
Types of communication Barriers to effective
communication
: 5
t —* Using inappropriate mediums
or email system failure.
" * Being angry or tired.
i ~* Cultural differences.
Sorrmal commRIGAEION = . * Use of jargon. This depends
is approved by the Informal communication on the skill or knowledge of
organisation. It follows (€.9. gossip) is also used in the sender or receiver.
set rules of communication business. It can get in the way :
used within a business. _ of effective communication, ' * Too much or too little

information.

Information overload @

When workers are faced with too ~ Explain one barrier to effective business communication.
much information (e.g. receiving (3 marks)

more than 100 emails a day ' One barrier to effective communication is cultural

or complicated instructions), . differences. When a business is working with a

their motivation and efficiency foreign company, employees in the two businesses
will fall. Managers must ensure - may not understand cultural references or meaning. -
communication is controlled and This can lead to mistakes being made, such as the
organised effectively to ensure | ~ wrong product being shipped, which could lead to
that this does not happen. . customers receiving the wrong products.

The student has developed ‘
their explanation with two points

of development and givén a
Discuss the likely benefit to a business of good communication. relevant example.

(6 marks)
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People do not have to work for just one business operating from a particular location.
The growth of technology and flexible working arrangements mean that employees can work
from home or on the road, and businesses can employ workers when the need arises.

:Zl:,:;me Flexible working
Part-time : If a business can use flexible working contracts,
hours . \ it has more control over its costs and can
F ] _~ Flexible | increase or lower its capacity when it needs
Types of |~ hours to. Freelance contracts are often used when a
worker business needs to employ a specialist, such as
/'"'———;—”—* a consultant or accountant, for a short period
Freelance \ of time. However, the problem with flexible
contract B 5 contracts is that employees might not be very
Czrnr:f::tn committed to the business if they do not have
Tomporary long-term job security.
contract

The impact of technology on ways of working

* Remote working — Employees can work from home while keeping in touch with colleagues
through teleconferencing and email. Working arrangements can be agreed to meet the
needs of the business and its workers, e.g9. working from home one day a week.

* Video conferencing — Face-to-face communication and presentations can be streamed
live over the internet so that employees no longer need to travel long distances to
meet clients or share important information. This is more efficient as employees do not
have to spend time and money travelling.

* Management information systems — Business intranet systems hold vast amounts of
information that employees can access using a computer anywhere in the world.

ﬁ;}iZa example

The student has
Discuss the impact on a business of employing workers on permanent contracts considered two
- instead of flexible hours contracts. (6 marks)  regsons why one

form of emp[oyment
is better than

~ With a permanent contract, employees will feel as though they have
more job security and this may mean they are more motivated at

- work. As a result, they are going to be more productive. Furthermore, another. They have I
if an employee has a flexible hours contract, they may not have a also used business

| guaranteed income and may look for a job elsewhere. This could lead terms throughout

. to high rates of labour turnover, which may have an impact on the and developed their
business’s productivity and could result in a rise in recruitment costs. answer.
Define the term ‘remote working’. (1 mark)
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Within a business there is a wide range of roles, which all relate to one another to form the
organisational structure. The role at the top of a business is the managing director (MD) or
chief executive officer (CEO).

Key roles and responsibilities

Role Responsible for... Example l
Directors * overall business performance L A CEO setting profit targets and making |
* business target-setting and strategy formation | key business decisions B
h;ienior managers * management and leadership of key business The senior managers of a m_arketinq,
| functions department and the employees within it
| Supervisors and team * leading a team of workers A head waiter supervising a team of five |
| leaders * performance management | waiting staff, monitoring performance and |
* providing training, support and motivation delivering on-the-job training =
éperational staff * carrying out the key operations of a business | A desig_ner working in a fashion company |
Support staft i * providing services E@ts—uppo?t the main I A secretary carrying out administrative
function of a business | work at a dentist’s practice
The recruitment process Shortlisting and selecting candidates

A number of documents are used in the

IEIRE A DHTRIRTI SR recruvitment process to help identify the

Including job adverts, job particulars,

job descriptions and job specifications best candidates. These include:
ﬂ * application forms
\ 4 * curriculum vitae (CV)

Receive applications
Through CVs, application forms and letters

* job descriptions

@ * person specifications.
Shortlisting e
A list of suitable candidates is drawn up Worked example
@ - Which two of the following documents are used in -
Selection the recruitment process?
involves interviews and assessments; - Select two answers: (2 marks)
references might be requested w A Job descripti on
@ [ ] B Business plan
e - [ C Person description :
raining ..
To develop skills using on-the-job and off-the-job 1 w D Appllcatlon form ‘
training (all staff, but especially new staff) D E Cash-flow forecast
The candidate selected must have the right A person specification is used in
skills (e.g. the ability to operate computers recruitment, not a person description.

or machines) and attitudes (e.q. flexibility
or hardworking).

‘Now try this

Explain one reason why a business might employ team leaders. (3 marks)
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As small businesses grow, they may employ workers to fill new roles in the business.
Businesses want the right employees for the job. The recruitment process is crucial in
achieving this.

Job description Person specification

A job description contains the essential A person specification contains a
information about a job role. It will include: description of the characteristics,
* the job title qualifications, experience and skills

that are required to meet the needs of
the job description. These factors are
normally broken down into:

* who the person is responsible to (line manager)

* who the person is responsible for
(subordinates)

* the key duties
* the salary or wage.

* essential characteristics (must have)

* desirable characteristics (would like).

Curriculum vitae (CV) o
A CV is a document that lists a person’s experience o e

AR AR AAARAAAAAAN
AN A

and qualifications, including details of their: Education ||

S

* education and qualifications skis | [} |

* employment history
i : CVs can be used to give an employer
dieadliosand EXpeticice an overview of the qualifications and

experience of potential employees.

* references from current or previous employers.

Types of recruitment

Internal recruitment External recruvitment N
Promoting an employee who currently 'y Recruiting someone who does not /-"'.___
works for the business to a new role. ;’**\ already work for the business. ﬁ / **\
Fast and easy to advertise vacancy. i‘* * g More potential applicants. f**A\'
Cheaper than external advertising. *ﬁ%*\ New ideas and skills brought into ARAA
Candidates already know the business - the business. -
so will be more efficient from the beginning. é. Suitable if the business is growing and needs more
& Fromotion opportunities motivate current employees. | employees.

Techniques used to help identify the best candidate
for a job may include interviews, tests, role plays,
group discussions and candidate presentations.

W;;l;;d example

Explain one reason why a business might use external recruitment. (3 marks)

A business might use external recruitment if it intends to expand. By using external
recruitment, the business will attract a wider number of new candidates from outside the
organisation to help it grow in size. These candidates might also bring in new ideas
and skills that help the business grow.

The student has shown a good understanding
of external recruitment. The two points of
development are linked to the reason that
they have given (intending to expand).

Define the term ‘person specification’. (1 mark)
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A business is only as good as its employees, which is why employee development is

Had a look D Nearly there D Nailed it! D

so important to businesses. Employee training and development improves the business’s

knowledge and skills.

Formal training
Employees attend specific training

courses to improve their skills. These developing skills and experience over time or
courses: by being coached by other employees. This:

@1 may be provided by external @1 is cheaper and less-time consuming than
companies who are subject or industry formal learning

specialists ) gives employees real or ‘hands-on’

& may offer formal accreditation or experience

qualifications @’ may be stressful for employees if they are
% can be expensive and time-consuming doing the job without all of the necessary skills

@ may require employees to stop
working while they are training, so
productivity falls.

Performance management

All employees in a business should receive performance
management. This involves setting targets for personal
development and performance, and agreeing these
targets with their line manager. Performance management
may be used to support internal promotion and pay
progression. Performance management meetings are
formal and may take place several times a year.

It is likely that ongoing training will be made part of an
employee’s personal development, e€.9. gaining relevant
qualifications or attending external training courses.
These may be set as targets.

W;;k_;d example

- Explain one reason why a business might send its employees on an

external training course. (3 marks)

A business might send its employees on an external course in
- order to develop new knowledge and skills. This means that
the employees will then be better equipped to do their job

 and the productivity of the business will increase.

‘Now try this

82

Which one of the following is not a method of training employees?
- Select one answer:

[ ] A Conferences

[ ] B Observing colleagues work

Informal training
Employees learn skills ‘on-the-job’, by

@ may mean that employees have to take
responsibility for seeking or providing training.

Performance management
documents are a formal
record of an agreement
between an employee
and their line manager.

The student has developed

their explanation, making a link

between training employees
and the impact that this

will have on the business,
Alternatively, the student
could have explained that
external training may bring
skills into the business that
do not already exist or may
allow employees to be trained

by recognised specialists in 2
particular subject or industry.

[ ] C Paying a good salary
[ ] D Gaining a formal qualification

(1 mark)

Performance management form
Outcomes | Deadline | Support
Target 1

Target 2 _
- 1 ]
Target 3 1i i
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reMaklng- human
Source decisiong

Skills — training employees will improve their skills
and valve to the business. Having the most skilled
employees may give a business a competitive

~ Motivation — as employees improve their
skills and knowledge, their confidence will
also improve. This can lead to a highly

advantage over its rivals: motivated and happy workforce.

| The importance of training
employees

Retention - investing money in training employees shows that the business values its
employees. This means they are less likely to leave to find a job elsewhere, so improving
the business’s retention rates.

Techneology and training

New technology has benefits and drawbacks when
training employees.

Self-learning

Employees can now take
responsibility for their own
learning. Many training
courses are available online for

employees to complete in their
& Training can be more flexible and can be accessed own time.

remotely using webinars and online courses.

% New technology enables training as employees
can use computer simulations (e.g. pilots and
surgeons).

Technology can also be

@ Employees need to be retrained whenever new used to record employees’
technology is introduced. This can be expensive performances, e.g. a teacher
and can lower productivity. can watch a video of one of

their own lessons. This makes it |
easier for employees to monitor |
their performance and learn from
experience.

Ter::hr.ology can be used as a low-risk method of
training employees to do high-risk tasks.

- Always try to make two
clear points within a
definition. For example, this
Student has mentioned
‘targets’ and ‘pay and
Ferformance management is where employees are set targets rewards’, both of which _
for the year ahead. These targets may be linked to their pay are characteristics of

il diaal performance Management.

Worked example

Define the term ‘performance management’. (1 mark)

Consider the trade-offs that a business faces when

de.ci.ding whether to spend money on employee
@ training. What else could they spend this money on?

Discuss the reasons why a business may choose not to invest in training its employees. (6 marks)
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Motivation is an important factor in running a successful business. A highly motivated
workforce is more committed to the business and will have a positive impact on customer
relationships. Motivated employees are also more likely to continue working for the
business and will be more productive.

A motivated workforce

Motivation can:

@ create a hard-working and flexible @ improve customer service
workforce, that is willing to "go the extra @ improve communication within the
mile’ for the business business

@ encourage employees to have greater @/ attract and retain good employees

commitment o theiomanisation @ increase productivity because the

@ reduce employee sick leave rates workforce is happy:. .

Financial methods of motivation

Businesses often use a variety of financial methods, such as remuneration, to motivate
their employees. Different methods work well for different types of role. For example, a
commission-based structure works well for sales roles. Choosing the right remuneration
method will maximise employees’ productivity, whereas using the wrong method could waste
money and fail to provide any benefit.

Time-based systems | Salaries Results-based systems Fringe benefits Career |
(suitable where output or progression
success can be measured) .
* Wages for part-time | ® For non-manual jobs | * Fiece rate * Company car * Promotion |
or full-time workers
* For professional * Commission { ® Healthcare

* Qvertime workers ]
* Bonus schemes | * Fension schemes

| ]

. |

* Company discounts

vid;i:;d example

_ | How important is money? °
Give two other financial methods of Most people think that I
motivation, apart from salary and I
payment by the hour, that a business
could use to reward employees.

receiving a fair income is
important. However, some 3
theories of motivation state B

(2marks) | that money alone is not enough Cood peroos
; . By relationships
1 Piece rate | to fully motivate people in the at work canbe |
2 Commission workplace. Other needs are as an if}"P‘{f‘ta“ft
. V important or even more important matiyating e |
There is no need to explain motivating factors, such as self-
in a ‘give” question. | esteem and the freedom to be creative. !
Now try this @
Explain one benefit to a business of rewarding workers using a piece rate system. (3 marks)
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reMak:lng humap
Source decisiens

Job enrichment - develops
employees’ skills by giving them

©  opportunities to lead, make
key decisions and take on new
responsibilities.
| Neon-financial methods
of motivation

\ Employee reward scheme

— recognises employees’
performance and contribution
through schemes, e.q.
employee of the week.

Job rotation - gives employees the
opportunity to work in other areas

of the business, experience different \
roles and develop new skills. \

Teamworking — allows
employees to develop
social bonds through
being part of a team.

Empowering employees

Autonomy

Autonomy means being
empowered to make
your own decisions.
Employees are often
more motivated when

20% time

Google used to have a policy known as ‘20% time'.
This gave employees the freedom to devote one

day every week to a creative project of their choice,

in order to develop new innovative products and
solutions to problems. Many businesses have
adopted similar policies, with the intention of
motivating employees by giving them more
creative freedom in their roles.

they can make their

own decisions and |
choices about the

best way to work and

achieve their goals.

\_#;;I::d example

Discuss the likely benefit to a business of rewarding the achievements of its
employees. (6 marks)
By rewarding the achievements of its employees, a business will be
helping to motivate its workforce. This is because the employees
will feel pride and gain greater self-esteem as a result of their
achievements at work being recognised. As a result, employees
will feel valued and work harder. This can lead to higher levels of _
productivity and better customer service. Motivated workers are also having a motivated
less likely to leave the business, which means lower recruitment and workforce, I
training costs. These savings can be put into the financial rewards, ]

such as bonuses, for employees to further boost motivation.

The student has
developed their
answer with i
several benefits of

Explain one advantage to a business of adopting job rotation. (3 marks)
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In Sections B and C of Paper 2, you will have to review a full-page case study before
answering questions. You should aim to spend about 10 minutes reading the case study
before you attempt to answer any questions. Have a look at the sample case study below,
then look at the worked examples on the next five pages.

4 )

Deliveroo

Deliveroo is a takeaway food delivery service that was
established in 2013. The business’s smartphone app
and website allows customers to browse and order
from restaurants in their local area, with Deliveroo
charging diners a £2.50 fee for the service. Deliveroo
uses a network of self-employed cyclists to deliver
takeaway food from these restaurants.

Between 2013 and 2017, the business raised more than
$400 million from investors and was considered to be
one of the UK’s most promising technology companies. Deliveroo employs more than 3000 delivery
staff in the UK and said in 2017 that its delivery staff can earn an average of £12 per hour, depending
on their location. However, its employees do not receive the benefits associated with being a full-time
employee as they are considered contract workers.

Deliveroo operates in a growing but competitive market. In 2016, the business achieved revenues of
£130 million from operations in more than 10 countries worldwide. In the summer of 2017, it moved
into a new London office and plans to create 300 new jobs.

However, Deliveroo is facing increased competition, such as from the taxi app business Uber, which
launched a London-based food delivery service called UberEATS in 2016.

Figure 1: Value of worldwide Figure 2: Percentage of takeaways ordered
takeaway delivery brands (2016) online and delivered in the UK
50%
8 40%
8% 5 . g5" casi
= 2 1
22 30% ,/'
o P
=] —B /
& 2 A
g8 2% e
& e
5 e
o 10%‘
Key 0%
I Just Eat I Deliveroo 2008 2009 2010 2011 2012 2013 2014 2015
] Grubhub ] Takeaway.com
K O Delivery Hero @ Foodpanda Source: The NPD Group/CREST®, year ending June 2015 _/

Read the case study above.

(a) Highlight all of the key business terminology in the case study.
(b) Identify one human resource decision that Deliveroo has made.
(c) List the benefits and the drawbacks of Deliveroo’s business model.
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_éxample

ﬁ;&ed

Define the term ‘self-employed’. (1 mark)

‘Define’ questions

! Try to answer a ‘define’ question in no
Self-employed refers to someone who more than two sentences.

- works for themselves and does not have a  *
permanent contract to work for a business.

This is a good answer. The student could |

also have made reference to self-employed | é)m Look at the glossary on
people not having the same benefits and page 93 for definitions
rights as full-time employed workers, . of key business terminology.

@ ‘Identify’ questions w;rked example @

An “identify’ question requires you to
interpret information from a source, such as
charts, graphs, infographics, text or financial
Laccounts.

Quantitative The student has
@ skills interpreted the pie
chart correctly to identify Just Eat as the

business with the largest value. This would | é:m You can revise

the market leader. interpreting graphs
suggest they aré the T e

Using the information in Figure 1 (see page
! - 86), identify the worldwide market leader in
| the takeaway delivery industry in 2016.
—— (1 mark) -

Just Eat

Worked example @ _ Outline’ questions
An ‘outline’ question should always give a
- Outline one method of raising capital that i point with some form of development or
~ could be used by a limited company such as explanation. The answer must also be in |
Deliveroo. (2 marks) context. !
" A limited company such as Deliveroo =
~ could raise capital through selling _ The student’s answer is in context since the |
shares in the company. However, it method identified is appropriate for a private

- could not raise capital by selling
shares to the public as it is not a
- public limited company.

limited company. There is also some development |
in relation to the limitations of share capital as a
private limited company.

Gom You can revise raising capital |
to finance growth on page 51.

Outline one reason why Deliveroo might use self-employed cyclists and drivers. (2 marks)
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a
@ Using the case study

In this ‘calculate’ question, the student
has been given one piece of information
(net profit £15 million). The student also
has to use the case study to identify

the other piece of information needed to |
complete the net profit margin calculation |
(sales revenve of £130 million). I

Quantitative This student has learned the  ——
@ skills net profit margin formula and

their answer shows their workings so it is clear
to see how they have reached the answer

é)m You can revise net profit |
margin on page 74.

Had a look D Nearly there D Nailed it! D

Worked
Consider a scenario whereby Deliveroo

- generated a net profit of £15 million in 2016.

~ Taking the above statement to be true, calculate

the net profit margin for Deliveroo in 2016. You
- are advised to show your workings. (2 marks) -

;example

: . Net profit
Net profit margin = 5265 revenve X 100 ¢
£15 million _
£130 million — 011538 }

p 0.11538 X 100 = 11.54%
2016 net profit margin = 11.54%

ork;;i example

- Using the information in Figure 2 (see page 86),
calculate the percentage growth rate of the UK

- online order and delivery market since Deliveroo -
launched in 2013. You are advised to show your

@ Calculating

percentage increase

Percentage increase is a key calculation
that you may have to perform in your
exam. This could be a percentage
increase in sales revenuve, profit, costs,
interest rates or market growth.

~ workings. (2 marks)
- (LEARN IT! |
| o oneindh = Increase in size % 100 ]
9 Original size
1 & _
35 = @25

@ 25 Ba 100 = 25%
- Market growth = 25%

RITTrn ) The student has used |
@ skills Figure 2 to work out _

& percentage points (32% to 40%) since
Deliveroo launched in 2013.

N =

_ry this

delivery market.

TR gy A common mistake might
@ have been to give 8% t
as the answer. However, this is simply the
increase in the proportion of takeaway

meals that are ordered online for delivery,
that there has been an incréase of -

ot the growth of the online order and

Natalya is planning to set up her own takeaway delivery business. The following information is taken from

her business plan.
Year 1 sales revenue: £20 000
Year 1 cost of sales: £13 725

Calculate Natalya’s expected gross profit margin in Year 1.

(2 marks)
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ie

rked examp

- Analyse the impact on Deliveroo of not
having its own restaurants.

[+

- As Deliveroo does not have its own
restaurant businesses, it is able to

~ keep its overhead costs very low.

- Even though Deliveroo has a head
office in London, it does not need

~ to rent expensive locations or have

 bases from which its delivery drivers
work. With low overheads, Deliveroo

- is able to make a greater contribution
towards profits on every order that

it delivers.

- One issue with not having its own

. restaurants is that Deliveroo relies
on partnerships with restaurant

- businesses. If Deliveroo’s suppliers
(the restaurants) decided not to use

- the business or agreed contracts

_ with other firms such as Just Eat,
then Deliveroo could quickly go out

- of business. If Deliveroo eventually
grew into its own restaurant chain,

' then it would start to gain economies

. of scale as it would be able to make
a greater profit on every order it

~ delivers.

How else could you link this
answer to the context of
Deliveroo? Try to identify two
issues relating to Deliveroo that
you might connect in your own
answer to this question.

‘Now try this

- Analyse the impact on Deliveroo of using self-employed workers instead of permanent employees.

(6 marks) {

‘Analyse’ questions

An ‘analyse’ question is very similar to

the “discuss’ questions that you will find

in Section A of Paper 1 and Paper 2.
However, an ‘analyse’ question needs to
be answered in the context of the case
study. For example, an answer in context
may use specific information in the case
study to make assumptions or conclusions.

It may also apply the nature of the business

(Deliveroo is a delivery business) or the
nature of the product (takeaway food).

This answer is clearly in context becayse
the. student refers to Deliveroo's ‘head [
office’ and competitors such as “Jyst Eat’.

The first paragraph in this answer e?(piains a
benefit to Deliveroo of not running its own
restaurants (low overhead costs). Another

benefit might be that Deliveroo can focus. on its
core business of delivery. rather than having to

compete in the takeaway food market.

The second paragraph analyses the
limitations of Deliveroo not having its own
restaurants. The student has explored

the relationship between Deliveroo and

its suppliers. The student could have also
discussed the fact that Deliveroo can
only make a small profit on each delivery.
As the business grows, it could expand .
into other markets in order to increase its

potential profits.

Your answer needs to consider
the context of the case study (in
this case, Deliveroo).

(6 marks)
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Tastify’ questions example

A ‘justify’ question requires

you to consider two different Deliveroo is looking to expand its business and is considering
options. This might include - one of two options to increase sales. The two options are:
considering the relative - Option 1: Increasing the number of restaurants it works with
benefits and drawbacks of Option 2: Promoting the Deliveroo app through advertising
two alternative strategies. - Justify which one of these two options would most help

Your answer will need to be in - Deliveroo increase sales. (9 marks)

context and must finish with a
justified conclusion based on
your analysis.

Increasing the number of partner restaurants could
- allow Deliveroo to offer a wider range of products
 to its customers, such as different types of food or
Balance food from less common cuisines. This could attract
- more customers as there may be people whose
i needs are not being met by the current range of
. foods delivered by Deliveroo. It may also help it to
good technique when answering | . expand into new areas of the UK, where customer
“justify’ and ‘evaluate’ questions. | needs may not be fulfilled. However, increasing the
——— range of restaurants may take a long time so will not -
increase sales in the short term.

A balanced answer identifies
the benefits and drawbacks of
something. Using balance is a

The student has shown an

understanding of customer needs ¥ On the other hand, promoting the Deliveroo app

and considered the advantages will make people more aware of the service that

and disadvantages of Option 1. . Deliveroo offers. This will encourage people to

download the app and try the service, especially

The student has shown an  if Deliveroo introduces a special offer such as free
understanding of the benefits and delivery on the first order. Furthermore, promoting
drawbacks of advertising. They have the app might encourage some customers who
also demonstrated context by giving - already use other delivery services, such as

an example of a competitor ("Hungry Hungry House, to switch to Deliveroo. On the
House’) and referring specifically to the [© other hand, increasing advertising will increase
Deliveroo app (‘download the app’). | the businesss costs.

) Overall, | believe it is better for Deliveroo to

é)m You can revise advertising spend money advertising its app. Although building

on pages 63 and 64. L links with more restaurants will increase customers  _
choice, it will not directly increase the number
This paragraph gives the student’s i of people using Deliveroo in the short term as it
conclusion. They have made a decision already delivers for a wide range of restaurants.
and provided a Jjustification for their The decision may depend on the popularity of the
choice, as well as 6xp|a'|r|'|r1g a limitation restaurants that Deliveroo is in partnership with. ¢
of the option they have not chosen.

Deliveroo is considering two different options to finance its plans to expand into a new country. The two
options are as follows.

Option 1: Raising additional share capital from investors
Option 2: Crowd funding

Justify which one of these two options would be the most appropriate method of financing its plans. (9 marks)
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The student’s first
paragraph offers 2
number of limitations and
drawbacks for Deliveroo +
of not providing
its workers with
o CMployment benefits, t

ﬁ;;ited example

Evaluate the impact on Deliveroo’s long-term success of not providing its
delivery workers the same rights as permanent employees. You should use the
~ information provided as well as your knowledge of business. (12 marks)

Improving an answer

By paying its delivery staff as contract workers, Deliveroo has
" been able to create a flexible workforce and to employ people
~ who are looking for both full- and part-time work déelivering for
the company. By having a flexible workforce, Deliveroo can keep
- costs down which has meant that the capital it has raised could , -
be invested in developing the app, building relationships with W
- restaurants and promoting the brand. Furthermore, this approach
has kept labour costs low and, although we do not know how
much profit Deliveroo made in its first three years, this will
~ certainly have helped the business achieve a good protit margin.
~ Using contract workers also makes it easier to recruit the 3000
delivery workers that Deliveroo needs in order to meet demand

This is just part of a
student answer. [t is I
not a2 model answer. It

is a sample answer for
you to improve.

The second paragraph of
this answer has not been
included here. However,
this paragraph might look
1 at some of the limitations
or risks of not providing

..Overall, paying delivery staff as contractors has allowed

Deliveroo to be very competitive becauvse it does not have to — its delivery workers |
pay National Insurance and offer holiday or sick pay. This has led with benefits and good
- to Deliveroo being able to grow very quickly in its first three ~ working conditions.
years of trading. However, to secure the long-term success
- of the business, it is important that Deliveroo starts to The student has used their
~ invest in its workers now that it can afford to do so, in order  knowledge of ethics and !
to ensure that its ethical reputation is not damaged, which mot'lvation to answer this question.
' may cauvse customers to choose other delivery services W
~ that provide better conditions for their employees. Gm Turn to page 57 fora |
réminder about ethics,
Turn to pages &4 and 85 to E

: ‘ , révise motivation.
Marking an ‘evaluate’ answer = !

The following bullet points are taken from Level 3 (9-12 marks) of the mark scheme vsed
to mark an ‘evaluate’ question. Do you think the student’s answer meets these criteria?

@ Demonstrates accurate knowledge and @ Deconstructs business information and/

understanding of business concepts and or issues, finding detailed interconnected
issues throughout, including appropriate points with logical chains of reasoning

use of business terminology (AO1b). (AO3a). '

@ Detailed application of knowledge and @ Draws a valid and well-reasoned
understanding of business concepts and conclusion based on a thorough evaluation
issues to the business context throughout of business information and issues (AO3b).
(AO2). !

3

Write the second paragraph needed to complete the student’s answer to the ‘evaluate’ questlon
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You will not be given these formulae in the exam, so you need to learn them!

LEARN IT!|

Total costs
Total costs (TC) = Total fixed costs (TFC) + Total variable costs (TVC)

Variable costs
Variable costs = Cost of one unit X Quantity produced

Revenue
Revenve = Price X Quantity

Break-even

Fixed costs

Break-even point in units =
(Sales price — Variable cost)

Break-even point in costs / Revenue = Break-even point in units X Sales price
Margin of safety

Margin of safety = Actual or budgeted sales — Break-even sales

Interest (on loans)

Interest (on loans) in % = 1otal repayment — Borrowed amount x 100

Net cash flow Borrowed amount

Net cash flow = Cash inflows (receipts) — Cash outflows in a given period (payments)

Opening and closing balances

Opening balance = Closing balance of the previous period
Closing balance = Opening balance + Net cash flow
Profit

Profit / loss = Total revenuve — Total costs

Gross profit

Gross profit = Sales revenue — Cost of sales

Gross profit margin

Gross profit « 100
Sales revenuve

Gross profit margin (%) =
Net profit

Net profit = Gross profit — Other operating expenses and interest
Net profit margin

Net profit margin (%) = Net profit  « 4100
Sales revenue

BAverage rate of return

Average rate of return (%) = Average annual profit (Total profit / No. of years) x 100
Cost of investment

Percentage growth

Percentage growth = Increase in sizeé x 100
Original size
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Asset: any item of value that a business
owns, such as its machinery or premises.

Bank overdraft: a facility offered by a bank
that allows an account holder to borrow
money at short notice.

Biased: unbalanced or inclined to agree
with a particular judgement or idea rather
than presenting the evidence fairly.

Brand loyalty: a customer’s willingness to
buy a product from a particular business
rather than from its competitors.

Business plan: a document that outlines
how an entrepreneur is going to set up a
new business.

Competitive advantage: an advantage a
business has over its rivals that is unique
and sustainable.

Consumer: someone who buys and uses
goods and services.

Convenience: a product or service’s ability
to fit in well with a customer’s lifestyle or
routine, the ease with which it can be used
and/or its easy-to-reach location.

Customer base: the clients who buy
the products/services of a business, a
proportion of whom are repeat customers.

Demographics: relating to the structure of
a population.

Differentiate: show that a product is
different from similar products.

E-commerce: using the internet to carry
out business transactions.

Enterprise: a person or organisation
with the purpose of producing goods and
services to meet the needs of customers
(can also mean entrepreneurial activity).

Entrepreneur: someone who creates a
business, taking on financial risks with the
aim of making a profit from the business.
E-tailing: retailing to customers

through the internet, such as through an
e-commerce website.

Exports: the flow of goods and services
out of a country and into another country.

Imports: the flow of goods and services
into a country from another country.

Innovation: changing an existing product or
process.

Interest: the cost of borrowing, or

a percentage of the amount of money
borrowed that must be repaid in addition
to the original amount borrowed.

Invention: creating something completely
new.

Investment: putting money into a business
with the intention of making a profit.

Legislation: the laws that a business must
comply with.

Logistics: the organisation and
management of the transport of raw
materials and goods.

Marketing mix: the 4 Ps of marketing, which
are product, price, promotion and place.
Market research: the process of
gathering information about the market and
customers’ needs and wants in order to
help inform business decisions, including
product design and marketing.

Market share: the proportion of sales in a
market that are taken by one business.

Motivated: when an employee has reasons
for working well and increasing their
productivity.

Multinational: a business with operations
in more than one country (also known as a
multinational corporation or MNC).

Obsolete: out of date or no longer used.

Partnership: a business that is owned by a
group of two or more people who share the
financial risk, the decision-making and the
profits.

Pressure group: a group of people

who join together to try to influence
government policy or business policy for a
particular cause.

Price point: the point on a scale of
possible prices at which a business fixes
the price of its product.

Private limited company: an incorporated
business that is owned by shareholders
who invest in the business in return for a
share of the profits and voting rights at the
annual general meeting (AGM).
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Profit: the amount of revenue left over
once costs have been deducted.

Profit margin: the proportion of revenue
left over after costs have been deducted.

Public limited company: an incorporated
business that can sell shares to the public
(also known as a PLC).

Qualitative: concerning the quality of
something that cannot be measured in
numbers.

Quantitative: concerning the quantity or
amount of something that can be measured
in numbers.

Reasonable care: taking enough care to
ensure that a product or service is suitable
for customers, such as providing a meal
that can be eaten.

Redundancy procedures: the process
through which a business stops employing
some of its staff because their roles are no
longer needed.

Reliable: (of data) representative of a
wider group or the population as a whole.
Repeat purchases: products or services
that are repeatedly purchased by the same
group of customers (these can be seen as
a measure of customer loyalty).

Retailing: selling products or services to
customers in a physical shop.

Retained profit: money that a business
keeps, rather than paying out to its
shareholders.

Revenue: the money that comes into a
business from sales.

Reward: the money that an entrepreneur
or investor receives when a business
succeeds.

Risk: the possibility that an enterprise

will have lower than anticipated profits or
experience a loss.

Roles: the different jobs within a business.

Share capital: money that is raised by a
business issuing shares that it then sells to
those who wish to invest in the company.

Shareholders: investors who are part-
owners of a company.

Social media: websites that allow users to
interact with other users, by sharing text-
based messages, pictures or links to online
content.

Sole trader: a type of unincorporated
business that is owned by just one person.

Span of control: the number of employees
that are managed by a manager (e.qg. if a
person manages three employees, their
span of control is three).

Start-up: a new business, usually with only
a small number of employees — perhaps only
one.

Stock: the products held by a business in
a shop or warehouse, usually for sale to
customers.

Stock exchange: a place where shares in
PLCs can be bought and sold.

Trade credit: a credit arrangement that is
offered only to businesses by suppliers.

Unique selling point (USP): something
that makes a product or service stand out
from its competitors.

Venture capital: money that a business
sources from individuals, or groups of
people, who wish to invest their own money
into new businesses.
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