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CHAPTER 1
THE BUSINESS
ENVIRONMENT

Learning Objectives
1.1 The purpose of business activity
Understand how businesses operate to meet the demands of the
consumer and achieve business objectives.
1.2 Types of business organisations
Know the key features, differences between, and advantages and
disadvantages of the main types of business organisations.
1.3 Business departments
Understand how businesses are structured and how the main
departments contribute to business objectives.
1.4 Business stakeholders
Understand the main business stakeholders and their influence on a
business.
1.5 Business planning and performance
Understand the purpose of business planning, a business plan and how
the performance of a business can be measured.
1.6 The influence of technology on business
Understand the advantages and disadvantages for businesses of using
technology to achieve their objectives.
1.7 Business finance
Understand why a business requires finance, the main sources of
business finance and the financial statements produced by a business.
1.8 Globalisation
Understand the influence of globalisation to a business.
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The purpose of business activity

The purpose of business activity
The main purpose of business activity is to produce goods and services to meet the needs of consumers. Every
business needs a purpose so that it is clear about why it is in business in the first place, where it is headed and
what it wants to gain from being in business. The purpose of business activity could be to add value, satisfy
consumer demand, meet business objectives and satisfy customer needs.

Add value

Satisfy
customer
needs

Business
activity

Satisfy
consumer
demand

Meet
business
objectives

Figure 1.1 The purpose of business activity

A clear business purpose is important as it keeps the business enterprise focused on meeting its business
objectives, which could be to make a profit, to increase its sales revenue, to have the largest market share or
to control its costs.

Businesses exist to satisfy consumer demand. Demand is the consumer’s need or desire to own the good
or experience the service. It is controlled by the willingness and ability of the consumer to pay for the good or
service at the price offered.
Customers purchase goods and services to satisfy their needs and businesses aim to satisfy customer
needs. Businesses design products that help people to do things faster, more easily or more accurately, or that

make them feel better. A product could be a good or a service. A good is physical; you can touch and feel it (for
example, headphones, trainers, games consoles and mobile phones). Services are non-physical (for example,
getting dental treatment, a haircut, downloading music or a film). Your mobile phone is a product designed
to satisfy the need of accessing the internet and speaking with your friends. If it breaks and you take it to be
repaired, that repair is a service, which could be a same day, while-you-wait service so your phone can be
operational as soon as possible.
Businesses want to add value to products. Adding value means that there is a positive difference between the
price of the finished product and the cost of making it. For example, the price charged for a set of headphones
is far more than the sum of the materials needed to make them. One method that can be used to add value is
branding. The production costs will be about the same for headphones but brands such as Sony can charge a
higher price than unknown brands as customers are prepared to pay higher prices for the brand they recognise
and which they may associate with being higher quality. Other methods a business could use to add value could
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be by delivering excellent service. High quality, helpful service can help a business get a higher price for their
products (for example, a hotel may provide an excellent service). Products may have a range of additional
features and benefits added. For example, if the headphones use Wi-Fi and are wireless, the business can
charge higher prices. Businesses (such as Sony) offer a range of different models of headphones at a range of
prices. Customers will often pay a little more for a convenience (for example, an online business may offer
next day delivery).
Business activity starts by combining the factors of production to create goods and services. The main
factors of production are labour, land, capital and enterprise (entrepreneurship).

Physical land or other
extractable natural resources
such as coal, oil and gas, or
renewable energy sources.
These are owned by private
individuals or businesses.

Land

Natural
physical
resources

Enterprise
Entrepreneurs bring
together the factors of
production in order to
produce a good or service.

Supplies
products to a
market to
make a proﬁt

Labour

Human input
into resources

Capital
Goods that are
used for future
production

The people who work in
the business and receive
wages for the production
of goods and services.

Capital goods for example
equipment, machinery and
buildings used in the
creation of products. These
are owned by private
individuals or businesses

Figure 1.2 The main factors of production

The main features of a competitive market
The place where buyers and sellers come together is called a ‘market’. A competitive market is one in
which a large numbers of producers compete with each other to satisfy the needs and wants of a large number
of consumers.
In a competitive market, no single producer or group of producers, and no single consumer or group of
consumers, can dictate the market.

An example of a competitive market
An example of a competitive market is farming. Although there are thousands of farmers, no single
farmer or group of farmers can influence the market or the price based on how much they grow.
All the farmer can do is grow the crop and accept whatever the current price is for that product.
They do not get to decide the price they want to sell the crop for.

Free markets form when the possibility of profits motivates a business to enter the market. Profits are made
when a business gains a revenue which is more than the costs of production. For example, if a business sees
the opportunity to make profit by selling mobile phone covers, it will enter the free market and start to produce
and sell mobile phone covers.
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The role, risks and rewards of the entrepreneur
An entrepreneur is a person who has the capability and willingness to develop, organise and manage a business
venture along with its risks to make a profit. This is often done through innovation which is the developing of
new goods and services, methods or ideas.
Entrepreneurs develop enterprises for many different reasons but they are all taking a risk. They will take
the profit of an enterprise if it is successful but are responsible for the losses if it is not, and not all enterprises
are successful.
The activities of entrepreneurs are to:
•

identify market opportunities by looking for gaps in the market

•

combine together the factors of production to produce goods and services, hopefully in a social and
ethically responsible way

•

monitor the response of competitors and respond appropriately

•

gain personal satisfaction and make a profit if the enterprise is successful

•

risk loss of capital if the enterprise is not successful.

Business objectives
All businesses have aims and objectives. Aims are general statements of what the business wants to achieve.
Objectives are measurable targets that the business must meet in order to achieve its aims. Examples of
objectives could be to make a profit; to increase its sales revenue; to have the largest market share or to
control its costs through the reduction of waste or by being more productive and efficient.
The objectives of a business can change over time. This can be in response to internal factors (inside the
business) or it could be external factors (outside the business). For example, a business in its first year of
trading may have an objective to try to make enough sales revenue to break even but in year two it may want
to make a profit and so change its objective to increase sales by 5%.

Examination Tip
You need to be able to link the purpose of different businesses to the way in which they operate
to meet the demands of the consumer and achieve their business objectives.

1.2

Types of business organisations

Private and public sectors
Businesses operate in either the private or the public sector.
Public sector businesses are owned and run by the government and funded by the tax payers. They are
there to provide a service for people and aim to provide the best possible service to the community with money
that is provided by the government (either locally or nationally), through tax revenues. Decisions in the public
sector are made by government employees and elected representatives.
Private sector businesses are owned and run by private individuals such as entrepreneurs. (This is covered
in more detail in section 1.2.) The aim of many businesses in the private sector is to survive by making a profit.

The business environment
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This may be a sole trader working alone, or thousands of shareholders in a large public limited company (Plc).
Decisions in the private sector are made by the owners/shareholders.
The private and public sectors include both profit and not-for-profit businesses. Not-for-profit business
would include charities, voluntary and community organisations, public arts organisations and housing
organisations.

THE PUBLIC SECTOR

Army

THE PRIVATE SECTOR

State
schools

Bank

Owned and
run by the
government

Owned and
run by
private
individuals

Hospitals

Supermarket

Emergency
services

Cinema

Restaurant

Figure 1.3 Businesses operating in the public and private sectors

Ownership in the private sector
Private sector businesses are owned and run by private individuals such as entrepreneurs. (This has been
covered in more detail in the previous section.) The aim of many businesses in the private sector is to survive
by making a profit. Decisions in the private sector are made by the owners. Owners in the private sector have to
decide on the best legal structure for their business. They can decide to run it as a sole trader, a partnership,
or a private limited company (Ltd). As the business expands and starts to employ large numbers of staff, it
may become a public limited company (Plc).
Key features of sole traders
A sole trader is a business that is owned and controlled by one person, but they may employ staff. Businesses
such as small retailers, plumbers, hairdressers or photographers are often sole traders.
Sole traders do not have a separate legal existence from the business. In the eyes of the law, the business and
the owner are the same. As a result, the owner is personally liable for the business debts and may have to pay
for losses made by the business out of their own pocket. If the business does not have enough money to pay
its debts, they may have to sell their possessions (such as their house or car) in order to pay off the debts. This
is called unlimited liability. The advantages and disadvantages of being a sole trader can be seen on page 6.
Key features of partnerships
A partnership is a businesses owned by two or more people. Typical examples of professionals who may
go into partnership together are dentists, doctors and solicitors. A contract called a ‘deed of partnership’ is
normally drawn up. This states the type of partnership it is, how much capital each party has contributed, and
how profits and losses will be shared. Like a sole trader, partners have unlimited liability. The advantages and
disadvantages of partnerships can be seen on page 6.
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Advantages of being a sole trader

Disadvantages of being a sole trader

It is easy to set up as no formal legal paperwork
is required as there is just one owner.

The owner faces unlimited liability if the
business fails.

Usually only a small amount of capital is needed
to start up the business.

Money can be difficult to obtain to start up and
to grow the business.

The owner keeps all the profits.

There is no one to share the responsibility of
running the business with.

The owner can make decisions without
consulting anyone else.

The owner will often work long hours.

The owner has no legal obligation to publish its
business accounts.

The owner may find it difficult to take time off if
they are ill or wish to go on holiday.
The owner may not be a specialist in all areas,
(for example in accounting) and therefore may
have to employ someone to help them.

Advantages of a partnership

Disadvantages of a partnership

It is easy to set up as no formal paperwork is
legally required.

The partners face unlimited liability.

Being in a partnership means that they can
benefit from shared expertise and responsibility.

It can be difficult to raise money unless the
partnership can provide security and/or a steady
revenue stream and cash flow.

Business decisions can be shared amongst the
partners.

With more than one owner, disputes can occur
over business decisions.

Responsibility can be shared amongst the
partners, and work can be divided according to
their skills.

Profits have to be shared.

Partnerships are less strictly regulated than
companies.
Partners have no legal obligation to publish its
business accounts.
Partners will fund the business with start-up
capital.

Key features of limited companies
A limited company is different to a sole trader or a partnership as it is incorporated, which means the company
has its own legal identity (separate to its shareholders). The ownership of a limited company is divided up
into equal parts called ‘shares’, which can be bought or sold. Whoever owns one or more of these is called
a shareholder. When the business earns a profit or makes a surplus, it is able to re-invest the profit in the
business (called ‘retained earnings’) and pay a proportion of the profit as a dividend to shareholders.

The business environment
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The owners of a limited company are not personally liable for the business’s debts. Instead, the debt is shared
amongst the shareholders. Each shareholder is only responsible for the business’ debts up to the amount of money
they have put into the business. This means that shareholders have limited liability. For example, if a shareholder
A invests $10,000 into a business then that is the most they can lose. Unlike a sole trader or a partnership, the
owners of a limited company are not always involved in the daily running of the business, unless they have been
elected to the Board of Directors (the group of people elected to oversee the running of the company).
There are two main types of limited company:
•

Private limited companies (Ltd) – These are often small businesses such as an independent retailer

•

Public limited companies (Plc) – These are usually large, well-known businesses. This could be a

in a town. Shares are not traded (bought and sold) on the stock exchange but can be sold to family and
friends. The advantages and disadvantages of private limited companies can be seen below.

manufacturer or a chain of retailers with many branches. Shares are traded to the public on the stock
exchange. The advantages and disadvantages of public limited companies can be seen below.

Advantages of private limited companies

Disadvantages of private limited companies

Shareholders have limited liability as the
company is a separate legal identity.

It is more expensive to set up because legal
paperwork (memorandum and articles of
association) is required.

They can raise money by selling shares to family
and friends.

Shares cannot be sold to the public and so they
cannot raise money in this way.

The company exists separately to the owner(s)
and will continue to trade after a shareholder dies.

The business is required by law to publish its
accounts.

The professional image provided by being a
limited company adds valuable status and
credibility to the business.

The business has to share the profits by paying
dividends to shareholders.

Advantages of public limited companies

Disadvantages of public limited companies

Shareholders have limited liability.

It is expensive to set up due to legal paperwork
that must be completed.

It is easier for the business to raise money by
selling shares to the public.

Shareholders have little say in how the business
is run unless they own a lot of shares. Each
share allows the shareholder a vote in how the
business is run, but a shareholder may only
own a few of the many thousands of shares the
company has sold.

As a big business, it has more power to
negotiate with suppliers.

The business is required by law to publish its
accounts.

The company exists separately to the owner(s)
and will continue to trade after a shareholder dies.

The business has to share the profits by paying
dividends to shareholders.
It is easy to lose control of the business, as a
shareholder could buy enough shares to have the
majority and subsequently take over the business.
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Public corporations
A public corporation is a statutory body that serves the general public but is owned by central or local
government. Its aim is to provide services to the public at a reasonably priced rate. This could include water,
electricity, postal and telecommunications and public broadcasting. Examples of public corporations are
Vietnam Airways, the British Broadcasting Corporation (BBC) and Egypt Post.

Case Study 1.1

An example of a public corporation
(BBC)

An example of a well-known public corporation is the BBC – a public service broadcaster funded
by the licence fee paid by UK households. It uses its income from the licence fee to provide
national and regional TV, radio, 40 local radio stations and a website.
The BBC World Service broadcasts to the world on radio, TV and online, providing news and
information in 27 languages.

Examination Tip
You will need to understand the key features, differences between, and advantages and
disadvantages of the main types of enterprise in the public and private sectors.
Remember, public companies are those businesses owned by individuals (and not by a
government). If a public company is a corporation whose stock is traded on a stock exchange it
is said that the stock is publicly traded or that the company is a publicly-traded corporation,
whereas the public sector refers to government-owned organisations and government-provided
services.

1.3

Business departments

Business structures
A business structure refers to the formal way a business is organised internally to enable all employees to carry
out their individual roles as part of their job. An organisational structure shows the structure, communication
channels and hierarchy of a business.
Large businesses can have thousands of people working for them. Can you imagine how difficult it would
be to organise job roles if the managers did not know who was in their team, or employees did not know what
their job responsibilities were or who to report to?
An organisational structure:
•

enables large businesses to organise their activities

•

makes it easier to see which part of the business does what

•

shows where each employee fits into the organisation.

9
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Functional structures
A functionally structured business is organised according to the tasks that people perform. For example,
an accounting firm might be divided into three functional divisions: accounting, sales and support staff. A
functional structure allows employees to focus on what they do best. For instance, accountants will focus on
doing accounting work rather than sales. Hierarchies and flat structures are examples of functional structures.
Hierarchical structures
In a hierarchy, people are ranked one above the other in a triangle. In a large business it could look like this:

The person at the top is most senior and holds the most power and authority in the business. Each employee
receives instructions from the individual immediately above them.
Good communication is vital for all businesses and is affected by the span of control (the number of people
answerable directly to a manager). A narrow span of control in tall hierarchical organisations can lead to
communication problems because of the large number of hierarchies between the top and the bottom. In recent
years, more and more businesses in both the public and private sectors have developed flatter structures by
cutting out layers of management and so improving channels of communication. For example, imagine in a
large grocery store, the shop manager would be at the top of the triangle, the department managers directly
below, the supervisors below them and so on (see figure 1.4). There are advantages and disadvantages to this
type of structure as seen on page 10.
Shop Manager

Coﬀee Shop
Manager

Bakery
Manager

Coﬀee Shop
Supervisor

Bakery
Supervisor

Staﬀ

Staﬀ

Staﬀ

Staﬀ

Fresh Foods
Manager

Deli
Supervisor

Staﬀ

Staﬀ

Fish
Supervisor

Staﬀ

Cabinet
Supervisor

Staﬀ

Staﬀ

Figure 1.4 An example of a hierarchical structure for a grocery store

Produce
Manager

Frozen Food
Manager

Grocery
Manager

Produce
Supervisor

Frozen Food
Supervisor

Grocery
Supervisor

Staﬀ

Staﬀ

Staﬀ

Staﬀ

Staﬀ
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Advantages of a hierarchy

Disadvantages of a hierarchy

Good coordination of activities.

Long channels of communication, and at each level instructions
may be interpreted differently.

Clear job roles and pay
structure.

Slow to react to changes and slow decision-making as it can take
a long time for information to flow up the hierarchy, for decisions
to be made and then communicated back down the hierarchy.

Clear channels of
communication.

People at the bottom may feel that people at the top have no
idea what they think or do, and so may feel undervalued.

Good promotion prospects.

The structure leads to processes and procedures that can
be rigid and inflexible. This can restrict ideas, innovation and
creativity.

Some key terms used in hierarchies
Span of control – The number of people answerable directly to a manager. This can be a ‘wide’
span if there are many, or a ‘narrow’ span if there are few. A wider span of control encourages and
involves employees. This helps to generate ideas and promote new ways of thinking.
Chain of command – This is the vertical line of authority enabling orders to be passed down
through the layers of hierarchy.
Responsibility – The people at the top have responsibility for the people below them in the
hierarchical chart.
Delegation – This means passing authority down the hierarchy for someone below to carry out a
specific task.

Flat structures
An organisation that does not have many layers of the hierarchy is called a flat structure. There are both
advantages and disadvantages to this type of structure, as shown on page 11. This type of structure is often
found in small businesses and could look like this:

The business environment
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Advantages of a flat structure

Disadvantages of a flat structure

The flow of information between layers is much
faster than in a hierarchy, enabling quicker
decision-making and a faster response to problems.

Managers may have many people working
underneath them all with very different job
roles, which can be difficult to control.

With fewer levels of management to answer to,
many managers and staff feel they have more
responsibility for their own work, which increases
motivation and job satisfaction.

If managers have too many different
responsibilities and people to manage, this
can cause them to be over-worked, which can
cause stress.
Fewer promotion prospects as there are less
levels of management.

Job roles
A job role is a description of what a person does. A job title is a term that describes in a few words or less the position
held by an employee. Depending on the job, a job title can describe the level of the position or the responsibilities
of the person holding the position. The table below shows examples of the job titles of staff working in a golf club.
Jobs at golf club
Head Housekeeper

Golf Director

Head Receptionist

Housekeepers

Golf instructors

Receptionists

Restaurant Manager

Head Greenkeeper

Head Chef

Head Waiter

Greenkeepers

Assistant Chef

Waiters / Bar persons

Gardeners

Kitchen Assistants

Managers and heads have responsibility for the people below them (for example, the restaurant manager
is responsible for the head waiter and waiters/bar persons, and the head receptionist is responsible for the
receptionists, and so on).

The functions of the main departments in a business
For a business to be successful, a number of tasks must be performed. For small businesses, this is simple as
one person will often do most of these. For example, if you were to open your own flower shop you would
need to buy stock, pay your bills, serve customers and deal with questions and problems. However, in larger
businesses all key tasks cannot be completed by one person and are divided up between multiple employees that
are coordinated into different specialised departments. There main departments in a business are marketing,
production, finance and human resources (HR).
Marketing department
Marketing uses market research to ensure products are advertised appropriately, distributed and sold in the
right places, have the necessary features that customers expect and promote it appropriately.
Marketing is also responsible for how a business and its products are seen by customers (for example, how
an audience sees their image through branding and packaging design). A senior member of the marketing
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department takes responsibility for setting marketing strategy that will include distribution methods (for
example, the internet).
Production department
The production department is responsible for making the goods (manufacturing) to be sold by taking raw
materials and assembling them to make the product. They keep production schedules to ensure that products
are made on time, as efficiently as possible, in the right quantities and are of the right quality. The department
needs to be aware of the amount of inventory it holds and demand for these goods, as if sales are increasing or
decreasing it would need to increase or cut production accordingly.
Finance department
Finance are responsible for bookkeeping. They monitor cash flow and keep track of the revenue made from sales,
and expenditure (for example, on the wages (payroll) and raw materials). They prepare financial statements that
calculate how much profit is made and the business’s ability to pay its bills, and set budgets. They handle petty
cash (for example, to pay for small items).
Human resources (HR)
Human resources (HR) is responsible for the workforce planning process that ensures the right number
of people with the right skills are employed in the right place at the right time to deliver a business’s
short and long-term objectives. They recruit and select staff, and deal with employment issues. They ensure
staff have training and opportunities for promotion. They look after employee welfare and motivation, and
supporting staff that are ill or having problems. They ensure staff are paid and rewarded fairly and work
in safe conditions. The department also implements disciplinary and grievance procedures, and deals with
dismissal and redundancy.

Examination Tip
You will need to understand how a range of businesses are structured, and how the main
departments contribute to the objectives of a business. You will need to know the main functions
and the responsibilities of each department within a business.

1.4

Business stakeholders

Stakeholders are the people who have an interest in a business, and who are affected by what it does and the
way it operates. They may have a direct or indirect interest in the business and may be in contact with the
business daily, or only occasionally.
All businesses have stakeholders, although larger businesses are likely to have more than smaller businesses.
They are split into two groups:
•

Internal stakeholders – owners/shareholders, employees

•

External stakeholders – shareholders, customers, creditors, community, government

Stakeholders have different interests in a business, these may or may not be financial. Some stakeholders
have a bigger influence on a business than others.

The business environment
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Internal stakeholders

Interests and influence

OWNERS / SHAREHOLDERS

•
•
•
•

EMPLOYEES

• Employees work for the business.
• They seek a good salary and benefits, good working conditions
and future job opportunities and security.
• They can influence the business (for example, on staff needs and
wants which can include working conditions).

External stakeholders

Interests and influence

CUSTOMERS

• They are people or businesses who purchase products (goods or
services) from a business.
• They want choice and value for money.
• They can influence the performance of the business (for example,
they can stop buying their products).

CREDITORS / SUPPLIERS

• They provide goods, services or loans to a business.
• They want to build long-lasting relationships with a business to allow
them to continue trading with them. They want large and regular
repeat orders to ensure revenue coming into their own businesses.
• They want reliable and on time payment of invoices.
• They can influence the performance of the business (for example,
they can stop supplying products to a business).

COMMUNITY

• People that live in the local community often want jobs as well as
minimum pollution and damage to the area. They want local jobs,
a clean environment and support for local projects.
• They can influence the performance of the business (for example,
they can bring positive or negative press coverage). They may
try to influence where a business is located by petitioning for or
against a business coming into their locality.

GOVERNMENT

• These could be local or national.
• They want businesses to provide jobs and tax revenue, and to help
the economy grow.
• They can influence the performance of the business. For example,
through changing tax rates, interest rates and the amount the
government spends (government expenditure), as well as how
much financial support and advice they offer.
• They also implement and uphold laws and regulations, for
example, employment laws.

They have time and money invested in the business.
They want the best return on investment (ROI).
They want the business to survive.
They have a direct influence on a business (for example, they can
decide to expand the business).

The impact of corporate social responsibility (CSR)
Corporate social responsibility (CSR) aims to ensure that companies conduct their business in a way that is

ethical. This means taking account of their social, economic and environmental impact, and consideration of
human rights. CSR can refer to a wide range of actions that businesses may make from donating to charity to
ethical trading. Businesses may work with its stakeholders in a number of ways.

14
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Demonstrating commitment to the local community can impact on a business through improving its
reputation and so make it easier for it to recruit and retain employees. For example, a businesses may choose to:
•

volunteer in local schools or community projects

•

sponsor a local event

•

organise clean-up events

•

support a local charity.

For example, a builder may provide free materials and labour to community projects, and supermarkets and
restaurants may provide food to local homeless groups.
Many businesses include their employees in decisions about CSR activities. For example, they work with
employees to nominate and support charities, encourage them to volunteer for community activities and
charitable activities and give them paid time off for this. They may also help employees to make tax-free
donations to charity through ‘payroll giving’. This can impact on the business by improving the relationship it
has with the community, and can help motivate employees.
Another way to demonstrate CSR is through ethical trading. This focuses on protecting workers’ rights
throughout the supply chain by making sure that it treats its own employees, its suppliers and their workers
fairly and ethically. This can impact on the business as customers of a business will want to know that it does
not exploit the people who make and sell its products, and so this can improve the reputation of the business
and customer loyalty.
A primary focus of CSR is the environment. Environmental CSR aims to reduce any damaging effects on the
environment from the activities of a business. This can impact on the business as it can reduce business risk,
improve reputation and provide opportunities for cost savings. Caring about the environment can also increase
revenue as many customers prefer to buy from responsible businesses. For example, a business may focus on:
•

reducing emissions

•

reducing energy and water use for example switching off lights and equipment when not in use and
reducing the use of water

•

efficient recycling and waste management

•

reducing packaging

•

having eco-friendly office and business travel policies

•

buying locally to save fuel costs

•

working with environmentally-conscious suppliers and distributors

•

sourcing materials responsibly such as using recycled materials and sustainable timber.

Case Study 1.2

An example of corporate social
responsibility (CSR) (Starbucks)

Starbucks is a well-known American coffee house chain that has a ‘Shared Planet’ slogan.
It states that this is its commitment to do business in ways that are good for people and the
planet. It publishes its commitment to purchasing only the highest quality, ethically sourced and
responsibly grown coffee, to reduce its own environmental footprint and fight climate change
and to give back to the neighbourhoods and communities it is a part of.
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Examination Tip
You will need to understand the interests of different business stakeholders, and the influence
that these different stakeholders can have on a different businesses. You will also need to know
the impact of corporate social responsibility has on a business.

1.5

Business planning and performance

The main features of business planning
When a business is planning it will look at what its objectives are and what are the risks. It may begin by
analysing its current situation using a SWOT analysis.
SWOT analysis
A SWOT analysis is a tool that can be used when planning. It can help a business classify its key strengths,
weaknesses, opportunities and threats. It looks at the internal factors that can be controlled by the business, and
the external factors that are outside of the control of the business.
INTERNAL FACTORS
(can be controlled by the business)
STRENGTHS

Advantages the business has and what is does well, for example:
• experienced staff
• excellent brand image
• good range of products
• excellent customer service
• high amounts of capital
• strong research and development capabilities

WEAKNESSES

Areas that the business needs to improve on, for example:
• high number of product returns
• poor customer service
• high staff turnover
• poor access to technology
• limited resources
EXTERNAL FACTORS
(outside of the control of the business)

OPPORTUNITIES

Opportunities that the business could exploit to gain an advantage, for example:
• new technology
• increased customer spending
• recent market growth
• changes in tastes and preferences of customers

THREATS

Uncontrollable events and obstacles that could affect a business’ success, for
example:
• increase in competition or competitor activity
• changes in technology that makes your product outdated / obsolete
• changes in government regulations that could affect sales
• changes in consumer behaviour
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S
W
O
T

Owner has 5 years’ experience.
Low overheads. Stock is ready to sell.
Owner does everything.
No experience of sales or marketing.

Increase in demand for custom made jewellery.

Technology needed to run the online store
could crash. Competitor could push them out
of the market.

Figure 1.5 An example of a SWOT analysis for a small business selling jewellery online

Business objectives
Business objectives apply to the actions and goals the business wants to achieve, usually within a financial year.
Objectives focus on what the business will do to get there and are usually described as and target and numbers.
For example, an objective could be to improve the productivity of the business by 10%. Some businesses will
involve its staff, working with them to define the objectives. Staff who help to define goals and objectives are
often more willing to take responsibility for them and work towards achieving them.
Once the objectives for the year have been decided, they are given to teams or departments and individuals
to carry out, along with milestones and targets to achieve, and they are regularly monitored and measured.
Business objectives will be included in the business plan, listing the short-term (year 1 or year 2) or medium
to long-term objectives (year 3 to year 4).
Identifying risks
When writing a business plan, the business will identify any potential risks. A risk analysis shows that the
business has thought through potential risks, knows how to plan for probable risks and that the plan can survive
when things go wrong.
Will the
business be
able to
compete?

Will the
business have
the right
employees?

Will the
business run
out of
money?

Figure 1.6 Identifying potential risks

Risk

What if the
product
cannot be
created?

What if the
market does
not behave as
expected?
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The main components of a business plan
Business plans are critical to the success of any business. They serve as the framework for a business and
provide milestones to help to make sure it is reaching its goals. Business plans are key to helping business
owners think through the purpose of the business, spot potential problems and measure progress. A business
plan typically covers the business’ aims and objectives for the next one to three years, or sometimes, five
years.

Sometimes the plan is aimed at people outside of the business (for example, if the business is trying to raise
finance from a lender).
A business plan is usually split into the following components:
•

Name of the business.

•

Description of the products (goods and services) offered and how the product is different/unique.

•

Market research, which looks at the target market the business is trying to enter, its competitors and the
amount of market share the business may be able to obtain.

•

Predicted costs, revenue and profit for the years outlined (one, two or five years), with an explanation
of these predictions and any contingency plans covering key areas of risk.

•

Targets to allow the business to monitor its success.

Business plans should be kept short and focus on what the reader needs to know. A professionally presented
plan will have a contents page and section numbering, and should start with an executive summary that
summarises the key points of the plan. Any detailed information can be put into an appendix at the end of the
plan, for example detailed financial forecasts.

Financial performance measures
The measurement of financial performance is an important part of running a business. Many businesses fail
because of poor financial management or planning.
Sales revenue is the income a business receives from the sales of its goods and services. Businesses will
calculate their total sales revenue by multiplying the number of sales by the products price per unit.
Sales revenue formula
Sales revenue = number of sales x price per unit

One of the most important areas of finances is profitability. This is the ability to make a profit (this was
discussed earlier in the chapter) by generating revenue that exceeds the overall expenditure (all costs, taxes and
expenses). There are two types of profit; gross profit, and profit for the year.
Gross profit is the amount of profit a business makes before it takes away the average cost of production.
This is the amount a business has to spent to produce the goods and services. The business will subtract the
average cost of production from the sales revenue to calculate the gross profit.
Gross profit margin formula
Gross profit margin = Gross profit x 100%
revenue
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Profit for the year is the amount of profit the business has left after all the expenses (fixed costs such as rent

and operating costs such as wages) have been taken away from the gross profit figure.
Profit for the year margin formula
Profit for the year margin = Profit for the year x 100%
Revenue

An example of calculating gross profit and profit for the year
Kai has a shop that makes and sells cakes. In Kai’s cake shop, the revenue comes from the sales of
cakes.
Kai sells his cakes at $3 each, and wants to work out how much gross profit he is making on each
cake. To do this he uses the following formula:
• Sales: $3 each cake
• Cost of sales: $1 for flour, eggs, butter and sugar to make each cake
• Gross profit per cake: $3 sales – $1 cost of sales per cake = $2 per cake
Kai hope to sell 1 000 cakes this year. To work out his gross profit for this period he uses the
following formula:
• Total sales revenue: 1 000 cakes at $3 = $ 3 000
• Gross profit for 1 000 cakes: $3 000 total sales revenue – (1 000 cakes x $1) = $2 000
Kai now wants to work out his profit for the year if he sells 1 000 cakes. He uses the following
formula:
Profit for the year for 1 000 cakes: $2 000 gross profit – $800 costs for rent, wages and bills = $1 200

Non-financial performance measures
Non-financial performance measures are used to help improve the business as a whole. These add to the
business’s strengths in areas such as customer service and satisfaction, production, quality and employee
satisfaction. Monitoring these areas helps to create a stronger business that is able to gain a larger market share,
and so increase profits. A business may measure:
•

Production/productivity – Productivity measurement looks at how good a business is at taking raw
materials, machinery, paperwork and employees, and turning out useful goods or services. It is a
relationship between physical inputs and outputs.

•

Customer satisfaction – Are customers getting a positive experience every time they interact with the

business? Making customers feel valued, encourages them to give the business additional business in
the future.

•

Brand recognition – Developing and maintaining a brand can be expensive. However, it can also

•

Market share – Each of the measures above will affect the market share of a business. Market share
is the percentage of the total sales volume in a market held by a brand, product or business. Businesses
will want to maintain or increase their market share.

improve business performance if customers are aware of the brand. The value of a brand is based on
how aware customers are of the brand. Large companies carry out brand audits of their brands to find
out the strengths and weaknesses and how aware consumers are of them.

The business environment
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Examination Tip
You will need to be able to link how and why a business creates plans to business performance,
the components of a business plan and how the performance of a business can be measured
through financial and non-financial measures. You won’t be asked to calculate financial
performance measures in the exam but you should understand how they are calculated.

1.6

The influence of technology on business

Business technology has changed the way businesses operate. Small businesses can use technology such
as computer software and the internet to compete with larger businesses. Technology provides a faster, more
convenient, and more efficient way of performing business transactions.

Improved hardware with more memory and faster processers, has made it easier for businesses to research
and analyse data, and solve problems. Today, businesses can use the internet and/or business software
packages in their day-to-day activities.
Internet
Many businesses today use e-commerce – the process of buying and selling goods and services using the
internet. It is used for marketing, for example for online advertising using websites and social media, and
giving customers support through multiple channels such as emails, social media platforms and webinars.
Many business use an intranet, a private network that is contained within the business that allows employees
to share business information and computing resources.
Business software packages
Businesses use software packages (such as Microsoft Office, Apple iWork and Google docs). These professional
packages can include databases, word processors, spreadsheets and presentation software. Many businesses
also use specialist software to help manage their stocktaking, reporting, accounting and operations. Online
businesses also use packages such as shopping cart software and business intelligence tools or digital dashboards.
Today many employees carry out at least some of their work from home. Since a business’s offices and
employees can be thousands of miles apart, getting everyone into the same room for meetings and training has
become unmanageable for many businesses. This is why teleconferencing has become more and more used.
There are many options to teleconferencing which means that two to hundreds can have conversations together
from different places. Many phone conferencing systems require a login and personal identification number
(PIN) to access the system. This helps protect confidential and private information during the call.
Management information systems (MIS) are computer-based systems that provides tools to organise,
evaluate and efficiently manage businesses. MIS can include software that helps with decision making,
databases, hardware resources, decision support systems, people and project management applications. Any
computerised processes that enable the business to run efficiently.

Although businesses have come to rely on technology, there are disadvantages as well as advantages. These
may include:
•

Expense – Having the most up-to-date or cutting edge technology will be a continuing expense for a

business. As well as the original purchasing costs, the business will have to pay for ongoing maintenance,
updates and training expenses.
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Security – This is at risk due to the growth of cybercrime with threats from technology-based crime,

financial fraud, viruses, system hacks and data theft. As a result, more and more businesses are investing
in cyber security.

•

Poor communication – Messages sent using technology can be misunderstood. People reading email,
texts or instant messages, for example, cannot measure tone or use body language, and may feel that an
employee is being rude.

Examination Tip
You need to be able to understand how businesses use different types of technology and
software packages to achieve their objectives, and the advantages and disadvantages this can
have for businesses. You will be required to know the different business technologies and
software packages included here.

1.7

Business finance

The need for finance
A business does not always have all the money they need, and this means they may need to find money from
elsewhere in order to meet their short-term or long-term needs. If an entrepreneur is setting up a business,
they will need money to begin, which is called start-up finance. On the other hand, an established business
might be looking to grow, and so need finance for expansion.
Businesses can raise finance from a number of main sources. It will look at a variety of factors before
deciding if it can source the finance internally or externally. These will be:
•

the amount of money required

•

the length of time it needs the finance for

•

how quickly it needs the money

•

the costs of the options available

•

the risk(s) involved.

Internal sources of finance
Finance that is sourced internally from inside the business can include:
•

Personal savings – This is the money that the entrepreneur has saved themselves. The more of this they

have, the more likely banks and other lenders will be willing to give them a loan.

•

Retained profits/retained earnings – This is the profit kept in the business that is not paid out as
dividends to shareholders. They belong to the business and can be used to purchase assets, inventory
etc. or to pay off debts.

•

Selling assets – Assets are items that the business owns. This can include buildings, equipment and

inventory. These may be sold to raise finance.
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External sources of finance
Finance that is sourced externally from people outside of the business can include:
•

Overdrafts – This is a short-term way of borrowing money up to an agreed limit. It can be thought of
as a short-term safety net, but there is a cost to the business if used as the bank will charge a fee.

•

Loan capital – This is a longer-term way to borrow money. It comes from a lender and is usually

•

Share capital – This comes from outside investors who purchase a share of the business. For a limited

•

Venture capital – This is raised from venture capitalists, who are individuals that invest in businesses.
In return, they expect to be given a share of the business. Venture capital is sometimes referred to as
‘share equity’.

•

Trade payables – This is the amount that customers owe for their purchases to the business. Collecting

•

secured against the assets of the business. An amount of money will be borrowed for a set period of
time within an agreed repayment schedule. The repayment amount will depend on the size and length
of the loan and the rate of interest.

company this will be from friends and family, whereas Plcs can sell their shares to the public on the
stock market – this is called ‘stock market floatation’. All shareholders have a say in how the business
is run.

in these debts will bring finance into the business.

Crowdfunding – This is a way of raising finance by asking a large number of people for a small amount

of money each. Crowdfunding uses the internet to reach potential funders. Typically, a business seeking
funds will set up a profile of their project on a website, and then use social media to raise money.
Funders will be offered rewards (such as free gifts), their money back with interest or a small stake in
the business in exchange for their investment.

Keeping financial records
Every business must keep records. Keeping good financial records is very important, as these will be needed
to prepare financial statements at regular intervals.

Record
ﬁnancial
transactions

Make sure
ﬁnancial
obligations
are met

Monitor
ﬁnancial
targets

Financial
records
Comply with
tax/legal
obligations

Monitor cash
ﬂow

Present
intofmation to
shareholders

Figure 1.7 The reasons for keeping financial records
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Businesses will complete a number of financial statements. The main ones are the statement of comprehensive
income, and statement of financial position.

Statement of comprehensive income
The statement of comprehensive income shows all of the income and expenses during a specified period of
time. This could be prepared monthly, quarterly or annually. This will include:
•

Gross profit – The profit made before subtracting the cost of production.

•

Other operating expenses – The costs connected with the business’s main operating activities, such
as the cost of production and general administrative expenses.

•

Profit for the year – The amount of profit the business has left after all the expenses have been taken
away from the gross profit figure.

•

Retained profit – The profit kept in the business and not paid out as a dividends to shareholders.

•

Distributed profit – The amount of profit that has been paid as dividends to shareholders in a specific

period.

All businesses want to see a positive profit figure because negative profit means they are making a loss.
Gross profit

Profit for the year

POSITIVE FIGURE

If gross profit is positive, then the
revenue is greater than the cost of
sales (as shown earlier in section 5).

If profit for the year is positive, gross
profit will also be positive and this
means that expenditure is within the
acceptable levels.

NEGATIVE FIGURE

If gross profit is negative, then the
business needs to either:
• increase sales revenue – by
either increasing the price of the
products without decreasing sales,
or increasing the amount sold, or
• reduce the cost of sales – by using
cheaper materials, buying in bulk
and/or getting discounts from
suppliers.

If profit for the year is negative,
gross profit may be too low and/or
costs too high. The business needs
to either:
• increase gross profit, or
• reduce costs by seeing where
savings can be made.

Statement of financial position
The statement of financial position is one of the main financial statements for a business. It reports a business’s
assets and liabilities, and the difference between these totals at the end of a specified date.
Assets can be classed as fixed or current:

•

Fixed assets are items that are likely to stay in the business for more than one year. For example
buildings, machinery, IT equipment and vehicles.

•

Current assets are items that can be easily changed into money. They are also called ‘liquid assets’.
Current assets can change on a day-to-day basis as it is affected by the amount of inventory or raw
materials, work in progress (items being produced that are not finished) and finished goods, debtors
(people who owe money to the business for goods they have bought), cash in the bank and cash within
the business.
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Liabilities are what the business owes to people outside the business. For example, money owed to suppliers

for inventory purchased.

Equity can be thought of as a source of the business’s assets. Equity is calculated by subtracting the amount
of liabilities from its assets.

Examination Tip
You will need to be able to understand the reasons why a business might need finance, where
this might be found, and the main financial statements produced by a business.

1.8

Globalisation

Features of globalisation
Trade is the buying and selling of goods and services between different countries around the world. Trade
occurs because no country has enough raw materials or manufactured goods to be self-sufficient. Global trade
has been made possible through the process of globalisation.

Globalisation can be defined as the increase of trade around the world, especially by large companies
producing and trading goods in many different countries. As the world changes, we are moving away from
being self-contained countries and towards being a more integrated world. Globalisation of business is the
change in a business from a business linked to a single country to one that operates in multiple countries as the
world is becoming increasingly interconnected as a result of increased trade and cultural exchange. The biggest
businesses are no longer national businesses but multinational corporations with branches in many countries.
Globalisation has been taking place for hundreds of years, but has sped up enormously over the last fifty
years. Today countries throughout the world communicate and share their cultures and goods through travel
and trade. This is called international trade. Sets of countries that trade together internationally are called
trading blocs. Some organisations (such as the World Trade Organisation (WTO)) promote free trade
between countries which helps to remove barriers between countries. Free trade is a policy in which countries’
governments do not restrict imports from, or exports to, other countries. This helps to remove barriers between
countries.

Advantages of globalisation
Globalisation provides great opportunities for businesses. It gives businesses access to new markets and, as a
result, to more consumers and customers. This can result in an increase in sales revenue as well as an increase
in profits. It also provides access to resources and raw materials that a business may not have been able to
obtain in its own country.
Improvements in communications (such as the internet and mobile technology) has allowed greater
communication between people in different countries. Transport improvements also mean that some of
the factors of production (such as goods and people) can move internationally and travel more quickly.
Improvements in transportation through larger cargo ships means that the cost of transporting products
between countries has decreased, and the ability to find labour and skills has increased. Countries (such
as India) that have low labour costs and high skill levels, tend to be the location for more labour intensive
industries (such as clothing) who can take advantage of cheaper labour costs and reduced legal restrictions
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in such countries. Many businesses have also begun to outsource, that is taking workplace activities once
performed inside the business and moving it outside of the business, for example call centres.

Disadvantages of globalisation
Alternatively, globalisation leads to a greater level of competition from businesses in other countries. Although
it provides access to a bigger market, this market will contain businesses from other countries across the world,
therefore increasing competition. Any business operating globally must place a high priority on competitive
prices, quality and service otherwise it will lose sales to its international competitors.
Although the world is becoming more integrated, different countries use different currencies, and each
currency has its own value. This can cause issues for businesses that trade across a number of different countries
as exchange rates can go up or down. An exchange rate is the price of one currency in terms of another.

An example of globalisation (McDonald’s)
The ‘Big Mac index ‘was invented by The Economist in 1986 and is published annually. This light-hearted
look at ‘burgernomics’ measures the price of a Big Mac hamburger sold at McDonald’s restaurants
around the world, and then compares those prices to the exchange rate of other currencies. Many
people find that this can be unexpectedly accurate in forecasting exchange rate changes.

Examination Tip
You will need to be able to understand what is meant by globalisation, its advantages and
disadvantages, and how globalisation affects different businesses.

Chapter 1 Summary
What you have learned:
• The purpose of business activity, and how businesses operate to meet the demands of the
consumer and achieve business objectives.
• The key features, differences between, and the advantages and disadvantages of the main
types of business organisations.
• The main departments within businesses, how they are structured and how they contribute
to business objectives.
• The main business stakeholders and their influences on a business, and how corporate
social responsibility initiatives can contribute towards meeting the needs and interests of
different stakeholder groups.
• The purpose of business planning, including the main components of a business plan, and
how the performance of a business can be measured (financially and non-financially).
• The influence of technology on business and the advantages and disadvantages for
businesses of using technology to achieve their objectives.
• Why a business requires finance, the main sources of business finance and the financial
statements produced by a business.
• The influence of globalisation to a business.
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Activities
1.1

Give two disadvantages to a business of using technology.

1 ............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
1.2

What are business objectives?

...............................................................................................................................................................................
...............................................................................................................................................................................
1.3

Circle the four mistakes in the following text:
Fixed assets are items that are likely to stay in the business for less than one year (for example,
buildings, machinery, IT equipment and stationery). Current assets are items that can be easily
changed into money and are also called ‘profit assets’. For example, inventory or raw materials,
work in progress and finished goods, debtors (people who owe money to the business for goods
they have bought), cash in the bank and cash within the business. Current assets never change on a
day-to-day basis.

Practice questions
1.1

Which one of these is an internal stakeholder of a business?
(1)
□ A

Employee

□ B

Customer

□ C

Shareholder

□ D

Government
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State two components of a business plan.
(2)

1 ............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
1.3

Explain one reason why globalisation is important to a business
(2)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
1.4

Discuss the possible advantages and disadvantages to a business of taking out a bank loan.
(6)
Advantages

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Disadvantages
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

CHAPTER 2
COMMUNICATION AND
THE CUSTOMER

Learning Objectives
2.1 Business communication
Understand the importance of business communication and the
advantages and disadvantages of different methods of business
communication.
2.2 Customer service
Understand the importance of customer service in meeting business
objectives.
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Business communication

The importance of business communication
Communication is about passing messages between people or businesses. Each message has a sender and a
receiver. Messages between a sender and receiver take place using a medium (such as email, phone or letter).
Effective communication is important as it can make an impact on business efficiency and so it is important
that each type of communication is appropriate for its audience and is fit for purpose. Communications fail
when a message is unclear or the receiver does not understand technical terminology. Selecting the right
medium is important. Messages may never be received if for example they are sent at the wrong time or to a
junk email folder. This results in inefficiency and higher costs, as more resources are needed to achieve the
same result.
Internally, the business will communicate with employees. Effective communication is important as it
helps with the management of employees. If employees understand their roles and responsibilities, tasks
and deadlines are understood and can be met. Managers need to be able to communicate well with every
employee that is involved in the business so that each employee understands what is expected of them.
Employee motivation can improve when managers listen and respond to suggestions from employees. Good
communication between management and employees can create an inclusive atmosphere within a business. If
the company ethos encourages a positive and inclusive culture, employees can become more committed to
the quality of their work and are more inclined to support fellow colleagues. As a result, employees will feel
included in the company and will be encouraged to work harder.
A business is also continually communicating with its customers external to the business. For example, if
you think of a hotel, the hotel management communicate with its employees; these employees communicate
with people outside the business. This could be the customer service answering the phone, a member of
accounts handling billing information or the receptionist on the check-out desk. Businesses also communicate
with customers when promoting a product and trying to make a sale. Effective communication means that
businesses use language that the customers understand, so when promoting a product, the customer knows
what the business has to offer and is encouraged to purchase.
Effective communication is also important as it can encourage a good relationship between the business
and their customer. If a business deals with complaints quickly and effectively, and listens to their needs, their
customers are more likely to continue doing business with them. The business will also be in a position to
provide better service. This is because as they communicate with their customers, they will be able to figure
out exactly what they want from the business. This way, a business can make the necessary improvements to
products that the customers want. This positive company ethos helps to keep customers happy and satisfied.
Businesses will also communicate with other stakeholders, such as suppliers to request information about
orders and delivery times. They may also share information with their shareholders. Businesses will keep and
maintain many of these communications in the form of business records (for example, of employees and
customers, of business transactions, and of meetings). They will also have training manuals, financial and
business reports – the list goes on and on.
Corporate image summarises what the business stands for. It is made up of a number of elements including

advertising, promotions and other forms of communication activities. The purpose of developing a corporate
image is to create a specific impression to consumers. A strong corporate image provides consumers with
confidence in what to expect from a business, and can allow them to charge higher prices, because better
quality is often associated with a higher price. This is important as businesses with a strong corporate image
tend to have more loyal customers, making them less likely to purchase from competitors offering similar
products.

Communication and the customer
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Businesses try to give consumers a good impression to associate with their corporate image. To do this,
businesses will develop a house style for its communications to complement their image. A business will
set a universal standard for fonts, colour schemes and styles, and create writing guidelines to be used for all
communications. A house style will promote a sense of identity and will represent the image of the businesses
it has been created for. This means that communications are instantly recognisable, for example any consumers
looking at a document from a business can immediately identify what it is for, or where it is from. Documents
with different fonts, colours and styles can look untidy and make the business appear unprofessional.
A brand is a name, symbol, sign, design or a combination of these, used to identify the goods or services of
a business and to differentiate them from their competitors. A brand communicates with consumers and reflects
the image of the business. Creating an effective brand can allow a business to charge more for its products as
consumers are willing to pay more.

Case Study 2.1

An example of a brand (Nike)

Nike is an example of a trusted brand. The Nike swoosh logo that appears on its popular sports
shoes was designed by a university student in 1971. She was paid $35 ($2 per hour) for creating
a logo that has now become one of the world’s most recognisable brand icons.

Different types of communication used in business
Business communication generally comes in two forms; written and verbal. A business cannot survive without
written communication. From the manager setting and monitoring strategic targets for the business, to the
minutes of a weekly team meeting, written communication is used at all levels internally within a business.
Businesses also depend on written methods of communication to reach external stakeholders such as suppliers
and customers. Written communication includes newsletters, formal letters, notice boards or posters and other
written communication forms. A business may choose to use written communication if they need to reach
many individuals at different locations with a similar message (for example, sending a letter to all customers,
or putting a poster on all staff notice boards).
Written communication is an important method as it creates a paper trail for key messages. The receiver
may be asked to acknowledge receipt of the message or respond within a limited time frame. Businesses
often use written communication to ensure they have documentation when correcting an issue or dealing with
important legal situations.
Verbal communication is also used by businesses. Verbal methods may include telephone calls, meetings,
one-to-one interviews and presentations. It is different from written communication as it allows the receivers
to ask questions and get immediate feedback from the senders of the message, and the other way around.
Verbal communication is important as senders can provide additional information, and use pauses, emphasis
and tone of voice to stress certain points. The increase in global business operations has however created
some challenges for verbal communication. These challenges may include language barriers, cultural or social
barriers and time differences when giving messages.

Business technology has opened up new types of business communications, such as web conferencing, email,
tweets, blogs, online chat and text messages. Electronic communication is important as it allows businesses to
send mass messages to several individuals quickly and at a low cost. Electronic communication methods are
often used to reach external stakeholders or customers and other businesses in a timely way.
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The difference between formal and informal business communication
Formal communications are official messages sent by a business (for example a letter or report). Informal
communications are unofficial messages not formally approved by the business (such as everyday conversation

between employees). The informal communication network in a business is often referred to as ‘the grapevine’.
If employees are chatting (for example, when travelling to work, waiting to use the photocopiers or in the
cafeteria during lunch), they are likely to hear and pass on information about possible activities in the business.
Employees often say that the grapevine is their most frequent source of gathering information on their business.

Examination Tip
You will need to understand different types of written and verbal, formal and informal
communication used to communicate with the stakeholders of different businesses, their
advantages and disadvantages and the importance of these to the success of a business.

2.2

Customer service

Understanding the importance of good customer service is essential for a business to create new customers and
keep loyal customers. Customers of a business may be internal or external.

The difference between internal and external customers
A customer is an individual or group of individuals who have dealings with a business, and who has the right to
ask you or expect you to provide a service as part of your job role. For most people this means that they have
two types of customers at work; internal and external.
Internal customers are all the people who have a direct relationship with a business (such as employees,
managers, stakeholders and shareholders). They may be employees who need assistance to fulfil their
responsibilities to their internal and external customers. An internal customer could be a colleague in your
department or another department, a supervisor or manager or a member of a work team. A request from your
manager to help a colleague is an example of an internal customer request.
External customers visit or contact a business because it can provide something they need. They buy a
product from a business but are not part of the business. Some businesses have a wide variety of customers
because most people need or use their goods or services (such as an airport, a supermarket or hospital). Others
provide products or services which are of interest only to certain types of people. For example, a college
focuses on the needs of students, but a pre-school nursery concentrates on parents who have young children
that may attend.

The importance of customer service in meeting business objectives
All businesses benefit from providing excellent customer service as it helps to meet their objectives (explained
further in Chapter 1). For example, private sector businesses want to increase the number of orders they receive
for their products as this affects the profits they make. By providing customers with an excellent experience,
businesses can increase sales through repeat business and by word of mouth recommendations which is cheaper
than paying for advertising. Businesses in the public sector that fail to meet customer service standards find
they have poor reviews published by the media. In addition to the benefits good customer service has on a
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business, customers also benefit because they can rely on continually excellent service, giving them no reason
to shop elsewhere. Employees may also prefer to work in a business that has high standards and treats its
customers well because they know they are doing a good job and customers rarely complain.

Types of customer service provision
Customer service is the service provided to customers before, during and after the purchase and use of
products. Good customer service provides an experience that meets customer expectations and so creates
satisfied customers. Bad customer service can produce complaints and lost sales, because consumers might
take their business to a competitor. Businesses can provide customer service through a variety of ways to
include customer service agents, telephone helplines, written advice and guidelines and after-sales service.
Customer service agents
Customer service agents (sometimes referred to as ‘customer service representatives’, ‘customer service
advisors’, or ‘customer service associates’) talk to customers on behalf of businesses. They may resolve
problems, answer questions, provide information and process sales. For example, a customer service agent could
be an employee in a call centre at a bank, airline or insurance agency. The agent takes phone calls and respond
to emails, and maybe places orders for a customer or handles returns. As customer service agents communicate
regularly with the customers of a business, it is important that they speak clearly and professionally in person,
on the phone, through email and other media.
Telephone helplines, written advice and guidance
Telephone helplines are special telephone services that allow customers to call and get advice on a product
from an agent. Some businesses will charge for these calls, whilst others offer a freephone service (a telephone
service without charge). They can also provide customers with written advice and guidance on products.
Internet chat lines
Today many businesses will also offer help through internet chat lines (such as webchat/live chat support)
which can give businesses the opportunity to provide 24/7 support. Another advantage of using live chat
software is that it gives customers the option of receiving a transcription of the conversation for their records.
This gives them a point of reference in case any issues arise in the future. A recording of the verbal conversation
on the telephone might be carried out by a business but is not usually offered to the customer.
After-sales service
After-sales service is the way a business treats a customer after a sale. This could include free maintenance
on a bicycle, a 30-day money back guarantee, free advice on how to use a product and/or follow-up calls to
see if the customer is happy with their purchase. Goods may be covered by a warranty that allows the goods
to be replaced or repaired within a certain period after purchase. After-sales service plays an important role
in customer satisfaction and customer retention as it can produce loyal customers. Providing good after-sales
service shows customers businesses want to build a long-term relationship with them, earn their loyalty and
keep their business. If customers believe in the business and its brand, they may use the business for longer,
and give positive feedback to others.
24/7 ordering facilities
Many business are now operating and selling products through the internet. This is called ‘e-commerce’. One
advantage of a business operating in this way, is that e-commerce websites can run all the time and so can offer
24/7 ordering facilities. This increases the number of orders a business can receive, whilst also benefiting the
customer because an ‘always open’ store is more convenient for them.
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How businesses obtain customer feedback
The methods that businesses use to obtain customer feedback will often be dependent upon their size and how
much money there is available to conduct each method.
Surveys and questionnaires
Surveys and questionnaires are used to measure the opinions or experiences of a group of people by asking
structured set of questions.
CUSTOMER SERVICE SURVEY
Excellent

Good

Fair

Poor

Staff available in a timely manner
Staff greeted you and offered to help
you
Staff were friendly and cheerful
throughout
Staff answered your questions
Staff showed knowledge of the
products
Staff offered advice
Staff were polite
Overall, how would you rate our
customer service?
What did you like best about our customer service?

How could we improve our customer service?

Is there an employee you would like to praise?
Name:

Reason:

Figure 2.1 An example of a customer service survey

Businesses usually use written questions to gather information on the customer’s views of a good or service.
A survey may be left in a hotel room to obtain their feedback on their experience or may be sent to customers
for them to complete after they have purchased a product online to see how they like/dislike the product. They
may also be sent to previous customers who have not made a purchase from the business for some time in order
to find out why.
As well as gathering feedback about the business and its products, surveys and questionnaires can also
provide useful information about customers by gathering information on things such as age, gender and salary.
However, many people may not fill in this part of the questionnaire as they do not want to give out personal
information.
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Many businesses send out regular online questionnaires to a representative customer group to check their
views on a wide range of topics (such as advertising and promotion, pricing, speed of delivery, attitude of staff,
returning goods or the quality of the product).
Businesses may also give questionnaires to their employees in order to gain their feedback on what they have
received from customers. As many staff deal directly with customers this allows the business to gather positive
and negative comments made to employees and act on them to improve customer service. They may also ask
the employees’ views on working for the business, to check that they are happy and are not planning to leave.
Some businesses employ customers to visit businesses such as shops, restaurants and hotels as mystery
shoppers to compare their service to that of their competitors’. Mystery shoppers may phone a business with
queries or to make a booking, and/or make a visit in person. Afterwards they complete and return a questionnaire
to the business with their comments. They check, for example, the speed of service, the quality of the goods or
service, the attitude of the staff and the cleanliness of the business.
Online reviews
As more and more people use the internet, online reviews have gained in popularity. Consumers can comment
on their experiences by posting a review on the business website or an online review site. Many consumers
actively check online reviews for products before purchasing. Whilst online reviews can help sell a product,
it can also have the opposite effect, with some online reviews being too honest. Businesses have also reported
concerns over ‘fake’ negative reviews being posted onto review sites by competitors to decrease their popularity.
Some consumers are concerned that negative reviews are not being published, and some businesses are paying
for endorsements without this being made clear to the public.
Focus groups
A focus group is a method of research involving a small group of people (usually six to eight participants)
who are guided through a discussion by a moderator. Focus groups can be used by a business to find out about
personal opinions and attitudes (for example, what the group thinks about a business). Although they can be
useful in gaining an understanding of the needs, preferences or main concerns of a group, they are not ideal
for gathering the views of a wide range of individuals since the sample size remains very small and selective.
Suggestion box
A customer suggestion box is a way to gather customer comments and suggestions in order to try to make
improvements. Customers are encouraged to share their ideas by placing suggestions in the box. This could be a
real box within the business itself or a link online. Businesses will often offer an incentive (such as a monthly draw
or free gift) to customers who take the time to provide their feedback. This is then used to improve the business.
Many business now also use blogs and online forums to gather customer comments, and encourage email
feedback.

The impact of customer feedback on the business
As customers are more likely to interact with a business again after receiving good customer service, it is really
important that businesses take into consideration both the positive and negative feedback received in order
to make changes to business practice and quality improvements. The best business decisions use the data
collected from customer feedback. This allows a business to gather understanding of how its customers really
feel about its products. If a large percentage of customers suggest a change to a product, or want an additional
way to purchase that product, the feedback can be used to make possible changes to keep the customers happy.
Feedback can also be used to solve the problems that are causing customers to be unhappy by making changes
to business practice to stop the problems occurring again and potentially affecting other customers.
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Features of effective business communication with customers
Language
The language used should always be appropriate for the customer. Although technical phrases are used every
day, they should be avoided when speaking to customers as they can cause confusion. The use of slang
(informal words) should also be avoided as they do not sound professional. Carefully chosen words can be
used to persuade or influence customers.
Tone of voice
Tone of voice is not what you say but how you say it. Tone depends upon the message and who you are
speaking to. Think about the way you speak to your tutor, to your friends, how you talk to your parents or the
way you would speak in an interview. There would be a difference in the words you use and how formal or
informal you were with each person you were speaking to. In a business, tone of voice refers not only to the
way its employees speak to one another and to customers, but it also refers to everything that is written (its
written communication) including its website, social media sites, emails and on its packaging.
Empathy
Empathy is the ability to share or understand the feelings of others. It is important that employees show
empathy to customers. Sometimes customers are disappointed in a good or the service they have received, or
may even be angry. Part of empathy is the ability to listen actively to customers when they are speaking (for
example, to the details as to why they are angry). Employees should apologise to the customer and show they
understand why they are upset. The employee should remain polite even when the customer is not, and inform
the customer of what they are going to do to resolve the issue. They should then check that the customer is
happy with the solution offered. Businesses that show empathy to customers are more likely to encourage
customer loyalty and repeat purchases.

Examination Tip
You will need to understand the difference between internal and external customers, how they
receive feedback from these customers and what they do with this data, the types of customer
service provision offered by different businesses and the importance of customer service in
meeting business objectives.

Chapter 2 Summary
What you have learned:
• The importance of business communication in relation to the management of its employees,
company ethos, house-style, corporate image, brand, communicating with customers and
other stakeholders, and maintaining records.
• The different types of communication used in business including written and verbal, and the
difference between formal and informal business communication.
• The difference between internal and external customers.
• Types of customer service provision including customer service agents, telephone help lines,
internet chat lines, written advice and guidance on products, after-sales services including
repairs and return of faulty goods, and 24/7 ordering facilities.
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• How businesses obtain customer feedback including questionnaires, surveys, online reviews,
suggestion boxes and focus groups.
• The impact of customer feedback on the business including changes to business practices
and quality improvements.
• The features of effective business communication with customers including the use of
language, tone of voice and empathy.

Activities
2.1

You are a manager in a business with a new member of staff. Starting at the bottom, list the information
that a manager must communicate to the new employee in order for them to do their job. Next list what
they should know, and lastly what would be nice to know.
Must know

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Should know
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
Nice to know
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
2.2

Circle the three mistakes in the following text:
Customer service agents talk to customers on behalf of employees. They may start problems, answer
questions, provide information and process sales. An example of a customer service agent could be
an employee in a call centre. The agent takes phone calls and respond to emails, and maybe places
orders for a customer. Another could be employees working for businesses (such as banks, airlines
and insurance agencies). As customer service agents communicate regularly with the customers of a
business it is important that they speak clearly and unprofessionally in person, on the phone, through
email and other media.

36

LCCI LEVEL 2 CERTIFICATE IN BUSINESS FUNDAMENTALS

Practice questions
2.1

Name two types of verbal communication.
(2)

1 ............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
2.2

Explain one disadvantage of a focus group.
(2)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
2.3

Discuss how 24/7 ordering can benefit a business.
(6)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

CHAPTER 3
MANAGEMENT
INFORMATION SYSTEMS
AND BUSINESS
DOCUMENTATION
Learning Objectives
3.1 Management information systems and business risks
Understand why businesses require management information and how
it can be used to support decision making and reduce risks in the main
departments.
3.2 Sales and purchasing documents
Understand the purpose and preparation of sales and purchasing
documents, checking their accuracy, highlighting errors and making
amendments as needed.
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3.1

Management information systems and business risks

A management information system (MIS) is a computer-based system that gathers data from a range of
external and internal sources (such as the internet and the intranet of a business), compiles it and presents it in
a readable format. The main role of an MIS is to report on business operations to support decision making. This
ensures that the business is managed in a better and more efficient way so that it can achieve its full potential
and compete in the market.

The main features of a management information system (MIS)
The features of an MIS
PEOPLE

The staff that process data and prepare the information.

EQUIPMENT

Business equipment which can transmit and communicate the information to
chosen staff.

PROCEDURES

An agreed framework for the production and distribution of the information to
chosen managers and staff.

An MIS provides tools to organise, evaluate and efficiently manage businesses. It helps managers with
decision making through electronic data storage, data processing and data analysis, generation of
reports and transmission of documents. Having an MIS means that information is available 24 hours a day,
7 days a week, and access to the internet enables the information to be communicated between businesses and
individuals in different countries.
For example, a business will have managers who are responsible for the day-to-day running of that
business. They need to make sure that there is enough inventory, that the employees are well trained and that
the paperwork in the business is up to date. If a business owner checks the MIS and sees that the amount of
components is not enough to meet production goals, they can then decide either to order more components or
to lower production targets. A business may also have strategic managers who are responsible for planning the
direction the business will take, forecasting what will happen in the future, controlling the costs of the business,
marketing the business and the products that it sells and ensuring that resources are sufficient for the business to
be successful. Each type of manager will have information needs that must be satisfied to enable them to carry
out their job effectively. An MIS tries to satisfy these information needs and reduces business risks through
providing better quality information.

Disadvantages to businesses of using an MIS
Although it has many benefits, an MIS has some disadvantages as it can be a costly investment. In addition
to buying an MIS software package, customising the system and hiring specialist IT support staff to oversee,
maintain and manage the system and keep the software and equipment up to date, a business must also train
all employees to use the system. A business would need to weigh up these costs against the potential benefits
before deciding whether to purchase. There are also issues surrounding system reliability and security as
computerised systems are prone to attacks and viruses. For example, in recent years several retail chains have
been targeted by hackers who stole customer information from their MIS and distributed personal information
and credit card data over the internet.
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Business risks and their impact on a business
By understanding potential risks to the business and deciding on ways to minimise their impact, a business may
recover quicker if an incident occurs. Types of risk vary from business to business but all need to be identified
and managed. For example, an increase in competition may lead to the business having to lower its prices as
consumers now have more opportunities to buy a product from rival businesses. This may lead to a reduction
in demand from customers and a fall in market share. Increased competition may also force the business to
improve the quality of its products, resulting in increased costs, which means that profits may fall.
A disruption in supplies or a lack of finance may lead to shortages in raw materials, components, and/or
labour as a business may not be able to purchase the products it needs to operate, find enough staff or pay them.
This can lead to a business’ inability to meet customer demands for its products as it will lower productivity. It
may increase the costs of the business as it has to pay more for materials or staff that are in short supply. It could
also affect the quality of the products if poor quality materials are substituted, or untrained or unskilled staff are
used. This may ultimately lead to dissatisfied customers which could result in poor publicity, causing damage
to the reputation or brand of the business and the way in which it is seen by the consumer and the customer. This
may result in the business losing sales revenue, causing large financial losses and a drop in profits.
In addition all businesses must comply with the law. These laws will affect the way a business operates.
Although it may cost money to implement changes in the workplace or increase training, the business must
comply with the law otherwise legal action may be taken, which can result in the business being fined. This
will affect the reputation and the profits of the business.

PEST analysis
All business are influenced by external factors (for example, market conditions or government policies).
The business will analyse the external factors that may influence it using a PEST analysis. PEST stands for
political, economic, social and technological factors. A PEST analysis is useful because it helps to spot business
opportunities, and highlights risks. It shows changes in the business environment and so can help a business
think about what it is doing, and help it to work with change rather than against it. It also helps a business to
avoid starting projects that are likely to fail for reasons beyond its control.
PEST analysis of
external factors

What does it include?

POLITICAL

Political factors include the laws and regulations that a business must follow to
keep it legal. For example, an increase in age restriction to stop young people under
the age of 18 buying energy drinks would decrease the sale for those products.

ECONOMIC

Economic factors include changes in tax and interest rates. Economic factors are
key in determining demand. For example, if taxes and interest rates were raised,
customers would have to pay more tax from their wages and their loan repayments
would be bigger. This would affect the amount of money they have left to spend on
purchasing products.

SOCIAL

Social factors include lifestyle changes. For example, an increase in healthy eating
and fitness can decrease the demand for food and drinks high in salt and sugar,
and increase the demand for services such as gyms and spas.

TECHNOLOGICAL

Technological factors include automation and robotics. This technology has an
impact on business as new technologies can affect the way a business operates. For
example, robots can work faster than humans, do not get tired at the end of a shift
and can be used to carry out tasks that a human would find repetitive or boring.
This can benefit a business as it allows human workers to be used to carry out more
interesting, higher value jobs, and may mean they may stay with the business longer.
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Case Study 3.1

An example of technological factors on a
business (Amazon)

In 2012 the online retailer Amazon bought Kiva Systems – a robotics company. To help Amazon
become more efficient, Kiva’s robots are used to automate the picking and packing process at
Amazon’s large warehouses. The robots are 40 centimetres tall and weigh almost 145 kilograms.
They can run at 8kph and carry packages weighing up to 340 kilograms. In 2017, Amazon was
operating more than 80,000 robots globally.

If a business uses an MIS, the main business departments will have access to the MIS and may be able to use
it to their advantage, meaning the business is in a better position to control some of their risks.

Marketing
- Provides market research
data to forecast and plan sales.
- Produces weekly, monthly
and quarterly sales reports.
- Provides an analysis of
customer feedback to allow
marketing decisions to be
made.

Human resources
(HR)
- Carries out workforce planning
and analyses staﬃng
requirements.
- Analyses the performance of
employees, and the eﬀectiveness
of employee policies.
- Enrols and monitors participants
in training and development
programmes.

Production
- Monitors the ﬂow of
materials and products and the
quality of the inputs and
outputs of the business.
- Plans and schedules
production for the best
productivity.
- Carries out cost control
analysis so the business
operates more eﬃciently.

Finance
- Provides information on costs
and revenues, which allows
managers to set,monitor and
control budgets.
- Collects information on sales
volumes to estimate revenue
streams.
- Creates documentation to
report on payroll and tax.

Figure 3.1 Examples of using an MIS within the main departments of a busines

Examination Tip
You need to be able to understand the main features, advantages and disadvantages of using
an MIS within a business. You also need to understand different business risks and how MIS
information can be handled to support decision making (using a PEST analysis) and reduce risks
in the main departments.
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Sales and purchasing documents

Businesses sell goods and services to generate revenue. The sales function involves businesses selling goods
and services to customers and clients. It includes raising invoices and generates revenue. The purchasing
function is when businesses buy goods and services from suppliers. It involves checking invoices and other
documents, and means that the business has to spend money as it has incurred expenses.
Sellers of goods will sell to customers, whereas sellers of services will sell to clients. For example, a
supermarket will have customers but an accountant or a hairdresser will have clients. The businesses that buy
those goods and services will buy from suppliers.
Each time goods and services are bought, different sales and purchasing documents are created. It is
important that these documents are produced and maintained for various reasons.

To get goods
to the right
place at the
right time
To provide
information
about goods
being bought
and sold

To help
produce
accounts

Sales and
purchasing
documents
To ensure
correct prices
are charged

To help ﬁnd
mistakes
To prove that
goods have
been bought
and sold

Figure 3.2 Reasons for producing sales and purchasing documents

Quotation (before placing an order)
A buyer will want to know the price before making a purchase. This can be done by consulting a printed
catalogue or website, or by a telephone enquiry. A seller may provide a written quotation if they are requested
to do so, although this procedure is more common with higher value orders. A quotation is a fixed price offer
from the seller to the buyer that cannot be changed once accepted by the buyer. It makes the seller appear more
professional as it gives a record of the proposed product being offered, and the buyer knows exactly what
product the seller is going to provide and at what price.
The seller that gives the quote must stick to the quotation price even if it carries out more work than
expected. It is therefore important that a quotation specifies precisely what work is covered and situations that
will lead to additional charges. If a seller thinks this is likely to happen, they may give an estimate. An estimate
is an educated guess at the cost, and is not binding.
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Date: 05/01/2018
Invoice: 1234
Expiration Date: 05/02/2018

Quotation
Go Gardeners Ltd
Customer: Denemans

Payment
Terms
Due on
receipt

Salesperson
Kamran Goga
Task
Gardening
Spring clean-up

Description
125m2 turf maintenance
 Mowing and moss removal
 Borders and edging
 Weed control

Due Date
01/03/2018

Total Price
$1 365
Subtotal
Sales Tax @ 20%
Total

$1 365
$273
$1 638

Quotation prepared by: Go Gardeners Ltd.
This is a quotation on the services named above. Additional charges will be incurred for any
extra services or diﬀerences in size of turf.
To accept this quotation, sign here and return:
……………………………………………………………………………………………………………
Thank you for your business!

Figure 3.3 An example of a quotation

Purchase requisition note
A purchase requisition note is used by the buyer to ask the person in the business that controls finances to
approve an order. Purchase requisition notes are often required if the purchase is over a certain limit. If the
request is approved, the customer places the order with the seller.

PURCHASE
From: Cleaning and ground services
To: Purchasing department
Task
Spring clean -up by Go Gardeners Ltd.
Signature

REQUISITION 3281
Date: 16th March 2018
Quotation price
$1 638
Yahya Ahmed

To be ﬁlled in by the purchasing department
:
Purchase order number: …………………………………………………………………………
Supplier: …………………………………………………………………………………………………
Signature: ……………………………………………………………………………………………...

Figure 3.4 An example of a purchase requisition note for a service
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Purchase order (PO) (placing an order)
A purchase order (PO) is sent by the buyer to the seller and details the items the buyer agrees to purchase at a
certain price. It usually contains:
•

a reference number (used for filing and quoting on the invoice)

•

the catalogue number of the goods required

•

the quantity of the goods required

•

the description of the goods set out in full

•

the price of the goods

•

the signature and date of the buyer.

From a legal point of view, the PO is a contract. POs are typically used when a buyer wants to make a
purchase against an account they hold with another business. This means the supplier delivers the service or
ships the purchased goods prior to payment, and the PO serves as risk protection. POs in larger businesses are
typically created using electronic purchasing systems which enable businesses to track POs and submit them
electronically.

Purchase Order No: 7866
To:
Ruby Drum Supplies
Marina Way

Drumz’n’Stix
Quantity

Item Description

Oldtown
Order code

Unit Price

Total Price

$

c

$

c

3

Starter drum kit

SDK5

120

00

360

00

1

Deluxe drum kit

DDK5

300

00

300

00

24

Wooden sticks (pairs)

WS1

5

00

120

00

3

Cymbal bag 20”

CB20

28

00

84

00

Total

864

00

Buyer: L Guillaume
Date: 30th November 2018

Figure 3.5 An example of a purchase order (PO) for goods

Delivery advice note (goods are delivered)
A delivery advice note arrives from the seller along with the goods being delivered. It is signed by the buyer
to confirm that the goods are correct and undamaged, and have been received. These notes may be physical (a
hard copy) or electronic, and are important because they track the goods have been shipped, received by the
correct customer and are of a good quality. The information on a delivery advice note usually includes:
•

a reference number

•

date of issue
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•

the PO number

•

the customer’s details

•

the description of the goods and the quantity supplied

•

the method of delivery.

The delivery note will be manually or electronically signed and dated by the person receiving the goods as
proof of delivery.

Delivery Advice Note: 672034
From: Ruby Drum Supplies, Marina Way, Oldtown
Quantity

Item Description

Order code

3

Starter drum kit

SDK5

1

Deluxe drum kit

DDK5

24

Wooden sticks (pairs)

WS1

3

Cymbal bag 20”

CB20

Method of delivery: Carrier: 2U Deliveries
Received by: G Smith
Date: 8th December 2018
Figure 3.6 An example of a delivery advice note

Goods received note (GRN) (checking the delivery)
The goods received note (GRN) is an internal document created by the buyer after inspecting the delivery of
goods from the seller. It describes each good and details the quantity of each received.
In large businesses, a delivery note may be signed but there has not been enough time to go through the
order in detail. In these circumstances employees will unpack inventory at a later date and go through the
order and check it, making note of anything missing or damaged. The GRN will then go to the accounts
department so when the payment is requested by the seller (the invoice), the GRN can be used to adjust the
amount requested.
The provision of services is not usually recorded on a delivery note or GRN. However, businesses will still
check that what was provided was the same as what was ordered and invoiced for.
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Goods Received Note
Supplier:
Ruby Drum Supplies
Marina Way
Oldtown

Customer:
Drumz’n’Stix
52 High Street
Anytown

GRN No. 2451

Date: 8th December 2018

Quantity
15

Description
Wooden Drum Sticks (pair)

Item Reference
WS3

Consignment No. 314589

Carrier: 2U Deliveries

Received by: G. Smith

Checked by: G. Smith

Good condition x 14

Damaged or missing x 1

Order Number
7866

Figure 3.7 An example of a goods received note (GRN)

Invoice (seller asking for payment)
An invoice is a request for payment by the seller to the buyer. It will list the products supplied and the amount
owed for them.
Invoices need to be accurate and sent out in a timely way to make sure that money is received for goods as
quickly as possible. Invoices must show all the necessary information needed by a business to make sure the
goods or services are paid for. This usually includes:
•

a reference number of the invoice

•

the seller’s name, address and contact information

•

the name and address of the customer

•

the date the goods or service were provided (supply date)

•

a clear description of what product the customer is being charged for, the price and any discounts
applied, and the final amount(s) being charged

•

the length of time to pay and how to pay.

In most countries a sales tax is added to the invoice after any discounts have been taken off. This is set by
the government and collected from the seller.
E&OE is often shown against the total on the invoice. This stands for ‘errors and omissions excepted’. This
is in case a clerical error has been made by the seller and the information is incomplete or incorrect.
A seller will not normally expect a customer who makes a number of orders each month to pay each individual
invoice as soon as it is received, as this could result in the buyer having to make a number of payments during
the month. Instead, a statement of account is sent by the supplier to the customer at the end of each month.
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Sales Invoice
Supplier:
Ruby Drum Supplies
Marina Way, Oldtown

Customer:
Drumz’n’Stix
52 High Street, Anytown

Supply date: 6th December 2018

Payment with 30 days please
Unit Price
($)

Total price
($)

Code

Description

Quantity

SK5

Starter Drum Kits

2

120

240

WS3

Wooden Drum Sticks (pair)

15

5

75

DH45

Replacement Head Skins

1

35

35

Goods Total
Trade Discount @ 10%

350
35

Subtotal
Sales tax @20%

315
63

Total to pay

378

Figure 3.8 An example of an invoice for goods

Goods returned note/debit note
A goods returned note is sent by the customer to the seller with the goods returned for example because they are
the wrong type, or they have received too many, the wrong quality or damaged goods. The note tells the seller
the amount and quantity being returned by the buyer so that they can get a refund.

Goods Returned Note
To: Ruby Drum Supplies, Marina Way, Oldtown
Item
Code

Quantity

Description

Reason

WS3

1

Wooden Drum
Sticks (pair)

Not delivered

5

00

Goods Total

5

00

Trade Discount @ 10%

0

50

Subtotal

4

50

Sales tax @20%

0

90

Order value

5

40

Figure 3.9 An example of a goods returned note

($)

(c)
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Credit note
In a business when an account customer returns goods to the seller that they have received on credit, they
send a debit note to tell the seller the amount and quantity being returned. Any refund due to the buyer will be
acknowledged with a credit note.
A credit note is issued by the seller to the customer. It tells the customer that they need to pay less than they
were previously asked to pay, or that a refund is due.
Sometimes when a business sends out goods, they become lost in transit, damaged, not enough are delivered
or the unit price on the invoice is incorrect. The customer will report this to the seller who will issue a credit
note showing the invoice number and the reason for the credit. The other details will be exactly the same as on
the invoice.

Ruby Drum Supplies
Credit Note
To: Drumz’n’Stix
52 High Street
Anytown
Your
Returns Ref

Customer
Account
Number

Date

805

2515

05/01/2018

Item Code

Quantity

Description

WS3

1

Wooden Drum
Sticks (pair)

Invoice
Number
677
Unit
Price

Credit Note
Number
524
REFUNDED CHARGE
to include trade
discount and sales
tax

$5

$5.40

Reason:
One pair of drumsticks missing from order.

Figure 3.10 An example of a credit note for a good

All documents must be checked carefully for accuracy by both the seller and the buyer to make sure that the
right goods or services have been supplied, and at the right price. It is essential that items (such as discounts,
sales taxes and totals) are calculated correctly or the buyer could pay too much or the seller receive too little.
Before an invoice can be paid, the buyer must check the invoice to make sure that what was originally ordered
on the PO matches the goods received and matches what they are being charged for on the invoice. If any
errors are found (for example, inaccurate quantities, wrong prices or damaged goods), these will need to be
highlighted and payment cannot be sent until the error is corrected. If a buyer finds an error on a document that
has been sent by the seller, they must not correct or alter the document. An amended document will need to
be issued from the buyer to the seller. Any errors found on documents should be dealt with promptly.
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By making sure the information is correct on all sales and purchasing documents, businesses can avoid
issues such as overpaying, paying for duplicate items and paying for things they have not received. It also
helps decrease the possibility of fraud. Frequent errors on these documents will make a business look
unprofessional, and customers may decide to use another supplier. Accurate sales and purchasing documents
help businesses to:
•

track transactions

•

avoid paying too much or not enough

•

avoid wasting time in having to correct errors

•

plan income and expenditure

•

ensure records for tax purposes are accurate

•

ensure customers are not inconvenienced by incorrect or late deliveries

•

ensure customers are not inconvenienced by payment requests for the wrong amount.

Examination Tip
Learners will understand different sales and purchasing documents required by businesses, why
and how each documents is used, and the importance to the buyer and the seller of checking
their accuracy, highlighting errors and making amendments as needed.

Chapter 3 Summary
What you have learned:
• Why businesses require management information and how it can be used to support
decision making and reduce risks in the main departments.
• The main features of a management information system (MIS) and the disadvantages to
businesses of using MIS.
• Business risks and their impact on a business, including the external factors affecting
business risk decisions and the use of PEST analysis.
• The advantages to the main departments of using a management information system (MIS)
to control business risks.
• The purpose and preparation of sales and purchasing documents, and why they should be
checked for accuracy, errors highlighted and amendments made.
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Activities
3.1

In the table below, explain how businesses can be affected by social trends.

Social trend

3.2

Changes due to trend that a business needs to consider

Check the sales invoice below and correct any errors you find.

Sales Invoice
Supplier:
Star Inks
74 High Street, Mytown

Customer:
Joseph Books Plc
Ariel Way Estates, Anytown

Supply date: 14th April 2018

Payment with 30 days please
Unit Price
($)

Total price
($)

Code

Description

Quantity

CP

Colour printer

2

100

240.00

CIC

Colour ink cartridge

1

35

35.00

BIP

Black ink cartridge

1

25

25.00

PWP

Pack of white paper

15

5

75.00

Goods Total
Trade Discount @ 10%
Subtotal

375.00
37.50
337.50

Sales tax @20%
Total to pay

67.50
405.00
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Practice questions
3.1

Give two reasons why a business must make sure sales and purchasing documents are accurate.
(2)

1 ............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
3.2

Explain one impact of lack of finance on a business.
(2)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
3.3

Discuss the advantages and disadvantages to a business of a management information system (MIS).
(6)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

CHAPTER 4
BUSINESS POLICIES

Learning Objectives
4.1 The need for business policies
Understand why it is important for a business to establish business
policies and the advantages and disadvantages of the methods used to
communicate them to its employees.
4.2 The classification of business policies
Understand the difference between compulsory (statutory) and
voluntary (non-statutory) policies and their implications on a business.
4.3 The responsibilities of directors and business managers
Understand the responsibilities and implications for the board of
directors and its managers in relation to the establishment and
monitoring of business policies.
4.4 Business meetings
Understand the purpose and structure of business meetings and their
role in monitoring the implementation and effectiveness of business
policies.
4.5 The responsibilities of the employee
Understand the responsibilities of, and impact on, the employee in
relation to business policies when carrying out their job.
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The need for business policies

Business policies are the principles, rules and guidelines set by a business to help it to reach its long-term goals.
Policies contain procedures that are the specific methods used in the day-to-day operations of the business.
These are used to set the standards for the business. Policies and procedures must be regularly reviewed to
ensure that they are up to date, reflect the needs of the business and reflect any legislative changes enforced by
the government.
Policies and procedures establish the rules of conduct within a business, outlining the responsibilities of
both employees and employers, and are put in place to protect the rights of employees as well as the business
interests of employers. For a policy to work, it must be clear and easy to understand. The types of policies that
a business needs depends on the business type. Businesses commonly have policies for bullying, harassment,
internet use, health and safety and social media use. Depending on the needs of the business, different policies
and procedures will be put in place. If the business has employees operating heavy machinery, then it may
consider putting in a drugs and alcohol usage policy, but if it is an accountancy firm then this policy is unlikely
to be a priority.
Policies are important because they support business procedures and determine rules (for example,
they will regulate the behaviour of employees through the way they conduct themselves, inform them of
attendance rules, of the dress code, rules regarding privacy and other areas related to the terms and conditions
of their employment). Policies also help to create a culture where issues are dealt with fairly and consistently,
and so help to establish a company ethos. Having business policies is also important as these policies help the
business to keep within the law (this is covered in more detail in section 4.2).
Businesses will formally communicate their policies to their employees in a number of ways. They
may be published in a booklet or made available in another form that is widely accessible (for example, an
employee handbook that may be distributed in hard copy or made available on the intranet). Unfortunately
a disadvantage of this is that many businesses have policies sitting in filing cabinets or shared drives of the
intranet that are completely unused as employees are not aware of their existence. A business must make sure
that it makes employees aware that policies exist. The best time to do this is during the induction process
of new employees, and can be a simple checklist to ensure that a new employee to the company has all the
relevant information that they need, or it can be covered as part of any ongoing training, where policies can be
explained in more detail (this is covered in Chapter 5).
A business should also make sure that employees can easily access policies if necessary, by having them
pinned up on a notice board or on the company intranet, for example. Creating awareness of, or changes to,
existing policies and introducing new policies could be shared in an internal business newsletter, but this
method may not be read by everyone and so employees may not be aware of important statutory policies and,
as a result, the employees may make an error. Using these types of method may mean employees are unable to
ask questions about the policy, leaving them unsure of their legal rights and as a result, the business may not
meet its legal requirements.
Having clear and accessible policies can make a real difference to the productivity of a business as employers
and employees have access to good quality, straightforward advice and information to help them to work to
the best of their ability. Policies can provide benefits in the workplace as they help employees know what is
expected of them with respect to standards of behaviour and performance. They also set rules and guidelines
for decision-making in routine situations so that employees and managers do not need to continually ask senior
managers what to do.
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An example of a workplace bullying policy
The purpose of this policy is to communicate to all employees (including supervisors, managers and
executives), that the company will not in any instance tolerate bullying behaviour. Employees found
in violation of this policy will be disciplined, up to and including termination.
Bullying is the act of repeated inappropriate behaviour, either direct or indirect, whether verbal,
physical or otherwise, and conducted by one or more persons against another or others, at the
place of work and/or in the course of employment. Such behaviour breaches our Code of Ethics,
which clearly states that all employees will be treated with dignity and respect.
The company considers the following types of behaviour examples of bullying:
• Verbal bullying – Slandering, ridiculing or maligning a person or his or her family; persistent
name calling that is hurtful, insulting or humiliating; using a person as butt of jokes; abusive and
offensive remarks, use of offensive nicknames
• Physical bullying – Pushing, shoving, kicking, poking, tripping, assault or threat of physical
assault, damage to a person’s work area or property
• Gesture bullying – Non-verbal threatening gestures; glances that can convey threatening
messages.
• Exclusion – Socially orphysically excluding or disregarding a person in work-related activities.

An example of a business workwear policy
Because our work environment serves customers that make decisions about the quality of our
products based on their interaction with you, the company expects all employees to dress in
professional business casual attire. This includes suits, trousers, jackets, shirts, skirts and dresses
that, while not formal, are appropriate for a business environment.
Business casual dress code:
Jeans, t-shirts, shirts without collars and footwear such as flip flops, trainers and sandals are not
appropriate for business casual attire.
Employees are expected to demonstrate good judgment and professional taste. Employees
who wear business attire that is deemed inappropriate in this workplace will be dealt with on an
individual basis.

Examination Tip
You will need to understand that different businesses will have different policies, and why it is
important for a business to have these policies in place. You will need to be able to understand
the ways in which these policies can be communicated to employees, and the advantages and
disadvantages of each method.
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The classification of business policies

Businesses are not required to have a policy on every aspect of its business. However, as an employer, it must
set out details of compulsory (statutory) policies. In instances where there may be no statutory requirement, it
is good practice to set out voluntary (non-statutory) formal policies so that standards are set, and employees
understand what is expected of them and what they can expect in return. There are legal requirements that make
some policies compulsory in a business, and some of these policies must be set out in writing.

Legal requirements of statutory policies
It is important that all employees understand the legal requirements of statutory policies on a business as it can
affect their responsibilities when carrying out their job. The main statutory polices are as follows:

Health and
safety

Consumer
protection

Statutory
policies

Employment
legislation

Data
protection

Health and safety
Provisions for safety are necessary for every business. It is important that all employees work within a healthy
and safe workplace. Accidents and unsafe conditions can lead to a business appearing in a court of law, which
could damage its reputation. This policy should be available in every workplace, and made available to other
parties as required (such as visitors, contractors and suppliers).
The policy must set out the employer’s commitment to reduce risks and observe legal duties relevant to
the workplace and its business. It will also set out what employees’ duties are in relation to health and safety,
and how they can meet these duties. This must be put into a written statement and published. It must include
a named Health and Safety Officer, outline employee training, the provision of protective equipment and
clothing, risk assessments, and regular fire drills. It is often displayed as a poster.
Employment legislation
Over time, a number of laws (legislation) have been developed governing employer/employee relations and the
rights of both employees and employers in the workplace. All business must comply with employment legislation.
An equal opportunities policy must set out the commitment of the business to equal opportunities in matters
such as recruitment. It must comply with current relevant legislation such as minimum wage requirements. The
contract of employment must include pay, working hours and holiday entitlement.
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Data protection
Employers should have a data protection and data security policy in place to cover how confidential information
is used and stored in line with any legislation. This policy must cover the secure storage of data, confidentiality
of the data, the rules regarding disclosure and access arrangements to the data.
Consumer protection
The law gives consumers protection against unfair selling practices. The business should provide the consumer
with all relevant and material information so as not to mislead the consumer. The consumer can then make an
informed decision about whether to purchase. Businesses must comply with these laws and its employees are
responsible for ensuring that accurate information is given to consumers.
Businesses must ensure that its products are safe and fit for their intended purpose. Businesses must offer
a full refund if an item is faulty, is not as described or does not do what it is intended to do. For example, a
business must give cash refunds for a faulty good, and cannot give store vouchers.
Advertising must not be false. For example, businesses cannot state that a product is only available for a
limited period of time to pressure consumers to buy, offer products for sale knowing that they will not be able
to meet the demand for that product at that price, or advertise a product at a specific price and then refuse to
supply within a reasonable amount of time with the intention of selling a different product to the consumer. For
example, if a store advertises a free gift with a purchase, customers should get one.
Businesses may also offer goods for sale on a credit basis. If goods are to be sold on credit then the interest
charges must be disclosed by the business.

Consequences of breaches in statutory policies
There are consequences and implications for any business that is found to be in breach of a statutory policy.
This may result in legal action which may later result in fines or even imprisonment (in some countries), and
which will adversely affect the profits of the business. For example, a business that manufactures consumer
goods must follow product safety laws or face legal action.
Being in breach of a statutory policy may also damage the corporate image of the business, which may result
in less customers using the business and so cause a loss in revenue. For example, data protection is in place in
order to protect the customers because businesses hold their financial information. If a business misuses this
data (for example, by selling it to or sharing it with another business), it could damage the corporate image
for this business.
If a business that advertises a product similar to a product made by a competitor, they may mislead
consumers into believing both products are made by the same manufacturer. For example, if a business

designs the packaging of shampoo A so that it very closely resembles that of shampoo B, an established brand
of a rival competitor. If the similarity was introduced to deliberately mislead consumers into believing that
shampoo A is made by the competitor (who makes shampoo B) this would breach the law.
It is also illegal for a business to display any notice that deliberately misleads consumers or deceives them
about their rights (for example, displaying a sign that says they do not accept returns or offer refunds, or saying
that it does not provide cash refunds and will offer a credit note only).

Non-statutory policies
In addition to statutory policies, businesses also create non-statutory policies as customers may be attracted
to a business that offers more than the legal minimum. Having non-statutory policies may help a business
to:
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•

build a strong company ethos

•

build a better reputation

•

give customers a better service compared to businesses that follow statutory policies only

•

attract more customers from competitors

•

generate more revenue which will increase profits.

A disadvantage of offering non-statutory policies is that once they are in place, the business must ensure that
they are properly implemented and monitored to keep them up-to-date and relevant otherwise they will have
no value. Another problem arises when a business puts very detailed policies in place as it becomes difficult for
the business to abide by them and to ensure that employees understand them.
An example of a non-statutory policy for refunds
The following is an example of a non-statutory policy for refunds. The policy states what the
business will do in addition to the statutory policy.
Your legal rights – When you buy goods from a business, by law you have a number of rights as a
consumer. These include the right to claim a cash refund, replacement, repair and/or compensation
where the goods are faulty or not as described.
Our policy – In addition to your legal rights, we also allow you to return goods if you simply change
your mind. Please return the unused goods to us with the original till receipt within 14 days and we
will offer you an exchange or a credit note.

Case Study 4.1

An example of a business breaching
statutory law

In 2015, four employees and the owner of a mobile phone retailer were taken to court for a
number of unfair trading practices. They were accused of conspiring with the owner to cheat
customers by telling customers that mobile phones would be sold to them at prices that they
knew to be false.
The owner admitted to cheating 26 victims out of $16,599 over a period of 10 months. He was sent
to jail for 33 months and ordered to pay back the losses suffered by his victims. The employees
were sent to jail for between 4 and 14 months.

Examination Tip
You will need to understand the two types of business policies – compulsory (statutory) and
voluntary (non-statutory) – and the difference between them. You will also need to understand
how putting a policy in place will impact on a business, and what might happen if the business
does not comply with statutory policies.
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The responsibilities of directors and business managers

Both profit and not-for-profit companies will have a board of directors. A board’s members are called directors,
these are elected by the shareholders of the company (as previously discussed in Chapter 1). The board of
directors are responsible to the shareholders and must take their interests into account. These interests will
include ensuring that the business is operating within the law (as discussed above in section 4.2) and fulfilling
its legal responsibilities (for example, maintaining full and accurate accounting records).
The board will have a number of roles and responsibilities. It will try to ensure that the business performs
to the best of its ability, that the business is profitable and that dividends (a share in the profits of the company)
are issued to its shareholders. Other roles and responsibilities include determining the mission and policies of
the business, and establishing and putting in place appropriate policies and procedures governing the operation
of the company. It will set the business strategy (the top-most goals of the company) and decide on the
organisational structure within which the policies will operate.
The board will delegate (assign) duties to managers. Managers are the people in charge of specific teams,
departments or activities within the business. Managers are responsible for ensuring that policies agreed by the
board of directors are implemented; it is the board’s role to monitor this.
For this to happen successfully, managers must ensure that all policies are communicated and understood
by their employees. If policies are not followed by individual employees, it is the role of a manager to address
this with the employee directly. Managers will also be asked to provide data and reports which help to evaluate
the effectiveness of policies, and to provide specialist advice to the board of directors on the content of
business policies.
Both directors and managers may be liable to penalties if the company fails to carry out its statutory duties.
For example, if a health and safety offence is committed and is proven to have been neglected by a director or
manager, then that individual (as well as the business) can be prosecuted. Those found guilty are liable for fines
and, in some cases, imprisonment.

Case Study 4.2

Examples of individuals neglecting legal
policies

Example 1:
In 2017, a company director was found guilty of neglecting his legal duties after an accident in the
workplace. A young worker was burned on his arms and legs after being told to pour a drum of
flammable liquid into burning waste. The action resulted in a fireball which burned the employee
badly. The investigation that followed found that the company director failed to ensure the waste
material was burned safely, did not provide first aid to the employee or send him to hospital. The
director was jailed for eight months and was also disqualified from being a company director for
seven years.
Example 2:
In 2012, a construction site manager was sentenced to six months in prison for safety failures
which resulted in the death of a passer-by. The pedestrian was killed by three large heavy window
frames that fell and crushed her as she walked past the construction site. These frames had been
delivered to the site and left leaning unsecured against a wall by an employee. The site manager
was found guilty of failing to take reasonable care for health and safety.
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Examination Tip
You will need to understand the role of a board of directors within a business, the board’s
responsibilities in establishing policies and monitoring how managers are communicating and
implementing them. You will need to understand the implications for the board and managers if
policies are not implemented correctly.

4.4

Business meetings

The purpose of meetings
A meeting is a coming together of people to exchange information in a planned manner and discuss issues set
out before them in order to arrive at a decision, to solve problems or generate new ideas, for example. A
meeting can be formal or informal. Formal meetings have set rules and a written record of its proceedings. An
informal meeting can be without any written notice (for example, employees may meet in the staff room to
discuss a staff day trip). A meeting can save time as it can reach a number of people and communicate with
them at the same time to reach decisions faster, but as they require a number of people to come together at
the same time and place, it costs the business time and money because other work has to be set aside for the
purpose of the meeting. Unnecessary meetings may waste time, lead to frustration and negativity, and may
lower motivation to participate in future meetings.
Companies use formal business meetings to review company information or establish new operating
policies. Effective meetings should be properly planned, organised and controlled. It is also important that
group members contribute to the discussion, give advice, generate new ideas and make recommendations.
Formal meetings are used for a number of reasons such as communicating information. These are
meetings where one member has factual information to communicate or a decision to make which affects all
members present. These meetings tend to be formal as their aims are to give the participants an understanding
of the information and to discuss any implications it may have or how to put such information to best use.
Consulting meetings are used to monitor and review current policies, state their flaws, suggest change and
invite participation and comments. Problem solving meetings will describe the problem as clearly as possible.
Participants will be given as much information as possible to allow them to generate ideas, offer advice and
reach conclusions.

The structure of meetings
A formal meeting will have a chair. This person is the leader, and has to perform the same function as the leader
of any working group. The chairperson will always consider whether a meeting is necessary or if some other
means of communication is more appropriate (for example, could an email be sent out to certain individuals
asking for their comments instead?).
If they decide a meeting is needed, they will begin by setting the agenda. This outlines the structure, the
time and place of the meeting, the topics to be covered and who will introduce them, as well as the time the
meeting will finish. The secretary provides administrative support to the chair and the committee, and will
help agree the dates of meetings and help to set the agenda. The secretary will circulate the agenda well in
advance of the meeting, including any accompanying documentation.
At the meeting, the chair leads and ensures that actions are agreed, implemented and monitored. The

vice chair stands in for the chair if they cannot attend to ensure continuity. Regular meetings often start by
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monitoring the attendance of participants and giving apologies for absence for those who cannot attend. The
meeting participants may be managers from specific departments or sections within the business, employees
or other stakeholders. The meeting then continues by looking at the minutes from the previous meeting and
addressing any outstanding actions (‘matters arising’). During the meeting the secretary will take the minutes,
and note any actions that will need to be taken and who will be responsible for this. Most meetings end with
‘any other business’ (AOB) which gives everyone the opportunity for any last minute items to be raised.

An example meeting agenda
• Apologies for absent participants
• Minutes of last meeting
• Matters arising (actions from the minutes of the previous meeting)
• Item 1: Report on Funding
• Item 2: Report on Training
• AOB
• Time and date of next meeting.

Examination Tip
You will need to understand the purpose of business meetings, how a business meeting is
structured, the various roles and responsibilities of participants and why formal business
meetings are held.

4.5

The responsibilities of the employee

Every business has a responsibility to ensure it follows the relevant rules and regulations. An employer will
make sure it does everything it can to make sure that rights and responsibilities in the workplace and business
policies are communicated effectively. Equally, an employee should also be aware of their own responsibilities
in relation to business policies when carrying out their job.

Business policies and the individual employee
Health and safety
An employee is responsible for their own wellbeing and that of their co-workers. They must take reasonable
care of their own health and safety, and the safety of others. Employees must know the procedures put in place
by the business (for example, workers operating machinery must avoid wearing jewellery, loose clothing or
anything that could get trapped or caught in the equipment). All employees must attend health and safety
training as required to make sure that they understand the health and safety policies of the business. Workers
must co-operate with employers and co-workers to help everyone meet their legal requirements.
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Consumer protection
Consumer protection laws protect the rights of a consumer when they buy products from a business. Every
business must ensure their employees provide consumers with the correct information and advice about
products. This is because consumers have basic legal rights if a product is given a misleading description, is of
an unsatisfactory quality or is not fit for its intended purpose. Breaking the law can mean the reputation of the
business is damaged, along with its corporate image.
Data protection
Data protection legislation controls how personal information is used by businesses and the government.
Computer databases are used in businesses to store information on customers and employees. These can be
accessed, searched and edited more easily than if the records were paper-based. The computers are often
networked to allow for organisation-wide access to databases and offer an easy way to share information
with other organisations. It is therefore important that all employees follow business procedures regarding the
collection and storage/sharing of personal data. There is a danger that the information could be misused or get
into the wrong hands. This could damage the corporate image of the business. If a business does not keep to the
law, it would be subject to legal action, and as a result the business may get a fine.
Employment legislation
Businesses will expect that employees will conduct themselves in a professional manner when interacting
with others or when managing colleagues. All employees must consider their own behaviour and the impact
that this can have on others. Although employees may have different personalities and management styles, all
staff will be expected to work co-operatively with others, consider other people’s viewpoints in order to help
reach agreements, establish good working relationships and to never behave in a way that is unacceptable or
offensive to other employees.

The impact on the employee if they do not follow business policies
If an employee is not following their employer’s business policies, it may mean that they are not working in
the correct manner and so may not reach their appraisal target (this is covered in more detail in Chapter 5).
If employees knowingly breach policies, this will be taken seriously by the business. A business will have
sanctions (penalties) in place and employees may find themselves subject to disciplinary action, up to and
including termination of their employment.
The usual procedure if an employee is not working in line with the policies of the business, is for the line
manager to speak with the employee and have an informal discussion to ensure that the employee understands
the policy and the reasons for following it. If the employee continues to ignore policies, they may be called into
a formal meeting with their line manager to discuss why they are not using the policies, and the employee
may need to accept additional training. If the employee continues to ignore business policies, this may lead
to disciplinary actions or sanctions (such as monitoring, suspension from their job for a set period of time or
even losing their job altogether).

Examination Tip
You will need to understand the responsibilities of an employee in the workplace and how
and why business policies need to be followed. You will also need to understand the impact of
business policies on the individual employee and what may happen if policies are not followed
when carrying out a job.
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Chapter 4 Summary
What you have learned:
• The need for business policies including how they are established and formally
communicated to employees.
• The classification, requirements and reasons for business policies including the difference
between statutory and non-statutory policies, and the consequences for the business for the
breach of statutory policies.
• The responsibilities of directors and business managers including the role and
responsibilities of the board of directors.
• The purpose of business meetings including the structure of meetings and the various roles
in monitoring the implementation and effectiveness of business policies.
• The responsibilities of the employee including the impact on the employee if they do not
follow business policies when carrying out their job.

Activities
4.1

You are shopping and see the following sign.

Please choose carefully as there is NO
return or refund on items once bought.
Why should this sign not be displayed in a shop?
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
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You have been given the following social media policy for a business:
Social media business policy

Social media rules
Employees use of personal social media accounts is restricted to non-work times such as break
and lunch. Employees should be clear that any views they post are their own and not those of the
company. They must not post inappropriate material or anything that could damage the reputation
of the company.
Sanctions
Employees who are in breach of this policy will be subject to disciplinary action, up to and including
termination of employment.

What are the advantages to the business of having this social media policy?
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
4.3

Circle the four errors in the following text.
The usual disciplinary procedure, if an employee is not working in line with the policies of the
business, is for the director to speak with the employee and arrange a formal meeting to ensure that
the employee understands the policy and the reasons for following it. If the employee continues to
ignore policies, they may be called into an informal discussion to discuss why they are not using
the policies, and the employee may need to accept additional training. If the employee continues to
ignore business policies this may lead to promotion.
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Practice questions
4.1

A trader offers to buy scrap metal from a consumer and offers $10 a kilo. He states that the metal offered
weighs 5 kilos, but it actually weighs 9 kilos.
This is an example of which type of action?
(1)

4.2

□ A

Misleading

□ B

Informed

□ C

Confidential

□ D

Statutory

Which two of these would be formal methods used by a business to communicate its policies to its
employees?
(2)

4.3

□ A

Social media

□ B

Suggestion box

□ C

Employee handbook

□ D

Telephone call

□ E

Newsletter

State two requirements of a data protection policy.
(2)

1 ............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
4.4

Discuss the advantages to a business of having workplace policies.
(6)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
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...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

CHAPTER 5
PERSONAL SKILLS AND
PERFORMANCE

Learning Objectives
5.1 How a business supports employee performance in the workplace
Understand the business practices that can support, improve and
reward employee performance in the workplace
5.2 Personal performance targets
Understand why personal performance targets are set and how they can
be used to improve skills, qualities and qualifications.
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How a business supports employee performance in the
workplace

How a business can support and reward employees
To support business performance, businesses need employees that are motivated, flexible and well-trained, who
recognise customer needs and offer excellent customer service. In return, employees need to be supported by
the business in their various roles and at different levels. Many businesses believe that this can be achieved by
skilling its staff. It can do this through a variety of methods.
On-the-job and off-the-job training
Businesses use training to improve business performance, profit and staff morale. A business can choose what
new skills the workforce needs and target these to meet the needs of the business. Training staff can result in
better customer service, better work safety practices and productivity improvements. If staff get new skills,
it increases their contribution to the business and builds their self-esteem, and upskills them to do new and
different tasks. It keeps them up to date and more motivated if they continue to learn and develop. They may
also become eligible for promotion if they have gained experience and additional qualifications. If staff are
promoted, they may then need training to cope with their new responsibilities.
During on-the-job training, the employee remains in their normal working environment. There are a
number of types of on-the-job training:
•

Induction training – When a business employs staff, new employees start with induction training. This
means that they spend a short amount of time learning about the company, touring the premises, finding
out about health and safety and their rights and responsibilities as an employee. For example, the
employee should receive an outline of their role, responsibilities, level of authority and work priorities;
how and when they will be paid; how to report absence and sickness; the disciplinary and grievance
procedure and work policies (such as no smoking, dress codes and codes of conduct). They will know
where the basic facilities are (such as lavatories, cloakrooms, and eating areas). They will receive an
explanation of the emergency procedures, and who they should report to.

•

Initial training – This is given to new employees to ensure that they understand the requirements of
their job and how to make sure they work competently and safely. All new employees should be given
training immediately after the induction procedures have been carried out.

•

Updating training – In most jobs, employees are expected to update their knowledge and skills regularly.
Jobs change and so do the skills that employees need (for example, there may be new equipment or new
computer software).

•

Multi-skilling – This means that employees are trained to do several jobs rather than just one. This
allows them to be able to cover the work of a colleague who is ill or on holiday, which can provide
the business with flexibility with recruitment as the total number of employees needed can be reduced,
saving the business money. Employees can also become more motivated because their role is broader
meaning they are more interested.

Off-the-job training means the employee leaves their normal working environment to receive special

instruction. This could be in another part of the building for their induction training or external training (such as
fire or first aid). Sometimes an employee may go outside to a further education college to gain a qualification,
but this is usually done in the employee’s spare time.
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Job rotation
Another method of supporting and motivating employees is through job rotation. Job rotation moves employees
through a range of jobs. This helps to increase job interest and variety; widen the knowledge and range of skills
an employee has; provide opportunities for improvement and career development and increase the employee’s
involvement in decision making and target setting. For example, a management trainee may spend time in
different parts of the business to give them wider experience.
Giving an employee the opportunity to work in other departments allows them to understand other people’s
jobs, which may make the business more efficient. It also gives an employee the ability to share ideas with
other employees so they can learn from each other. This means that some employees may become more
productive in their role. However, job rotation is sometimes met with resistance. Experienced employees who
are comfortable in their jobs are often unwilling to rotate into other roles.
A job rotation strategy also comes with costs. When employees are moved, time and money is invested by
the business into training the workers in those positions. This not only includes costs for the employees who are
rotating, but also the time of the managers and others who must train the employees in each area.
Work shadowing
Work shadowing involves observing a professional in their job to gain a better understanding of that role.
It usually lasts a couple of days only, and its purpose is to achieve an understanding rather than to provide
a hands-on experience. For example, an employee planning to take up a different role in the same business
may be asked to shadow someone in that job to get a better idea of their role. This helps the employee to
be more confident, aware of the requirements of the role and so better prepared for the job. It also helps
the business as it reduces the chances of failure and reduces the time required for the employee to be fully
productive.
Many businesses use work shadowing as a part of leadership training and development. Would-be leaders
are given opportunities to shadow senior leaders and get first-hand experience of what it takes to be a leader.
Mentoring
Mentoring happens in many workplaces. Mentoring schemes match an experienced member of staff with a less
experienced employee so that the mentor (the experienced one) can help the mentee (the less experienced staff
member) by taking an interest and helping in their career path. Mentoring should be thought of as building a
relationship between two people rather than an activity to be carried out. A mentor is a person who listens as
well as gives advice to others over a long period of time. They do not have a set agenda, and a range of issues
can be dealt with.
Coaching
Many businesses use some form of coaching to develop their staff. A workplace coach enables you to improve
and develop in the workplace. A coach will focus on helping employees to achieve specific objectives usually
within a set time period. They will try to grow their knowledge and extend their thought processes by creating
a supportive environment in which to challenge and develop their critical thinking skills and ideas.
Pay systems
Pay systems can also be used to motivate employees. In return for their labour, an employee will expect to be
paid (remunerated). For some employees the remuneration package offered may be the most important part of
their job. There are different types of payment systems:
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Basic pay
Basic pay is given for the amount of time an employee spends at work. Wages are usually associated with
hourly/weekly rates of pay, and monthly salaries are usually associated with annual rates of pay for professional
positions. Pay needs to be seen to be fair and to match the level of work being conducted. If a business tries
to pay below what similar businesses are paying for the same job, then it may have difficulty in recruiting and
retaining suitable staff.
Overtime
Overtime pay is an additional payment given on top of basic pay and is paid for the additional hours worked
in excess of the working week as outlined in the employee’s contract. It is usually paid at a higher hourly rate.
Instead of paying for overtime, some employers offer ‘time off in lieu’ (TOIL). This is agreed between the
employee and employer, and any time taken off will normally be at a time that suits the employer.
Piece-rate-pay
Piece-rate pay means that employees are paid a fixed rate for each item they produce. For example, if an
employee works for a manufacturer of cellular phones, which pays its staff a piece rate of $1.50 for each phone
completed, if an employee completes 500 phones in a standard 40-hour working week, he will be paid $750.
Performance bonuses
Performance bonuses are a sum of money added to an employee’s wage or salary as a reward for good performance.
This could be for achieving satisfactory or high ratings during their performance appraisals. Performance
bonuses may have a positive effect on employee performance. If the bonus is high enough the employee knows
that their hard work will be rewarded at the end of the period, and can be an incentive for employees to strive
for high performance throughout the evaluation period. However bonuses can be hard to reach and difficult to
reward. Employees may be incentivised by the bonus at the start, but over time may come to expect it. This
means bonuses become less effective at motivating employees and need to be reviewed by businesses.

The advantages to a business of supporting employee performance
Using these methods can help an employee to meet their personal targets, team targets and support their
career progression. They can also help staff understand how their work fits into the business’s structure,
mission and goals. Employees often become more motivated when they understand how their work matters,
and if a business demonstrates to its workforce that it values them enough to invest in them, it may also
improve loyalty and staff retention as employees are more likely to stay at the business and seek out promotion
opportunities. It may also improve recruitment as prospective employees may be more likely to want to work
for a business that supports its employees well.
Most employees need motivation to feel good about their jobs and perform to the best of their abilities.
Although some employees may be motivated by pay alone, others find recognition and rewards personally
motivating. Businesses recognise that employee motivation is important for the continued success of a
company. In theory, a motivated workforce will work harder and achieve greater output in less time, therefore
cutting down labour costs and improving financial performance. They help improve business systems and
processes as they require less supervision and demonstrate pride in their work, making a greater impact on
the customer and enhancing customer service and business reputation. Motivated employees have greater
concentration and are less likely to make mistakes, cause accidents or be involved in conflict. They are also
likely to show greater loyalty to the business and be absent less often. On the other hand, an unmotivated
workforce will be dissatisfied with its role in the work environment. This can negatively affect both the quality
of the work, as well as how efficiently employees carry out their jobs, and so negatively affect the performance
of the business.
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Examination Tip
You will need understand how businesses can support, improve and reward employee
performance through each of the methods outlined. You will also need to understand the
advantages to the business and the employee of supporting employee performance in the
workplace.

5.2

Personal performance targets

Individual employee skills and personal qualities are important for businesses. Many employers think that what
someone can do (their skills) and what they are like as a person (their personal qualities) are as important, if
not more important, than qualifications. When recruiting, employers look at the attitude, character, presentation
and personality alongside education and qualifications.

Skills, qualities and qualifications
Workplace skills
A skill is something you can do (for example, an ability or a talent). Every person has their own set of skills
and will use these skills every day. A person can learn new skills throughout their life. A workplace skill might
be the operation of machinery (such as driving a fork lift truck in a warehouse, inputting data into a computer
in a finance department, composing business communications as a human resources assistant, researching the
internet to find marketing information, setting up and maintaining a manual or computerised filing system
in administration). Sometimes particular skills are needed for individual jobs (for example, keyboard skills
would be needed to work in an office). These skills are referred to as ‘job-specific skills’. Many skills can be
developed inside or outside of the workplace or through study, and skills are used to enhance career progression
and personal development.
Personal qualities
Personal qualities are sometimes called ‘personal attributes’. These include being punctual, reliable, creative (such
as being able to generate and apply new ideas and solutions), cooperative, a team player (that can work confidently
within a group), focused, target-driven, flexible and being able to adapt successfully to changing situations and
environments. For example, turning up on time and being able to get on with your work without anyone watching
to ensure you do it is being responsible. Agreeing to do what the group decides is best even though it would not
be your first choice is being flexible. The ability to look on the bright side is being positive and the ability to stay
calm even when other people are getting annoyed is having patience. Speaking in front of a group shows you have
confidence, and making your mind up to do something and seeing it through to the end shows determination and
commitment. Employers want to hire candidates who demonstrate qualities such as reliability, responsibility and
trustworthiness as they are likely to do a better job than someone who is disorganised and forgetful. When looking
at job adverts you will sometimes see personal qualities being referred to as competencies.
Qualifications
Some business will ask for specific qualifications for a particular job role. Qualifications are accredited
confirmation that a person has acquired a certain level of knowledge or skills. These may include academic,
professional, vocational or other qualifications (such as a driving licence, heavy goods vehicle (HGV) licence
or a first aid certificate).
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An example of a job advert for a retail store manager
So you’re looking to reach your full potential with an exciting and expanding lifestyle brand and
you’re thinking this is the right place? Our culture is driven by people who feel relaxed in a dynamic
environment, enjoy life to the full, have a real understanding of our brand philosophy and a passion
to develop and succeed. We need managers who can lead and develop their team to understand
the brand aims and objectives, and to realise the potential of their team.
Key competencies:
• Drive, Energy, Passion – Commitment, enthusiasm, striving to be successful individually and for the
business.
• Customer Driven – Knows the customer, drives to fulfil and exceed customer needs, and
understands how to instil this in others.
• Lead/Develop People and Self – Develop themselves and team, has common sense and integrity
when dealing with people and an ability to lead and motivate to success.
• Planning & Organisation – Plans ahead, organises themselves and team to ensure maximum
efficiency and success in store.

Performance reviews
Performance reviews, or performance appraisals, are meetings between an individual employee and their line

manager, and usually occur once a year with periodic reviews. A confidential discussion takes place on things
that have been done well over the year, problems that have occurred and the skills the employee would like to
develop over the next year. Training opportunities are identified and targets set. A written record of the agreed
targets is maintained throughout the year and at the end of the year, the employee may be scored or graded on
their performance against their targets. This may link to their salary progression and performance bonuses.

Performance reviews are beneficial as they allow employees to discuss problems with their job, and line
managers can try and solve these problems, which may make the employee feel more supported in their role.
Reviews also allow line managers to see if targets have been met, which may result in praise or rewards for the
employee, helping them to feel valued in their role.
EMPLOYEE PERFORMANCE REVIEW
Performance goals

Did not meet
expectations

Met some
expectations

Successfully
met
expectations

Exceeded
expectations

Far exceeded
expectations

Comments

PEOPLE
Communication
Teamwork
Team leadership
Own development
Managing change
CUSTOMER
Customer focused
INTERNAL PROCESSES
Getting the job done
Self-development

Figure 5.1 An example of an employee performance review form for an employee at a retail store
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There will be success criteria for each area that the manager will be looking at. Examples of success factors
can be found in figure below.
Area
COMMUNICATION

Success factors
How do you use verbal and written skills to communicate?
What importance do you place on listening to others’ views?
In what ways do you keep people informed?

TEAMWORK

How can you help to build your team?
What can you do to assist in making teamwork successful?
How does understanding help to build relationships?

TEAM LEADERSHIP

What decision making are you expected to do?
Do you delegate to others?
How can you help motivate other team members?
Do you inspire others to copy you?

OWN DEVELOPMENT

Do you manage your own performance by asking for training?
Will feedback from others help you to develop?
Do you know how to get coaching and support from others?
Have you learnt to give feedback to others?

MANAGING CHANGE

How can you have a positive and confident impact on people?
Do you use persuasiveness to present a balanced case?
Have you used assertiveness to put your view over?
How easily do you adapt to new circumstances?

CUSTOMER FOCUS

How well do you respond to customer needs?
In what ways could you exceed customer expectations?

GETTING THE JOB DONE

Do you set objectives to get things done?
What planning and organising do you do?
Do you monitor and control standards?
Does your goal orientation help you beat your personal best?

SELF-DEVELOPMENT

How confident are you in your self-belief?
How resilient are you under short-term pressure?
How flexible and adaptable are you with new ideas?
How do you make change work?

Figure 5.2 An example of the different success factors that are considered when completing an
employer performance review
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The features of SMART targets
During a performance review, a line manager and employee will set performance targets for the coming period
and review those set last period. These targets should be SMART; specific, measurable, achievable, relevant and
time-bound. They can be used to help an employee to improve their skills, qualities, qualifications and meet
their personal performance targets.
•

Specific and measurable targets provide a definition of success. For someone to say they want to be

•

Achievable and relevant targets can engage and motivate employees, but the targets must be possible
for them to achieve and focused on their goal or else they may be setting themselves up to fail. For
example, a lifetime career goal for an employee at a magazine could be to become the editor, but they
could set a more realistic target of becoming an editorial assistant first.

•

Time-bound targets give a deadline for when something must be achieved so that they have a date to

successful at work is too general. It is difficult to measure if the target has been achieved unless a more
specific target is given.

aim for and can check that the target has happened on time. This could be for example a one-month
target to talk to the current editor to determine what skills are needed to do the job of a section head, a
one year target to complete a journalism course or a five year target to become the deputy editor.

Examples of setting smart targets for measuring personal performance
• Present a minimum of one business update to the team each month to improve confidence and
presentation skills.
• Delegate work and tasks more effectively to free up one hour each day to work on selfdevelopment, within one month.
• Find a mentor to help to identify the required skills for promotion by the end of the first quarter
and develop them by the end of the third quarter.

Examination Tip
You need to understand how businesses use performance reviews to set and review personal
performance targets for employees, how and why the targets should be SMART and how these
targets can be used to improve the skills, qualities and qualifications of the employees.

Chapter 5 Summary
What you have learned:
• How a business can support, improve and reward employee performance in the workplace.
• The advantages to the business and the employee of the different ways in which an
employee can be supported in the workplace.
• Why personal performance targets are set and how they can be used to improve skills,
qualities and qualifications.
• The difference between workplace skills, personal qualities and qualifications.
• How personal performance targets can be SMART and how they are used to monitor
performance.
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Activities
5.1

What skills and qualities do you think are needed to become a police officer?
Make a list of at least four skills and qualities, and say why they would need each.

1 ............................................................................................................................................................................
2 ............................................................................................................................................................................
3 ............................................................................................................................................................................
4 ............................................................................................................................................................................
5.2

When students start at college they are given information about the site and a set of rules to follow. The
same thing applies at induction when you start a job.
Make a list of at least three things you would expect to be shown or want to find out on the first day in
a new job.

1 ............................................................................................................................................................................
...............................................................................................................................................................................
2 ............................................................................................................................................................................
...............................................................................................................................................................................
3 ............................................................................................................................................................................
...............................................................................................................................................................................

Practice questions
5.1

Which one of these is a personal quality?
(1)
□ A

Setting up a filing system

□ B

Being punctual

□ C

Driving a forklift

□ D

Inputting data into a computer
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Discuss the advantages of job rotation to a business.
(6)

...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................
...............................................................................................................................................................................

APPENDIX 1
GLOSSARY OF BUSINESS
TERMINOLOGY
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A
After-sales service – The way a business treats a customer after a sale.
Assets – What a business owns.

B
Bank loan – An amount of money borrowed for a set period from a lender with an agreed repayment schedule,

usually secured against the assets of the business.

Bank overdraft – A short-term way to borrow money up to an arranged limit.
Bonus – A sum of money added to an employee’s wage or salary as a reward for good performance.
Brand – A name, symbol, sign, design or a combination of these, used to identify the goods or services of a

business and to differentiate them from their competitors.

Budget – A financial plan that identifies, estimates and itemises future spending.
Business aim – A business goal, where a business; wants to go in the future.
Business objectives – The stated, measurable targets of how to achieve business aims.
Business plan – A plan that identifies the opportunities in the market, the human, financial and physical

resources needed, any risks and opportunities for growth.

Business policies – The principles, rules and guidelines set by a business to help to reach its long-term goals.
Business strategy – How a business intends to achieve its business aims and objectives.

C
Capital goods – Goods used in the creation of products for example equipment, machinery and buildings.
Cash flow – The money entering or leaving a business.
Cash flow forecast – A financial document that shows all expected inflows and outflows of a business in the

month in which they are expected to be received or paid out.

Cash inflow – Money that the business receives.
Cash outflow – Money that the business pays out.
Chain of command – A vertical line of authority enabling orders to be passed down through the layers of

hierarchy.

Closing balance – What a business expects to be left in the bank after all inflows and outflows have been taken

into account during a set period. This is shown on a cash flow forecast.

Coaching – Using an experienced member of staff to help improve and develop another employee in the

workplace.

Communication channels – The way that information flows within a business and with other businesses.
Competitive market – A market in which a large numbers of producers compete with each other to satisfy the

needs and wants of a large number of consumers.

Contingency planning – A plan that analyses the risks that are faced by a business and asks the question ‘what

if?’
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Corporate business plan – A document that sets out the plans and ambitions of a business over a set time period.
Corporate identity – The visual identity that helps distinguish a business to the public, its customers and from

other competitors. It is an easily recognisable symbol, logo or trademark that appeals to the audience.

Corporate image – The public perception of a business. In other words, what the public thinks of it.
Corporate social responsibility (CSR) – A business aim to ensure that a company conducts its business in a

way that is ethical.

Cost of sales – The total cost of obtaining or creating a product.
Credit note – Used by the seller to tell the customer that they need to pay less than they were previously asked

to pay, or that a refund is due.

Crowdfunding – Raising finance by asking a large number of people for a small amount of money each.

Crowdfunding uses the internet to reach potential funders.

Current assets – Items that can be easily changed into money. Also called ‘liquid assets’.
Current liabilities – What the business owes to others.
Customers – People or businesses who purchase products from a business.

D
Deed of partnership – A contract drawn up by partners in a businesses that states the type of partnership it is,

how much capital each party has contributed and how profits and losses will be shared.

Delegation – Passing authority down to someone below to carry out a specific task.
Delivery advice note – A document that arrives from the seller with the goods delivered and is signed by the

buyer to confirm that the goods are correct and undamaged.

Discount – A reduction in price.

E
E-commerce – Any business transactions conducted electronically (such as online shopping, internet banking,

online auctions and online ticketing). E-commerce means ‘electronic commerce’.

Entrepreneur – A person who has the capability and willingness to develop ideas, organise and manage a

business venture along with its risks to make a profit. Entrepreneurs bring together the factors of production
in order to produce a good or service.

Equity – A financial term to describe the assets of a business minus its liabilities; it is the amount left over after

a business has paid its debts.

Exporting – Selling to another country.
External customers – A person who buys a product from a business but are not part of the business.
External environment – The factors that occur outside of the business that cause change and are usually

outside of the control of the business.

F
Factors of production – They are the resources that form the building blocks of an economy and are made up

of land, labour, capital and enterprise. They are used to produce products.
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Fixed assets – Items that are likely to stay in the business for more than one year. For example, buildings,

machinery, IT equipment and vehicles.

Fixed costs – Costs involved in the running of a business but not in the actual production of a product.
Flat structure – A structure within a business with few or no levels of management between management and

employees.

Flexible working – A way of working that suits an employee’s needs; options include job-share, term-time

working, shift-working, working from home or working part-time hours.

G
Globalisation – The increase of trade around the world, especially by large companies producing and trading

goods in many different countries.

Goods received note (GRN) – An internal document created by the buyer after inspecting the delivery of

goods from the seller. It describes each good and details the quantity of each received.

Goods returned note – A document sent by the seller to the customer outlining the goods returned.
Gross profit – The amount of profit a business makes before it takes away the amount it has spent to produce

the products.

H
Hierarchical structure – A structure within a business in which employees are ranked at different levels within

the business; each level is one above the other.

I
Imports – Foreign products bought by residents of a country.
Incorporated company – A company with its own legal identity (separate to its shareholders).
Interest rate – The cost of borrowing money, usually expressed as an annual percentage of the amount

outstanding.

Internal customers – The people who have a direct relationship to a business (such as employees, managers,

stakeholders and shareholders).

Internal environment – The events, factors, people, systems, structures and conditions inside the business

that are generally under its control.

Inventory – The raw materials, work-in-process products and finished goods that are ready or will be ready

for sale.

Invoice – A request for payment by the seller to the buyer, listing the products supplied and the amount owing.
Inward investment – Investment in a country made by investors outside of that country.

J
Job role – A description of the responsibilities of what a person does that makes up their role.
Job rotation – Moving an employee through a range of jobs to help to increase job interest, variety and

motivation.
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K
L
Labour – Human input; the people who work in businesses.
Legislation – A law or set of laws suggested by a government and made official.
Liabilities – What a business owes.
Local community – People that live in an area and are therefore stakeholders of the businesses in that area.
Loss – A financial term to describe when expenditure is greater than revenue.

M
Management information systems (MIS) – A computer-based system that provides tools to organise, evaluate

and efficiently manage business information.

Market opportunities – The gaps identified within the market.
Market research – Gathering information about consumers’ needs and preferences.
Market share – The percentage of a market controlled by a business or product.
Mentoring – When an experienced member of staff (mentor) is matched with a less experienced employee

(mentee) in order to support them by taking an interest and helping in their career.

Multinational corporations (MNCs) – Companies with branches in many countries.

N
Not-for-profit business – A business that does not earn profits for its owners. All of the money earned or

donated is used in following the business’ objectives and keeping it running.

O
Opening balance – The amount of money the business expects to have in the bank at the beginning of a period.

This is shown on the cash flow forecast.

Organisational charts – The structure, communication channels and hierarchy of a business.
Overtime pay – Pay/remuneration for hours worked in excess of the working week, usually paid at a higher

hourly rate.

P
Partnership – A business that is owned by two or more people.
Performance bonus – A sum of money added to an employee’s wage or salary as a reward for good

performance.

Performance reviews – Meetings between an employee and their line manager to identify areas for growth

and improvement, and inform suitable personal development plans for the employee.

PEST analysis – A tool for analysing the political, economic, social and technological factors of a business.
Piece-rate pay – Pay/remuneration to employees according to a fixed rate for each item they produce.
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Private limited companies (Ltd) – Companies owned by shareholders. Shares are not traded (bought and

sold) on the stock exchange but can be sold to family and friends.

Private sector business – A business owned and run by private individuals (such as entrepreneurs).
Product portfolio – The range of products sold by a business.
Products – The goods or services of a business.
Profit – A financial term to describe when revenue is greater than expenditure.
Profit for the year – The amount of profit the business has left after all expenses have been taken away from

the gross profit figure.

Public corporation – A statutory body that serves the general public but is owned by the government.
Public limited companies (Plc) – A company owned by shareholders. Shares are traded to the public on the

stock exchange.

Public sector business – A business owned and run by the government and funded by the tax payer.
Purchase order (PO) – A document used by the buyer to ask the department that controls finances to approve

an order.

Purchase requisition note – A document used by the buyer to ask the department that controls finances to

approve an order.

Q
Qualifications – An accredited confirmation that a person has acquired a certain level of knowledge or skills.
Quotation – A fixed price offer from the seller to the buyer that cannot be changed once accepted by the buyer.

R
Raw materials – The resources used by a business to make its products.
Retained profits/retained earnings – The profit kept in the business and not paid out to as dividends to

shareholders. They belong to the business and can be used to purchase assets, inventory or to pay off debts,
for example.

Risk analysis – The process of analysing the potential risks and challenges to a business.
Risk management – The process of identifying risks, assessing risks and developing strategies to manage risks.

S
Sales revenue – The income a business receives from the sale of its products.
Shareholder – Where the ownership of a limited company is divided up into equal parts called ‘shares’ that

can be bought or sold. Whoever owns one or more of these is called a shareholder.

SMART targets – Specific, measurable, achievable, relevant and time-bound targets used to help a business to

meet its objectives.

Sole trader – A business that is owned and controlled by one person, but they may employ staff.
Span of control – The number of people answerable directly to a manager.
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Stakeholders – The people who have an interest in a business and who are affected by what it does and the

way it operates.

Statement of comprehensive income – A financial document that summarises the total revenue of a business

over a period of time, compared to the total expenses.

Stock market flotation – Shares traded to the public on the stock exchange.
Suppliers – People who provide goods, services or loans to a business.
SWOT – A tool used to analysis of the strengths, weaknesses, opportunities and threats of a business.

T
Tactics – The immediate, specific actions that a business can take to respond to changes in market conditions.
Trade – The buying and selling of goods and services between different countries around the world.
Trade payables – The amount that customers owe for their purchases to the business.
Trading blocs – Sets of countries that trade together internationally.

U
Unlimited liability – Where an owner is personally liable for business debts and has to pay for any losses made

by the business out of their own pocket.

V
Variable costs – Costs directly related to production of a product.
Venture capital – Money raised from venture capitalists, who are individuals that invest in businesses. In

return, they expect to be given a share of the business.

WXYZ
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Chapter 1 – The business environment
Answers to activities
1.1

Two disadvantages to a business of using technology could be:
•

Security

•

Cost

1.2

Business objectives are measurable targets that the business must meet in order to achieve its aims.

1.3

Fixed assets are items that are likely to stay in the business for more than one year (for example,
buildings, machinery, IT equipment and vehicles . Current assets are items that can be easily changed
into money and are also called ‘ liquid assets’. For example, inventory or raw materials, work in progress
and finished goods, debtors (people who owe money to the business for goods they have bought), cash in
the bank and cash within the business. Current assets never change on a day-to-day basis.

Answers to practice questions
1.1

An employee is an internal stakeholder of a business.

1.2

Two components of a business plan could be any from the following list:
•

the name of the business

•

the product offered

•

market research

•

costs

•

revenue and profit

•

performance targets

•

contingency planning

1.3

One advantage of globalisation is that it gives access to new markets/more consumers and customers.
This can result in an increase in sales revenue/an increase in profits.

1.4

Advantages – Possible advantages of a bank loan are that they will be able to pay back the loan over a
period of time. They would not be using their own money/savings and so will have these to fall back on
if needed, and will continue to gain interest on these savings.
Disadvantages – Possible disadvantages are that the bank will want agreed payments and this can create
great financial pressure. If they cannot to pay it will cause difficulties with the bank and this could lead to
the bank asking for the full amount back.

Chapter 2 – Business communication and customer service
Answers to activities
2.1

Must know – Information that is vital to their job such as job role and responsibilities, targets and
deadlines.
Should know – Information that would help them to do their jobs such as where to find help and advice,
and who to speak to if they have a problem.

Answers
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Nice to know – Information that is not necessarily directly related to the job, but may be of general
interest such as business updates and announcements.
2.2

Customer service agents talk to customers on behalf of businesses. They may resolve problems,
answer questions, provide information and process sales. An example of a customer service agent could
be an employee in a call centre. The agent takes phone calls and respond to emails, and maybe places
orders for a customer. Another could be employees working for businesses (such as banks, airlines and
insurance agencies). As customer service agents communicate regularly with the customers of a business
it is important that they speak clearly and professionally in person, on the phone, through email and
other media.

Answers to practice questions
2.1

Two types of verbal communication could be any from the following:
•

Telephone calls

•

Presentations

•

Web conferencing

•

Meetings

•

One-to-ones

2.2

One disadvantage of a focus group is that it only has a small number of members and so does not gather
the views of a wide range of individuals.

2.3

24/7 ordering can benefit a business as customers can order at any time. This increases the number
of orders a business can receive and so it can sell more products. It will provide the customers with a
convenient way to shop. This should mean that it attracts customers to the business which should allow
it to reach its objectives such as an increase in market share.

Chapter 3 – Management information systems and business
documentation
Answers to activities
3.1

An example answer has been provided below.

Social trend

Changes due to trend that a business needs to consider

Sustainable practices

Can increase the demand for products that use recycled material,
and can decrease the demand for purchases from businesses
that use ‘sweat-shops’ or have unethical practices.
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The errors in the sales invoice have been circled below.

Sales Invoice
Supplier:
Star Inks
74 High Street, Mytown

Customer:
Joseph Books Plc
Ariel Way Estates, Anytown

Supply date: 14th April 2018

Payment with 30 days please
Unit Price
($)

Total price
($)

Code

Description

Quantity

CP

Colour printer

2

100

200.00

CIC

Colour ink cartridge

1

35

35.00

BIP

Black ink cartridge

1

25

25.00

PWP

Pack of white paper

15

5

75.00

Goods Total
Trade Discount @ 10%

335.00

Subtotal
Sales tax @20%
Total to pay

301.50
60.30

33.50

361.80

Answers to practice questions
3.1

Making sure that the information is correct on all sales and purchasing documents helps businesses to:
•

avoid overpaying

•

decrease the possibility of fraud.

3.2

A lack of finance may lead to shortages in raw materials and so the business may not be able to operate.

3.3

A management information system (MIS) is a computer-based system that gathers data and reports on
business operations to supporting decision making. It provides tools to organise, evaluate and efficiently
manage a business, and help with decision making. Having a MIS means that information is available 24
hours a day 7 days a week and so managers will be able to carry out their job effectively. On the other
hand, a MIS can be a costly investment as the business would have to buy a MIS software package,
customise the system and hire specialist IT support staff to oversee, maintain and manage the system,
keep the software and equipment up to date and train all employees to use the system.

Chapter 4 – Business policies
Answers to activities
4.1

It is illegal for a business to display any notice that deliberately misleads consumers or deceives them
about their rights, and so they cannot display a sign that says they do not accept returns or offer refunds.

Answers
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Consumers have the right to claim a cash refund, replacement, repair and/or compensation where the
goods are faulty or not as described.
4.2

Having this social media policy means that all employees understand how employees can use social
media safely and effectively. Although social media can bring benefits to the business as it can build
relationships with current and potential customers, misjudged status updates can generate complaints
or damage the reputation of the business and this policy should help to stop this happening. The policy
makes clear what can happen if employees do not follow the rules.

4.3

The usual disciplinary procedure if an employees is not working in line with the policies of the business,
is for the line manager to speak with the employee and arrange an informal discussion to ensure that
the employee understands the policy and the reasons for following it. If the employee continues to ignore
policies, they may be called into a formal meeting with their line manager to discuss why they are not
using the policies, and the employee may need to accept additional training. If the employee continues to
ignore business policies this may lead to disciplinary actions/sanctions .

Answers to practice questions
4.1

(A) Misleading action

4.2

(C) Employee handbook
(E) Newsletter

4.3

4.4

Two requirements of a data protection policy could be any two from the following:
•

Secure storage

•

Access arrangements

•

Confidentiality

•

Rules regarding disclosure

A workplace policy is a set of rules and principles that aims to guide managers and employees in how
to behave in the workplace. You can have them in place for different issues such as bullying, dress
code, internet use, health and safety and social media use. Having these can provide the benefits in
the workplace as they help employees know what is expected of them in standards of behaviour and
performance. They set rules and guidelines for decision-making in routine situations so that employees
and managers do not need to continually ask senior managers what to do. Business policies allow a
business to communicate information on the way the business operates to new employees, but businesses
must remember that having workplace policies and procedures in place is only valuable if it make sure
that employees know about them, and they are properly implemented and monitored.

Chapter 5 – Personal skills and performance
Answers to activities
5.1

The skills and qualities needed to be a police officer could be any of the following:
•

They would need good verbal and written communication skills to work with the public and write
reports. They might also have to present evidence in court.

•

They would need to be reliable and focused as they have to investigate cases.
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•

They would need to make decisions and co-operate with colleagues, other agencies and the public.

•

They would need good interpersonal skills to deal with people in difficult situations.

•

Leadership is an essential quality for even the most junior police officer as the public expects the
police to take charge at any incident. This also means they would need to be calm and confident.

•

Leadership becomes even more important at more senior levels (such as Inspector), where planning
and organising are also vital skills.

By the end of the first day you should expect to be shown or would want to know the following:
•

•

•

•

Know where the basic facilities are, for example:
•

the lavatories

•

the staffroom/cloakrooms/lockers

•

the tea/coffee making facilities

•

the eating areas

Basic policies and rules, for example:
•

the start and finish time

•

the smoking policy

•

the dress code

Emergency procedures, for example:
•

the evacuation exits and procedure

•

the sound of the fire alarm

Payment procedure

Answers to practice questions
5.1

(B) Being punctual

5.2

Job rotation is a strategy where employees move around to different jobs within the business. Job rotation
is supposed to increase employee interest level and motivation, and the advantage is that by moving
employees around, the business develops more workers with skills in each area. If an employee is absent
or goes on holiday, the business will have replacements to step in and take on the work. With job rotations,
employees can move around and avoid getting bored in one position so may stay with the business longer.
Although a job rotation strategy comes with costs to a business as moving employees requires investment
of time and money into training workers in those positions, over time employees develop more skills and
become more efficient and this gives them better opportunities to earn promotions and so they stay with
the business. This cuts down the recruitment costs of the business.

